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Current Status of the Softwood Lumber Dispute
between the US and Canada

Dr. Ivan Eagtin, CINTRAFOR

The trade of softwood lumber between the US and
Canada has historically been a contentious issue
between the two countries. Since 1987, avariety of
strategies have been implemented to regulate the
tradeof softwood|umber betweentheUSand Canada
andtheseregulatory effortshaveusually contributed
toincreasedlumber pricesintheUS(Fig. 1). Themost
recent of thesehi-national agreements, the Softwood
Lumber Agreement between the US and Canada,
expiredMarch 31, 2001. OnApril 2"theCoalitionfor
Fair Lumber Imports(CFLI) filedtwo caseswiththeUS
Department of Commerce (USDOC) and the Interna-
tional TradeCommission (I TC) requestingthat a40%
countervailingduty (CVD)aswell asa28%-38% anti-
dumping duty (AD) be applied to all Canadian soft-
wood lumber exports into the US. By May 2002
(announced on M arch 22 andimplementedonMay
22d), with its investigations complete, Commerce
announced that thefinal CVD and AD dutieswould
beset at 18.8% and 8.4% (anti-dumpingdutiesranged
from2.18%1t012.44%). Thus, asof May 22", 2002the
total import duty imposed against Canadian soft-
wood lumber was27.2%. Inresponse, Canadahasto
date filed atotal of seven appeals against the soft-
wood lumber duties; three using the dispute resol u-
tion process established within the North American
Free Trade Agreement (NAFTA) and four beforethe
World Trade Organization (WTO). Theremainder of
this discussion paper will provide an update of the
statusof theNAFTA andWTO appeal saswell asthe
status of negotiations between the US and Canada.

NAFTA

The Canadian government filed three separate ap-
peal sagai nstthesoftwood|umber dutiesutilizingthe
dispute resolution process contained within the
NAFTA framework. Specifically, the Canadiangov-
ernment asked NAFTA toexamineandruleon: 1)the
countervailingduty, 2) theanti-dumpingduty, and 3)
the USfinding that the US softwood lumber industry
was threatened by injury from Canadian softwood
lumber imports.

The Countervailing Duty
In order to legally impose a countervailing duty
against softwood lumber imports from Canada, the
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USDOC was required to prove that the softwood
lumber industry was subsidized by the Canadian
government; specifically that the Canadian govern-
ment provided a financial contribution to the soft-
wood lumber industry that benefited Canadian soft-
wood lumber producers. In August 2003 aNAFTA
panel concludedthat the USDOC had shownthat the
Canadian government did provide afinancial contri-
bution (via below market stumpage rates) and that
thisfinancial contributionwas providedto aspecific
industry (Canadian softwood lumber producers).
However, the NAFTA panel concluded that the
methodol ogy used by USDOCto measuretheextent
of thebenefit providedto Canadian softwoodlumber
producerswas" contrary tolaw.” TheNAFTA panel
asked USDOC to recal culate the benefit provided to
the softwood lumber industry as a result of below
market stumpagerates.

In response to the NAFTA panel remand, USDOC
adopted amarket principlesmethodology in place of
theearlier crossborder pricecomparisonstoestimate
the benefit conferred upon the softwood lumber
industry. Using this new methodology, USDOC
concluded in January 2004 that the CVD rate on
Canadian softwood lumber importsshould be 13.2%
(downfromtheoriginal 18.8%rate), thereby reducing
thetotal importduty (CVD +AD)from27.2%t021.3%
(although the applied duty will not be changed until
an administrative review is completed).

On March 9", 2004, USDOC published the final re-
sults of CVD expedited reviews that established
individual CVD rates for 42 companies shipping
lumber intotheUSwhichwill becomeeffectiveimme-
diately. The calculation of fina CVD rates for al
companiesin Canadaisexpected to be completedin
the fall of 2004. The results of the CVD expedited
reviews for the first 42 Canadian companies can be
accessed at: a257.g.akamaitech.net/7/257/2422/
14mar20010800/edocket.access.gpo.gov/2004/pdf/
04-5280.pdf and a257.g.akamaitech.net/7/257/2422/
14mar20010800/edocket.access.gpo.gov/2004/pdf/

04-5281.pdf
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]

CINTRAFOR News is
also available on the web.
http:/Awww.cintrafor.org



Director’s Notes:

by Ivan Eastin

University of Washington
College of Forest Resources
Box 352100

Seattle, Washington
98195-2100

Phone: 206-543-8684

Fax: 206-685-0790
www.cintrafor.org

The Center for International
Trade in Forest Products
addresses opportunities and
problems related to the
international trade of wood
and fiber products.
Emphasizing forest
economics and policy
impacts, international
marketing, technology
developments, and value-
added forest products,
CINTRAFOR'’s work
results in a variety of
publications, professional
gatherings, and consultations
with public policymakers,
industry representatives, and
community members.
Located in the Pacific
Northwest, CINTRAFOR is
administered through the
College of Forest Resources
at the University of
Washington under the
guidance of an Executive
Board representing both large
and small companies,
agencies, and academics. It is
supported by state, federal,
and private grants. The
Center’s interdisciplinary
research is carried out by
university faculty and
graduate students, internal
staff, and through
cooperative arrangements
with professional groups and
individuals.

CINTRAFOR News Editor:
Nicole Stevens

L

Thefirst half of 2004 hasseenanunusually large
amount of activity intheregulatory arenafor the
USforest productsindustry. InMarch, the EU

imposed a five percent retaliatory tariff on US
imports, includingover 165forest productswhose
export value to Europe exceeded $220 millionin

2002. Thisretaliatory tariff willincreaseattherate
of 1% per month over aone year period or until

the US repeals the Foreign Sales Corporation
export tax incentive that wasruledillegal by the
WTO. Inlate April aNAFTA panel, followinga
similar ruling by the WTO, found that the US
International Trade Commission had failed to
proveitscasethatimportsof Canadian softwood
lumber intothe USposed athreat of injury tothe
US softwood lumber industry. This ruling, if
allowed to stand, would significantly alter the
dynamics of the negotiations on softwood lum-

ber trade between the US and Canadian govern-
ments. Finally,inJunetheUSCommerceDepart-
ment announced that it would belevyingimport

dutiesof between 4.9% and 198.08% onwooden
bedroom furniture from China.

Addingasurreal touchtotheseactivitieswasthe
announcement by the Japanese government in
March that it had established a Wood Export
Promotion Council that has been tasked with
promoting the export of Japaneselogs and lum-
ber to China, Koreaand Taiwan, and eventually

totheUS. All thisoccursduringaperiodwhentheUS
forest products industry has been significantly re-
ducingtheir involvementin export marketsinfavor of
the red hot domestic market. Unfortunately, the US
market has attracted the attention of forest products
exportersaroundtheworld. Asaresult, duringthefirst
quarter of 2004, US imports of softwood lumber in-
creased by 33% over thefirst quarter of 2003, imports
of veneer sheets increased by 25.4%, imports of
continuously shaped wood (e.g., molding, door and
window stock and T& G lumber) increased by 20.1%
and imports of plywood increased 45.5%.

AstheUSautoindustry learnedtoitschagrin, itisnot
enough to competeonly withinthedomestic market-
place. Rather, a competitive business strategy re-
quiresthat firms (including those in the forest prod-
uctsindustry) maintain apresencein export markets.
This not only provides a countercyclical balanceto
national economic trends but also compelsafirm to
remain attentive to devel opmentsin theinternational
marketplace...developmentsthat often have signifi-
cant implications for the competitive business envi-
ronment back homein the US. We will develop this
connection between the domestic and international
markets in greater depth at the 21% Annual Interna-
tional Forest ProductsM arketsConferencewhichwill
be held on September 27" at the SeaTac Marriott
Conference Center. Visit the CINTRAFOR website
(www.cintrafor.org) to seethe agendafor thisyear’s
conference. &

“ Softwood Lumber Dispute” continued from page one

The Anti-Dumping Duty

In July 2003, aNAFTA pand ruled that the anti-
dumping duty should remain in place and that
USDOC was within its authority to conduct the
anti-dumping investigation and had complied
with all of the requirements of due process, but
instructed USDOCtoexplaincertainaspectsof its
methodology for calculating dumping margins
and make other specific changesto itsmethodol -
ogy. USDOC respondedby loweringthe AD duty
from8.4%t08.1%inOctober 2003. InMarch2004,
theNAFTA panel againremandedtheAD caseto
USDOC, directing USDOC to reconsider certain
expensesasthey regard the dumping marginsfor
three of the six Canadian companies ( Tembec,
West Fraser, and Slocan) thatwere
specificaly reviewedby USDOCin
determining the average dumping
duty for the Canadianindustry. In
addition, the NAFTA panel de-
clined to overturn USDOC's

method of cal culatinganti-dumpingduties(knownas
zeroing). In April, 2004 USDOC amended the AD
dutiesfor the three companies downward (dropping
onecompany belowthe*deminimis’ level andremov-
ing it from the AD duty calculation for al other
companies). Asaresult, theaverage AD duty levied
against all other Canadian companies(whichisbased
ontheweighted averageof the AD ratecalcul ated for
fiverather than six companies) increased from8.1%to
8.8%.

Threat of Injury

In September 2003, the NAFTA panel remanded the
threat of injury caseback tothel TC citing “ extensive
lack of analysis” TheITC, in December 2003, reaf-
firmed in a 5-0 vote that the US industry is indeed
threatened by Canadian softwood |lumber imports.
This case, which asserts that US softwood lumber
producers are threatened with injury from Canadian
softwood lumber imports, provides the justification

for imposing both Cv D and AD duties on softwood
continued on next page
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Figure 1: Softwood Lumber Price Differentials Between Canada and the US

lumber imports from Canada. An injury or threat of
injury is necessary for the United States to impose
countervailing and anti-dumping duties and afinding
of no injury by the NAFTA panel would mean that
neither CVD nor AD duties could beimposed against
Canadianlumberimports. TheNAFTA panel, on April
29", 2004, againremanded thethreat of injury caseback
to the ITC saying that it had not provided enough
evidencetoproveitscase. TheNAFTA panel gavethe
ITC21daystorespondtothepanel’ sfindings. OnMay
27", the I TC requested that the NAFTA panel recon-
sider its ruling in the threat of injury case and also
reconsider the ITC' srequest for an extension in order
toallow moretimetorespondtothepanel’ squestions.

WTO

The Canadian government has also filed four appeals
withtheWorld TradeOrgani zationregardingtheimpo-
sition of softwood lumber duties by the US. Specifi-
caly, the Canadian government has asked WTO to
examineandruleon: 1) thelegality of theByrd Amend-
ment, 2) thecountervailing duty, 3) theanti-dumping
duty, and 4) the ITC finding that the US softwood
lumber industry was threatened by injury from Cana-
dian softwood lumber imports.

Byrd Amendment

InJuly 2002 theWTO ruled that the USmust removeor
change the Byrd Amendment, alaw that providesfor
the distribution of duties collected from Canadian
softwood lumber importsto those USumber produc-
erswho petitioned the US government for protection.
Citing alack of response from the US side, in January
2004 Canadaandsevenother countriesaskedtheWTO
for permission to imposeretaliatory tariffsagainst the

US until the US complies with the WTO decision
regarding the Byrd Amendment. (Interestingly, the
original casedid not include Canadaasacomplainant,
although the subsequent case did).

The Countervailing Duty

In July 2002, WTO ruled that below market Canadian
stumpage pricescan represent asubsidy for Canadian
lumber producers, althoughtheWTOruledthat theUS
cannot use cross-border price comparisonsasameth-
odology to estimatethelevel of subsidy. However, in
January 2004 the WTO amended its decision of July
2002 and determined that the US may useabenchmark
other than private timber prices within Canada to
estimatethemagnitudeof timber subsidiesprovidedto
Canadian lumber manufacturers.

The Anti-Dumping Duty

InJanuary 2004, theWTOruledthat theUScanimpose
anti-dumping duties against Canadian softwood lum-

ber, athough it rejected the use of zeroing in as a
method for calculating anti-dumping rates and re-
manded the case back to USDOC to recalculate the
duties.

Threat of Injury

OnMarch 22, 2004, aWTO pand ruled that ITC failed
to prove that a substantial increase in imports of
softwood lumber from Canadawasi mminentinorder to
supportitsthreat of i njury determina-

tion. Aninjury or threat of injury is

necessary for the United States to
imposecountervailing and anti-dump-

ing duties. &




What's Driving Productivity Gainsin Washington’'s Sawmilling Industry?

Dr. John Perez-Garcia, CINTRAFOR

Thisquestioniscurrently being askedinastudy of the
sawmilling sector in the state of Washington that
CINTRAFOR hasundertakenwiththeassistanceof the
USForest Service, the Olympic Natural Resource Cen-
ter, the Washington State Department of Natural Re-
sources and USDA CSREES. Forest products opera-
tionsin Washington have changed dramatically since
the first mill survey was conducted in 1968. About 76
millscurrently operate in Washington, down from 212
reported in the first survey. The decline in sawmill
numbers has occurred with an increase in the number
of millswithacapacity of 120thousandboardfeet (mbf)
andgreater (ClassA mill). The1998survey reportsthat
45 of thesemillsarein operation with about 30 of them
located in the Olympic Peninsula and Puget Sound
areas.

A prominent change observed over these past four
decadeshasbeentheabsol utedeclineintheamount of
timber harvested. Thisby itself would havedecreased
mill numbers, but the major decline in timber harvest
occurredduringthedecadeof the1990s. Harvest levels
in 1968 totaled 6.9 billion board feet (bbf), and were

regions private timber harvests and log imports from
out of state increased to nearly eliminate the public
timber harvest decline. ThechangesinwesternWash-
ington were drasticaly different however. Private
timber harvest level swere constrained and not ableto
offsetlower publictimber harvestlevels. By 1998,inthe
Lower Columbia area, the second largest source of
publictimberin 1968, public timber harvest |levelshad
dropped 81%. Thelargest source of publictimber, the
Olympic Peninsula, lost 64% of the 1968 harvest level.
Publictimber harvest level swerereduced by 75%inthe
Puget Sound area. Atthesametime, theprivatesector
lost anywherefromaquarter of the 1968 harvest level
inthe Puget Sound areato 40%inthe Lower Columbia
area. Statewide, public and private timber harvest
levelswere 42% lower in 1998 over 1968 levels. Most
of thedeclineoccurredduringthel ast decade. By 1998,
the private sector was providing over 80% of thetotal
harvest level in each economic area of the state.

The reduction of public and private timber harvest
level saffectedtheoperationof mills. Overtime, milling
capacity adjusted to reflect changesin timber type,
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Figure 1. Log consumption, lumber production and operating hours
Source: WA Department of Natural Resources Mill Surveys from 1970 to 2000

nearlyidentical in1988, withaharvest of 7.0bbf. In2002
however, timber harvests totaled only 3.7 bbf. The
largest declinein harvest levelsoccurred inthe public
sector.

Regions responded differently to the
declineinpublic sector harvests. Inthe
Central Washingtonand Inland Empire

volumeand sourcing areas. Those millsableto offset
part of thepublictimber harvest declinewerefacedwith
higher expense by using agreater proportion of logs
comingfromoutsideof their former timber supply area.
The dependency on logs from outside its economic
areaincreased fromalow of 3%in1968t027%in 1998.

Thesetrends, alongwitharecently completedanalysis
continued on next page



continued from previous page

for the Oregon Department of Forestry which con-
cluded with the potential need for an additional 7to 8
Class A sized mills in the Northwest region to meet
demand growth, hasled CINTRAFOR to examinethe
millinginfrastructureinthestate. Figurel,inparticular,
poses several interesting questions. Init, log con-
sumption taken from the Washington Department of
Natural Resourcesmill surveysischarted withlumber
production and annual operating hoursfor Washing-
ton State sawmills.

The figure suggests increasing productivity overall
for Washingtonsawmills. Morelumber productionis
obtained using fewer logs, but thisis likely to be a
function of several factorsincludingthefact that logs
aresmallerindiameter today thanthey werein 1970 (the
first year of data). The downward trend of operating
hourswithanupwardtrendinlumber productionleads
oneto concludethat labor and or capital productivity
hasimproved. Thestudy currently underway will help
address these questions. &

US-China Build Program Shows Results
Rose Braden, CINTRAFOR

While our readers are familiar with CINTRAFOR's
research projects and conferences focusing on mar-
ketsfor Pacific Northwest forest products, fewer may
befamiliar with CINTRAFOR' sparticipationintheUS-
ChinaBuildProgram. Asoneof thecooperatorsof the
EvergreenBuilding ProductsAssociation’ sUS-China
Build Program, Rose Braden, a CINTRAFOR staff
person, serves as the Program Manager with Mark
Calhoon of the State of Washington Department of
Trade and Economic Development. Other coopera-
tors, such as the Foreign Agriculture Service, the
American Forest & Paper Association, APA-TheEn-
gineered Wood Products Association, and the Soft-
wood Export Council, providefinancial and staff sup-
port. Thegoal of theprogramistoincreaseexportsof
UShuildingmaterial stoChina, andimproveawareness
about the benefits of building wood frame homesand
using American speciesfor interior design and furni-
tureconstructions. ThisisachievedthroughtheUS-
ChinaBuildProgram’ sofficein Shanghai, annual sales
missions, seminar series, Chinese-language USHous-
ing & Building Materials Newspapers, US supplier
guides, and trade show pavilionsfeaturing US build-
ingmaterials. US-ChinaBuild alsoinformsUSexport-
ers about China’s building products industry, pro-
vides advice about China business practices, and
identifies potential customers.

Asone of thefirst ongoing cooperative programs of
itstypeUS-ChinaBuildhasachieved somesignificant
results in its first three years. The SARS outbreak
slowed participation in 2002 for a few months, but
companies were eager to resume business when the

travel ban was lifted. As more US companies have
become familiar with US-China Build, participation by
US companies in overseas activities has increased -
companies from across the US representing a wide
range of products regularly participate. At the same
time, as Chinese companies become better acquainted
withUSproduct optionsand US-ChinaBuild programs,
seminar attendance has continued to increase. Our
semi-annua Chinese-language US Housing & Build-
ing Materials Newspaper, which contains advertising,
technical articles about using wood and non-wood
building materials and improving energy efficiency,
product and project profiles, and related newsismailed
to over 8,000 Chinese architects, devel opersand other
construction professionals. Responseto the newspa-
per has been positive. Our activities and our Program
Coordinator in Shanghai have hel ped usdevel op good
working relationshipswith developerswho use or are
interested in using US building materials.

Theresult of theseour work hasbeenrisingsalesof US
productsresultingfromUS-ChinaBuildactivities. While
not all companiesshareall of their salesresultswithus,
we have tallied the following success stories:

Thirteen US companies participated in the 2002 US
Housing & Building Materials Seminars and Sales
Missionsandreportedactual and projected salestotal -
ing $500,000.

The 2003 US Housing & Building Materials Semi-
nars and Sales Mission to Shanghai, Beijing, and
ShenzhenincludedtwelveUScompanieswhoreported
actual and projected sales totaling $2.4 million. The
seminars hosted 420 Chinese architects, developers,
and other specifiers.

US-ChinaBuild organized aUS Pavilion at the 2003
and2004 Shanghai I nternational Construction& Build-
ing ProductsTradeFair. SARShad asignificantimpact
on participation in the 2002 show, with four companies
participating. By 2004, the pavilion included 14 US
companies and covered 1,350 square feet.

A Distribution and Market Development Mission
heldinMay 2004 provided UScompanieswhohavenot
yetexportedto China, or areintheearly stagesof doing
business, an opportunity to learn more about how
Chinesedeveloperssourcematerials. Themissionalso
introduced companiesto devel opers, distributors, and
arranged individual business meetings. Twelve com-
panies representing products such as lumber, panels,
bathroom fixtures, electrical products, insulation, and
steel structural panels participated in the mission and
reported $2 million in projected near term sales.

Significant progress has also been made
insupplying Chinawith treated southernf A A A A
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“US-China Build” continued from page five

pine as the popularity of wood boardwalks, railings,
and other outdoor landscaping increases. UStreated
pinesuppliershavealready supplied 1/3 of themateri-
alsneededfor a24 mileboardwalk beingbuiltalongthe
waterfront of Qingdao, the site of the 2006 Beijing
Olympic sailing events. During arecent trip to partici-
pate in the US Pavilion at the Shanghai International
Construction & Building Materials Show and deliver
seminars, APA-The Engineered Wood Products As-
sociation, Calvert Glulams, and Western Wood Struc-
tures signed a contract to build a 19 foot glulam foot
bridge at a Shanghai area golf course.

Energy efficientandenvironmentally friendly products
arebecomingmorevital inChina. AccordingtoChina’'s
minister of construction, energy consumption of build-
ings in China is double or triple that of developed
countries of comparable climate. Some of China's
largest cities are taking a role in encouraging the
constructionof energy efficient buildings. TheShang-
hai government now mandates that design and con-
structionof new residential buildingsand publicbuild-
ingsmust comply with energy conservationstandards
as of 2006. As a result, sales of products such as
insulation, wood frame windows, structural insulated
panels, and other energy saving products are making
inroadsinto China’ s construction industry.

Oftenthefirst barrier toenteringthe Chineseconstruc-
tion market isreluctance by US companiestovisit. As
oneparticipantintheMay 2004 BusinessDevel opment
Mission said, “Learning about the business culture
from the panelists and other meetings was the most
valuable part of the mission,” adding that first- hand
experiencebeat any text book or publication available.

The US-China Build program has several upcoming
activities to enable US companies to investigate the
market potential and establish salescontacts. Weare
inthe processof coordinating the 2004 Seminar Series
and Sales Mission to Shanghai, Ningbo, and Beijing,
threeof China sleading housing markets. Thethemeof
this year’'s mission will be energy efficiency. The
seminars will include half-day seminars about the
benefitsof buildingAmericanstylehousingandusing
American building materials, accompanied by a mini-
trade show featuring US building materials.

I ssue 6 of the Chinese-language USHousing & Build-
ing Materials Newspaper is also in production. US-
ChinaBuild is accepting advertising from US compa-
nies. For more information about participating in the
Fall Seminar Seriesand SalesMissionor advertisingin
thenewspaper, contact RoseBraden at 206-543-0700or
rbraden@uschinabuild.org. Information
flyersand pricing can aso befound on
the US-China Build website at
www.uschinabuild.org/Events/
Events.htm 4

SAVE THE DATE:

21st Annual Conference on
Inter national Forest
Products M arkets

September 27, 2004
Seatac Marriott Hotel

The University of Washington’s Center for Interna-
tional Trade in Forest Products (CINTRAFOR) and
the UW College of Forest Resources, is pleased to
announce the upcoming 21st Annual Conference on
International Forest Products Markets to be held in
Seatac, Washington. Speakers will give presenta-
tions that include market outlooks for timber, logs,
chips, and other forest products, aswell asanumber
of special topics. Short presentations, by excellent
speakers of diverse beliefs, will allow plenty of time
for discussion.

For a detailed agenda and further information on
registration, please visit our website at http://
www.cintrafor.org/CONFERENCE_TAB/
overview.htm

USBuilding Materials SalesMission to
China
September 13-17, 2004

TheUS-ChinaBuildProgramwiththeEvergreenBuild-
ing Products Association, American Forest & Paper
Association, and APA-The Engineered Wood A sso-
ciation, isorganizing asalesmissionand seminar series
for USbuilding materialsmanufacturersand suppliers
to three of China’s most promising housing markets:
Shanghai, Ningbo, and Beijing. The mission will in-
clude half-day seminarsabout thebenefitsof building
American style housing and using American building
material stofamiliarize Chinesedevel opers, architects,
and importers about the benefits of using USbuilding
materials including energy efficiency, testing stan-
dards,andquality. Thethemeoftheseminarsisenergy
efficiency.

PRICING: Participationwith speaking slots: $650for
EBPA/AF& PA members, $750 for non-members. Par-
ticipation without speaking slots: $550 for EBPA/
AF&PA members and $650 for non-members.

For moreinformation contact Rose Braden at 206-
543-0700 or rbraden@uschinabuild.org or visit the
US-China Build website at:
http://mww.uschinabuild.or /EventsEventshtm
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