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INTRODUCTION 

1 

In July, 1984 the  Minietry of Foreats engqpd Starline Wood Qrwp 

Inc.  to  review  and  report  upon  the  current  etate of ths  coast  mector of 

the  British  Columbia  forest  products  industry  and  to  assess  its  future 

prospects. 

The  study  was  based on the  experiences  and  judgement  of  the 

consultant,  supplemented by research  and  interviews  with  key 

representatives  of  the  industry. 

The  review is timely now that  concern  for  the  future  well-being  of 

the  coastal  forest  industry is being  expressed  in  business  and 

government  circles. The North  American  economic  recovery  has  eluded 

the  coastal  forest  industry  and  many  people are asking  why this is so 

and  what  can be done  to  improve  the  outlook. 

Sterling  Wood  Group  Inc.  began  the  review by studying  the  present 

wood  supply  and  markets,  identifying  the  structural  changes  taking 

place  and  the  technological  advances  being  made,  and  diagnosing  the 

impediments  to  the  industry  in  realizing  opportunities., On the  basis 

of  this  information  the  consultant  made  an  evaluation  of  the 

competitive  state  and  direction  being  taken by the  sectors of the 

coastal  industry  relative  to  future  wood  supplies,  markets  and  trends. 
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An opinion is presented on the future configuration and competitive 

position  of the coastal industry if present trends are followed  and 

impediments are not  overcome. The study was concluded by identifying 

the options available and suggesting the Government  and  Industry action 

required to enable the coastal forest  industry  to  be competitive in 

both the short  and the long  term. 
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BACKGROUND 

Any  projection  of  the  future  prospects  of  the  forest  industry  must 

be  based on a  brief  review of the  general  economic  environment. In 

this  context  it is  useful  to  examine  the  developments  of  the  past 

decade. 

Notable  features  of  the 1970s included  such  aspects as the 

maturation  of  the  post-war  baby  boom,  a  marked  increase  in  demand for 

natural  resources  and  basic  commodities,  a  general  increase  in the 

public  sector  deficits  and  monetization  of  the  debt  through  large 

increases  in  the  money  supply. This resulted in a  concomitant  increase 

in  inflation. 

The  forest  industry  and  others,  especially  in  the  resource  sector, 

saw real  increases  in  the  prices of basic  commodities  and  increasing 

demand  for  and  ready  availability of credit  at low or negative  real 

estate  rates.  They  responded by borrowing  heavily  for  acquisition  and 

diversification,  in  addition  to  modernization,  energy  savings  and 

pollution  controls,  especially  late  in  the  decade.  Debt  levels 

increased  greatly  in  relation  to  equity  and  this is illustrated in 

Chart 1. 

Investors  became  reluctant  to  commit long term  funds at low or 
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negative  rates  of  return  to  corporations  with  deteriorating  balance 

sheets and  earnings.  Many  corporations  therefore  turned  to  the 

commercial  banks.  which were awash  with  deposits  during  the  latter  part 

of  the  decade  and  willing  to  make  short  term  loans  at  floating  rates, 

in  situations  where  conventional  long  term  funding  could  not  be 

obtained  in  the  bond  markets.  Chart 2 shows  the  pre-tax  profit on 

total  capital  for  various  segments  between  1972  and  1981. 

A parallel  situation  occurred  in  developing  nations,  with  external 

debt  outstanding  among  the 25 major  borrowers  increasing  from $126 

billion (U.S.) at the  end  of 1973 to  an  estimated $640 billion in 1983. 

This represented  more  than  a  doubling  in  real  terms.  Similar  trends 

were  evident  in  debt  of  developed  nations,  though  the  rate  of  increase 

was usually  lower. 

Dislocation 

In the 19806, the  general  environment  changed.  Many  nations 

embarked on  restraint  programmes  to  reduce  the  rate of inflation  and 

permit  stable  growth.  Growth  of  monetary  aggregates  was  held  in  check, 

but  fiscal  restraint was weak. The combination  led t o  higher  interest 

rates  in  both  real  and  nominal  terms  and  a  slowing  in  economic  growth. 

Reduced  growth or actual  declines  in  economic  activity  further 

increased  fiscal  deficits,  putting  additional  upward  pressure on 

interest  rates, as deficits  were  financed. 
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The recent  upturn in economic activity  has  produced  increased 

demand for commodities in  developed  nations, but the continuing high 

interest costs have  caused producers (both corporations and developing 

nations) to maximize production in order to obtain  the funds required 

to service their debt. In addition, these producers  have  imposed 

severe internal restraints to reduce costs in the case o f  corporations 

and to reduce imports in the case of nations, so as to maximize funds 

available for debt  service. Thus, recovery has been  modest  in all but 

the U.S., which is less dependent on  world trade than  most  other 

nations. The coast  forest  industry in British Columbia has  fallen 

victim to the same forces that have affected  Third  World  countries. 

- The Environment Ahead 
As the International Monetary Fund  (IMF)  notes, "..,.it will not  be 

possible  for  the debtor countries to maintain viable external positions 

and simultaneously to resume adequate rates of economic  growth  without 

a sustained recovery in the industrial countries."  Among  the 

requirements noted are a reduction  in  high  real rates of interest, 

structural changes in the economies of developing nations and a 

reversal of the trend  toward trade protectionism. A complicating 

factor is the rise in debt service obligations of developing nations in 

the 1986-1988 period due to a "hump" in amortization payments. The 

critical need for sustained  growth is revealed by the I.MF estimation 

that,  should gross national product (GNP) growth in industrial nations 

fall one percentage  point per annum below its potential,  the  potential 
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deficit  of  the  non-oil  developing  countries  would  be $80 billion in 

1987. rather  than  its  forecast  of $60 billion in  the I W  base  scenario. 

A similarly  untenable  position  could  result  for  many  over  extended 

corporations  which  require  stable  demand  growth,  lower  interest  costs 

and  higher  profit  margins  in  order  to  service  debt  incurred in  halcyon 

days. 

The I W  also  concludes  that  government  expenditures  in  industrial 

nations  will  play  a  relatively  subdued  role  in  the  current  recovery, as 

governments  attempt  to  improve  their  underlying  budgetary  positions. 

This  is  in marked  contrast  to  past  recoveries.  The  course  of  future 

GNP growth  will  be  determined  to a larger  extent  than  previously by 

private  sector  factors. 

Given  this  environment.  in  which  sustained  economic  growth 

deriving  in  large  part  from  private  sector  growth is required  simply to 

maintain a "tenable  position",  it seems  likely  that  recovery  in  the 

forest  sector  will  be  modest.  In  many  sectors  capacity  constraints 

will  not  be  reached  and  prices are likely  to  be  comparatively  stable at 

fairly  low  levels,  though  it is unlikely  that  the  performance of pulp 

and  paper  product  prices  will  be as abysmal as has  been  the  experience 

of  lumber  prices  in  the  1982-1984  recovery  period. 

Given  the  comparatively  slow  rates  of  growth In demand for  most 

forest  products,  the  process  of  recovery  will  not  be  rapid.  However, 
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in the longer  term,  debt  will be worked  down  or  written  off,  Demand 

will  recover as supply  will  contract,  and some semblance of  normality 

will  return. Conditions may  be  very difficult for several  years but 

the current situation will  not  last fomver. The critical  aspect for 

the coast  forest  industry is first to survive the  next  few  years,  and 

in the  longer  term to move  from its current  position at the  margin  of 

economic supply. 

Changing Perceptions 

In the late 1970s it was often  claimed  that a developing  shortage 

of  timber promised a bright future to the B.C. forest  industry, more 

than  offsetting slow demand  growth  for  solid  wood  products.  That 

perception has changed  and the recent  recession is only  part  of  the 

explanation. As the Office of Technology  Assessment  of  the U.S. 

Congress put  it in a 1983 report, "Wood  Use. U.S. Competitiveness and 

Technology": 

National  timber famines have been  predicted  repeatedly since 
the turn  of the century. None  has  occurred to the  extent 
that the national  economy has suffered  appreciably.  While 
there have been regional  migrations by the  forest  products 
industry as certain types of timber  have been depleted, major 
shortages have been  avoided  through  changing  technologies, 
economic  adjustments,  increased  production in other  regions, 
and  imports. 

The study concluded that the 1980 U.S.D.A. Forest  Service analysis 

under the Resource  Planning Act overestimated  future  demand, 

underestimated timber supply and  understated  the  impact  of 

technological change in  stretching  timber  supplies. 'The report also 
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concluded  that  the U.S. could  greatly  expand its world trade in  forest 

products and  become a net exporter of  solid  wood  and  paper products by 

1990. "Continued imports of Canadian low-value  lumber  and  newsprint 

may reault  in greater opportunities for U.S. producers to  export 

products such aa linerboard  and  hish  value lumber where the U S .  

competitive edge is greatest." 

Thus, the  coast  forest  industry faces the problems created by the 

general  economic climate, which indicates a slow rec:overy, its own debt 

problems, and the improbability of  being  bailed  out by resource 

scarcity. 

Ma lor Change 

One major environmental shift  within  the  coast  forest  industry 

should be noted,  in addition to the general economic: parameters and the 

specific cost  problems. Prior to  the Forest Act  of 1978, and the 

Forest and Range Analysis of 1979,  most  of the coast  industry 

considered  itself  relatively  unconstrained by timber supply limits. 

Market  logger quotas could be purchased, or quota  could be earned by 

performance or acquired by developing more remote areas. Thus growth 

and reinvestment  in  the  coast sector were directed to the extensive 

margin. This is a low risk strategy offering economies of scale to 

companies that are producers of  basic commodities. 

Subsequent to the Act and the Analysis, it became apparent that 
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there  were limits to this growth,  and  producers  began to' direct  their 

attention to development  at  the  intensive margin. This was  evident in 

1979. when  modernization  of some of the  older  sawmills  was  directed not 

simply at reduction  in  labour costs or increase in through-put, but at 

increased  lumber  recovery factors and the ability to  produce  more 

valuable  products (e.g., a better  grade of "Baby squares"  commanding a 

higher  price  than had  been obtainable with  less  precise sawing). A 

surge in  remanufacturing  activity and custom  cutting at the time was 

also indicative of this major shift as producers  sought to increase 

profit  per  unit rather  than  units processed. The effect  of this i a  

evident  in the widening  differentiel  between  the  value of  lumber 

shipped  for  coast VS. interior mills. 

The subsequent  drop  in  demand,  the constraints on  cash flows 

available for reinvestnent/modernization and  market  development, has 

masked this development, but the change in emphasis from development  at 

the extensive to the  intensive  margin  is very real, and a very powerful 

force. Its existence is acknowledged by the  industry  and  their efforts 

to pursue this rank  at  the  top  among  their  survival  strategies. 

In some instances  the  higher  value added represents a real 

increase in value, for  example by further  processing at source rather 

than at the customer's  location. In other cases, the  value  added m a y  

be illusory,  for  example by sawing to maximize  grade (of the  lumber 

produced  while  reducing  recovery or increasing  the  proportion of low 
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value lumber. In yet other  instances it may be temporary. For 

example, some of the high product prices are  the result  of the 

manufacture of a variety of  products which require  excessively high 

costs. These market inefficiencies  can be overcome in time and  high 

valued products can be replaced by lower cost commodity type products. 
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PRESENT STATUS OF THE INDUSTRY 

1. - The  Forest  Resource 

Based on the  assumptions  used  to  determine  current  allowable 

annual  cuts  (AACs)  of  Timber  Supply  Areas (T.S.A.s)  and Sustained  Yield 

Units  (SYUs),  and  the  volumes  of  mature  timber on unregulated  lands, 

harvest  levels  on  the  coast are approaching  their  maximum. Log 

production  is  not  expected  to go beyond  the 1973 and 1978 levels  in  the 

foreseeable  future,  and  may  in  fact  decline. 

In addition,  there  has  been  a  shift  of  species  composition  and 

quality  in  the  available  timber  supply  and  logging  costs  have  tended to 

increase  steadily.  These  changes  have  largely  been  the  result of the 

practice  of  harvesting  the  best  and  most  accessible  stands  first. This 

practice  has  forced  operations  to  the  steeper  slopes  and  higher 

elevations  where  the  timber  is  generally  smaller  and  logging  conditions 

are more  adverse. 

The  trend  to  increasing log production  costs is illustrated  in 

Chart 3.  This graph  shows  that  during  the  period  1970  to  1981  logging 

costs on the  coast  increased  approximately 48% in  constant  1982 

dollars.  The  graph  also  indicates  that  during  1982  logging  costs 

declined. This  was largely  the  result of a  combination  of  productivity 

gains  since  1980  and  the  closure  of  high  cost  operations  due  to  the 
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recession. 

The shift of species composition in  the available timber supply is 

illustrated by the graphs in  Chart 4. These graphs show that  during 

the period 1965 to 1983 the share of the  coast  harvest  for  hemlock, 

balsam  and cypress has been increasing steadily, with Douglas fir, 

cedar and spruce remaining stable or declining.  Clearly, these trends 

will continue for all species except cedar, since harvests are still 

not  balanced to the  remaining  inventory, which is shown by that  portion 

of the graphs beyond  the 1983 actual harvest  analysis.  Although  the 

harvest of mature standing Douglas fir timber  will  decline  to  the  level 

of the  inventory,  around  the turn of  the  century  there  will be a sharp 

increase in  harvest due to reforested  second growth. Generally 

speaking, operators will  mostly be harvesting virgin stands for at 

least 20 years. 

The shift  in the log grade distribution is illustrated in Charts 

5, 6, 7, 8 and 9. These graphs, which reflect the grades of logs 

traded on the Vancouver Log  Market (VLM), show clearly the declining 

grade trend  for all species except  cedar  and spruce. The graphs for 

these species do not show  a declining grade trend since the  high value 

grades are sold to sawmills which  can maximize value  recovery  rather 

than  being  processed  in a standard dimension mill. The harvest grade 

data also indicates that there is a declining grade trend  for cedar 

with spruce remaining  stable. The declining grade trend means that 
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future  harvests  will  produce  increasing  proportions  of  smaller,  slower 

grown l ogs  with  less  clear  and  more  tight  knotted  fi.bre  suitable  only 

for  the  production  of  low  grade  lumber. This trend  will  be  most 

pronounced  in  hemlock. The grade  decline  will  be less for  cedar  since 

this  species  does  not  grow  at  the  higher  elevations.  However,  there 

will  be  a  slight  increase  in  old  growth  decadent  cedar as operators  are 

forced  to  harvest  less  attractive  areas.  These  logs  will  tend  to  be  of 

larger  diameter,  have  more  taper  and  contain  larger  knots,  burls, 

multiple  crowns,  and  other  defects. 

The drift  to  declining  grades  and  higher  pulp log production is 

the  logical  result  of  constantly  operating  at  the  economic  margin. 

Initially,  only  the  best  timber is economically  ac:cessible, so only 

this is cut. As the  margin  shifts  outward  over  time,  operations  move 

into  lower  and  lower  quality  timber  in  more remote locations. AS 

operations  pursue  the  margin,  average  stumpage  remains  low  in all but 

cyclical  peaks  and  only  residual  stands of better  quality  timber  will 

indicate  stumpage  rates  above  minimums. The amount  of  high  value 

timber  remaining  depends on the  rate  at  which  the  margin  changes,  the 

variability of timber  within  individual SYUs, the size of SYUs, and  the 

methods  and  assumptions  used  to  determine  the AAC. The  combination  of 

circumstances on the  coast  has  been  such  that  there are limited 

reserves of valuable,  low  cost  timber  available t o  sustain  operations 

when  the  economic  margin  contracts.  If  the  contra(:tion is merely a 

cyclical  downturn  the  problem  is  temporary,  but  this  appears  not  to  be 
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the  situation. 

If the  current  contraction of the  margin is sustained  over  the 

longer run,  the  consequences  could be severe  and  widespread, as the 

timber  supply  curve  appears  to  be  quite  flat  (Chart 10). It should  be 

noted  that  the  use  of  average  appraised  logging  costs  for  each SYU to 

construct  the  curve  is  subject  to a number of shortcomings,  and  the 

variability of  costs is much  greater  than is implied  by  the  curve. 

However,  the  variability of costs  within  each SYU is also  fairly  wide. 

Therefore, a contraction  of  the  margin  would  probably  reduce  the 

economic AAC in each SYU, rather  than  render all of the AAC uneconomic 

in  particular SYUs. Still,  based on the  this  graph,  a 10% drop  in log  

prices  could  render more than 25% of the AAC uneconomic, or conversely, 

policies  that  reduce  the  costs  of  production  slightly  could  have  a 

major  impact on  the viability of a  large  portion of the  industry. 

Analysis  of  the  inventory  data  indicates  that old growth  Hembal 

will  account  for  approximately 60% of  the  potential  harvest  over at 

least  the  next 20 years. Log quality  will  be  lower  than  in  the  past 

but it  will  still be possible for the  industry t o  manufacture  the 

traditional  products that provide  premium  prices,  though  with 

increasing  difficulty  and  an  increasing  percentage of pulp  logs. 

As previously  noted,  the  second  growth  harvest  (predominantly 

Douglas fir) will  increase  sharply  around  the  turn of the  century. 



15 

Harvest  costs  will  initially  be  comparatively  low  due to favourabla 

access and  terrain,  but  comparatively  small  log size and/or  rapidly 

grown trees will  not  permit  the  recovery of high  value grades of 

lumber. Costs,  products and prices  will  likely  be comparable and 

competitive  with other dimension  lumber areas. As the  second  growth 

harvest  increases  therefore,  an "interior  type"  sector  will  likely 

develop  on  the  coast, but the  transition will be gradual and 

manageable. 
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2 .  "" Product and Plant Obsolescence 

A l l .  segments of the  coastal  forest  industry tend t o  be 

cllar;lctterized by aging  manufacturing f a c  i l i  t 1.c~.  Many plants have  been 

i n  place  for decades and despite upgrading and modernizing investments, 

obsolescence is particularly  characteristic of the whole  plywood 

i n d u s t r y ,  much of the p u l p  industry and portions of the lumber 

industry. 

In the  case of the plywood i n d u s t r y  it is more  one of product  than 

of process. High raw material  costs,  limited log availability, 

competition by American  plywood producers, market substitution by other 

panel products, falling  productivity i n  older  plants, and volatile, 

unpredictable  trading  patterns  prevalent i n  the  industry have  been well 

documented elsewhere.  Their combined effect is self-evident by the 

steady  decline of t h i s  i n d u s t r y  i n  coastal  British Columbia during  the 

past five  years. Unless current  trends can be  be reversed i t  is 

indicated  that t h i s  decline will be steady and by the end  of the 

century only a few firms will remain i n  production.  Unpredictable 

changes i n  plywood export  factors,  particularly  those  related  to 

currency and tar i f fa ,  could a l t e r  t h i s  s i tuat ion and have an offset 

effect on the rate of domestic market decline. In this case  the  rate 

of decrease of production will be less  severe. 

Plant  obsolescence i n  the  coast lumber industry is considered by 
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many to be widespread, as evidenced by the recent disastrous financial 

performance  of the industry in comparison with competitors  in other 

areas. While  there is and  will always be some obsolescence, the poor 

financial performance  of the  coastal lumber sector  has been due  to weak 

markets for an industry which  has  the highest  combined log and 

conversion  costs in North America. 

To reduce  conversion costs, some streamlining has taken  place 

but this  has tended to limit  flexibility and the potential for value 

recovery, and could  well be counter-productive. Other m:ills have  been 

forced  to  compete with  dimension mills but the  savings have not been 

enough  to  enable  them  to  compete profitably in the North  American 

commodity  market  for  dimension lumber. There is little  opportunity for 

reducing log costs  due to the  location of the  reserves of mature 

timber. 

The  coastal lumber  industry contains a  wide  array of producers 

from very small to very  large. There is a wide mix of product, 

corporate  size and structure,  mill design, degree of integration, 

assurance of timber supply,  market access and age of plant. Because of 

the diversity of products  manufactured and markets serviced, this 

sector is not comparable  to  the  Interior  lumber industry. The  coastal 

industry  is "product" driven  rather  than "cost" driven like  the 

Interior industry. The  Coastal  sector  struggles to meet market demands 

for  a wide array of sizes, grades, dimensions, exotic  standards and 
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limited  order  volumes. This requires the industry  to  be  relatively 

both  capital  and  labour  intensive  and  consequently  high  cost.  Under 

these  conditions,  the  industry  has so far  survived 011 its  ahllity to 

extract  high  product  values  from  high  cost logs.  This :is illustrated 

by the  "added  value"  obtained  in  comparison  to  Inter-Lor  producers. 

(See  Chart 11). At  the  present  time  the  coastal  industry  obtains  a 

higher  average  value  of  product ($120/141:bm) which is virtually 

identical  to  its  higher  costs  compared  to  Interior  producers.  Unless 

major  and  unforeseen changes  in  new  markets,  tariff  barriers,  freight 

and  currency  factors  occur  the  coastal lutnbcr sector appears to  be 

fixed in  its  current  pattern.  Survival  will  depend  on  the  industry's 

ability  to  seek  out  fractional  markets  and  control  costs. Of these 

factors,  only  costs  and  grade  recovery  are fully controllable 

domestically. 

The coastal  lumber  industry,  therefore,  has  limited  opportunity 

for  domestically  controlled  improvement  in its compettt.lve  position. 

The sector  does  have an acknowledged  ohsolescence  factor  which 

constantly  progresses  with  time,  with  market, with changes i n  raw 

material  quality  and  size,  and  with  technology. The sector  requires a 

process  of  Upgrading,  drastic  in some cases ; t t ~ d  gr;idunl  in others, to 

stay  even in  terms  of  plant  obsolescence. This will  require  continuous 

capital  investment.  Unfortunately,  the  scope €or  the  industry  to  make 

such  investments is, in many case,  severely  limited  in  many  cases by 

current  debt  structures  and  cash  flow  limitations. At least a portion 
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of  the  industry  therefore  will  continue  to  experience  increasing 

obsolescence  and  this  will  tend  to  render that port.ion  progressively 

submarginal. 

The  coastal  pulp  and  paper  sector,  like  the  plywood  and  lumber 

sector,  tends  to  be  characterized by aging  plants.  Again,  there is a 

process  of  upgrading  and  modernizing  constantly  in  progress,  ranging at 

present  from  drastic  to  gradual.  Despite  this,  however,  the  coastal 

pulp  industry  tends  to  be  ranked  near  the  very  top  in.  terms  of  world 

costs,  and  consequently  has  comparatively small margins  on  which  to 

operate  and  re-invest in upgraded  plants  even  in  relatively  good 

markets.  Like  the  coast  lumber  sector,  the  pulp  sector  is  adversely 

exposed  to  major  external  factors,  such as currency  exchange  rates, 

over  which  it  has  no  control. As long as these  factors  persist,  the 

opportunity  for  providing  capital for upgrading  and  modernizing is 

limited  and  an  obsolescence  factor  will  tend  to  persist.  Again, 

options  are  also  limited  by  corporate  capital  structures  in  the 

over-all  industry. 

In summary,  most  sectors  of  the  coast  forest  industry  contain 

varying  degrees  of  plant  obsolescence. This is symptomatic  largely  of 

an  older  established  industry  rather  than  neglect. The factor  is  known 

and  acknowledged  and  upgrading  and  modernization goes on  to  overcome 

it. The  real  problem is that,  because  of  uncont:rollable  external 

factors and corporate  capital  structures,  the  opportunity  to  generate 
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internally  or raise new capi-1 for @Plant investment is severely 

limited. Unless these factors chamge. the 6bsolescen.ce factor will 

persist. 
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3. Market end ComDetitive Factors 

The coastal forest  industry  must  trade  within a marketing 

structura  which in largely  ouside its control. Its customers are 

mostly overseas and  competition has been  strongly  felt  from  other 

supplying countries who may  be closer to the  customer,  or may  be able 

to apply artificial monetary exchange rates. Despite  these factors the 

British  Columbia coastal forest  industry  still  has a resource advantage 

in that  it contains much  of the world's remaining supplies of  old 

growth coniferous timber suitable for a specialized product  market. 

The external  uncontrollable  factors,  such as currency  exchange 

rates,  have,  and  will continue to have, a severe effect on marketing  of 

coastal products. The devaluation  of the Swedish  Krona by 46% since 

1980 has been followed by strengthening of the Canadian  Dollar  against 

European currencies. Table (a) shows the rates for  various currencies 

in Canadian Dollars, 1.e. the amount in Canadian Dollars  required to 

purchase one unit of  the  currency  denomination. Charts 12(a) and 12(b) 

illustrate  that the purchasing  power of the  European countries has 

dropped to between 40 and 50 percent of the levels enjoyed in 1980, and 

continues to drop. In contrast,  the U.S. Dollar has increased in value 

by 13% while the Japanese Yen has remained at a fairly  constant level. 
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Table (a) 

NWNU CURRENCY RATES QUOTED IN CANADIAN DOLLARS 

1978  1979  1980  1981  1982  1983  1984  1980-84 
Change 

Pound Sterling 2.19  2.49  2.72  2.43  2.16  1.97  1.58 -41% 

German  Mark  0.57  0.64  0.65  0.53 0.51 0.47  0.43 - 3 4 %  

French Franc 0.26  0.28  0.27  0.21  0.18  0.17  0.14  -48% 

Italian Lira(1000) 1.34 1.41  1.37  1.05  0.97  0.84  0.70  -49% 

Japanese Yen (100) 0.55  0.55  0.52 0.55 0.50  0.52  0.54 + 4% 
Australian  Dollar  1.31  1.31  1.33  1.33  1.19  1.14 1.11 -17% 

Chinese Yuan 0.67  0.76  0.79  0.69  0.67  0.62 0 52 - 3 4 %  

Swedish Krona 0.25  0.27  0.28  0.24  0.20  0.17  0.15  -46% 

U.S. Dollar 1.14  1.17  1.17 1.20 1.23 1.23 1.32 +13% 



23 

Other  competitive  factors  include  building  codes,  local 

performance  standards,  tariffs  and  quotas.  These  last  two are  the 

hardest  to  counter as they  require  strategy  at  the  highest  government 

level. As for  compliance  with  building  codes  and  standards,  the 

coastal  industry,  through  the  Council  of  Forest  Industries (C.O.F.I.), 

has  made  considerable  effort  and  has  achieved  widespread  acceptance  of 

B.C. lumber  and  plywood  products  produced  here. 

Appendix I summarizes  the  present  situation  with  respect  to  these 

market  forces  upon  coastal  lumber  and  plywood. It is apparent  that 

there is considerable  protectionism  practised  in  France,  Australia  and 

Japan. The  European  Economic  Community (E.E.C.) imposes  a  tariff,  but 

this is moderate. The  French  restrictions  are  applied  through 

administration  obstacles  rather  than  through  direct  duty  imposition. 

The  large  Asian  markets  of  Japan,  China and Korea are anxious  to  obtain 

logs rather  than  lumber or plywood. This preference is not  likely  to 

change in the  near  future as log  supplies are  available  from  the 

U.S.S.R. and  other  Asian  countries.  Hembal  logs  may  become  more  scarce 

as the U.S. export is distributed  over  a  larger  market,  with  a 

consequent  switch  in  demand  for llembal  lumber.  Countertrade  (a  form  of 

barter) is likely  to  become an important  market  factor,  particularly 

with  the  Chinese,  who  have  shown  a  preference for linking  imports  of 

forest  products  with  exports  of  Chinese  goods. 

The market  for  wood  pulp  exists  with  the  demand  for  paper,  board 
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and other  pulp products. Growth  in  the consumption of  these products 

in past decades is attributable  to  the  increases in population, 

economic activity  and disposable income. The enormous newsprint market 

in  the United States  has been  serviced by Canadian mills and this is 

expected to continue. Demand for Canadian pulp may increase, 

particularly in  the European and Japanese markets. 

Canada. and with it British  Columbia, is likely to maintain  a 

major  role  in  the world pulp market. The following tables  show 

production and consumption of wood pulp for the  years 1970, 1980 and 

1981 by region. Production and consumption rose in the 1970s by 2.3 to 

2.5 percent per year and it is significant that there  was no 

appreciable  change in the market share between  producing  or  consuming 

nations. However,  new  production presently coming on  stream throughout 

the world  could alter  this trend adversely. 

". . . . . ." ~"____/ 
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Table (b) 

WORLD PRODUCTION OF WOOD PULP 

1970  1980 
('000 tonnes) 

1981 

( X )  (XI) 
Canada 16,609  (16) 20,687  (16) 
U.S.A. 39,304  (37) 47,224 (36) 
Western  Europe 24,578  (23) 26,708 (21) 
Letin  America 1,700 ( 2) 5,138 ( 4 )  
Asia,  Africa,  Oceania 11,281 (11) 14,296 (11) 
Others 11,101 (11) 15.191 (12) 

World Total 104,772  129,244 

Table (c) 

WORLD CONSUMPllION OF WOOD PULP 

1970  1980 
( IO00  tonnes) 

(%) (%) 
Canada 11,593 (li) 13,522  (10) 
U.S.A. 39,863  (38) 49,002  (38) 
Western Europe 26.589  (26) 30.471 (24) 
Latin  America 2;223 ( 2j 4;492 ( 3j 
Asia,  Africa,  Oceania 12,560 (12) 16,848 (13) 
Others 11.676 (11) 15,904 (12) 

World Total 104,503  130,239 

Source: Canadian Pulp and  Paper  Association 

( X )  
20,572  (16) 
47,224  (37) 
26,327 (21) 
5,046 ( 4 )  
12,822  (10) 
15.101 (12) 

127,092 

1981 

( X )  
13,966 (11) 
47,588 ( 38) 
29,676 ( 23) 
4,406 ( 3) 
14,741 (12) 
15.863 (13) 

126.240 
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Wood  pulp is generally  considered  to  be an unmanufactured 

commodity  rather  than  a  product,  and  therefore  does  not  attract  tariff 

and  non-tariff  barriers  to  the same  extent as finished  lumber or paper 

products. The greatest  trade  barrier  remains  coat  and  the  prevailing 

strength  of  the  Canadian  Dollar  in  the  European  market. 

Conclusions  from  this  review  of  markets  and  competitive  factors 

can be  guardedly  favourable. The Canadian  Dollar  is  high  compared  with 

the  currencies  of  many  of  the  coast  industries'  customers. As Europe 

recovers  from  its  share  of  the  recession  the  Canadian  Dollar  may  become 

more  affordable  and  wood  products  may  then  return  to  greater  economic 

competitiveness. In the  meantime  there are advantages  inherent  in  the 

coastal  industry  that  can  be  beneficial.  For  the  lumber  industry  the 

existing  supply  of  old  growth  timber  provides a distinct  advantage. 

The B.C. coast  and  the U.S. northwest  realistically  contain  the  world's 

remaining  supplies  of  this  old  growth  resource. This allows  a 

sustained  presence  in  these  specialized  product  markets.  Other 

producers,  including  the B.C. interior  industry  and  plantation  based 

foreign  producers  tend  to  be  excluded by virtue  of  the  nature  of  their 

resource. The old  growth  timber  supply  provides  the  opportunity  for 

the  industry  using  this  resource  to  obtain  higher  product  values  than 

commodity  producers. 

There  exists  opportunity  to  further  increase  these  favourable 

differentials.  For  example,  during  the  last  five  years,  recovery  of 
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clears,  shops  and  specialities  has  increased  from 7% to 17% of  the 

product  mix.  Evidence  from  overseas  conversion  of  export  logs 

indicates  that  levels  of 30% to 40% of  these  products are achievable. 

The  coastal  industry  therefore  appears  to  have an  advantage by virtue 

of  its  resource.  The  major  threat  to  this  advantage  could  come  from 

the U.S. northwest,  the  only  area  capable  of  matching or exceeding  the 

production  of  these  higher  value  products. This threat  will  become 

real in  the  event  that U.S. priorities  shift  from  domestic  to  export 

markets or  allowable  cuts are raised  in  National  Forests  in  the  western 

U.S. A potential  exists  for  both  these  factors  to  occur. 

The prognosis  for  future  plywood  markets is very  uncertain. 

Through  the  efforts  of  industry  associations,  particularly C.O.F.I., 

the  plywood  product  manufactured on the  coast  has  achieved  a  high 

degree  of  acceptance,  particularly  in  Europe.  However,  the  increased 

costs of  obtaining  the  dwindling  supply  of  suitable logs is exacerbated 

by the  rapid  growth  of  competitive  products. 

Historic  quality  advantages  of  coastal  pulp  is  no  longer  a 

significant  factor  in  export  markets.  Apart  from  changes  in  external 

factors  such as currency  exchange  rates,  the  continued  survival  of  the 

pulp  sector is largely  dependent on  control  of  production  costs, 

particularly  that  of  fibre  supply. The  evidence  of  a  worsening  fibre 

supply  deficit 

r ise .  

in  the  pulp  industry  implies  that  costs are likely  to 

~~~ 



In  summary,  all sectors of the coastal  industry are exposed to 

severe,  uncontrollable  external factors and a limited  range of 

opportunity to reduce  controllable coats domestically. 

.. . .. .. . . . . ". 
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4. Capital Factors 

The capital structure of those companies heavily  concentrated in 

the  coastal  forest  industry has undergone  generally  drastic changes 

since 1979. This is best illustrated by the  tables  on  the  following 

page, which  present the capital  structure of the  eight  public coastal 

forest  products companies in 1979 and 1983. 

These tables were  derived  from available data  for the public 

companies concerned. These companies represent 75% of the total 

approved M C  on the coast and, because of the continuing  evidence of 

closure,  receivership  and  bankruptcy among some of the  privately  held 

companies, it can be assumed  that they reflect  no  better  than  the 

general capital structure of the  whole coastal forest industry. 

These tables clearly show the serious weakening of the financial 

structure of the  coastal  forest  industry  which has taken  place since 

1979. For example,  in 1979, the  average  debt posit:Lon of  the  public 

companies was 31% of total long-term capital  (excluding  deferred income 

tax) with  the  debt  positions of individual companies ranging  from 12% 

to 39%. By 1983 the average debt  position  was 54% and the range was 

between 38% and 99%. By comparison, the  Eastern Canadian companies 

have had relatively  minor  changes  in  their financial structure. In 

1979, the debt  position  of  Abitibi,  Consolidated  Bathurst  and  Domtar 

was 34% and  their current position has risen only to 38%. 
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Table (d) 

CAPITAL  STRUCTURE 

Coastal B.C. Forest  products  Companies 
Long-Term  Capital 

(millions of dollars1 

1983 

CaDital Debt- Tax Eauitp s2 % Debt 
Working Def . 

Smm 
1 2 

B.C. Forest  Pdts 110 597 47 363 960  62 
Canfor  Corp 26 253 2 311 564 45 
Crown  Forest 81 258 59 284 542 48 
Doman 15 147 (6) 1 148 99 
Gregory 2 12 - 1 13 92 
MacMillan  Bloedel 445 776 79 743 1.519  51 
Weldwood 

TOTAL 
Whonnock 

111 83  32 
26 

34 
131 - 39  170  77 

816 2.257 213  1.9m 4.160 

. ~~ 

161 244 

% breakdown 54  46 

1979 

"k 
Working 
Ca ita1 Tax EauitG w2 % Debt 

Def . 1 

B.C. Forest Pdts 139  200 86 316  516 
Canfor  Corp. 
Crown  Forest 77  37  70  263  300 
Doman 21  20 7 36  56 
Gregory 2 1 -  4 5 
MacMillan  Bloedel 320  411  175  736  1,147 
Weldwood 57  26  37  158  184 

- - - - - 

Whonnock 
TOTAL 

16  12 7 
632 

51 
707 387 1,564 2,271 

63 

39 

12 
36 
20 
36 
14 
20 

- 

X breakdown 31 69 

Notes:2  includes  preferred  shares .which must  be  repaid. 1 

excludes  deferred taxes. 
common  equity  and minority  interest. 
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Other  observations  that can be made  from these tables are as 

folIows: 

- excluding Canfor. the  equity  of  seven companies increased by 2% 

but would  have  declined by 10% if  they  had  not  issued  new  shares. 

- while  equity  was  declining, long-term  debt of the same seven 

companies increased by 183% during  the four years. 

- considering the aggregate balance  sheet of all eight  companies, 
over 18% of the equity  position came from  the  proceeds of new 

shares issued  in 1980 - 1983 (see below). 

Table (e) 

Issuance of New  Common Eauity. Smm 

1983 1982 - 1981 __ 1980 
B.C. Forest Products .5 106.2 1.1 .3 

- 
Canfor 
Crown  Forest 
Doman 
Gregory 
Madillan Bloedel 
Weldwood 
Whonnock 
TOTAL 

164.9 
.2 - 

59.4 
.l 

2 2 5:l 

- 

- 
117.7 
1.5 

4TO 1T7 
- - 

" Four Year Total:$348.5 g 

Only the infusion of this $348.5 million from the  sale of new 

shares prevented  the  debt  positions  of  these companies from 

getting  even worse, 

- the decline in  financial strength has been particularly  aevere 

in  the  traditionally more dynamic,  risk-taking  companies. Soma of 
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the  more  cautious  companies  have  retained  relat.ively  healthy 

balance  sheets  but  reported  profit  margins  are so low  that  their 

financial  positions  will  continue  to  deteriorate :in comparison 

with  other  regions. 

- of  the  eight  public  companies,  those  most  closely  tied  to  the 
production  of  lumber  have  fared  the  worst. For these  companies, 

injections  of  senior  capital  have  been  required,  and  common  share 

financings  have  become  necessary  for  economic  survival. 

By  comparison  the  damage  done  to  the  balance  sheets  of  integrated 

companies is modest. In  aggregate  the  debt  positions  of  these 

firms  increased  from 33% in 1979 to 54% in 1983. 

The  result  of  this  traumatic  change  in  financial  strength  has 

resulted  in an industry  which  can  be  approximately  categorised as 

follows: 

Debt  and  Portion  of  Total 
Preferred  shares 

as % of 
Industry  (on  basis 
of regulated  Crown 

Total  Capital  timber SUDD~V -AAC)- 

up to 50% 

51% to 75% 

76% to 100% 

20% 

60% 

20% 
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The effect  of  the  financial  decline  of  the  industry is that  there 

exists  little  means  for  new  investment  by 80% of  the  coastal  industry. 

Only 20% enjoys  relatively  healthy  balance  sheets  while 20% is in grave 

financial  peril.  Other  implications  are: 

- worsening  institutional  and  investor  concerns  regarding  debt 
security  and  earnings  make  it  extremely  difficult  for  up  to 80% of 

the  industry  to  raise  capital  on  acceptable  terms. 

- the  consequent  possibility  of  unavoidable  further  concentration 
and  domestic  integration  dictated by financial  necessity  which is 

counter  to  traditional  public  policy. 

- the  probability of  further  bankruptcies.  in  addition  to  those 
which  have  already  occurred,  in  the  coastal  sector. 

The  likely  long-term  effect  will  be  to  reduce  the  scope  of  a  large 

portion  of  the  surviving  industry  to  remain  competitive  by  overcoming 

obsolescence  and  optimizing  product  return. 



TRENDS AND INTERACTIONS 

1. LoRging  Sector 

The trend  in  the  coastal  resource  base is one of  declining  species 

desirability,  declining  log  quality,  increasing  costs  and  a  consequent 

contraction  of  the  economic  margin.  Indications  are  that  the  current 

contraction  will  persist  beyond  the  short-term. 

If  the  current  contraction  in  the  margin  is  sustained for a  longer 

period  there  will  be  various  consequences  and  interactions. The 

obvious one will be a  reduction  of  log  supply  available  to  the 

converting  industry  with  consequent  further  interactions  between  the 

manufacturing  sectors  discussed  in  succeeding  sections.  An  additional 

result  will  probably  be  a  reversion  of  portions of the  allocated 

allowable  cut  to  government. This  involves  forest  policy  implications, 

regarding  both  the  mechanics  of  reversion  and  possible  further 

reallocations  of  allowable cut,  which  are beyond  the scope  of  this 

report. 

Log export  policy,  utilization  policy  and  stumpage  policy  can  have 

an  ameliorating  effect on the  shrinkage  of  the  allowable  cut  base.  Of 

these,  management  of  the  log  export  policy  could  have  particular 

effects on interaction in the  industry.  Log  export appears to  be 

becoming  a  structural  part  of  the  coastal  industry.  If  this  trend is 

I 
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accepted  the  policy can have  positive  effects if  managed  in  such a way 

as to  provide  a  domestic  advantage  in  terms of an  optimum  combination 

of harvest of marginal  stands  combined  with  a  lower  cost  residual  log 

supply  domestically. 

The financial  interaction between  log  export  and  domestic supply 

and  cost is amply  documented  elsewhere.  In  simplified  terms, 

application  of  the profit  on  the  export  portion of the  log  mix  to  the 

overall  mix has the  effect  of  reducing the cost o f  the domestic 

residual  portion,  If  the  reduction is great  enough,  sub-marginal 

stands become  economic  to  operate and the  economic  margin is advanced. 

The result is increased  logging  activity,  which  would  not  otherwise 

take place,  and a  consequent  increase  in  domestic  log  supply  for  the 

pulp  and  lumber  sectors. This would  tend to alleviate  apparent 

downward trends in saw log supplies and  pulp  fibre  availability. 

2. Lumber  Sector 

The overall  trend  in  the  coastal  lumber  sector is for a  decline of 

up to 25% from  the  late  1970s peak. This decline  will  tend to persist 

into the  foreseeable  future  because of chronic  factors. These are: 

- an over-supplied  world  lumber  market: 
- high  costs  in  the  coastal industry: 

- obsolescence and  aeverely adveraa  capitql fatora in the  coaatal 
SlzRUNc WDOD 

GROUP IW. 
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industry: 

- adverse log quality and cost  trends caused by marginality  of the 
coastal forest  resource; and, 

- currency factors. 

Probable interaction  affecting the whole  coast  industry  within the 

context  of this probable decline are: 

- lumber curtailment will tend to aggravate  the  apparent  fibre 

deficit. This can be expected to place upward price  pressure  on 

by-product fibre supplies. Chip prices  should move upward towards 

round wood alternative costs.  "Pulp" log  prices should also  move 

upward  because of the deficit  and  because of increased competition 

for this log between the pulp  and lumber  sectors  which is already 

evident: 

- the  general  effects of  a  reduced  log  harvest,  diversion of 

peeler logs from  the declining plywood industry and  a well-managed 

log  export policy will probably result in a slightly improved log 

mix and a  movement towards slightly  better costs than purely 

statistical projections  would indicate. 

In  summary,  the  coastal lumber  industry will prsobably operate  at 

about 75% of the peak 1979 level in the  foreseeable future. The 

industry  will rise or fall  on the  successful extract.lon of  the maximum 

values  from the unique old-growth hembal resource base. This will 
/ 
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largely depend on control of costs and the ability to obtain funds, 

internally or externally,  for continuous plant  improvement. Log export 

policy  could  have a substantial mitigating  effect on raw material 

costs. 

3. Plywood  Sector 

The trend in the  plywood sector is one of  rapid decline towards a 

few surviving mills by the end of the century. The decline appears to 

be irreversible unless unknown  export factors intervene. 

The decline of this sector will  produce  two sets of  interactions. 

The first  will be a result  of  the overall contraction where  demand for 

old-growth  peeler logs will diminish more rapidly  than  the supply. The 

result will be a minor  improvement in the  quality of logs available to 

the lumber or export sector. This trend is already  well  under way. 

Shrinkage of this sector will not significantly affect chip supply 

because chips not produced  in  the  plywood sector will tend  to  be 

produced  from  the same logs in the lumber sector. 

The second set  of interactions relates to veneer supplies imported 

for use in  the coastal plywood  industry. The importation of  high grade 

( A  and B) Douglas fir face veneers from  the  northwest  United States 

will continue as a substitute for use of  peeler logs in  the  local 
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industry.  Supply  is  readily  available  and  this  importation  will 

continue as long as the  industry  survives.  Similarly,  importation  of 

decorative  and  exotic  hardwood  face  veneers  for  lay-up  in  decorative 

panelling  will  peraist  into  the  foreseeable  future. 

The  major  interaction  affecting  veneer  supply  to  the  coastal 

plywood  industry  relates  to  core  veneers. Large quantities of this 

material  have  traditionally  been  imported  from  the  interior  by  the 

coastal  industry,  either  through  internal  corporate!  sources or through 

market  purchase. The current  trend  is  for  the  availability  of  this 

supply to decline.  Reasons  for  the  decline  are  three-fold: 

- cloaure of interior  veneer  mills; 
- increased  sheathing  grade  plywood  lay-up  in  surviving  interior 
mills, i.e. "taking up the  slack"  in  the  market  resulting  from 

other  closures;  and, 

- upward  integration  in  lay-up  plans by former  market  suppliers  of 

core  veneers. 

Diminishing  interior  core  veneer  supplies  will  create  two  probable 

interactions. The first  will be an  apparently  anomalous  trend  to 

produce  additional  core  veneer  in  the  interior  either  by  increasing 

production  in  surviving  plants.  if log supply  permits,  or by 

establishing  new  veneer  plants.  There is some  very  limited  scope for 

both  these  possibilities,  which  are  beyond  the  terms  of  reference  of 



this  report. 

The second,  and most relevant,  interaction  will  be  the  use  of 

second-growth  Douglas  fir  for core veneer  production in the  coastal 

industry. This i s  currently  under  way  and  will  have  the  effect of 

transferring  higher  grade  second-growth  logs  from  the  sawmill  industry 

to  the  plywood  industry,  partly  offsetting  the  transfer of old-growth 

peeler  logs  already  described. The probable  effect  will be  upward 

price  pressure  in  second-growth  Douglas  fir  logs. 

In suunnary, the  coastal  plywood  industry  will  continue  to  decline 

in production. The surviving  mills  will  continue  to  import  face 

veneers  and  core  veneers  where  possible.  Old-growth  peeler  log 

conversion  will  continue  to  diminish  but  second-growth  Douglas  fir 

peeler  log  utilization  may  increase  to  provide  required  core  veneers no 

longer  available  from  the  interior.  The  use  of  second-growth  Douglas 

fir  for  core  veneer  production  will  not  be a major  utilization  event, 

however,  but  rather  a  stop-gap  supply  within  the  progressive  overall 

decline. 
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4.  pulp Sector 

Raw  material  supply  for  the  coastal  pulp  mills  is  inexorably 

linked  to  the  logging  and  sawmill  industry.  Curtailments  in  the 

sawmill  sector and consequent  reduction  in  log  harvesting  will  have a 

dramatic  effect on the  fibre  supply  for  coastal  pulp  mills.  An 

analysis of these  effects  was  carried  out  to  determine  the 

ramifications  at  various  levels  of  curtailment.  It  was  conducted  in 

two  parts:  a)  the  effect  of  logging  curtailment on pulplog 

availability,  and b) the  effect  of  curtailment  of  solidwood  sectors 

upon  the  chip  supply. 

a) The Effect of Logging  Curtailment 0" Pulplog  Availability 

An  average  annual  harvest  level  was  obtained  using  the  period 1976 

to 1980, chosen  to  provide  a  "normal"  expectation  of  annual  harvest. 

The Ministry  of  Forests  stand  conversion  factors  for  the  coastal 

regions  indicate  that  a  weighted  average  pulpl.og  component  of 18 

percent is appropriate.  Records of  the  harvested  volumes by grade  and 

species  were  examined  to  derive  the  proportionate  distribution  of  the 

pulplogs by species. On the  basis  of  these  assumptions  and 

calculations  the  following  observations  were  made: 



- average  annual  harvest  volume  available 
net of  waste  and  transit loss = 28,619,000 m 

3 

- weighted  average  pulplog  component  (coast) - 18% 
- pulplog  component  in  annual  harvest = 5,151,420 m 3 

Table (f) 
Pulplog  production  by  species  at 

various  levels  of log ing  cgrtailment 
(volumes  in H 000 m ) 

""-" level of curtailment-------- 
0% 10% 20% 30%  50% 

Net  average  harvest 28,619 25,757 22,895 20,033 1.4,310 
Pulplog  harvest  at 18% 5,151 4,636 4,121 3,606 2,576 

Species:  fir (7.8%) 402 362 321 281 201 
hembal (73.6%) 3,791 3,412 3,033 2,654 1,896 

spruce & others (6.4%) 330 297 264 231 165 
cedar & cypress(l2.2X) 628 565 503 440 314 

All  species (100%) 5,151 4,636 4,121 3,606 2,576 

Pulplog  deficit 17% 25% 34% 42% 59% 

Estimated  annual  coastal  pulpmill  roundwood  requ,irements by 

species at capacity  were  obtained  from  the  consultant's  files.  They 

are: 

Fir 249,000 m  per  year 

Hembal 5,333,000 m per  year 

Spruce 352,000 m  per  year 

3 

3 

3 

sI"mG WDOD 
CRWP INC. 

Cedar 279,000 m' per  year 

Total 6,213,000 rn per  year 
3 
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It is evident  that  even  without curtailments in logging  activity 

there is a  deficit in roundwood supply and this is pa,rticularly felt in 

the Hembal component. Chart 13 illustrates by meana of  histograms  the 

deficit  or surplus  to be expected at various  levels of  curtailment and 

shows  how  the deficit is exacerbated by lower harvest levels. This  can 

only result in greater  competition  between  pulplog users and a 

consequent rise  in pulplog prices. 

b) Effect of Curtailment  of  Solid Wood Sectors  on  the  Chip  SuDDlr 

The solid wood sectors that produce chipa for use by the  coastal 

pulpmills  include  sawmills, veneer and plywood mills, shake and shingle 

mills. Other sources  of  chip supply are,  or could be, shake residue, 

imports  from  the British Columbia interior sawmills and chips  from  the 

interior  sawmills presently being exported  from the country via 

Vancouver. This analysis  sets out  to investigate  the  effects  on  chip 

production  of various  levels  of curtailment within  the  coastal 

solidwood users. It  assumes, however, that the  chip production 

entering the  system  from  the  interior will remain constant. 

Table (g) provides figures for the  chip volume by species produced 

annually by the various  supply sectors described above. The figures 

are derived from  the consultant's files and are  averages of  historical 

performance. 
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Table (8) 

Average  Annual  Chip  Prodyction by Sector 
('OOO of m ) 

Sector 

Sawmills 
Veneer  and  plywood 
Shake  and  shingle 
Shake  residue 
- B.C. Interior 

Sub-total 
Interior  export 

TOTAL 

Fir 

1,100 
306 
- 
- 
133 

1,539 
170 

1,709 

- 

- 

Hembal 

4,248 
164 - 
- 
102 

4,514 
130 

4,644 

- 

- 

Spruce 

129 
18 
- 
- 
- 460 

607 
508 

1,195 

- 

Cedar 

1,718 
2 

223 
139 
13 

2,095 
13 

2,108 

- 

- 
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Total 

7,195 
490 
223 
139 
700 

8,755 
901 

9,656 

- 

- 

Application of the  curtailment  factors  to  the  contribution  of  the 

coastal  sectors  resulted  in  the  following  table,  which  shows  the 

volumes for each  species at each  level of curtailment. 

Table (h) 

Effect  of  Curtailment  of  Coastal  Solidwood  Sectors 
on Chip  Proguction 

('000 m ) 

_"" Level  of  Curtailment----- 
Species 0% 10% 20% 30%  50% 

Fir 1,709 1,569 1,428 1,287 1,006 
Hembal 4,644 4,202 3,761 3,320 2,437 
Spruce 1,195 1,181 1,167 1,152 1,122 
Cedar 2.108 1,899 1.691 1,483 !,066 

TOTAL 9,656  8,851  0,047  7,242  .5,631 

Chip  deficit 5%  13% 21% 28% 44% 
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Estimated annual  coastal  requirements for residual  chips by 

species et rated capacity  were obtained  from the  consultant’s files. 

They are as follows: 

Fir 1,971,000 m per year 

Hembal 6,257,000 m per year 

Spruce 50,000 m3 per year 

Cedar 1,845,000 m per year 

TOTAL 10,123,000 per year 

3 

3 

3 

3 

Similarities between the  effects of  logging curtailment and 

solidwood  industry  curtailment are apparent. In both cases  there is 

insufficient supply to meet the  needs of pulp mi:Lls operating  at 

capacity and this  situation  gets  worse as curtailment advances. Again, 

it is Hembal, the most  favoured species  type, that is most  adversely 

affected, 

Chart 14 depicts  the effect upon demand for residual  chips  of  each 

species  type at the  various  levels of curtailment. Spruce, it will be 

noted, maintains  an  almost constant level. This is due  to  the fact 

that virtually all  spruce  chip production enters  the system from  the 

interior  and this  sector  has not been  curtailed  within this analysis. 

Curtailment of chip production  will likely increase  the  level  of 

demand for both chips and  roundwood and hence will tend to  force  prices 
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higher. The  interaction  between  the  sawmills and logging are closely 

linked.  Curtailment in  the  former  will probably  cause  a  correrponding 

curtailment in the  latter. The  overall  effect on  the  total  fibre 

supply  for  coastal  pulpmills is therefore  of  great  concern, The 

estimated  combined  deficits are shown  in  the  following  table. 

Table (i) 

Total  Fibre  Deficits at Various  Levels of Curtailment 
in  Harvest  and  Chip  Production 

"" Level  of  harvest & chip  curtailments---- 
0% 1 ox 20% 30% 50% 

Pulplog  deficit 1,062 1.577 2,092 2,607 3,637 
chip deficit - 467 1.272 ?,076 2.881 4.492 
Total  deficit 1,529 2,049 4,160 5,400 0,129 
Deficit % 9% 17% 26% 34% 50% 

At  rated  capacity for  coastal  pulpmills: 
Annual  pulplog  requirement is 6.213,000 m3 

Annual  chip  requirement is 10,123,000 m3 
Total  fibre  requirement is 16,336,000 m 

Reduction  in  sawmill  capacity  will  inevitably  result  in  higher  raw 

material  costs  for  pulpmills.  Higher  prices  will  encourage  those 

sawmills  that  have  survived  to  increase  their  production but will  also 

place  a  market  pressure on the  better  pulplogs as the  demand  threshold 

reaches  further  into  the  harvest  profile.  Again,  this  will  tend  to 

result in higher raw material  costs  for  coastal  pulpmills.  Regardless 

of  what  factors  operate,  industry  interactions  will  tend  to  result  in 

higher  fibre  supply  costs  for  coastal  pulp  mills. 
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5. Lon Export  Sector 

Because  of  the  major  changes  that  have  occurred  in  the  world 

economic  situation  and its  effects on the  coastal  forest  industry,  the 

factor  of  log  export  has  altered  critically. Log export  seems  to  have 

become a permanent  and  structural  part  of  the  industry  and  scope  exists 

for  management  of log export  policy  for  domestic  advantage. 

In simplified  terms, a managed log export  policy  can  result  in 

advancing  the  economic  margin  to  utilize  formerly  isub-economic  timber 

stands.  That is, application of profit  from  the  export  portion  of a 

stand  to  the  residual  domestic  portion  can  reduce  costs  of  the  domestic 

portion  to  below  the  break-even  cost  for  domestic  manufacture. The 

mathematics  of  this  effect  are  illustrated  elsewhere  but  the  fact is 

that  the  option is realistic  and  will  produce  reel  adventegos  to  the 

coastal  forest  industry. 

The interactions of such a managed  log  export  policy  would  be: 

- domestic  logging  income  will  tend  to  increase;  and, 
- the  economic log and  residual  supply  available  to  the  lumber  and 
pulp sectors  will  tend  to  increase. 

In  summary.  manipulation of  the log export  policy  would  increase, 

not  decrease,  the  domestic  raw  material  availability. This would 

reduce  costs  and  consequently  increase  domestic  manufacturing. 
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STATUS OF BRITISH COLUMBIA 

COASTAL FOREST INDUSTRY 

INTRODUCTION AND BACKGROUND 

The world  economy  experienced  a traumatic  dislocation  in 

approximately 1980. The  effects of this  dislocation led to higher 

interest rates  in  both  real and nominal  terms and a slowing  of  economic 

growth. Reduced growth and actual  declines  in economic  activity 

further increased fiscal deficits,  putting additional upward pressure 

on interest  rates, as deficits were financed. The impact  of this  was 

particularly severe  on  industries  which tend to be marginal suppliers 

in exposed  export markets. This  has been especially  exemplified in  the 

case  of  the  coastal forest industry. External  economic factors have 

combined with domestic  and other  factors  to  create  the present severe 

constraints  on  this  sector  of  the forest industry. 

This industry presently operates in an environment  of severe 

external  currency factors and chronically over-supplied markets. 

Over-production of forest  products is world-wide. Currency declines 



can  provide a partial  solution  at  the  expense  of  other  exporting 

countries but the  realistic  long-term  solution  is  the  expiry  of 

marginal  producers  everywhere. This is a  highly  traumatic  process  and 

it  can  be  grossly  interfered  with by governments.  Because  of  this the 

world  over-supply  situation  could  tend  to  be  a  chronic  factor  against 

which  the  Coast  industry  must  compete. 

Internal  factors  have  included  rising  real  costs of production, 

chronic  work  stoppages,  a  contraction  of  the  desirability  and 

marginality  of  the  resource  base,  drastic  deterioration of industry 

capital  structures,  and  reduced  product  demand. Thus, the  coast  forest 

industry  faces  the  problems  created by the  general  economic  climate, 

which  indicates  slow  recovery,  its own debt  problems, its unstable 

operating  history  and  the  improbability  of  being  bailed  out by the 

resource  scarcity. 



PRESENT STATUS OF THE INDUSTRY 

Forest  Resource 

The  coastal  industry  faces  continuing  t.rends of declining 

species  desirability,  declining  log  grades  and  increasing 

harvesting  costs.  These  trends  have  largely  been  the  result of 

the  practice of harvesting  the  best  and  moat  accessible  stands 

first. This practice  has  forced  operations to steeper slopes and 

higher  elevations  where  timber is generally  smaller  and  logging 

conditions  are  more  adverse.  These  negative  trends,  after  many 

years,  are  moderating  and  approaching  stability. In the long 

term,  it  is  indicated  that  the  greatest  challenge  to  be  faced by 

the  cosstal  forest  industry  will  be  the  profitable  conversion of a 

log  mix  which  contains 60% hemlock  and  balsam.  Generally 

speaking,  operators  will be  harvesting  virgin  timber  for at least 

20 years. 

Towards  the  turn  of  the  century  there will be  a  gradual 

increase  in  harvest  of  second  growth  stands,  at  which  time  this 

harvest  will  accelerate. This resource  will  not  have  a 

significant  impact on timber  supplies  and  costs.  Of  all  the 

coastal  species,  the  real  challenge  is  focused  on  the  cost  and 

price of  the  "hembal"  log  mix,  particularly  the  hemlock  component. 



50 

" Plant  and  Product  Obsolescence 

All  segments  of  the  coastal  forest  industry  tend  to  be 

characterized by aging  manufacturing  facilities.  The  industry is 

not  fundamentally  obsolete but many  plants  have  been  in  place for 

decades  and,  despite  upgrading  and  modernizing  investments, 

obsolescence  has  crept  in  simply  because  of  the  passage of time. 

This obsolescence  factor is particularly  characteristic of the 

whole  plywood  industry,  much  of  the  pulp  industry  and  portions of 

the  lumber  industry. 

It must  be  emphasized  in  this  context  that  the  coastal  forest 

industry is not  generally  comparable  with  the  interior  forest 

industry. The  resource  bases are largely  different. 

Additionally,  the  interior  industry is primarily  "cost  driven" in 

a largely  commodity  oriented  market  while  the  coast  industry is 

primarily  product  driven''  in  diverse,  fractional speciahy 

markets. 

11 

All  evidence  indicates  that  the  traditional  coastal  plywood 

industry  is  in a  state  of  terminal  decline. It is expected  that 

this  decline  will  be  steady  and  that by the  turn  of  the  century no 

more  than  one or two  plants  producing  specialty  products  will 

remain  in  operation. The most  important  factors  causing this 

decline  are  high log and  conversion  costa  and  product 

. "" 2 
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obsolescence. 

Both the pulp and lumber  sectors  suffer acknowledged 

obsolescence ranging  from very severe to minimal. In  addition, 

both sectors tend to be near the  top of the  range  in international 

cost rankings. Both sectors  face  the  challenge of having limited 

opportunity to reduce costs, combined  with the  existence  of 

general  capital starvation. The  opportunities  to  reduce  costs and 

improve productivity are  therefore severely limited. 
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The coastal  forest  industry has suffered  from  and  continues  to 

face  major  external  uncontrollable  competitive  factors such as currency 

exchange  rates  and  competition by countries  with  artificial  economies. 

The  survival  of  the  coastal  lumber  industry  requires  a  continued  access 

to  historic  offshore  markets.  Despite  the  factors  not:ed above,  the 

existing  supply of old  growth  timber  provides  a  distinct  advantage. 

The B.C. coast  end U.S. northwest  realistically contah the  world's 

remaining  supplies  of  this  old  growth  resource. This  allows  a 

sustained  presence  in  these  specialized  product  markets. The  other 

producers  in  Canada,  including  the  interior  industry  and  plantation 

based  foreign  producers  tend  to  be  largely  excluded by virtue  of the 

nature of their  resource.  The  old  growth  timber supply provides  the 

opportunity for the  industry  using  this  resource  to  obtain  higher 

product  values  than  commodity  producers. 

The opportunity  exists  to  improve  these  favourable  differentials. 

The coastal  industry  appears  to  have an  advantage by virtue  of  the 

quality  of  the  resource. The major  threat  to  this  advantage  could  come 

from  the U.S. northwest,  which,  due  to  the  better  quality  of its 

resource, is the  only  area  capable  of  matching  or  exceeding  the 

production  of  these  higher  value  products. 

Historic  quality  advantages of coastal  pulp is no  longer  a 

, 
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significant  factor i n  export  markets.  Apart  from  unforeseen  changes in 

external  factors,  such as currency  exchange  rates.  the  continued 

survival of the  pulp  sector is largely  dependent on  the  control of the 

production  costs,  particularly  that  of  fibre  supply. The evidence  of  a 

worsening  fibre  supply  deficit  in  the  pulp  industry  renders  the  option 

of  fibre  supply  cost  reduction  improbable. 

In summary,  all  sectors  of  the  coastal  industry  are  exposed  to 

severe  uncontrollable  external  factors  and  a  limited  range of 

opportunities  exist  to  reduce or control  costs  domestically. 



CAPITAL  FACTORS 

Since  1979  there has been a drastic  decline  in  the  financial 

strength  of  those  companies  heavily  concentrated  in  the  coastal  forest 

industry. This decline  has  been  particularly severe in  the 

traditionally  more  dynamic,  risk-taking  companies.  Some of the  more 

cautious  companies  have  retained  fairly  healthy  balance  sheets but 

profit  margins are so low that  their  financial  positions  will  continue 

to deteriorate  on  a  relative  basis in comparison  with  c.ompetitors  in 

other  regions. To illustrate  this  trend, a simplified  analysis  was 

conducted  of  the  capital  structure  of  eight  public  c,oastal  forest 

products  companies  whose AACs represent  approximately 75% of  the  total 

AAC on  the  coast. This  analysis revealed  that: 

- in  1979 public  companies  had an  average  ratio  of  debt  and 

preferred  shares  to  total  capitalization  (excluding  deferred 

income  tax)  of 31% and  ranged  from  12%  to 39%. 

-in 1983  these  same  companies  had an  advantage  ratio of 56% and 

the  range  was  from 34% to 99%. If the  effect of the  issuance  of 

new  common  shares  between  1979  and 1983 is removed.  the  situation 

is substantially  worse. 

The  percentage of the  remaining  coastal  forest  products  companies 

not  included  in  this  analysis are believed  to  have  experienced  a 

similar  decline  in  financial  strength. 
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The result  of  this  traumatic  change  in  financial  strength  has 

resulted  in an industry  that  can  be  approximately  categorized as 

follows: 

Debt/CaDital RaCio 

up  to 50% 

51% to 75% 

76% to 100% 

Portion of Total  IndustrE 

(on  basis  of  timber  supply) 

20% 

60% 

20% 

The effect  of  the  financial  decline of the  industry is that  there 

exists  little  means  for  new  investment  by 80% of  the  coastal  industry. 

Only 20% enjoys  relatively  healthy  balance  sheets  while 20% is in  grave 

financial  peril.  Other  implications  are: 

- worsening  institutional  and  investor  concerns  regarding  debt 
security  and  earnings  make  it  extremely  difficult for up  to 80% of 

the  industry  to  raise  capital on  acceptable  terms. 

- the  consequent  possibility  of  unavoidable  further  concentration 
and  domestic  integration  dictated  by  financial  necessity  which is 

counter  to  traditional  public  policy. 

- the  probability  of  further  bankruptcies,  in  addition  to  those 
which  have  already  occurred,  in  the  coastal  sector,. 
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The likely  long  term  effect  will  be  to  reduce  the  scope  of  a  large 

portion  of  the  surviving  industry  to  remain  competitive by overcoming 

obsolescence  and  optimizing  product  outturn. 

TRENDS & INTERACTIONS 

Historic  factors,  resource  factors,  competitive  factors  and 

financial  factors  have  converged  adversely on the  coastal  industry. 

The net  effects  indicate  certain  probable  future  trends'  in  various 

sectors  of  the  industry  and  consequent  interactions  between  them. 

- The Loaning  Sector 

For illustrative  purposes,  the  effect of adverse  convergence 

of  factors  noted  above  have  been  demonstrated  in  the  coastal  log 

supply  curve. 

The  supply  curve  comparatively is very  flat. This  indicates 

that a small  change  in the real  price  of  logs  will  result  in  a 

large  decrease  in log supply. For example, a real  long  term 

decrease  of  price  of $5 per  cubic  metre  could  render  approximately 

30% of  the  coastal  cut  uneconomic.  Because  margins  have  declined 

by nearly  this  amount  a  sustained  decrease  of  the havest on  the 

coast  to  a  level 20 - 25% below  former  peaks  is  foreseeable. 
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Plywood S e c t o r  

T h e   a p p a r e n t   t r e n d  is f o r   s t e a d y   d e c l i n e  of t h e  plywood 

i n d u s t r y   i n  the l o n g  term. The result will be a loss of 

employment  base  and a d i v e r s i o n  of h i g h e r   v a l u e   l o g s   e i t h e r   t o   t h e  

l u m b e r   s e c t o r  o r  t o   l o g   e x p o r t .   E i t h e r  of t h e s e   l o g   s u p p l y  

d i v e r s i o n s   c o n t a i n   p o t e n t i a l   a d v a n t a g e s   t o   t h e   r e s i d u a l   i n d u s t r y .  

Lumber S e c t o r  

The   combina t ion  of factors n o t e d   i n d i c a t e s  a t r e n d  of d e c l i n e  

i n  lumber   p roduct ion  t o  a p p r o x i m a t e l y  80% of t h e  1980 l e v e l .   T h i s  

is l i k e l y  t o  o c c u r   m o s t l y   i n   t h e   n o n - i n t e g r a t e d   s e c t o r .  

Consequences will be a s h r i n k a g e  of c h i p   s u p p l y   a n d  a downward 

p r e s s u r e   o n   l o g   p r i c e s .  A f u r t h e r   t r e n d  may be  a d e c r e a s e   i n  

lumber   recovery  factors,  and a c o n s e q u e n t   i n c r e a s e   i n   c h i p  

r e c o v e r y  factors,  t h r o u g h   i n d u s t r y  efforts to  r e c o v e r  

p r o p o r t i o n a t e l y   h i g h e r   l u m b e r   v a l u e s .  

pulp S e c t o r  

C o a s t a l   p u l p   p r o d u c t i o n  will p r o b a b l y   r e m a i n   r e l a t i v e l y  

s t a b l e   b u t   i n t e r a c t i o n   a f f e c t i n g  raw material s u p p l y  may r e n d e r  

o l d e r   m a r g i n a l  mills uneconomic.  The  consequences of raw material 

i n t e r a c t i o n s  will impinge most h e a v i l y   o n   t h i s  sector. 

A p u l p   f i b r e   s u p p l y   d e f i c i t   a l r e a d y  exists o n   t h e   c o a s t .  
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Stockpiled  chip  and  pulp log inventories t o  meet  thie  deficit 

appear  largely  to  have  been  consumed.  Options for iaportation of 

supplies,  including  those  from  the  interior, are aevorely limited, 

With  the  predicted  declines in log  harvest  and  log  conver8iog,  the 

fibre  deficit  will  worsen  and  tend  to  become  chronic. A reduction 

in log  harvest  will  have  the  impact of reducing  pulp  fibre 

availability  in  two  ways:  reduction of pulp log supply  and 

reduction  of  by-product  chips  in  the  log  conversion  sector. 

Most  of  the  indicated  deficits  will  occur  in  the  hembal  mix 

and  not in other  species. If these  deficits  occur,  the  result 

will be either major price  increases  in  pulp  logs  and  by-product 

chips or the  closure of some marginal  pulp  mills.  Since 

conversion  margins in the  coast  pulp  industry are currently so 

low,  the  ability  to  afford  major  cost  increases is unrealistic. 

Only a major  external  change,  such as relative  currency 

devaluation,  would  allow  fibre  cost  increase  and  retention  of 

marginal  producers. 

Lon Export  Sector 

The dynamic  changes  inflicted by the  world  economic  situation 

on the  coastal  forest  industry  have  critically  altered  the  factor 

of log  exports. This sector  can  be  managed  to  advantage  where  it 

can  advance  the  economic  margin  to  profitably  utilize  formerly 

sub-economic  timber  stands.  Application of the  profitable 

" . 
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component  provided through export to the submarginal  residual 

domestic  portion can  produce  an  overall profit. Carefully 

managed, manipulation of the log export policy would increase, not 

decrease, the  domestic raw material availability. This would 

reduce  coats and  consequently increase domestic: manufacturing. 
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CONCLUSIONS 

Since 1979 an array of external and  internal adverse factors have 

converged on the coast  forest  industry.  External factors are 

uncontrollable by the  industry  or the provincial  government.  However, 

most obaervera expect the currency situation to become more favourable 

over the next feu years as North  American  interest rates decline. The 

options for control of domestic factors are limited  generally to two 

categories: 

Industry  Control - Options are limited to extraction of higher 

product  values  and  reduction  of  costs,  including  overcoming  work 

stoppages and  achieving other cost  efficiencies in the labour 

sector. The coast  lumber  industry is oriented to the maximization 

of value  recovery  from a high  quality  resource base. Unit  cost 

reductions are realistic  through additional productivity gains. 

Further changes and  modernization  will be necessary but the 

industry is aware of  the opportunities and the required changes 

and is moving  with all possible  haste  generally  in  the  right 

direction. 

Government  Control - Options include such, items as possible 

general  tax  burden  reduction and changes in  provincial policy 

regarding management and harvesting  of  the  forest  resource. 

Regulatory  and  policy options include: 
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- Reduction  in  stumpage,  especially In predominantly hemlock 

stands. The logical  option  (disregarding  revenue  considerations) 

is implarPentation of stand-as-a-whole stumpage oppraiaels. 

- Adjustment  of  excessive  physical  forest  utilleation standards to 

better  reflect  current  economic  realities. 

- Reduction  of  regulation of such  items as rigid annual  cut 

control requirements,  excessive  measurement functions. 

environmental  burdens,  combined  with a general  streamlining of 

overall procedures to reduce costly  delays. 

- Management of log  export  policy to reduce actual domestic log 

costs. 

- Retention by government of probable  reversions of  presently 

allocated allowable annual cuts to  provide  for  flexibility  in 

future resource  and  industrial policy. 

In conclusion, the probable trend is for a restructured  smaller 

industry  and a reduced  economically  harvestable  forest resource. The 

worst  impact  of  adverse trends appears to  be  over. The surviving  coast 

industry  will continue to have a good resource base containing the 

structural advantage of sustained old growth  timber  supplies. Cost 

reductions in harvesting and conversion,  particularly of hemlock  and 

balsam  stands,  and  recovery  of  higher  values  will continue to  be the 

major challenge facing the industry. 

No sector  affected by the potential success of meeting  these 
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challenges can be isolated from the process. The industrial, 

financial,  labour  and  government sectors must all. participate. 

S I E R L I N C  WTX)D 
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APPENDIX I(a) BRITISH COLUMBIA'S OFFSHORE 1.UMBER MARKETS 

NOTES AND TRENDS 

Country  Currency  Average B.C.'s 
Value 
Change 

Annual  share 

vs $Can  Lumber  Market 
Volume of of 

(1980-84) ('000 m ) % 
Importeq 

United 
Kingdom -41% 6189 19% 

West 
Germany -34% 3994 3% 

France -48% 2180 15% 

Italy -49% 3986 3% 

Market. Trends 

-Timber  frame  housing  to 

-Home  grown  softwoods  to 
increase 

by 1990 (now at 10%) 
provide 15% of  requirements 

steel  and  plastics  in 
housing  market 

manufacture  to  order 

-Greater  competition  from 

-Scandinavian  producers  will 

-Salvage of acid  rain  damaged 

oversupply  followed by 
forests  leading  to  temporary 

prolonged  shortage 
-Substantial  potential  to 
supply  Hembal  for  high  quality 
clears and  remanufacturing 
grades 

-Increasing  volume  available 

-Scandinavia  selling  direct  to 

-Greater  use  of  timber-frame 

from  domestic  sources 

end-user 

housing 

-Austria is biggest  supplier  and 
will  likely  remain so 
-Scandinavia  will  probably  take 
a  greater  share 
-More  home  ownership  and  more 
housing 
-Presently no wood  used  in roofs 
or  walls.  Earthquake  resistant 
standards  likely  to  help  change 
this 

S E R W f f i  W D  . . 
CROUP I N C .  



Benelux  -38%  3146 

Australia -17% 1024 

Japan + 4% 4000 

China  -34% ? 

-Belgium favours Douglas f i r .  
Holland prefers S.P.F. 

-Timber frame housing is 

market should increase 
increasing and cedar  cladding 

-Domestic plantations designed 
t o  give  self-sufficiency b u t  
t h i s  i s  not likely u n t i l  2020. 
Even then will continue to  
import clear grades and cedar 

-Favours log  ppor t s .  Average of 
36 million m of logs imported 

-Expect greater competition from 
annually 

-Japanese domestic log 
U.S. companies 

production will increase 

-Prefers  to buy  logs. Cheap 
imports from U.S.S.R. likely  to 
increase 

increase b u t  imports will also 
r i se  

-Domestic plantations will 



APPENDIX I( b) BRITISH COLUMBIA'S  OFFSHORE LUMBER MARKETS 
MARKET FACTORS 

Country 

United 
Kingdom 

West 
Germany 

France 

Italy 

Benelux 

Australia 

Japan 

China 

Tariffs  Restrictions  from  Standards  and 
Building  Codes 

E.E.C. schedule  -Moisture  content  presents  greatest 

None on rough  sawn 
4.5% on planed  lumber 

problems 

E.E.C. schedule -CLS grade  not  accommodated by German 
construction  lumber  standard 

E.E.C. schedule  -Dressed  lumber  requires  entry  visa. 
Results  in  excessive  delay  at  customs 

documents  mandatory 
-Use  of  French  language on all 

E.E.C. schedule  -Mediterranean  specifications  for  sizes 
are not  compatible  with  Canadian 
standards 

likely 
-Greater  use  of  northern  European  sizes 

E.E.C.  schedule  -Government  contracts  favour  domestic 

-S.P.F. not  recognized  in  Dutch codes 
-Sweden  supplying in C.L.S. sizes 

timber 

Basic 2% duty on -N.L.G.A. grades  not  recognized.  Must 
all  imports.  Rough  be  regraded  to  Australian  standards 
cedar  duty-free. 
Dressed, or  bevel  -Protectionist  measures  to  frustrate 

-Standard sizes  are  different 

cedar 20% duty.  imports,  and so assist  domestic 
Shingles  and  shakes  producers 
duty free.  Rough- 
sawn  lumber 2%-5% 
duty. Dressed  lumber 
15% duty 

10% tariff on S-P-F -C.L.S. meets  Japanese  standards  but 
reinspection  requj-red 

wane 

places  forbids u s e  of  exterior  wood 
trim or sidings 

-Some  problems  with  specifications on 

-Traditional  fear of fire  in  many 

None -Purchasing  is  through  central 
authority 

their  infancy 
-Standards  and  buil.ding codes  are  in 

.. . . . . -  ~~ ~~ 
~~ ~ 



APPENDIX 2(a) BRITISH COLUMBIA'S OFFSHORE PLYWOOD MARKETS 
NOTES AND TRENDS 

Country  Currency  Average  Canada's 
Value  Annual  Share  of 
Change  Volume  Market 
vs $Can  of 

(1980-84) plywood 
import5d 
(000 m ) 

United 
Kingdom -41% 782 

West 
Germany -34% 

France -48% 

Italy -49% 

Benelux -38% 

Japan t 4% 

469 

298 

94 

676 

51 

% 

24% 

12% 

8% 

15% 

14% 

27% 

Market  Trends 

-B.C.'s share should  remain  at 
current  level  but U.S. share 
likely  to  rise  while  Asian  share 
drops 
-Other  wood  panel  products 
becoming  more  competitive 

-Consumption  expected  to  rise 
-No OSB or waferboard  mills  yet 
-Domestic  particleboard  industry 

-Potential  for  increased  share  of 
is major  factor 

construction  market 
packaging,  formwork  and 

-Competition  from  waferboard  and 
particleboard is likely  to 
increase 

-Formwork  market  should  increase 
rapidly. If roof  truss  market 
can  develop so could  roof 
sheathing  and  structural  market 

-Canada's share  has been 
declining  in  favour of the U.S. 
product  due  to  price 

-Canada is  largest  supplier  and 

-Competition is to  be  expected 

-Imports are insignificant 

share  has been  increasing. 

from  Indonesia. 

compared  to  production  (less 
than 1%) 
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APPENDIX 2(  b) BRITISH COLUMBIA'S OFFSHORE PLYWOOD MARKETS 
MARKET FACTORS 

Country  Tariffs 

United 
Kingdom  Subject  to E.E.C. 

duty free  quota. 

238,000 m . 1983 quotg  was 

applicable  is 11.5% 
Duty where 

West 
Germany 

France 

Italy 

Benelux 

Japan 

E.E.C. schedule 

E.E.C. schedule 

E.E.C. schedule 

E.E.C. schedule 

15% to 20% tariff 

Restrictions  from  Standards 
and  Building  Codes 

-8'x4'  still  standa.rd  size  except 
metric  lengths  for  floor  sheathing 
and  metric  widths  for  wall 
sheathing 

competitive  panel  products 
-Increasing  code  acceptance of 

-C.O.F.I. production  under  special 

-Exterior  glue  qualities  in C.O.F.I. 

-C.O.F.I. plywood  does  not  meet 

licence  for  wall  sheathing 

plywood is favoured 

construction  grade  standards  due  to 
open  split  and  knot  sizes 

-C.O.F.I. D.F.P. meets  engineering 

-Preferred sizes are 2500 x 1220 mm 

-No building  codes 'or product 

codes 

standards  yet 

-C.O.F.I. plywood  meets codes  and 
product  standards 

-Sizes  are 3x6 or multiples 
-CSP/DFP  recognized  within  Japanese 
standards 


