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UNITED STATES INTERNATIONAL TRADE COMMISSION

Investigation No. 701-TA-312 (Preliminary)
SOFTWOOD LUMBER FROM CANADA
Determination
On the baéis of the record! developed in the subject investigation, the
Commission determines,? pursuant to section 703(a) of the Tariff Act of 1930
(19 U.s.C. § 1671b(a)), that there is a reasonable indication that an industry
in the United States is materially injured by reason of imports from Canada of
softwood lumber,? provided for in subheadings 4407.10.00, 4409.10.10,
4409.10.20, and 4409.10.90 of the Harmonized Tariff Schedule of the United

States (HTS), that are alleged to be subsidized by the Government of Canada.

Background

On October 31, 1991, the U.S. Department of Commerce published in the
Federal Register* a notice that it was self initiating a countervailing‘duty
investigation to determine whether subsidies are being provided, or are likely
to be provided, to manufacturers, producers, or exporters of certain softwood

lumber products in Canada. Accordingly, effective October 31, 1991, the

! The record is defined in sec. 207.2(f) of the Commission’s Rules of
Practice and Procedure (19 CFR § 207.2(f)).

2 commissioners Lodwick, Crawford, and Nuzum did not participate.

3 For purposes of this investigation, *softwood lumber" means coniferous
wood sawn or chipped lengthwise, sliced or peeled, whether or not planed,
sanded or finger-jointed, of a thickness exceeding 6 mm, provided for in
subheading 4407.10.00 of the HTS; and coniferous wood siding, flooring and
other goods (except coniferous wood moldings and wood dowel rods; but
including strips and friezes for parquet flooring, not assembled) continuously
shaped (tongued, grooved, rebated [rabbeted], chamfered, V-jointed, beaded,
molded, rounded or the like) along any of its edges or faces, whether or not
planed, sanded or finger-jointed, provided for in HTS subheadings 4409.10.10,
4409.10.20 and 4409.10.90.

4 56 F.R. 56055, Oct. 31, 1991.



Commission instituted countervailing duty investigation No. 701-TA-312
(Preliminary).

Notice of the institution of the Commission’s investigation and of a
public conference to be held in connection therewith was given by posting
copies of the notice in the Office of the Secretary, U.S. International Trade
Commission, Washington, DC, and by publishing the notice in the Federal
Register of November 6, 1991 (56 F.R. 56661). The conference was held in
Washington, DC, on November 21, 1991, and all persons who requested the

opportunity were permitted to appear in person or by counsel.
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VIEWS OF THE COMMISSION 1/

Based on the record in this preliminary investigation, we determine that
there is a reasonable indication that an industry in the United States is
materially injured by reason of allegedly subsidized imports of softwood
lumber from Canada. We cannot conclude, based on the information before us,
that there is clear and convincing evidence of no material injury to the
domestic industry by reason of the allegedly subsidized imports.

I. Like Product and Domestic Industry

A. Like Product

To determine whether a "reasonable indication of material injury"
exists, the Commission must first define the "like product" and the "domestic
industry." "Like product" is defined "a product which is like, or in the
absence of like, most similar in characteristics and uses with, the article
subject to an investigation . . . ." 2/ The Commission applies "like" and
"most similar in characteristics and uses" on a case-by-case basis. 3/

The Commission generally considers a number of factors in analyzing like
product issues, including: (1) physical characteristics and uses, (2)
interchangeability of products, (3) channels of distribution, (4) customer and
producer perceptions, (5) common manufacturing facilities, production
employees and production processes, and, (6) where appropriate, price. 4/ No

single factor is necessarily dispositive, and the Commission may consider

1/ Commissioners Lodwick, Crawford, and Nuzum did not participate in this
determination.

2/ 19 U.S.C. § 1677(10).

3/ sociacion Colombiana De ortadores de Flores v jted States, 693 F.

Supp. 1165, 1169 (1988) (ASOCOLFLORES) (like product issue essentially one to
be based on the unique facts of each case).

4/ See, e.g., Torrington Co, v, United States 747 F. Supp 744, 749 (Ct.
Int’l Trade 1990), aff’'d, 938 F.2d 1208 (Fed. Cir. 1991).
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other factors it deems relevant based on the facts of a particular
investigation. The Commission may find a like product to be broader than the
imported article(s) described in Commerce’s scope of investigation, 5/ or it
may find two or more like products corresponding to the imported article or
articles. 6/ The Commission has not found minor variations to be a sufficient
basis for a separate like product analysis, but rather, has looked for clear
dividing lines among possible like products. 7/

The Department of Commerce has defined the imported products subject to

this investigation as:

Coniferous wood sawn or chipped lengthwise, sliced or peeled,
whether or not planed, sanded or finger-jointed, of a thickness
exceeding 6 millimeters (mm); such products are imported under
subheading 4407.1000 of the Harmonized Tariff Schedule (HTS) of
the United States; and

Coniferous wood siding (including strips and friezes for parquet
flooring, not assembled) continuously shaped (tongued, grooved,
rabbeted, chamfered, V--jointed, beaded, molded, rounded or the
like) along any of its edges or faces, whether or not planed,
sanded or finger-jointed; and other coniferous wood (including
strips and friezes for parquet flooring, not assembled)
continuously shaped (tongued, grooved, rabbeted, chamfered, V--
jointed, beaded, molded, rounded or the like) along any of its
edges or faces, whether or not planed, sanded or finger-jointed;
such products are imported under subheadings 4409.1010 and
4409.1090 of the HTS; and

3/ See, e.g., Generic Cephalexin Capsules from Canada, Inv. No. 731-TA-423
(Final), USITC Pub. 2211 (August 1989) at 5-10; Shock Absorbers and Parts,
Components, and Subassemblies Thereof from Brazil, Inv. No 731-TA-421
(Preliminary), USITC Pub. 2128 (September 1988) at 10-16.

6/ See, e.g., American Beari Manufacturing Co V. United States,
739 F. Supp. 1555, 1560 n.6 (Ct. Int’l Trade 1990) ("ITC may determine during
the course of its investigation that class or kind of merchandise defined by
ITA as being within the scope of ITA’s investigation may consist of more than
one like product. ITC can reach this result despite the finding by ITA that
only one class or kind of merchandise is covered by ITA’s investigation.")

1/ S. Rep. No. 249, 96th Cong., lst Sess. 90-91 (1979). Polyethylene
Terephthalate Film, Sheet, and Strip from Japan, The Republic of Korea, and
Taiwan, Inv. No. 731-TA-458 through 460 (Preliminary), USITC Pub. 2292 (June
1990) at 5-6; ASOCOLFLORES, 693 F. Supp. at 1168-69.
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Coniferous wood flooring (including strips and friezes for parquet
flooring, not assembled) continuously shaped (tongued, grooved,
rabbeted, chamfered, V--jointed, beaded, molded, rounded or the
like) along any of its edges or faces, whether or not planed,

sanded or finger-jointed; such products are imported under
subheading 4409.1020 of the HTS. 8/

In two previous investigations 9/, the Commission found one domestic
product, softwood lumber, like the imports subject to investigation. 10/ The
Commission reached this conclusion despite the fact that softwood lumber
varies based upon characteristics such as species 11/, size, shape, stage of
manufacture, moisture content, and grade. 12/ While those determinations are
not binding on the Commission as a matter of law 13/, the parties in the
current investigation have uniformly indicated that they have no quarrel with
the like product as defined in the Commission’s previous lumber

determinations, and believe the same definition is appropriate here. 14/

8/ 56 Fed, Reg. 56055 (1991).

9/ Softwood Lumber from Canada, Inv. No. 701-TA-197 (Preliminary), USITC
Pub. 1320 (Nov. 1982); Softwood Lumber from Canada, Inv. No. 701-TA-274
(Preliminary) USITC Pub. 1874 (July 1986).

10/ The scope of Commerce’s investigation in this case is the same as that
identified in the 1986 lumber investigation. See 51 Fed, Reg. 21205 (1986).
11/ Southern yellow pine lumber was included in the like product, although
no imports from Canada were derived from that species of tree.

12/ In its 1986 determination, the Commission noted that it intended to
explore certain like product issues further in the event of a final
investigation, including whether treated lumber or lumber derived from any
particular species of trees should be considered separate like products.
Since there was no final investigation, these questions were never addressed.
13/ Commission determinations are suji generjs, and the Commission is not
obligated to follow prior decisions if new arguments or facts are presented
that support a different conclusion, so long as it does not act arbitrarily.

Citrosuco Paulista, S.A, v, United States, 704 F. Supp. 1075, 1087-88 (Ct.
Int’l Trade 1988), citing Armstrong Bros, Tool Co, v, United States, 483 F.

Supp. 312, 328 (1980), aff’d 626 F.2d 168 (1980) and ASOCOLFLORES, 704 F.
Supp. at 1071.

14/ Post-Conference Brief of the U.S. Coalition for Fair Lumber Imports et
al. (Coalition) at 6-9; Post-Conference Brief of the Canadian Forest
Industries Council et al. (CFIC) at 21; Post-Conference Brief of the
Government of the Province of Ontario at 1. See Transcript of Staff
Conference at 38-39 & 55 (Mr. Stein on behalf of the Coalition), 103-104 & 111
(Ms. Barshefsky on behalf of the CFIC).
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The Independent Lumber Remanufacturers’ Association of Canada (ILRA),
which is not a party to the investigation, filed a brief in which it argues,
based on the criteria outlined above 15/, that remanufactured lumber products
are a separate like product. 16/ Consequently, the ILRA argues that U.S.
producers of remanufactured lumber should be found to constitute a separate
domestic industry, and the Commission should examine the effects of allegedly
subsidized remanufactured lumber imports on that separate domestic
industry. 17/

In this preliminary investigation, we determine that there is one like
product, softwood lumber. The parties are in agreement with that definition
of like product. Other than the argument raised by the ILRA, no new arguments
were presented to the Commission, and we are aware of no new facts which would
require a different determination than that reached in the previous lumber
investigations.

The issue raised by the ILRA was not broached until late in the
investigation. Because the issue was raised late in the investigation, the

Commission did not gather questionnaire data concerning a possible industry

15/ The ILRA argues that remanufactured lumber has different physical
characteristics from other lumber products, in that it is produced from the
highest grades of lumber purchased from sawmills, and involves a high degree
of fabrication to attain a particular shaped physical appearance. The ILRA
asserts that remanufactured lumber is not interchangeable with other lumber
products, primarily because of its higher costs due to the fabrication
process, that remanufactured lumber is sold through different channels of
distribution than other lumber products, is perceived differently by consumers
and producers, is manufactured in different facilities by different employees
than other lumber products, and is sold at substantially higher prices than
other lumber products.

16/ Remanufactured lumber includes decorative paneling, window casings,
flooring, molding, furniture components, ladder stock, finger-jointed and end-
matched merchandise.

17/ The ILRA argues that producers of remanufactured lumber are separate and
independent from the sawmills found to comprise the domestic industry in the
previous lumber investigationms.
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producing such a possible like product. Moreover, the Commission has no
independent information on remanufactured lumber or producers of
remanufactured lumber on which to base a determination that it constitutes a
separate like product produced by a separate domestic industry. No party has
had an opportunity to comment on the ILRA’s arguments. The ILRA has indicated
that it intends to raise the issue of exclusion of remanufactured lumber from
the scope of the investigation with the proper authority, the Department of
Commerce. In the event that Commerce does not rule on the question prior to
institution of a final investigation by the Commission, we intend to explore
this like product issue further in any final investigation.

B. The Domestic Industry

The statute defines the domestic industry as "the domestic producers as
a whole of the like product, or those producers whose output of the like
product constitutes a major proportion of the total domestic production of the
product." 18/

Based on our like product determination, we find that there is one
domestic industry producing the like product, consisting of mill operators.
This is the conclusion reached in the previous lumber investigations. 19/ fhe
parties expressed their‘agreement with this definition. 20/ No new facts were

presented which would require changing this definition. 21/

18/ 19 U.S.C. § 1677(4).
Softwood Lumber from Canada, Inv. No. 701-TA-197 (Preliminary), USITC

Pub. 1320 (Nov. 1982) at 5; Softwood Lumber from Canada, Inv. No. 701-TA-274
(Preliminary) USITC Pub. 1874 (July 1986) at 7.

20/ Coalition Brief at 6-9; CFIC Brief at 21; Post-Conference Brief of the
Government of the Province of Ontario at 1. See Transcript of Staff
Conference at 38-39 & 55 (Mr. Stein on behalf of the Coalition), 103-104 & 111
(Ms. Barshefsky on behalf of the CFIC).

21/ In the event that our like product determination changes in any final
investigation, we will revisit the question of the domestic industry.



II. Related Parties

The related parties provision states that when a producer is related to
the importer or foreign manufacturer of a product, or is itself an importer of
the allegedly dumped or subsidized imports, the Commission may exclude such a
producer from the domestic industry in "appropriate" circumstances. 22/
Application of the related parties provision is within the Commission’s

discretion based upon the facts presented in each case. 23/

22/ 19 U.S.C. § 1677(4)(B) provides:

When some producers are related to the exporters or importers, or

are themselves importers of the allegedly subsidized or dumped

merchandise, the term "industry" may be applied in appropriate

circumstances by excluding such producers from those included in

that industry.

23/ Empire Plow Co., v, United States, 675 F. Supp. 1348, 1352 (Ct. Int’l
Trade 1987).

The Commission generally applies a two-step analysis in determining
whether to exclude a domestic producer from the domestic industry under the
related parties provision. The Commission considers first whether the company
qualifies as a related party under section 771(4)(B), and second whether in
view of the producer’s related status there are "appropriate circumstances"
for excluding the company in question from the definition of the domestic
industry. See, e,g., Digi eadou s a Subassemblie ereof from
Japan, Inv. No. 731-TA-390 (Final), USITC Pub. 2150 (1989) at 15. The related
parties provision may be employed to minimize distortion in the aggregate data
bearing on the condition of the domestic industry resulting from including
related parties whose operations are shielded from the effects of the subject
imports. Granular Polytetrafluorocethylene Resin from Italy and Japan, Inv.
Nos. 731-TA-385 and 386 (Preliminary), USITC Pub. 2043 (1987) at 9.

The primary factors the Commission has examined in deciding whether
appropriate circumstances exist to exclude the related parties include:

(1) the percentage of domestic production attributable to

related producers;
(2) the reason why importing producers choose to import
the articles under investigation (viz., whether they
import in order to benefit from the unfair trade
practice or in order simply to be able to compete in
the domestic market); and
(3) the competitive position of the related domestic
producer vis-a-vis other domestic producers.
The Commission has also considered whether each company’s books are kept
separately from its "relations" and whether the primary interests of the
related producers lie in domestic production or in importation. See, e.g.,
Rock Salt from Canada, Inv. No. 731-TA-239, USITC Pub. 1798 (1986) at 12.
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In the 1986 lumber investigation, the Commission considered the related
parﬁies issue although no party had argued that any producer should be
excluded as a related party. The Commission determined that it lacked
sufficient data to conclude that appropriate circumstances existed to exclude
any of the related producers at the time of the preliminary determination, but
expressed the intention to explore the issue in any final investigation. 24/

In this investigation, six domestic producers reported importing
softwood lumber from Canada, mostly from their Canadian affiliates. Those
producers accounted for more than 15 percent of U.S. softwood lumber
production in 1990. 25/ No party has argued in this investigation that any
domestic producer should be excluded under the related parties provision.
Nonetheless, we believe this is an issue which the Commission is obligated to
consider in any investigation in which the facts indicate that it arises.
Nothing in the record indicates that the importing producers are in any
different position from other producers in the domestic industry, or that they
are importing in order to benefit from the alleged subsidization of Canadian
lumber. Consequently, we do not believe that any producers should be excluded

from the domestic industry.

24/ Softwood Lumber from Canada, Inv. No. 701-TA-274 (Preliminary), USITC
Pub. 1874 (July 1986) at 7-8.
25/ Report at A-52.
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III. Condition of the Domestic Industry 26/

In examining the condition of the domestic industry, the Commission
considers, among other factors, production, shipments, capacity, capacity
utilization, inventories, employment, wages, financial performance, capital
investments, and research and development expenditures. 27/ In addition, 19
U.S.C. § 1677(7)(C) (iii) requires the Commission to consider the condition of
the industry in the context of the business cycle and conditions of
competition that are distinctive to the domestic industry. 28/

Apparent consumption of lumber in the United States declined during the
period of investigation by 5.7 percent, from 48.7 billion board feet in 1988
to 45.9 billion board feet in 1990. 29/ Comparison of the interim periods,
January-September 1990 and January-September 1991, reveals a sharpening
decline of 11.3 percent, from 36.2 billion board feet in interim 1990 to 32.1

billion board feet in interim 1991. 30/ Total production of lumber in the

26/ Vice Chairman Brunsdale joins in this discussion of the condition of the
domestic industry. She does not, however, join in her colleagues’ conclusion
that this information establishes that there is a reasonable indication of
material injury to a domestic industry. She does not believe that a
discussion of the condition of the industry, taken alone, can establish that
there is a reasonable indication that a domestic industry is materially
injured by reason of allegedly subsidized imports, which is the question the
Commission is directed to consider. She does, however, find the discussion of
the condition of the domestic industry helpful in determining whether any
injury resulting from the allegedly subsidized imports is material.

27/ See 19 U.S.C. § 1677(7)(C)(iii). In this investigation, we have
considered information available from government and public sources, including
the Department of Commerce and the National Forest Products Association. In
addition, we received responses to our questionnaires from 32 domestic
producers, who accounted for more than 43 percent of U.S. production in 1990.
Report at A-25.

28/ See H.R. Rep. 317, 96th Cong., 1lst Sess. at 46; S. Rep. 249, 96th Cong.,
1st Sess. at 88. ,
29/ Report at A-17 and table 2. Apparent consumption of lumber peaked in
1987, at 50.5 billion board feet, and has declined irregularly since that
time. Id.

30/ Report at A-17 and table 2.
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United States declined from 1988 through 1990, from 38.1 billion board feet to
35.8 billion board feet. 31/

U.S. producers’ capacity to produce lumber has increased slightly during
the period of investigation, from 39.2 billion board feet in 1988 to 39.5
billion board feet in 1990. 32/ Capacity utilization has declined during the
period of investigation, from 97.2 percent in 1988 to 90.5 percent in
1990. 33/ Capacity utilization declined sharply between the interim periods,
from 93.4 percent in interim 1990 to 85.5 percent in interim 1991. 34/

Based on information reported in Commission questionnaires, the volume
of U.S. shipments of lumber by producers in the United States declined
irregularly by 1.1 percent from 1988 to 1990, and declined by 6.1 percent from
interim 1990 to interim 1991. 35/ Unit values for those shipments also show
an irregular decline of 0.8 percent from 1988 to 1990, and a decline of 1.5
percent from inéerim 1990 to interim 1991. 36/ U.S. producers’ inventories
of lumber as a share of total shipments remained relatively level from 1988
through interim 1991, ranging between 7.4 and 7.7 percent. 37/

Employment in the industry decreased over the period of

investigation. 38/ The number of production and related workers producing

31/ Report at A-22 and table 2. 1987 represented a peak year, with total
production of 38.2 billion board feet. Id.

32/ Report at A-25 and table 7.

ﬁ/ Ldo

34/ Id. These figures are compiled from official statistics of the U.S.
Department of Commerce and the National Forest Products Association. The
information received by the Commission in response to its questionnaires
represents a smaller proportion of U.S. lumber production (over 43 percent of
1990 production), and therefore shows different absolute levels, but the same
general trends. Jd. at A-25 and table 8.

35/ Report at A-26 and table 11.

36/ 1d.

31/ 1d.

38/ Report at A-31 and table 13.
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lumber in the United States decreased steadily during the period of
investigation by 5.6 percent, as did the number of hours worked by those
workers. 39/ Productivity of workers engaged in lumber production increased
by 4.8 percent from 1988 to 1990, and by 3.5 percent from interim 1990 to
interim 1991. 40/ Total wages and compensation paid to production and related
workers producing lumber increased from 1988 to 1989, then declined in 1990,
and showed a deéline from interim 1990 to interim 1991, 41/ Unit labor costs,
however, increased steadily throughout the period of investigation. 42/

The financial data reveal that lumber producers in the United States are
experiencing difficulties. 43/ The total value of net sales of lumber
increased from 1988 to 1989, as both per unit values and sales quantities
increased, then declined from 1989 to 1990 as per unit values declined
substantially, although the quantity of lumber sold increased. 44/ Net sales
again dropped in interim 1991 as compared with interim 1990, as both the
quantity sold and per unit values declined. 45/ Gross profits in 1990
declined to less than a third of the levels reached in 1989. This decline was
largely the result of steady substantial increases in per unit costs from 1988
to 1990. 46/ The slight improvement in gross profits in interim 1991 compared
to interim 1990 is the result of a substantial decrease in the cost of goods

sold, due to both reduced sales volumes and declining per unit cost of goods

39/
40/
41/
42/
43/ Report at A-32, A-35, and table 15.

44/ Jd. See also Memorandum INV-0-228, December 10, 1991. Net sales in
1990 remained above their 1988 levels. Report at A-34, table 15.

45/ Id.

46/ 1d.

.

Il ke
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sold. 47/ While the gross profit margin was higher in interim 1991 than in
interim 1990, it was still only about two-thirds of the level reached in
1989. 48/ Operating income declined significantly during the three full years
of the period of investigation, with operating losses in 1990. 49/

Lumber production is a cyclical industry, closely linked to the
construction cycle. 50/ 19 U.S.C. section 1677(7) (C) (iii) specifies that the
Commission "shall examine all relevant economic factors described in this
clause within the context of the business cycle and conditions of competition
that are distinctive to the affected industry." 51/ Thus, in this
investigation, we have considered the issue of material injury in the context
of the business-cycle of the lumber industry, as well as the conditions of
competition in that industry. 52/ 1In the United States, new housing
construction accounts for the greatest portion of lumber consumption, which

generally tracks new housing starts. Housing starts fell steadily during the

period of investigation. 53/ The performance trends of the industry must

47/ We note, however, that the data for the interim periods is probably

skewed upwards, due to the seasonal nature of demand for lumber.

Report at A-35.

48/ Report at A-32, A-35, and table 15.

49/ Id. Almost one-half of the producers responding to the Commission’s

questionnaires reported operating losses in 1990. Report at A-34, table 15.

50/ Report at A-16.

51/ 19 U.s.C. § 1677(7)(C)(iii).

52/ The lumber industry cycle is driven by the construction industry

business cycle. Because of a lack of predictability in the construction

industry cycle, forecasts of peaks and valleys in the lumber industry cycle

are less certain, and it is difficult to factor the cycle and the condition of

the industry together in assessing the issue of material injury. As the

Commission noted in the 1986 Cement investigation, "the question of where an

industry is in its business cycle at any given time, as well as the question

of the length of the cycle, is one which is not readily answerable." 1986

Cement at 17, n.52.

53/ 1d. at A-16. However, the correlation between housing starts and lumber

consumption appears less strong than it was during the period of the

Commission’s 1986 lumber determination. This change appears to be due in
(continued...)
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therefore be considered in the context of a market characterized by generally
declining demand. A slackening of performance by the lumber industry is not
unexpected in the face of declining demand in the construction industry, but
we note that the conclusion that the industry’s performance is commensurate
with the relevant business cycle does not preclude an affirmative
determination.

Material injury is defined in the statute as "harm which is not
inconsequential, immaterial or unimportant." 54/ While the definition of
"material injury" is the same in both preliminary and final investigations,
the standard of determination is different. In preliminary investigations an
affirmative determination is based on a "reasonable indication" of material
injury or threat, as opposed to the finding of actual material injury or
threat required for an affirmative determination in a final determination. 55/
We determine that there is a reasonable indication that the domestic industry
producing softwood lumber is materially injured.

Much of the information and argument presented on the question of
whether the lumber industry is performing "as well as could be expected" in
the current economic conditions, and therefore cannot be deemed materially
injured, was based on a comparison of the performance of the lumber industry
with that of other construction related industries. As noted above, 19 U.S.C.
§ 1677(7)(C) (iii) specifies that the Commission "shall examine all relevant

economic factors described in this clause within the context of the business

53/(...continued)

large part to the increase in consumption in the repair and remodeling segment
of the market, which has partially offset the decline related to consumption
in the new residential construction segment. ]Id.

54/ 19 U.S.C. §1677(7)(A).

55/ Compare 19 U.S.C. §§ 1671b(a) and 1673b(a) with 19 U.S.C. §§ 1671d(b) (1)
and 1673d(b) (1).
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cycle and conditions of competition that are distinctive to the affected

industry." 56/ While other construction-related industrial sectors are no
doubt affected by many of the same overall economic factors as the lumber
industry, we do not believe these comparisons clearly and convincingly

demonstrate that the domestic industry is not materially injured.

IvV. Reasonable Indication of Material Injury by Reason of Allegedly LTFV
Imports

Pursuant to section 703(a) of the Tariff Act of 1930, in a preliminary
countervailing duty investigation the Commission must determine whether, based
on the best information available at the time of the preliminary
determination, there is a reasonable indication that an industry in the United
States is materially injured, or is threatened with material injury, by reason

of the allegedly subsidized imports that are subject to investigation. 57/ 1In

56/ (Emphasis added).
In explaining the reason for this amendment, the House Ways and Means
Committee noted that this provision
relates to the Committee’s concern that, in examining the impact
of imports on domestic producers, the ITC should not examine the
health or condition of an industry in any abstract sense. An
industry’s health should be determined in the context of the
impact that imports are having on that industry. Furthermore, the

le) b sidered i o) o
rti i ecto i ti
ther jindustries o ufacturers as a whole

H.R. Rep. 40, 100th Cong., 1st Sess. (1987) at 128 (emphasis added). Accord
S. Rep. No. 71, 100th Cong., 1lst Sess. (1987) at 117 (same language).
Although the Committees were specifically addressing provisions in the
predecessor bills to the Omnibus Trade and Competitiveness Act of 1988 which
effected the amendment, the specific proposed statutory language is the same
as that actually enacted, compare section 154 of H.R. 3 and section 330 of S.
490 with 19 U.S.C. § 1677(7)(C)(iii), and Congress adopted the legislative
histories of the predecessor bills as the legislative history of the Omnibus
Trade and Competitiveness Act. Pub. L. No. 100-418 § 2, 101 Stat. 1107, 1119
(1988).

57/ 19 U.S.C. § 1671b(a); Maverick Tube Corp, v, United States, 687 F. Supp.
1659, 1673 (Ct. Int’l Trade 1988). The third alternative injury finding,
material retardation of the establishment of a domestic industry, is not at
issue in this case.
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American Lamb v. United States, the Federal Circuit defined the "reasonable
indication" standard to require more than a finding that there is a
possibility of material injury. The Court held that the Commission may weigh
the evidence of record before it to determine whether " (1) the record as a
whole contains clear and convincing evidence that there is no material injury
or threat of material injury; and (2) no likelihood exists that contrary
evidence will arise in a final investigation." 58/

In determining whether there is a reasonable indication that a domestic
industry is materially injured by reason of imports, the statute provides that
the Commission consider in each case:

(I) the volume of imports of the merchandise which is the subject
of the investigation,

(II) the effect of imports of that merchandise on prices in the
United States for like products, and

(III) the impact of imports of such merchandise on domestic
producers of like products, but only in the context of production
operations in the United States; 59/

The Commission may consider other factors it deems relevant, but must explain

why they are relevant. 60/ The Commission may take into account information

concerning alternative causes of injury to the domestic industry 61/, but we

58/ 785 F.2d 994, 1001-04 (Fed. Cir. 1986).

59/ 19 U.S.C.(7)(B)(i). The statute also provides that the Commission may
consider such other economic factors as are relevant to the determination
regarding whether there is material injury by reason of imports. 19 U.S.C.

§ 1677(7)(B)(ii). Finally, the statute gives guidance as to how the factors
listed in subsection (B) (i) are to be evaluated. 19 U.S.C. § 1677(7)(C).

60/ 19 U.S.C. § 1677(7)(B).

61/ S. Rep. No. 249, 96th Cong. lst Sess. 57-58, 74 (1979). Such alternate
causes may include "the volume and prices of imports sold at fair value,
contraction in demand or changes in patterns of consumption, trade restrictive
practices of and competition between the foreign and domestic producers,
developments in technology, and the export performance and productivity of the
domestic industry." Id. at 57.
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do not weigh causes. 62/ It is sufficient to support an affirmative
determination that the imports under investigation contribute, even minimally,
to the domestic industry’s materially injured condition. 63/ 64/

The volume of imports from Canada into the United States increased from
1988 to 1989, then declined 15.7 percent in 1990. 65/ Data for the interim
periods shows a continued decline of 7.7 percent from interim 1990 to interim
1991. 66/ Measured in terms of value, imports from Canada demonstrated the
same trend, although the value of imports declined by a lesser percentage. 67/
As a share of apparent U.S. consumption, imports from Canada declined by two
percentage points from 1988 to 1990, and showed a 1.1 percentage point
increase in interim 1991 as compared with ihterim 1990. 68/ Canadian imports
maintained a significant share of the U.S. market throughout the period of
investigation, accounting for 28.2 percent of apparent consumption in 1988,
28.8 percent in 1989, 26.2 percent in 1990, and increasing from 26.1 percent

in interim 1990 to 27.2 percent in interim 1991. 69/

62/ See jd. at 57-58, 75; Hercules, Inc. v, United States, 973 F. Supp. 454,
481-82 (Ct. Int’l Trade 1987).

63/ E.g. Iwatsu Electric Co, v, United States, 758 F. Supp 1506 (Ct. Int’l
Trade 1991); United Engineering & Forging v. United States, Slip Op. 91-101
(Ct. Int’l Trade, Nov. 18, 1991); LMI-La Metalli Industriale, S.p.A. v, United
States, 712 F. Supp. 959 (Ct. Int’l Trade_1989).

64/ Vice Chairman Brunsdale notes that while the Commission is not to weigh
causes, it must nonetheless conclude that the injury "by reason of" the
subject imports is material to reach an affirmative determination. While the
formulation used in the text has received some favorable comment in judicial
dicta, it finds no support in the language of the statute or in the
legislative history. For a full treatment of this issue, see Certain
Telephone Systems and Subassemblies Thereof from Japan and Taiwan, Invs. Nos.
731-TA-426 and 428 (Final), USITC Pub. 2237 (Nov. 1989) at 147-248 and
particularly 228-48 (Dissenting Views of Vice Chairman Ronald A. Cass).

65/ Report at A-50 and table 26.

66/ 1d.

67/ Id.

68/ Report at A-17, table 2.

69/ Report at A-50 and A-17, table 2.
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Consideration of the price effects of allegedly subsidized imports from
Canada is extremely complex and difficult in this investigation. Softwood
lumber is sold as a commodity and prices change daily, and even hourly.
Producers quote prices to purchasers on a spot basis, relying on internal

price lists or industry sources such as Random Lengths as a guide. The

volatility of the market, combined with the relative difficulty of obtaining
specific price information from producers, importers, and purchasers,
complicates the gathering and interpretation of price information. 70/
Moreover, while U.S. producers generally quote prices on an f.o.b. mill basis,
the practice in Canada has changed in the past few years, and Canadian mills
now generally quote prices on a delivered basis. 71/ The different bases used
for quoting prices by Canadian and U.S. producers makes developing price
comparisons particularly difficult. Consequently, we considered published
prices from a number of sources, as well as the price information gathered
through questionnaires, in this investigation.

While we are satisfied that our pricing information is generally
accurate and reflects pricing trends in the market, its usefulness for
reflecting comparative prices of domestic and imported lumber is not
clear. 72/ We anticipate that in any final investigation, additional pricing
information should enable us to develop additional comparisons. In addition,

we may consider other methods of analyzing prices in this market, and will

70/ Transcript of Commission meeting, December 12, 1991, at 7-9.

71/ Transportation costs account for a significant portion, about 30
percent, of the final delivered price of lumber, and are a major factor in
purchase decisions. Report at A-57.

72/ The information available from Commission questionnaires generally
tracks the price trends in published sources.
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attempt to develop information concerning volume/price correlations in
particular market areas.

In the course of this investigation, the Commission requested pricing
information from producers and importers for six market areas, considered
representative of activity in the U.S. market overall. Composite price trends
indicate that prices for U.S. and Canadian lumber tended to move together
during the period October 1989 through September 1991. Weighted average
prices tended to peak in the late spring and early summer of each year, with
the 1991 peak at a higher level than that reached in 1990. 73/ The price
compariéons we were able to derive based on composite delivered prices
indicate some underselling by Canadian imports. 74/ However, in a market for
a commodity product such as lumber, we would not expect to see a consistent
pattern of under- or overselling. 75/

Demand for lumber depends primarily on the demand for construction. 76/
Market penetration of Canadian imports was significant throughout the period

of investigation. 77/ Imports from Canada are highly substitutable for the

73/ Report at A-60-A-61, Figures 4-7.

74/ Report at A-60-A-66 and tables 28-31.

75/ Even without underselling, imports may be found to be a cause of price
suppression or depression. The statute requires the Commission to determine
whether "the effect of imports of that merchandise otherwise depresses prices
to a significant degree or prevents price increases, which would otherwise
have occurred, to a significant degree.” 19 U.S.C. 1677(7)(C) (ii) (II))
(emphasis added). Florex v, United States, 705 F. Supp. 582, 593 (Ct. Int’1l
Trade 1989) ("injury need not be based on a finding of injury by specific price
underselling. ITC may consider as it did, the suppressive effects of the
unfairly traded imports.") See also Maine Potato Council v, United States,
613 F. Supp. 1237, 1245 (Ct. Int’l Trade 1985); Iwatsu Electric Co, v, United
State, 758 F. Supp. at 1515 ("Difficulties with, or even impossibility of,
direct price comparison do not mandate a negative determination.")

76/ Report at A-16, A-45,

77/ We note that increased imports are not a prerequisite for an affirmative
determination. The statute provides:

(continued...)
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domestic like product. 78/ In the circumstances of this case, competitive
conditions for allegedly subsidized imports to have a price suppressing and
depressing effect are present. While allegedly subsidized Canadian imports
have maintained, and slightly increased in the most recent period, their
significant share of the U.S. market, domestic producers appear to be facing
rising log costs, and it does not appear that lumber prices have increased
commensurate with those rising costs. 79/ We cannot conclude that there is
clear and convincing evidence on the record of no material injury to the
domestic industry by reason of allegedly subsidized imports, and that there is
no likelihood that contrary evidence will be developed in a final

investigation. 80/

77/(...continued)

In evaluating the volume of imports of merchandise, the Commission

shall consider whether the volume of imports of the merchandise,

or any increase in that volume, either in absolute terms or

relative to production or consumption in the United States, is

significant.
19 U.S.C. § 1677(7)(C)(1). It is the significance of the volume or market
share of imports in terms of the particular industry that is critical. USX
Corp, v, United States, 655 F. Supp. 487, 490 (Ct. Int’l Trade 1987); Iwatsu
Electric Co, v, United States, 758 F. Supp. at 1513-14 (Ct. Int’l Trade 1991).
78/ While there are regional preferences and preferences for some particular
end uses, on the whole there appears to be significant substitutability
between lumber derived from different species of trees. Report at A-12.
Several purchasers reported comparing across species. Report at A-56.
79/ Per-unit cost of sales, a significant portion of which are accounted for
by log costs, increased from 1988 through 1990. Report at A-32, A-38-A-39,
and table 15. While per-unit cost of sales declined in interim 1991 as
compared with interim 1990, some of this decline may be accounted for by
increases in by-product revenues, which were treated as a reduction in cost of
sales in our analysis. Report at A-38-A-39.
80/ Vice Chairman Brunsdale notes particularly that, in any final
investigation, the Commission will have before it information from the
Department of Commerce concerning the nature of the subsidy, and the rate of
subsidization. At this time, the only information concerning the alleged
subsidy is found in Commerce’s notice of initiation (56 Fed. Reg. 56055
(1991)) and supporting memorandum. That information is insufficient as a
basis for determining how the alleged subsidies may affect Canadian production
and pricing, and the consequent effect of imports on the U.S. industry.

(continued...)
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Based on the foregoing, we conclude that there is a reasonable
indication that the domestic industry is materially injured by reason of

allegedly subsidized imports of softwood lumber from Cénada.

80/(...continued)

Moreover, it is possible that additional subsidy programs may be investigated
by Commerce, as to which we have no information at all. While consideration
of the nature of the subsidy is only required in analyzing threat of material
injury, 19 U.S.C. § 1677(7) (F)(i)(I), it may well be a relevant and worthwhile
factor for consideration on the question of material injury to the domestic
industry. See 19 U.S.C. § 1677(7)(C)(iii). In addition, as she has noted in
the past, the margin of subsidization is an important factor in her analysis.
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INTRODUCTION

On October 31, 1991, the U.S. Department of Commerce (Commerce)
published in the Federal Register®' a notice that it was self initiating a
countervailing duty investigation to determine whether subsidies are being
provided, or are likely to be provided, to manufacturers, producers, or
exporters of certain softwood lumber products in Canada. Accordingly,
effective October 31, 1991, the U.S. International Trade Commission
(Commission) instituted countervailing duty investigation No. 701-TA-312
(Preliminary), under section 703 of the Tariff Act of 1930 (the Act), to
determine whether there is a reasonable indication that an industry in the
United States is materially injured or threatened with material injury, or the
establishment of an industry in the United States is materially retarded, by
reason of imports from Canada of softwood lumber,? provided for in subheadings
4407.10.00, 4409.10.10, 4409.10.20, and 4409.10.90 of the Harmonized Tariff
Schedule of the United States (HTS), that are alleged to be subsidized by the
Government of Canada.

The statute directs the Commission to make its preliminary determination
within 45 days after institution, or in this investigation, by December 16,
1991. Notice of the institution of this investigation was given by posting
copies of the notice in the Office of the Secretary, U.S. International Trade
Commission, Washington, DC, and by publishing the notice in the Federal
Register of November 6, 1991 (56 F.R. 56661).° The Commission held a public
conference in Washington, DC, on November 21, 1991, at which time all
interested parties were allowed to present information and data for

consideration by the Commission.® The Commission voted on this investigation
on December 12, 1991.

INVESTIGATIONS CONCERNING SOFIWOOD LUMBER

The origins of the present investigation date back to an investigation
begun in 1986. 1In May of that year, the Coalition for Fair Lumber Imports, a
group of U.S. softwood lumber manufacturers and associations representing U.S.

! 56 F.R. 56055, Oct. 31, 1991.

2 For purposes of this investigation, "softwood lumber" means coniferous
wood sawn or chipped lengthwise, sliced or peeled, whether or not planed,
sanded or finger-jointed, of a thickness exceeding 6 mm, provided for in
subheading 4407.10.00 of the HTS; and coniferous wood siding, flooring and
other goods (except coniferous wood moldings and wood dowel rods; but
including strips and friezes for parquet flooring, not assembled) continuously
shapéd (tongued, grooved, rebated [rabbeted], chamfered, V-jointed, beaded,
molded, rounded or the like) along any of its edges or faces, whether or not
planed, sanded or finger-jointed, provided for in HTS subheadings 4409.10.10,
4409.10.20 and 4409.10.90.

3 Copies of the Commission‘’s and Commerce’s Federal Register notices, as
well as those of the United States Trade Representative (USTR), relevant to
this investigation appear in app. A.

4 A list of the participants in the conference is presented in app. B.
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softwood lumber manufacturers,® filed a countervailing duty petition with the
Commission and Commerce alleging that an industry in the United States was
materially injured or threatened with material injury by reason of allegedly
subsidized imports from Canada of softwood lumber. Consequently, the
Commission instituted a preliminary countervailing duty investigation and
determined, in July 1986, there was a reasonable indication that an industry
in the United States was materially injured by reason of the allegedly
subsidized imports of softwood lumber from Canada.®

In October 1986, Commerce made its preliminary determination’ that
imports of softwood lumber from Canada were receiving certain benefits which
constituted subsidies within the meaning of the countervailing duty law.
Commerce found that subsidies of 15 percent ad valorem were being provided to
Canadian producers of certain softwood lumber products. The primary subsidy
was the selective provision of a govermnment resource, provincially-owned
timber, at administratively-set prices which were determined to be at
preferential rates within the meaning of subsection 771(5)(A)(ii) of the Act.
As a result of Commerce’s affirmative determination, the Commission instituted
investigation No. 701-TA-274 (Final), in October 1986, to determine whether an
industry in the United States was materially injured or was threatened with
material injury, or whether the establishment of an industry in the United
States was materially retarded, by reason of subsidized imports from Canada of
softwood lumber.

On December 30, 1986, before Commerce’s final determination in the
investigation, the United States and Canada arrived at a settlement of the
dispute regarding the existence and level of subsidies, and entered into a
Memorandum of Understanding on Softwood Lumber (MOU). Under the MOU, the
Government of Canada agreed to impose a 15 percent export charge on certain
softwood lumber products; such charge could be reduced or eliminated for
lumber from those provinces that instituted replacement measures increasing
the fee charged on the harvest of timber.® In exchange for Canada’s agreement

5 The Coalition’s members included the National Forest Products
Association, the Northeastern Lumber Manufacturers Association, the Northwest
Independent Forest Manufacturers, the Western Wood Products Association, the
Western Forest Industries Association, and the Southeastern Lumber
Manufacturers Association. These associations represented companies
accounting for more than 70 percent of U.S. softwood lumber production in
1985. Additionally, the following state associations were also members of the
Coalition: the Alabama Forestry Association, the Arkansas Forestry
Association, and the Lumber Manufacturers’ Association of Virginia.

¢ Softwood Lumber from Canada; Determination of the Commission in
Investigation No. 701-TA-274 (Prelimina Undexr Section 703(a) of the Tariff
Act of 1930, USITC Publication 1874, July 1986.

7 51 F.R. 37453.

8 Softwood lumber produced in the Maritime Provinces (New Brunswick,
Newfoundland, Nova Scotia, and Prince Edward Island) from timber harvested in
the Maritime Provinces was exempted from the MOU and is similarly exempted
from the instant investigation.
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to collect an export charge under the MOU, the U.S. lumber industry withdrew
its petition and Commerce and the Commission terminated their investigations.®
As a result, Commerce never made a final subsidy determination which, if
affirmative, would have resulted in the offset of subsidies on imports through
the imposition of countervailing duties in the event the Commission had
subsequently found material injury or threat thereof to an industry in the
United States.

On September 3, 1991, the Government of Canada announced its intention
to terminate the MOU, effective October 4, 1991. Since October 4, the
Government of Canada has not been collecting the export charges agreed to
under the MOU.

On October 4, 1991, the U.S. Government, via USTR, announced that
Commerce would be self-initiating a countervailing duty investigation to
determine whether Canadian softwood lumber is subsidized and whether
subsidized lumber imports are causing, or threatening, material injury to an
industry in the United States.!®

At the same time, USTR announced that it would initiate an investigation
under section 302 of the Trade Act of 1974 with respect to certain acts,
policies, and practices of the Government of Canada affecting exports to the
United States of softwood lumber.!! As a part of that action, USTR announced
that the United States had determined that it was appropriate, as of October
4, 1991, to withhold or extend liquidation of entries of imports of softwood
lumber products originating in certain provinces and territories of Canada,
until the completion of Commerce’s countervailing duty investigation. 1In
order to maintain the status quo, it was determined that imports of softwood
lumber products originating in certain provinces and territories of Canada
will be subject to contingent, temporary duties of up to 15 percent ad
valorem. The imposition of such duties will be contingent upon affirmative
final subsidy and injury determinations in the countervailing duty
investigation.

% 52 F.R. 315, Jan. 5, 1987, and 52 F.R. 1535, Jan. 14, 1987, respectively.
1 On Oct. 31, 1991, Commerce self-initiated its investigation (56 F.R.
56055, Oct. 31, 1991).

11 Initiation of Section 302 Investigation and Request for Public Comment

on Determinations Involving Expeditious Action: Canadian Exports of Softwood
Lumber (56 F.R. 50738, Oct. 8, 1991).

12 The Secretary of the Treasury was instructed to impose the following
bonding requirements: For softwood lumber originating from the province of
Quebec, a single entry bond in the amount of 6.2 percent of the entered value
of entries filed before Nov. 1, 1991, and 3.1 percent of the entered value of
entries filed on or after Nov. 1, 1991; for such products originating in other
listed provinces, except British Columbia, a single entry bond in the amount
of 15 percent of the entered value; and for such products originating in the
province of British Columbia, zero rate of duty. (56 F.R. 50738, Oct. 8,
1991).
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Prior to the present and most recent investigations, softwood lumber was
the subject of investigations at the Commission under sections 332 and 703 of
the Act. In December 1981, in response to a request from the Committee on
Finance of the U.S. Senate and the Chairman of the Subcommittee on Trade of
the U.S. House of Representatives, the Commission instituted investigation No.
332-134, concerning conditions relating to the importation of softwood lumber
into the United States.!® In March 1985, at the request of USTR, the
Commission instituted investigation No. 332-210 to update that earlier study.

The Commission‘s report in the latter investigation was issued in October
1985.1¢

In October 1982, the Commission and Commerce received a petition from
the U.S. Coalition for Fair Canadian Lumber Imports, a group of eight trade
associations and more than 350 firms, alleging that ". . . the federal and
provincial governments in Canada subsidize, directly and indirectly, the
Canadian forest products industry, including softwood lumber, through a broad
variety of programs and practices." 1In November 1982, the Commission
determined that there was a reasonable indication that an industry in the
United States was materially injured by reason of the allegedly subsidized
imports of softwood lumber from Canada (47 F.R. 54183).!° However, in May
1983, Commerce issued a final negative countervailing duty determination and
the investigation was terminated (48 F.R. 24159). 1In its determination,
Commerce found that Canadian stumpage programs did not confer a subsidy within
the meaning of the Act because they were not provided to a specific enterprise
or industry or group of enterprises or industries and because they did not
confer domestic subsidies under the terms of the Act.

THE PRODUCTS
Description and Uses

The term "softwood lumber" relates to a wide variety of products--such
as boards, planks, timbers, framing materials, flooring, or siding--produced
from coniferous species of trees.!® For purposes of this investigation, the
term "softwood lumber” refers to those products classified for tariff purposes
~under subheadings 4407.10.00, 4409.10.10, 4409.10.20, and 4409.10.90 of the
HTS.

According to the extent or stage of manufacture, such lumber (a product
derived from a log by lengthwise sawing which, in its original sawed
condition, has at least 2 approximately parallel flat longitudinal-sawed

13 Conditions Relating to the Importation of Softwood Lumber Into the
United States, USITC Publication 1241, April 1982.

14 Conditions Relating to the Importation of Softwood Lumber Into the
United States, USITC Publication 1765, October 1985.

15 goftwood Lumber from Canada: Determination of the Commission in
Investigation No. 701-TA-197 (Preliminary) Under Section 703(a) of the Tariff
Act of 1930, USITC Publication 1320, November 1982.

1¢ Hardwood lumber is produced from deciduous trees.
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surfaces, and which may be rough, dressed, or worked) is further defined in
the HTS as follows: :

4407.10.00--Coniferous wood sawn or chipped lengthwise, sliced or
peeled, whether or not planed, sanded or finger-jointed, of a
thickness exceeding 6 millimeters (mm);

4409.10.10--coniferous wood siding (including strips and friezes for
parquet flooring, not assembled) continuously shaped
(tongued, grooved, rabbeted, chamfered, V-jointed, beaded,
molded, rounded or the like) along any of its edges or faces,
whether or not planed, sanded or finger-jointed;

4409.10.20 (pt.)--coniferous wood flooring (including strips and friezes
for parquet flooring, not assembled) continuously shaped
(tongued, grooved, rabbeted, chamfered, V-jointed, beaded,
molded, rounded or the like) along any of its edges or faces,
whether or not planed, sanded or finger-jointed; and

4409.10.90--other coniferous wood (including strips and friezes for
parquet flooring, not assembled) continuously shaped
(tongued, grooved, rabbeted, chamfered, V-jointed, beaded,
molded, rounded or the like) along any of its edges or faces,
whether or not planed, sanded or finger-jointed.

Producers of most softwood lumber (both domestic and imported) classify
it into seven major categories:

1. Studs--lumber used in framing building walls with little or no
trimming before they are set in place.

2. Dimension--lumber that is from 2 to 5 inches thick, and is
2 inches or more in width.

3. Stress grades--lumber having assigned working stress and
modulus of elasticity values in accordance with accepted
basic principles of strength grading and meeting the
provisions of the American Lumber Standards for Softwood
Lumber.?’

4. Timbers--lumber that is at least 5 inches in least dimension.

5. Boards--lumber less than 2 inches in nominal thickness and 1
inch or more in width.

6. Selects--high quality lumber graded for appearance.

17 These standards are published by the U.S. Department of Commerce in
cooperation with manufacturers, distributors, and users.
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7. Shop--lumber that is graded for the number and sizes of

cuttings that can be used for the manufacture of other
products.

Of the aforementioned categories, studs and dimension lumber represent the
largest competing categories of U.S. and Canadian softwood lumber.

The major softwood species groups in descending order of consumption are
southern yellow pine (SYP), spruce-pine-fir (SPF), Douglas fir, hem-fir,?® and
ponderosa pine. Of these, the major competing species groups produced in both
the United States and Canada are SPF, Douglas fir, and hem-fir; SYP is not
produced in Canada.

Lumber is classified according to its moisture content as green or
dried.’® Often, more than half the weight of green lumber is moisture. Some
lumber is used green (e.g., Douglas fir), because various characteristics of
the wood make such use easier or more economical. However, to prevent
warping, most lumber is seasoned by being dried before retail sale.

Although the HTS uses metric units, softwood lumber is measured and sold
in the North American market by the board foot, a three-dimensional unit
described as--

The quantity of lumber contained in, or derived (by drying, dressing,
or working, or any combination of these processes) from, a piece of
rough green lumber 1 inch in thickness, 12 inches in width, and 12
inches in length, or the equivalent of such piece in other dimensions.?

In addicion, the American Lumber Standards for Softwood Lumber sets forth
minimum measurements for dressed lumber. For example, a rough 2"x4" piece of
lumber can be a minimum of 1-1/2"x3-1/2" when dressed.

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

18 A species combination used by grading agencies to designate any of
various species having common characteristics. Included in this group are:
California red fir; grand fir; noble fir; Pacific silver fir; Shasta fir;
white fir; and western hemlock.

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

20 In this report, units are generally specified in tables and tabular
presentations in mbf (thousand board feet) and mmbf (million board feet).
Discussion will be in terms of billion board feet.
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Softwood lumber is readily workable, has a high strength-to-weight
ratio, and is moderately durable; hence, it is widely used in the
construction, shipping, and manufacturing industries.?! 1In 1990, 36 percent

of the U.S. consumption of softwood lumber was used in new residential
construction (new housing), as shown in the following tabulation:%

Percentage distribution

End use of U.S. consumption
1986 1987 1988 1989 1990
Construction:
New residential (new housing).... 44 42 40 39 36
Repair and remodeling............ 26 26 27 27 29
New nonresidential .............. 7 8 8 8 8
All other........ .o iiiinnnnnnn 23 24 _25 _26 _27
Total......oiiiiiiiiiiinnnnnannn 100 100 100 100 100

In years of low housing starts, the share of softwood lumber consumed by
new housing construction may drop somewhat, with the share accounted for by
repair and remodeling increasing slightly.

For a given end use, softwood lumber of different species or from
different regions is generally interchangeable. However, for some uses, a
specific species is frequently preferred because of its particular
characteristics--e.g., redwood and western red cedar for home exterior siding,
SYP for treated wood applications, and white pine for moldings. With respect
to dimension lumber for new house framing, species preference is somewhat
regional. West coast builders have a preference for Douglas fir and ponderosa
pine; however, northeastern and southern builders often purchase SPF for
framing and millwork, because it accepts paint and stain better and is easier
to work with. SYP is preferred for trusses and load bearing construction
because of its high-strength qualities.

U.S. Tariff Treatment

With the exception of HTS subheading 4409.10.20, which has a duty rate
of 3.2 percent ad valorem, all of the goods covered in this investigation have
rates of duty of "free" in column 1l-general (most-favored-nation).
Approximately 99 percent of the softwood lumber from Canada enters the United
States unconditionally free of duty. As a result, the U.S.-Canada FTA had
essentially no duty impact as to such imports. Rates of duty for most
softwood lumber entered under column 2 (from countries under Communist
domination or control) range from 2.2¢ per cubic meter to $1.70 per cubic

2! Hardwood lumber, building boards (e.g., plywood and oriented strand
board), certain paperboard products, and nonwood products (e.g., brick,
concrete blocks, aluminum, and plastic products) compete with softwood lumber
in many uses. These competitive products are often more economical for
particular uses, or they furnish unique performance or appearance.

22 Based on estimates supplied by the Western Wood Products Association.
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meter; wood flooring enters at 33.3 percent ad valorem. The amount of
softwood lumber imported at the column 2 rates is negligible. Most lumber
entering the United States is subject to inspection for wood-boring insects;
such insects have not been found in most products for which entry has been
sought.

NATURE AND EXTENT OF ALLEGED SUBSIDIES

Insofar as allegations of subsidies, Commerce, in its notice, indicated
that it was initiating on stumpage programs. Stumpage programs are government
programs through which individuals and companies acquire the rights to cut and
remove standing timber from provincial forest lands. In its memorandum
entitled Basis for Self-Initiating the Countervailing Duty Investigation on
Certain Softwood Lumber Products (Commerce memorandum), Commerce stated that
in Alberta, British Columbia, Manitoba, Ontario, Quebec, and Saskatchewan,
over 90 percent of the forest land is owned by the provincial governments.?
Commerce calculated estimated subsidies according to several methods of
analysis. Depending on the benchmark used, subsidy rates were estimated at
rates ranging from 5.1 to 34 percent for British Columbia, Alberta, Ontario,
and Quebec. While Commerce acknowledged an "in-depth" subsidy analysis of
Saskatchewan and Manitoba had not been done, it stated that it believes that
the administratively-set, low stumpage rates in these provinces also indicate
that the provincial governments in the provinces may be providing subsidies.?®

In addition to stumpage, Commerce stated that it had also gathered
evidence that indicates the Government of Canada and the provincial
governments of British Columbia, Quebec, Ontario, and Alberta place
restrictions on exports of logs that might serve to artificially lower
domestic log prices. However, Commerce indicated that it did not have
sufficient evidence to ascertain the extent to which the log export
restrictions artificially lower prices for logs and, therefore, chose not to
initiate with respect to such programs.?

23 Commerce memorandum, p. 12.

2 Ibid., pp. 19-28.

25 Although Commerce did not initiate with regard to log export
restrictions, it did note "if an interested party submits such evidence (with
respect to artificially lowered prices) during the course of the proceeding,
the Department remains willing to investigate these programs." (56 F.R.
56055).
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THE U.S. MARKET
U.S. Producers

U.S. Department of Commerce data indicate that 5,690 establishments
produced softwood and hardwood lumber in the United States in 1990;% of
these, 1,707 (30 percent) had more than 20 employees. From 1988 to 1990, the
number of mills decreased owing to a variety of factors, prominent among which
are a decline in demand for wood products by the housing industry? and a lack
of available timber, particularly in the West, due to environmentally related
timber harvesting restrictions. In the past few years, large tracts of
federal timber administered primarily by the U.S. Forest Service have been
removed from harvesting due to various environmental concerns, the most well-
known being preservation of the northern spotted owl.?® While many large
companies in the West own extensive timber acreage in that area, as much as
one-half of the commercial timber supply in the West is publicly owned. Some
producers in the West are 100 percent dependent on public timber for their raw
material supply.

The number of establishments producing both hardwood and softwood lumber
during 1986-90%° and the first three calendar quarters of 1990 and 1991 is
shown in the following tabulation:

Period Establishments
1986 . . . . . . . .. 5,326
1987 . . . . . . . L. 5,662
1988 . . . . . . . .. 5,777
1989 . . . . . . . .. 5,710
1990 . . . . . . . .. 5,690
Jan. -Sept:
1990 . . . . . . . . 5,690
1991 . . . . . . . . 5,680

26 There are numerous mills, some of which are portable, that Commerce does
not include in its data. These have been estimated to number approximately
20,000 and account for less than 5 percent of U.S. production.

27 Counsel for the Canadian Forest Industries Council (CFIC) and the
Government of Canada argues that the "appropriate legal standard for
determining material injury in this case is whether the domestic lumber
industry is performing worse than expected given the conditions of competition
in the softwood lumber industry and the downturn in the business cycle."
Postconference brief on behalf of the Canadian Forest Industries Council and
the Government of Canada (CFIC brief), p. 29.

28 The majority of producers responding to the Commission’s questionnaires
noted that shortages in timber supply had led to temporary, and some
permanent, shutdowns of mills in the West.

2% There is a substantial amount of public data available on the softwood
lumber industry. Consequently, whenever possible in this report, data from
1986 forward are presented. This period covers the last full year prior to
the MOU, as well as the entire period during which the MOU was in effect. The
data are presented for whatever consideration the Commission may deem
appropriate.
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These establishments are located throughout the United States, although the
majority of production is concentrated in the West and the South. The
distribution of mills in 1990, by regions and selected States, is shown in the
following tabulation:3

Region and State . Establishments
North* . . . . . . . . . ... .. 1,478
Maine . . . . . . . . . . . ... 178
South? . . . 2,759
North Carollna and South Carollna 635
Georgia, Alabama, and Mississippi 1,032
Texas and Arkansas . . . . . . . 272
West® . . . . . . . .. ... 1,453
Oregon . . . . . . . . . . . .. 488
California . . . . . . . . . . . 288
Washington . . . . . . . . . . . 272
Idaho and Montana . . . . . . . . 280

! Connecticut, Illinois, Indiana, Iowa, Kansas, Maine,
Massachusetts, Michigan, Minnesota, Missouri, Nebraska, New
Hampshire, New Jersey, New York, North Dakota, Ohio, Pennsylvania,
Rhode Island, Wisconsin, and Vermont.

? Alabama, Arkansas, Delaware, Florida, Georgia, Kentucky,
Louisiana, Maryland, Mississippi, North Carolina, Oklahoma, South
Carolina, Tennessee, Texas, Virginia, and West Virginia.

3 Alaska, Arizona, California, Colorado, Hawaii, Idaho,

Montana, New Mexico, Nevada, Oregon, South Dakota Utah,
Washington, and Wyoming.

U.S. production of softwood lumber is concentrated in the West, where
the remaining old-growth, high-quality timber is located, and in the South,
where plantations of SYP are at merchantable size. These regions accounted
for 59.2 percent and 36.1 percent, respectively, of U.S. softwood lumber
production. The highest concentrations of large mills are also in these
regions; in 1990, 311 mills each produced 25 mmbf or more in the West,
compared with 195 mills in the South and 11 mills in the North. Figure 1
shows the three major softwood lumber producing geographic regions in the
United States and figure 2 shows the major Canadian producing areas.

30 Annual Lumber Review and Buyers Guide, Forest Industries, Miller Freeman
Publications, San Francisco, July 1991.



Figure 1--Softwood Lumber: U.S. Production by Region and
Major Producing States, 1990
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Although there are large corporations with high volumes of production,
most of the softwood lumber producers are small firms. In 1990, the 5 largest
producers accounted for 25.3 percent of U.S. softwood lumber production, and
the 50 largest firms accounted for 65.4 percent (table 1). It is estimated
that there are more than 500 mills with annual production exceeding 25 mmbf,
and over 625 mills with annual production greater than 10 mmbf. For this
investigation, the Commission sent questionnaires to more than 100 producers
who accounted for more than 75 percent of U.S. production in 1990. Thirty-
two producers provided responses in time to be included for use in this
report; these producers accounted for more than 43 percent of 1990 production.
While the number of responding firms is smaller than in the 1986
investigation, they represent a larger portion of overall production. A large
number of respondents were among the top 20 producers.

Table 1
Softwood lumber: U.S. and Canadian production, 1986-90
5 largest producers 50 largest producers
Percent Percent
Country Total of total of total
and year production Quantity production Quantity production
Mmbf Mmbf Mmbf
United
States:
1986.... 35,273 8,554 24.2 21,885 62.0
1987.... 38,235 9,358 24.5 24,474 64.0
1988.... 38,130 9,233 24.2 24,211 63.5
1989.... 37,545 9,560 25.5 24,742 65.9
1990.... 35,791 9,055 25.3 23,407 65.4
Canada:
1986.... 22,629 3,961 17.5 15,354 67.8
1987.... 25,870 4,705 18.2 18,143 70.1
1988.... 25,167 5,889 23.4 18,286 72.7
1989.... 24,538 6,675 27.2 18,489 75.3
1990.... 22,755 6,053 26.6 17,060 75.0

Source: Forest Industries North American Fact Book 1986-90.

U.S. Importers

Importers of softwood lumber from Canada include wholesale and retail
lumber distributors (e.g., ***,6 *¥%%x etc.), domestic producers (e.g., *¥*¥,
*%% etc.), and traders (e.g., *** 6 *%%* etc.), as well as certain Canadian
producers (e.g., ***) and number in the hundreds. Importing U.S. producers
generally bring product in from their own operations in Canada. Some
importers are manufacturers and/or remanufacturers with kiln operations.
Because of this, they may have their operations near the border and utilize
rough, green lumber only.
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Some U.S. firms, such as mobile-home-building and cash-and-carry
outlets, while not necessarily the importer of record, are supplied by
distributors that purchase their imported stock from large shipments which
generally go through reload centers located near the border in Canada or
throughout the United States for disbursement.

Given the large number and variety of importers in this industry and the
knowledge that official import statistics would supply import quantity and
value data, the importer/purchaser questionnaires were used primarily in an
effort to secure the necessary import pricing and purchasing data. Many of
the questionnaires were targeted to distributors, retailers, and traders who
were believed to serve the six geographic areas for which price data were
sought. In addition, producers were asked to complete a questionnaire if they
had imported/purchased any product from Canada.

Apparent U.S. Consumption

In 1990, U.S. consumption of softwood lumber was 45.9 billion board
feet, 5.7 percent down from consumption of 48.7 billion board feet in 1988 and
off 7.3 percent from 1989 consumption (table 2). During January-September
1991, apparent U.S. consumption dropped by 11.3 percent, declining to 32.1
billion board feet compared with the 36.2 billion board feet consumed in
January-September 1990. Consumption during 1986-90 peaked in 1987 at a record
50.5 billion board feet.

U.S. housing starts consume the greatest portion of softwood lumber,
with changes in overall consumption generally tracking those starts. However,
during 1986-90, the relationship between consumption and housing starts does
not appear to be as strong as it was during the period examined in the 1986
lumber case. This change appears to be due in large part to the increase in
consumption in the repair and remodeling segment which has partially offset
the downturn in new residential construction related consumption. The shift
to repair/remodeling was mentioned by a number of respondents to Commission
questionnaires as a noteworthy change in the market for softwood lumber.
Softwood lumber consumption and housing starts are shown in the following
tabulation:

Lumber consumption Housing starts
Period (billion board feet) (million units)
1986...... 47.6 1.8
1987...... 50.5 1.6
1988...... 48.7 1.5
1989...... 49.5 1.4
1990...... 45.9 1.2
Jan. -Sept
1990.. 36.2
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Table 2

Softwood lumber: U.S. production, exports of domestic merchandise, imports from
Canada,® total imports for consumption,? and apparent consumption, 1986-90,
January-September 1990, and January-September 1991

Ratio (percent) of--

Imports Canadian
Imports Apparent to con- imports Exports
Produc- Total from consump-  sump- to con- to pro-
Period tion Exports imports Canada tion tion sumption duction
Quantity (mmbf)
1986...... 35,273 1,877 14,240 14,113 47,636 29.9 29.6 5.3
1987...... 38,235 2,464 14,687 14,571 50,458 29.1 28.9 6.4
1988...... 38,130 3,264 13,808 13,702 48,674 28.4 28.2 8.6
1989...... 37,545 3,415 15,372 14,271 49,502 31.1 28.8 9.1
1990...... 35,791 2,971 13,072 12,036 45,892 28.5 26.2 8.3
Jan. -Sept
1990. 27,999 2,250 10,471 9,456 36,220 28.9 26.1 8.0
1991 25,653 2.386 8.847 8.724 32.114 27.5 27.2 9.3
Value (million dollars)
1986...... 7,675 644 3,069 3,034 10,100 30.4 30.0 8.4
1987...... 9,242 856 3,144 3,105 11,530 27.3 26.9 9.3
1988...... 9,182 1,142 3,005 2,958 11,045 27.2 26.8 12.4
1989...... 9,517 1,424 3,198 3,159 11,291 28.3 28.0 15.0
1990...... 8,657 1,347 2,916 2,873 10,226 28.5 28.1 15.6
Jan. -Sept
1990. 6,698 1,026 2,317 2,286 7,989 29.0 28.6 15.3
1991. 6,594 1.034 2,166 2,120 7.727 28.0 27.4 15.7
Unit value (dollars per mbf)
1986..... 217.59 343.10 215.52 214.98 212.03
1987..... 241.72 347.40 214.07 213.09 228.51
1988..... 240.82 349.88 217.63 215.88 226.93
1989..... 253.49 416.98 208.04 221.36 228.10
1990..... 241.87 453.38 223.07 238.72 222.82
Jan. -Sept
1990. 239.22 456.00 221.27 241.71 220.57
1991. 257.06 433.18 244.88 243.04 240.62

! To the extent imports from the Maritime Provinces are included, imports from
Canada and related ratios are slightly overstated.
2 CIF value.

Source: Compiled from official statistics of the U.S. Department of Commerce,
the Western Wood Products Association, and the National Forest Products
Association.
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As indicated in table 3, private U.S. housing starts have shown both
regional and unit type variation since 1986. During 1986-90, the South was
the leading area for housing construction, with single family units being the
predominant type of structure built. However, actual housing starts in the
South, as well as the North and West, fell steadily from during 1986-90; they
fell by 34.5 percent in the South, 34.8 percent in the North, and 31.8 percent
in the West. During this period, the share of total U.S. housing starts
occurring in each region, although fluctuating a bit, remained relatively
constant.

U.S. lumber consumption also varies by region. Consumption in the
various areas is shown in the following tabulation, derived from table 4 (in
percent):

Share of U.S. softwood lumber consumption in the--

Period North South West Total
1986......ivi... 28 38 34 100
1987 .. i 32 35 33 100
1988........ . ..., 30 34 36 100
1989. ... ... 33 32 35 100
1990. ... .. il 30 31 39 100

On a regional basis, there are wide variations in the ratio of imports
to consumption (table 4). The North generally has the highest share of
consumption accounted for by imports and also obtains a large share of its
softwood lumber from the other two U.S. regions. During 1986-90 the ratio of
imports to consumption in the North rose irregularly from 33.7 percent to 37.0
percent. Imports as a share of softwood lumber consumption in the South
dropped steadily from 36.4 percent in 1986 to 22.6 percent in 1990. During
1986-88, the South was the leading market for imports of softwood lumber,
before being supplanted by the North in 1989 and 1990. 1In 1990, the North
received 38.9 percent (5.1 billion board feet) of all imports.

With the exception of 1990, the West had the smallest share of softwood
lumber consumption accounted for by imports. However, during 1986-90 the
ratio of imports to consumption in the West rose irregularly from 19.6 percent
to 26.6 percent.



Table 3

Housing starts:

U.S. housing starts, privately owned and total, by type of structure and by region, 1986-90*

Privately owned

Single unit Multi-unit Total, Share of Total
Five or more units privately total of all
Conven- owned privately U.S.
Period Town- De- 2 to 4 Townhouse tional housing owned hous- housing
and region house! tached Total units? apartment apartment Total Total starts ing starts starts
1,000
------------------------ Thousands of units-----------------ccont Percent units
1986:
North..... 79 335 414 33 23 119 142 175 589 33 N/A
South. ... 66 438 504 28 11 190 201 229 733 41 N/A
West..... 21 240 _261 23 17 182 199 222 483 27 N/A
Total 166 1,013 1,179 84 51 491 542 626 - 1,805 100 1,810
1987:
North.... 72 335 407 - 29 18 114 132 161 569 35 N/A
South.... 55 429 484 20 8 120 128 148 633 39 N/A
West..... 15 240 255 17 8 137 146 163 419 26 N/A
Total 142 1,004 1,146 66 35 371 406 472 1,621 100 1,627
1988: b
North. ... 57 318 375 26 13 97 110 136 512 34 N/A o
South. ... 43 400 443 17 7 106 113 130 574 39 N/A g
West..... 13 251 264 15 10 112 122 137 402 21 N/A
Total 113 969 1,082 58 30 315 345 403 1,488 100 1,493
1989:
North.... 36 286 322 22 8 92 100 122 445 32 N/A
South.... 40 369 409 18 12 96 108 126 536 39 N/A
West..... 11 261 272 15 10 917 107 122 395 29 N/A
Total 87 916 1,003 55 30 285 315 370 1,376 100 1,380
1990:
North.... 25 272 297 16 8 62 70 86 384 32 N/A
South.... 29 342 371 9 5 94 99 108 480 40 N/A
West..... 9 217 226 12 6 84 90 102 329 28 N/A
Total 63 831 894 37 19 240 259 296 1,193 100 1,198

! Includes units

in semidetached (semiattached) structures.

2 pesign information for structures with 2 to 4 units is not available.

Source:

U.S. Department of Commerce (Series G-20).

Note:  Because of rounding, fipures may not add to totals shown.
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Table &4
Softwood lumber: U.S. production, exports of domestic merchandise, imports for consumption, .

and apparent consumption, by regions, 1986-90, January-September 1990, and January-September
1991

Shipments
Shipments  Imports from Ratio of--
Pro- to other from other Apparent Imports Exports
Period duc- U.sS. foreign U.S. consump- to con- to pro-
and region tion Exports regions! sources? regions tion sumption duction
------------------------- Mmbf --------------eeoeeoeo-o- -... Percent ----
1986 North.... 1,680 196 0 4,429 7,231 13,144 33.7 11.7
South.... 11,678 179 3,026 6,609 3,072 18,154 36.4 1.5
West..... 21,915 1.502 7,277 3.202 0 16,338 19.6 6.9
Total.. 35,273 1.877 10,303 14,240 10,303 47.636 29.9 5.3
1987 North.... 1,820 203 0 4,909 9,569 16,095 30.5 11.2
South.... 12,473 248 3,611 6,295 2,720 17,629 35.7 2.0
West..... 23,942 2.013 8.678 3,483 0 16.734 20.8 8.4
Total.. 38,235 2.464 12 289 14.687 12.289 50.458 29.1 6.4
1988 North.... 1,816 250 0] 4,615 8,200 14,381 32.1 13.8
South.... 12,676 492 3,003 5,256 2,265 16,702 31.5 3.9
West..... 23,638 2,522 7.461 3,932 0 17.587 22.4 10.6
Total.. 38,130 3.264 10,464 13.803 10,464 48,669 28.4 8.6
1989 North.... 1,789 266 0 7,543 7,240 16,306 46.3 14.9
South.... 12,544 442 2,849 4,671 1,992 15,916 29.3 3.5
West..... 23,212 2,707 6,383 3,158 0 17,280 18.3 11.7
Total.. 37,545 3,415 9,232 15,372 9,232 49,502 31.1 9.1
1990 North.... 1,705 306 0 5,090 7,274 13,763 37.0 17.9
South.... 12,911 379 3,343 3,238 1,891 14,318 22.6 2.9
West..... 21,175 2,286 5,822 4,744 0_17.811 26.6 10.8
Total.. 35,791 2.971 9,165 13,072 9,165 45,892 28.5 8.3

! Based upon the premise that northern U.S. production was not exported to other regions
of the United States.

2 Imports shown are by final market, based upon data supplied by the Council of Forest
Industries of British Columbia (COFI), and are not by customs district of importation.

Source: Compiled from data supplied by the Western Wood Products Association, Southern
Forest Products Association, and COFI.
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CONSIDERATION OF ALLEGED MATERIAL INJURY
TO AN INDUSTRY IN THE UNITED STATES

As noted earlier, there is a fairly substantial amount of public data
available on the softwood lumber industry. In this section, information from
public data sources is presented concerning production, capacity, capacity
utilization, and shipments, in addition to the information received from
respondents to the Commission‘’s producer questionnaires. Also, as noted
previously, whenever possible the public data cover the period from 1986
forward.

With respect to the issue of injury, counsel for the U.S. Coalition for
Fair Lumber Imports® in arguing for an affirmative injury finding states that
applicable laws suggest the Commission should consider "additional harm to the
U.S. lumber industry prevented by the MOU." 1In this regard, counsel goes on
to state, "While the MOU did not offset the entire injury caused by Canadian
subsidies, the damage would have been significantly greater in its absence."*

To counter this notion, the CFIC brief argues that the injury
determination must be made on the basis that the domestic industry "is" being
injured rather than it "would have been" injured had the MOU not been in
place. Further, CFIC adds "it is significant that Congress legislated a
conditional injury test in other provisions of the Trade Agreements Act of
1979, but declined to do so under Section 70l1." Finally, CFIC concludes the
"Commission is without legal authority to render an affirmative determination,
as the Coalition urges, based on a finding that the domestic industry ‘would
have been’ suffering material injury by reason of imports had the MOU not been
in place. The statutory standard clearly limits the scope of the present
injury determination to current injury by actual imports and the Commission
‘is not at liberty to disregard the statute’s plain meaning. ‘"3

3! Counsel for the Coalition for Fair Lumber Imports made the presentation
for the U.S. industry at the Commission’s conference held in conjunction with
this investigation. The Coalition’s members include the National Forest
Products Association, the Intermountain Forest Industries Association, the
Northeastern Lumber Manufacturers Association, the Northwest Independent
Forest Manufacturers, the Southeastern Lumber Manufacturers Association, the
Southern Forest Products Association, the Western Forest Industries
Association, and the Western Wood Products Association, as well as dozens of
individual corporations, including Georgia-Pacific, International Paper,
Potlatch, Temple-Inland, and Union Camp. The seven associations represent
companies accounting for more than 85 percent of U.S. softwood lumber
production in 1990.

32 postconference brief on behalf of U.S. Coalition for Fair Lumber
Imports, the International Woodworkers of America, and the United Brotherhood
of Carpenters and Joiners (Coalition brief), p. 35.

33 CFIC brief, pp. 6, 8, and 10.
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U.S. Production, Capacity, and Capacity Utilization

U.S. production of softwood lumber rose from 1986 to 1990, peaking in
1987 at 38.2 billion board feet, then dropping 6.4 percent to 35.8 billion
board feet in 1990 (table 2). Production in January-September 1991 fell 8.4
percent in comparison with that in January-September 1990 to 25.7 billion
board feet.

The West produced 21.2 billion board feet, or 59.2 percent of U.S.
softwood lumber production, in 1990 (table 5). The South produced 12.9
billion board feet, or 36.1 percent of U.S. production; and the North produced
the smallest share, 1.7 billion board feet, or 4.8 percent of U.S. production.
Production in the West and North reached high points in 1987, while production
in the South attained its highest level in 1990. The share of production
accounted for by each region is shown in the following tabulation (in
percent):

Jan.-Sept.--

Region 1986 1987 1988 1989 1990 1990 1991
West......... 62 63 62 62 59 60 59
South........ 33 33 33 33 36 35 36
North........ 5 3 ] 5 5 ) S
Total.... 100 100 100 100 100 100 100

The leading species, or species groups, of softwood lumber produced in
the United States are, in order of quantity produced, SYP, Douglas fir, hem-
fir, and ponderosa pine (table 6). 1In 1990, the shares of domestic output
accounted for by these species were 35.5 percent, 25.3 percent, 1ll.4 percent,
and 10.6 percent, respectively. The remaining 17.2 percent was accounted for
by SPF (Eastern and Western), redwood, cedars, other pines, and various other
species (principally from the East and West).
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. In the lumber industry, the practical capacity of a mill is measured by
the greatest level of operations that the mill can achieve within a realistic
work pattern. For most mills, capacity is based on one or two 8-hour shifts,
5 days per week, 252 days per year. It is acknowledged that many variations
exist, however, including 9-hour shifts, three 8-hour shifts, 6 or 7 days per
week, and 252 to 263 days per year.

The National Forest Products Association (NFPA) figures capacity
utilization for each year by taking the best month’s production in the
previous 5 years (e.g., the best January, February, etc., in the past 5
years), then adding them up to determine practical annual capacity. Table 7
shows production, capacity, and capacity utilization for 1986-90 and
January-September 1990 and 1991, based on NFPA’s methodology.

U.S. producers’ capacity to produce softwood lumber increased by 11.2
percent from 1986 to 1988 to a level of 39.2 billion board feet. Since then,
annual capacity has grown only slightly to a level of 39.5 billion board feet
in 1990. Utilization of productive capacity in the production of softwood
lumber dropped from a record high of 99.9 percent in 1986 to 97.2 in 1988 and
90.5 percent in 1990. The January-September 1991 capacity utilization figure
stood at 85.5 percent, compared with 93.4 percent for the same period in 1990.

Table 7
Softwood lumber: U.S. production, capacity, and capacity utilization,
1986-90, January-September 1990, and January-September 1991

Jan.-Sept.--

Item : 1986 1987 1988 1989 1990 1990 1991
Production...... mmbf.. 35,273 38,235 38,130 37,545 35,791 27,999 25,653
Capacity......... do... 35,299 38,347 39,242 39,527 39,545 29,986 29,986
Capacity utilization

percent. . 99.9 99.7 97.2 95.0 90.5 93.4 85.5

Source: Compiled from official statistics of the U.S. Department of Commerce
and the National Forest Products Association.

The 32 companies providing trade data in response to the Commission’s
questionnaires accounted for more than 43 percent of U.S. softwood lumber
production in 1990. Their production, capacity, and capacity utilization for
the period of investigation are shown in table 8. From 1988 to 1990, capacity
showed a slight, but steady, increase; production experienced a small, but
irregular increase; and, capacity utilization exhibited a steady downward
trend. For the interim periods, the January-September 1991 performance in all
three categories was off in comparison with January-September 1990.
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Table 8

Softwood lumber: U.S. production, capacity, and capacity utilization,
1988-90, January-September 1990, and January-September 1991

Jan. -Sept. - -
Item 1988 1989 1990 1990 1991
Production...... mmbf.. 15,523 15,660 15,580 12,062 11,309
Capacity......... do... 16,445 16,717 16,788 13,092 12,799
Capacity utilization
percent.. 94.4 93.7 92.8 92.1 88.4

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission.

U.S. Producers’ Shipments, Inventories, and Exports

In general, shipments of softwood lumber vary only slightly from
production, and follow essentially the same trends. Complete data on
industry-wide shipments are not available, although the Western Wood Products
Association and Southern Forest Products Association publish data on shipments
originating in the West and South, the destination of those shipments, and the
methods of transportation. Those data are presented in tables 9 and 10,
respectively.

Shipments by producers in the West increased by 9.2 percent from 1986 to
1987. Shipments dropped each year thereafter to 21.2 billion board feet in
1990, 11.6 percent off from 1987 shipment levels.

Shipments by producers in the South rose steadily, by 8.1 percent, from
1986 to 1988, then increased irregularly by 1.9 percent from 1988 to 1990.
Shipments for 1990 of 12.9 billion board feet represented the high shipment
level during the 1986-90 period.

Data regarding domestic and export shipments as well as inventories held
by the companies responding to the Commission’s questionnaires are contained
in table 11. From 1988 to 1990, domestic shipments dropped irregularly by 1.1
percent. January-September 1991 shipments were down 6.1 percent from those in
the comparable period of 1990. The unit value of producers’ domestic
shipments declined irregularly, by 0.8 percent, from 1988 to 1990 from $266.68
to $264.65 per thousand board feet. Unit values for domestic shipments in
January-September 1991 decreased 1.5 percent compared with those for January-
September 1990. Inventories as a share of total shipments remained relatively
level from 1988 through January-September 1991, ranging between 7.4 and 7.7
percent for the five reporting periods.
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Table 9
Softwood lumber: Shipments from the Western United States to U.S.
destinations, by areas and by methods of transportation, 1986-90?

Share of
Method of transportation western
Period and destination Rail Truck Vater Total shipments
---------------- Mmbf --------------. Percent
1986:
North............iiiiina.. 3,216.8 968.7 19.6 4,205.1 19
South.............. ... 1,868.0 1,203.5 0.0 3,071.5 14
West. i i iiii it iiiieenen 4.555.6 8.631.9 1.451.1 14 638.6 67
Total................... 9,640.4 10,804.1 1,470.7 21,915.2 100
1987
North....................... 4,903.8 1,045.9 8.7 5,958.4 25
South....................... 2,168.7 551.2 0.0 2,719.9 11
West. . it iiiiiiieiiieenn. 4.252.3 10,302.8 708.6 15.263.7 64
Total...........ccovo... 11,324.8 11,899.9 717.3 23,942.0 100
1988:
North......... . 4,157.0 1,035.4 4.1 5,196.5 22
South............. ..., 1,687.1 577.6 0.0 2,264.7 10
West. . oo iii i iiieennnnn 3,937.2 11.297.7 941.9 16.176.8 68
Total.........ciivuuunn. 9,781.3 12,910.7 946.0 23,638.0 100
1989
North.............. ... ..., 3,407.2 983.9 0.0 4,391.1 19
South.............. ... ..., 1,409.6 582.6 0.1 1,992.3 9
West. .ottt it i iiiieennn 3,998.6 11.683.8 1.146.6 16.829.0 73
Total...........ccuun.. 8,815.4 13,250.3 1,146.7 23,212.4 100
1990:
North......... ... ... 2,947.8 982.7 0.0 3,930.5 19
South....................... 1,316.7 574.5 0.0 1,891.2 9
West. . ittt iiiiiiieannnn 3,182.3 11.346.5 824.5 15.353.3 73
Total..........cocue... 7,446.8 12,903.7 824.5 21,175.0 100

! Exports are included in the West destinations.

Source: Western Wood Products Association, Destination of shipments, 1986-90.
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Table 10
Softwood lumber: Selected shipments from the Southern United States to U.S.
destinations, by areas and by methods of transportation, 1986-90! 2

Share of
Method of transportation southern
Period and destination Rail Truck Water Total shipments
-------------- Mmbf -------------.. Percent
1986: '
North.............coiiit. 1,119.8 1,906.0 - 3,025.8 26
South.............c.civivn.. 1,402.6 7,294.6 - 8,697.2 74
West. ..ottt iiiieinnneanns 0.0 0.0 - 0.0 0
Total........ciitvennnn 2,522.4 9,200.6 - 11,723.0 100
1987
North.........coiivivieenn. 1,352.0 2,259.0 - 3,611.0 29
South.........ccoiiiiiienn.. 1,273.0 7,589.0 - 8,862.0 71
West. .ottt ittt iiieannn 0.0 0.0 - 0.0 0
Total.........ocivvivnn. 2,625.0 9,848.0 - 12;473.0 100
1988
North.............. ... ..., 791.0 2,212.0 - 3,003.0 24
South...............ciiin... 1,861.0 7,812.0 - 9,673.00 76
WesSt. ittt it iiinneanens 0.0 0.0 - 0.0 0
Total.......cciivveenn.. 2,652.0 10,024.0 - 12,676.0 100
1989
North........ciiiiiiuenn.. 580.0 2,269.0 - 2,849.0 23
South......ciiiiviiieiennn. 1,534.0 8,161.6 - 9,695.6 77
WesSt. . oot ittt tiieenanaas 0.0 0.0 - 0.0 0
Total.........coivunnn. 2,114.0 10,430.6 - 12,544.6 100
1990
North.........ciiiiiiieean.. 1,568.0 1,775.0 - 3,343.0 _ 26
South..........ciiiierieenn. 1,717.0 7,851.0 - 9,568.0 74
WesSt. ..ot eeeeennenanas 0.0 0.0 - N 0.0 0
- Total.........ceeveeenn. 3,285.0 9,626.0 - 12,911.0 100

! Exports are included in South destinations.
2 Estimated by the staff of the U.S. International Trade Commission from
data supplied by the Southern Forest Products Association.

Source: Southern Forest Products Association, Destination of shipments,
1986-90.
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Table 11

Softwood lumber: U.S. producers’ domestic shipments, export shipments,
company transfers, total shipments, and end-of-period inventories, 1988-90,
January-September 1990, and January-September 1991

January-September--

Item 1988 1989 1990 1990 1991
Domestic shipments
Quantity...... mmbf. . 13,008 13,116 12,871 10,036 9,420
Value
million dollars.. 3,469 3,526 3,406 2,712 2,507
Unit value
per mbf.. $266.68 $268.83 $264.65 .$270.24 $266.14
Exports
Quantity...... mmbf. . 695 779 728 537 468
Value
million dollars.. 296 365 338 251 218
Unit value ,
per mbf.. $425.90 $468.55 $464.29 $467.41 $465.81
Company transfers
mmbf. . 1,772 1.779 1,957 1,472 1,484
Total shipments..do... 15,475 15,674 15,555 12,045 11,373
Inventories...... do... 1,177 1,178 1,202 1,189 1,116

Ratio of inventories
to total shipments
percent. . 7.6 7.5 7.7 7.41 7.4¢

! Calculated on the basis of annualized shipments.

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission.
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Total U.S. export shipments grew steadily from 1986 to 1989, increasing
by 81.9 percent to a 1989 level of 3.4 billion board feet (table 12). 1990
exports dipped 13.0 percent to 3.0 billion board feet. January-September 1991
exports were up 6.0 percent compared with January-September 1990. Japan has
consistently been the largest market for U.S. exports, followed by Canada,
Mexico, and Australia. Other than the United States, Japan is the largest
export market for Canadian lumber, with Australia also being an important
market. As noted in table 2, exports accounted for a growing portion of U.S.
production, reaching a peak of 9.1 percent in 1989 before dropping to 8.3
percent in 1990.

Table 12
Softwood lumber: U.S. exports, by markets, 1986-90, January-September 1990,
and January-September 1991

Jan. -Sept. - -
Item 1986 - 1987 1988 1989 1990 1990 1991
Quantity (mmbf)

Australia....... 124 170 235 221 171 127 152
Canada.......... 361 446 501 481 443 366 290
Italy........... 94 112 142 132 122 92 92
Japan........... 810 1,079 1,286 1,466 1,150 876 842
Mexico.......... 129 171 289 277 368 254 488
Spain........... 42 70 142 114 94 74 66
Other sources... 317 417 669 723 621 460 458

Total....... 1,877 2 464 3,264 3,415 2.971 2.250 2.386

Value (million dollars)

Australia....... 40 57 104 99 84 63 74
Canada.......... 91 115 149 173 175 146 125
Italy........... 60 79 86 100 107 80 83
Japan........... 260 359 435 565 504 383 377
Mexico.......... 32 40 70 100 122 88 123
Spain........... 25 36 61 62 62 49 41
Other sources... 136 169 238 325 293 218 212

Total....... 644 856 1,142 1.424 1,347 1,026 1,034

Unit value (per mbf)

Australia....... $323.19 $336.87 $442.12 $447.94 $489.78 $493.18 $485.19
Canada.......... 251.88 258.28 296.32 359.87 394.79 399.05 429.76
Italy........... 632.93 710.47 606.65 759.18 879.14 867.31 902.87
Japan........... 321.58 332.64 338.61 385.52 438 .43 436.67 447 .83
Mexico.......... 248 .43 236.26 241.97 359.29 331.25 345.92 251.25
Spain........... 584.86 517.76 426.08 539.02 662.40 664 .34 629.49
Other sources... _429.03 405.09 355.53 449 .74  470.96 473.53 462 .48

Average..... 343.00 347 .46 349.93 416.99 453.56 456.10 433.14

Note.--Because of rounding, figures may not add to the totals shown; unit
values are calculated from unrounded figures.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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U.S. Producers’ Employment, Wages, and Productivity

U.S. producers providing employment and wage information in response to
the Commission’s questionnaires accounted for more than 43 percent of 1990
production of softwood lumber (table 13). For those firms, the average number
of production and related workers engaged in the manufacture of softwood lumber
steadily decreased, by 5.6 percent, from 1988 to 1990. January-September 1991
employment figures were down 8.4 percent compared with the same period of 1990.
The productivity of workers engaged in producing softwood lumber, as measured
in output per hour worked by production and related workers, grew from 249
board feet per hour in 1988 to 261 board feet per hour in 1990, an increase of
4.8 percent. January-September 1991 productivity, at 263 board feet per hour,
was 3.5 percent higher than that in the corresponding period of 1990. Unit
labor costs in producing softwood lumber rose steadily from $51.02 per mbf to
$52.25 per mbf from 1988 to 1990. Unit labor costs during January-September
1991 stood at $51.25 per mbf compared with $52.92 for the same period of 1990.

Table 13

Average number of production and related workers in establishments producing
softwood lumber; average number of hours worked by such workers; wages, total
compensation, and hourly compensation paid to such workers; labor productivity
for production and related workers; and unit labor costs, 1988-90,
January-September 1990, and January-September 1991

January-September--
Item 1988 1989 1990 1990 1991

Production and related
workers................. 28,406 27,758 26,809 26,701 24,452
Hours worked by produc-
tion and related
workers....1,000 hours.. 62,304 61,941 59,624 46,960 42,477
Wages paid to production
and related workers
1,000 dollars.. 646,265 666,900 649,775 503,894 457,412
Total compensation paid
to production and
related workers
1,000 dollars.. 792,000 817,608 814,087 630,518 571,801
Hourly compensation paid
to production and
related workers......... $12.71 $13.20 $13.65 $13.43 $13.46
Labor productivity for
production and
related workers
bd. ft. per hour.. 249 253 261 254 263
Unit labor costs
per mbf.. $51.02 $52.21 $52.25 $52.92 $51.25

Source: Compiled from data submitted in response to questionnaires of the U.S.
International Trade Commission.
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Financial Experience of U.S. Producers

Thirty-two U.S. producers of softwood lumber, including a large number
of the major ones, supplied financial data. These producers accounted for
approximately 43 percent of U.S. production of softwood lumber in 1990. The
companies ranged in size from international corporations with annual softwood
lumber net sales well in excess of $600 million to small regional companies
with sales of less than $10 million.

Overall Establishment Operations

Data on the overall establishment operations of the U.S. producers are
presented in table 1l4. While net sales, gross profits, and operating and net
incomes all increased from 1988 to 1989, they all declined in 1990. Although
the decrease in net sales was only about 5 percent, the decreases in gross
profit (50 percent), operating profit (70 percent), and net income (76
percent) were much more pronounced because the gross profit margin decreased
from 13.6 percent in 1989 to 7.1 percent in 1990.

Even though net sales decreased in interim 1991 when compared to interim
1990, gross profits and operating income levels stayed about the same because
of decreases in cost of sales. Net income increased substantially between the
interim periods because of a *%%.

While overall softwood lumber operations accounted for about 60 percent
of overall establishment net sales, the percentage varied widely depending on
the producer. Roughly half of the largest (in terms of annual net sales)
producers and one-third of the smallest producers had softwood lumber
operations accounting for less, often much less, than 50 percent of overall
establishment net sales. The percentage for almost all of the remaining
producers was in excess of 90 percent. '

Softwood Lumber Operations

Data on the softwood lumber operations of U.S. producers in the
aggregate are shown in table 15, table 16 shows the number of producers which
had given financial trends between the given periods, and table 17 presents
selected financial information on the individual companies. Softwood lumber
net sales values increased about 5 percent from 1988 to 1989, as both sales
quantities and per-unit sales values increased moderately. However, per-unit
cost of sales increased by an even greater margin, resulting in decreased
levels of gross profits and operating and net incomes. As shown in table 16,
about two-thirds of the producers had increased net sales values while about
three-quarters of them had increased cost of sales.

From 1989 to 1990, the combined effects of decreased sales and increased
cost of sales (both on a dollar and per-unit basis) eroded gross profits to
less than one third of what they were in 1989. Nineteen of the 32 producers
had decreases in per-unit sales values and 30 had increases in per-unit cost
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Income-and-loss experience of U.S. producers on the overall operations of their
establishments wherein softwood lumber is produced, fiscal years 1988-90,
January-September 1990, and January-September 19911

Jan. -Sept.--
Item 1988 1989 1990 1990 1991
Value (1,000 dollars)

Net sales . 6,780,642 7,422,391 7,091,368 5,512,375 5,240,517
Cost of goods sold 5,912.162 6.411.088 6,585,354 5.058.858 4 798 462
Gross profit . 868,480 1,011,303 506,014 453,517 442,055
Selling,; general, and

administrative expenses . 278,584 290,192 283.657 210,194 204,959
Operating income . . 589,896 721,111 222,357 243,323 237,096
Startup or shutdown expense . 8,359 11,509 4,751 4,590 2,819
Interest expense 96,011 118,447 112,759 80,858 70,777
Other income, net . 30,857 46,229 45,372 32,952 84 327
Net income before income

taxes . . 516,383 637,384 150,219 190,827 247,827
Depreciation and amortlza-

tion . 352,340 359,120 367,982 274,996 272.002
Cash flow? 868,723 996,504 518,201 465,823 519.829

Ratio to net sales (percent)

Cost of goods sold 87.2 86.4 92.9 91.8 91.6
Gross profit . 12.8 13.6 7.1 8.2 8.4
Selling, general, and

administrative expenses . 4.1 3.9 4.0 3.8 3.9
Operating income . 8.7 9.7 3.1 4.4 4.5
Net income before income

taxes . 7.6 8.6 2.1 3.5 4.7

Number of firms reporting

Operating losses 1 4 12 9 5
Net losses 3 4 17 11 6
Data 31 32 32 30 30

! Companies whose fiscal years did not end December 31, together with their
sk s ok Skt kb ek Sk bk sy

respective fiscal year ends,

and *%%,

are as follows:

2 cash flow is defined as net income or loss plus depreciation and amortization.

Source: Compiled from data submitted in response to questionnaires of the U.S.

International Trade Commission.
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Income-and-loss experience of U.S. producers on their operations producing softwood
lumber, fiscal years 1988-90, January-September 1990, and January-September 1991?!

Jan.-Sept. --
Item 1988 1989 1990 1990 1991
Quantity (mmbf)
Net sales . 15,173 15,491 15,619 11.876 11.216
Value (1,000 dollars)
Net sales . . 4,135,267 4,340,212 4,228,422 3,316,636 3,082,372

Cost of goods sold

Gross profit .o

Selling, general, and
administrative expenses .

Operating income or (loss)

Startup or shutdown expense .

Interest expense? .

Other income, net . . . . .

Net income or (loss) before
income taxes? c e e

Depreciation and amortiza-
tion . . .

Cash flow? 3

Net sales . . . . .

Cost of goods sold

Gross profit .

Selling, general, and
administrative expenses .

Operating income or (loss)

Cost of goods sold

Gross profit . . . . .

Selling, general, and
administrative expenses .

Operating income or (loss)

Net income or (loss) before
income taxes

Operating losses
Net losses
Data

. 3.637.248 3.862,957 4,075,278 3,119,231 2,857,524

498,019 477,255 153,144 197,405 224,848
187.898 192 .407 196,231 146,752 135,797

310,121 284,848 (43,087) 50,653 89,051

5,082 10,609 4,903 4,590 2,331
23,324 28,622 32,499 23,887 20,418
3.338 16.677 11,307 11,435 7.539

285,053 262,294  (69,182) 33,611 73,841
188.706  171.744 191,051  148.797 136.618

473,759 434,038 121.869 182.408 210,459

Value (per mbf)

$272.53  $280.17 $270.73  $279.26  $274.82
239.71 249.36 260.93 262.64 254.77

32.82 30.81 9.81 16.62 20.05
12.38 12.42 12.56 12.36 12.11

20.44 18.39 (2.76) 4.26 7.94

Ratio to net sales (percent)

88.0 89.0 96.4 94.0 92.7
12.0 11.0 3.6 6.0 7.3
4.5 4.4 4.6 4.4 4.4

7.5 6.6 (1.0) 1.5 2.9

6.9 6.0 (1.6) 1.0 2.4

Number of firms reporting

2 6 14 13 8

4 7 20 15 9

31 32 32 30 30

! See footnote 1 in table 14 regarding fiscal year ends.

2 Many companies were unable to allocate interest expense to their softwood lumber
operations. Therefore, interest expense is probably understated and net income and
cash flow are probably overstated.

3 Cash flow is defined as net income or loss plus depreciation and amortization.

Source: Compiled from data submitted in response to questionnaires of the U.S.
International Trade Commission.
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Table 16
Financial indicators of U.S. producers on their operations producing softwood

lumber, fiscal years 1988-90, January-September 1990, and January-September
1991

(Number of firms reporting)

Jan. -Sept. --

Item 1988-89 1989-90 1988-90 1990-91
Data.....oiiiiiiiii i 31 32 31 30
Decreases in:

Net sales value............ 10 20 17 17

Net sales quantities....... 12 19 16 20

Per-unit net sales values.. 14 19 18 12
Increases in:

Cost of sales.............. 23 21 24 9

Per-unit cost of sales..... 20 30 28 10

Source: Compiled from data submitted in response to questionnaires of the U.S.
International Trade Commission.

of sales. As a result, operating and net incomes both decreased about $330
million from their 1989 levels, and became operating and net losses.

While net sales value decreased 7 percent in interim 1991 as compared to
interim 1990 because of decreased sales quantities and per-unit sale values,
operating and net income levels were higher. This was due to an even larger
decrease in per-unit cost of sales, which resulted in increasing the gross
profit margin from about $17 to about $20 per unit. However, the margin is
still only about two-thirds of what it was in fiscal years 1988 and 1989.

Demand for softwood lumber is seasonal, since its main use is in the
construction industry. Activity in that industry peaks in the summer and
drops sharply in the winter; softwood lumber sales react accordingly.
Therefore, data for the interim periods (January-September) are probably
skewed upward. A comparison of data for fiscal 1990 with that for interim
1990 suggests that the producers did not do too well from October through
December, even taking into account that not all producers have fiscal years
ending December 31.

Selected financial data on a company-by-company basis are presented in
table 17. In an effort to determine if overall trends were shared by all
segments of the industry, the companies were loosely grouped into one of three
categories. The categories were based on the yearly level of softwood lumber
net sales revenues, and are as follows: greater than $200 million, $75 to
$200 million, and less than $75 million.

L]

As the table shows, the five largest companies dominated net sales and
operating income. While there were large differences in profitability within
each group, the operating income of each group was generally proportional to
net sales levels. Per-unit sales and cost of sales values decreased as the
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Selected financial data of U.S. producers on their operations producing
softwood lumber, by firms, fiscal years 1988-90, January-September 1990, and

January-September 1991

Jan. -Sept. --

Item 1988 1989 1990 1990 1991
Value (million dollars)
NET SALES:
PRODUCERS WITH NET SALES
GREATER THAN $200 MILLION:
* * * * * *
Sub-total................ 2,359 2,494 2,368 1,872 1,739
Percent of total....... 56.9 57.3 55.9 56.4 56.3
PRODUCERS WITH NET SALES
OF $§75 TO $200 MILLION:
* * * * * *
Sub-total................ 1,287 1,347 1,394 1,126 1,028
Percent of total....... 31.1 31.1 32.8 34.0 33.4
PRODUCERS WITH NET SALES
LESS THAN $75 MILLION:
* * * * * *
Sub-total................ 489 499 467 318 316
Percent of total....... 11.8 11.6 - 11.0 9.7 10.4
Totals for all producers. 4,135 4,340 4,228 3,317 3,082
OPERATING INCOME OR (1OSS):
PRODUCERS WITH NET SALES
GREATER THAN $200 MILLION:
* * * * * *
Sub-total................ 183 179 7 51 55
Percent of total....... 59.0 62.9 2 100.7 61.7
PRODUCERS WITH NET SALES
OF $75 TO $200 MILLION: :
* * * * * *
Sub-total................ 77 62 (43) (2) 26
Percent of total....... 24.8 21.7 2 2 29.0
PRODUCERS WITH NET SALES
LESS THAN $75 MILLION:
* * * * * *
Sub-total..........c..... 50 44 (7) 1 8
Percent of total....... 16.2 15.3 2 2.5 9.2
Totals for all producers. 310 284 (43) 51 89

Table continued on next page.
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Table 17--Continued

Selected financial data of U.S. producers on their operations producing
softwood lumber, by firms, fiscal years 1988-90, January-September 1990, and
January-September 1991

Jan. -Sept. - -

Item 1988 1989 1990 1990 1991

Ratio to net sales (percent)

OPERATING INCOME OR (LOSS):
PRODUCERS WITH NET SALES
GREATER THAN $200 MILLION:

* * * * * *
Average..........coeuuunn 7.8 7.2 0.3 2.7 3.2
PRODUCERS WITH NET SALES
OF $§75 TO $200 MILLION:
* * * * * *
AVeYage.......ccoveeeenn. 6.0 4.6 (3.1) (0.1) 2.5
PRODUCERS WITH NET SALES
LESS THAN $75 MILLION:
* * * * * %
AVerage........uveeunnnn. 10.2 8.8 (1.6) 0.4 2.6
Overall average.......... 7.5 6.6 1.0 1.5 2.9

Value (per mbf)
PER-UNIT SALES VALUES:

PRODUCERS WITH NET SALES
GREATER THAN $200 MILLION:

* * * * * *
AVerage..........ccccvenn. 286 298 283 292 285
PRODUCERS WITH NET SALES
OF $§75 TO $200 MILLION:
* * * * * *
Average.........cooveennn. 261 263 259 267 265
PRODUCERS WITH NET SALES
LESS THAN $75 MILLION:
* * * * * * ‘
Average.........c.cccenunnn 245 250 246 257 256
Overall average......... 273 280 271 279 275

Table continued on next page.
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Table 17--Continued
Selected financial data of U.S. producers on their operations producing

softwood lumber, by firms, fiscal years 1988-90, January-September 1990, and
January-September 1991

Jan.-Sept. --
Item 1988 1989 1990 1990 1991

Value (per mbf)
PER-UNIT COST OF SALES: :
PRODUCERS WITH NET SALES
GREATER THAN $200 MILLION:

* * * * * *
AVeXrage.......ccviiininenn.. 252 264 270 271 264
PRODUCERS WITH NET SALES

OF $75 TO $200 MILLION:

* * * * * *
Average.............iiin... 233 238 256 255 246
PRODUCERS WITH NET SALES

LESS THAN $75 MILLION:

* * * * * *
Average.........cuuueinnnn. 207 216 237 243 236
Overall average............ 240 249 261 263 255

! Company either did not operate or could not provide data.
? Not applicable--negative number.

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission.

sales level decreased. Interestingly, the trends of each of the three groups
for each of the five financial indicators are virtually the same as the
overall trends in table 15.

Hand-in-hand with the production of softwood lumber is the production of
by-products associated with timber such as wood chips, sawdust, bark, and wood
shavings. The revenue from these by-products is substantial, generally about
15-19 percent of the net sales value of softwood lumber alone. Eighteen of
the producers treated the revenue as a reduction in cost of sales, 12 treated
it as softwood lumber revenue, and 2 could not break out the revenue.

While treating by-product revenue as either a reduction in cost of sales
or an increase in softwood lumber revenue will result in the same operating
and net incomes, the former method will result in lower per-unit sales and
cost of sales values. In order to present the data from all producers on a
consistent basis, we have presented by-product revenue as a reduction in cost
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of sales. Table 18, which presents U.S. producers’ manufacturing costs for
softwood lumber, indicates that the dollar amount of the reduction increased
from about $38 per mbf in 1988 to about $46 per mbf in 1990.

Within the manufacturing costs, there were slow but steady increases in
almost every cost component, but principally direct materials (logs), from
1988 through 1990. The reverse was true in interim 1991 as compared to
interim 1990, as all cost components decreased. Most producers, regardless of
their size, experienced the same general trends. Since direct materials
purchases from outside parties as a percentage of all direct materials
remained virtually constant from 1988 on (about 40 percent), the increase
during 1988-90 is probably attributable to a general increase in log prices.

Cost of goods sold data in table 15 mirrored the rise and fall in manu-
facturing costs, and the costs were very close--within $5 (2 percent) of each
other. This generally indicates low inventory levels, as is the case here.

Table 18

U.S. producers‘! per-unit manufacturing costs on their operations producing
softwood lumber, fiscal years 1988-90, January-September 1990, and
January-September 1991

Jan.-Sept.--
Item 1988 1989 1990 1990 1991
__Quantity (mmbf)
Production......... 13,781 14.066 14,189 10,735 10,026
Value (per mbf)

Direct materials... $182.38 $195.90 $202.16 $205.13 $201.87
Direct labor....... 49.83 52.44 51.35 51.85 49 .40
Factory overhead... 43_39 46,87 48.60 49_33 47.63

Subtotal......... 275.60 295.21 302.10 306.30 298.90
Less: By-product

revenue...._ (37.66) (46.60) (45.76) (45.83) (48.40)
Total costs........ 237.94 248 .61 256.34 260.47 250.50
Ratio to total costs (percent)

Direct materials... 76.6 78.8 78.9 78.8 80.6
Direct labor....... 20.9 21.1 20.0 19.9 19.7
Factory overhead... 18.2 18.9 19.0 18.9 19.0

Subtotal......... 115.8 118.7 117.9 117.6 119.3
Less: By-product

revenue.... (15.8) (18.7) (17.9 (17.6) (19.3)

Total costs........ 100.0 100.0 100.0 100.0 100.0

1 All producers except *%* *¥% and *** provided useable data.

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission.



A-40
Investment in Productive Facilities and Return on Assets

Data on investment in productive facilities and return on assets are
shown in table 19.

Table 19

Value of assets and return on assets of U.S. producers’ establishments wherein
softwood lumber is produced, fiscal years 1988-90, January-September 1990, and
January-September 1991

As of the end of fiscal

year-- As of Sept. 30--
Item 1988 1989 1990 1990 1991
Value (1.000 dollars)
All products:
Fixed assets:
Original cost . 5,652,758 6,250,147 6,831,786 6,662,077 7,043,480
Book value 2,719,381 3,096,655 3,416,790 3,325,844 3,466,378
Total assets!? 7,890,352 8,837,938 9,297,005 9,188,840 9,594,657
Softwood lumber:
Fixed assets:
Original cost . 2,496,546 2,756,772 2,905,405 2,869,901 2,943,673
Book value 1,080,163 1,269,663 1,293,064 1,285,461 1,248,028
Total assets? 4.178.121 4,676,622 4.905.087 4.906,120 5.079.093

Return on book value of

fixed assets (percent)3

All products:

Operating return* 21.7 23.3 6.5 9.8 9.1
Softwood lumber:

Operating return* 28.7 22.4 (3.3 5.3 9.5

Return on total assets (percent)?

All products:

Operating return* 7.3 8.0 2.4 3.5 3.3
Softwood lumber:

Operating return* 7.0 5.9 (0.9) 1.3 2.3

! Defined as the book value of fixed assets plus current and noncurrent
assets.

2 Total establishment assets are apportioned, by firm, to product groups on
the basis of the ratios of the respective book values of fixed assets.

3 Computed using data from only those firms supplying both asset and
income-and-loss information, and as such, may not be derivable from data
presented. Data for the partial-year periods are calculated using annualized
income-and-loss information.

4 Defined as operating income or loss divided by asset value.

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission.
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The capital expenditures of the producers are shown in table 20.

Table 20

Capital expenditures by U.S. producers of softwood lumber, by products, fiscal
years 1988-90, January-September 1990, and January-September 1991

(In thousands of dollars)

Jan.-Sept. --
Item 1988 1989 1990 1990 1991
All products:
Land and land improve-
ments . e e e 38,365 29,415 22,585 15,535 27,312
Building and leasehold
improvements .. 41,536 29,186 54,847 36,037 19,046
Machinery, equipment, and
fixtures 479,324 584,913 656,601 506,949 310,901
Total . 559,225 643,514 734,033 558,521 357,259
Softwood lumber:
Land and land improve-
ments . e e e e 8,197 6,425 3,360 2,453 415
Building and leasehold
improvements . 14,988 7,621 9,255 7,292 1,852
Machinery, equipment, and
fixtures . 234,159 278 .104 188.795 134 .307 101,563
Total . 257,344 292,150 201,410 144,052 103,830

Source: Compiled from data submitted in response to questionnaires of the U.S.

International Trade Commission.
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Research And Development Expenses

The research and development expenditures of the responding producers are
shown in table 21.

Table 21
Research and development expenses of U.S. producers of softwood lumber, by

products, fiscal years 1988-90, January-September 1990, and January-September
1991

(In thousands of dollars)

Jan.-Sept.--
Item 1988 1989 1990 1990 1991
All products................. 13,405 13,363 14,169 13,174 11,181
Softwood lumber.............. 3,043 2,979 1,474 1,030 1,187

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission.

Capital and Investment

The Commission requested U.S. producers to describe any actual or
potential negative effects of imports of softwood lumber from Canada on their
firms’ growth, investment, ability to raise capital, and/or development and
production efforts. Their responses are shown in appendix C.
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CONSIDERATION OF THE QUESTION OF
THREAT OF MATERIAL INJURY

Section 771(7)(F)(i) of the Tariff Act of 1930 (19 U.S.C. §
1677(7)(F)(i)) provides that--

In determining whether an industry in the United States is
threatened with material injury by reason of imports (or sales for
importation) of any merchandise, the Commission shall consider,
among other relevant factors3--

(I) If a subsidy is involved, such information as may
be presented to it by the administering authority as
to the nature of the subsidy (particularly as to
whether the subsidy is an export subsidy inconsistent
with the Agreement),

(II) any increase in production capacity or existing
unused capacity in the exporting country likely to
result in a significant increase in imports of the
merchandise to the United States,

(I1I) any rapid increase in United States market
penetration and the likelihood that the penetration
will increase to an injurious level,

(IV) the probability that imports of the merchandise
will enter the United States at prices that will have
a depressing or suppressing effect on domestic prices
of the merchandise,

(V) any substantial increase in inventories of the
merchandise in the United States,

(V1) the presence of underutilized capacity for
producing the merchandise in the exporting country,

(VII) any other demonstrable adverse trends that
indicate the probability that the importation (or sale
for importation) of the merchandise (whether or not it
is actually being imported at the time) will be the
cause of actual injury,

3% Section 771(7)(F)(ii) of the act (19 U.S.C. § 1677(7)(F)(ii)) provides
that "Any determination by the Commission under this title that an industry in
the United States is threatened with material injury shall be made on the
basis of evidence that the threat of material injury is real and that actual
injury is imminent. Such a determination may not be made on the basis of mere
conjecture or supposition.”
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(VIII) the potential for product-shifting if
production facilities owned or controlled by the
foreign manufacturers, which can be used to produce
products subject to investigation(s) under section 701
or 731 or to final orders under section 736, are also
used to produce the merchandise under investigation,

(IX) in any investigation under this title which
involves imports of both a raw agricultural product
(within the meaning of paragraph (4)(E)(iv)) and any
product processed from such raw agricultural product,
the likelihood that there will be increased imports,
by reason of product shifting, if there is an
affirmative determination by the Commission under
section 705(b) (1) or 735(b)(l) with respect to either
the raw agricultural product or the processed
agricultural product (but not both), and

(X) the actual and potential negative effects on the
existing development and production efforts of the
domestic industry, including efforts to develop a
derivative or more advanced version of the like
product.3®

The available information on the nature of the subsidies being examined
by the Department of Commerce (item (I) above) is presented in the section of
this report entitled "Nature and Extent of Alleged Subsidies;" information on
the volume, U.S. market penetration, and pricing of imports of the subject
merchandise (items (III) and (IV) above) is presented in the section entitled
"Consideration of the causal relationship between imports of the subject
merchandise and the alleged material injury;" and information on the effects
of imports of the subject merchandise on U.S. producers’ existing development
and production efforts (item (X)) is presented in the section entitled
"Consideration of alleged material injury to an industry in the United
States.” Available information on U.S. inventories of the subject products
(item (V)); foreign producers’ operations, including the potential for
»product-shifting” (items (II), (VI), (VIII) and (IX) above); and any other
threat indicators, if applicable (item (VII) above), follows. Other threat
indicators have not been alleged or are otherwise not applicable.

35 Section 771(7)(F)(iii) of the act (19 U.S.C. § 1677(7)(F)(iii)) further
provides that, in antidumping investigations, ". . . the Commission shall
consider whether dumping in the markets of foreign countries (as evidenced by
dumping findings or antidumping remedies in other GATT member markets against
the same class or kind of merchandise manufactured or exported by the same
party as under investigation) suggests a threat of material injury to the
domestic industry.”
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Inventories of U.S. Importers

Hardly any of the respondents to the Commission’s importer/purchaser
questionnaires were able to provide useable information with respect to
inventories of softwood lumber imported from Canada. Virtually all of them
indicated that they do not segregate inventories by country of origin. Staff
is unaware of any public source for inventory data and is, therefore, unable
to provide importer inventory information.

Ability of Foreign Producers to Generate Exports
and the Availability of Export Markets Other
Than the United States

The Industry in Canada

From 1986 to 1987, Canadian production of softwood lumber rose 14.3
percent to a peak of 25.9 billion board feet in 1987, generally reflecting
increased demand in export and domestic markets. However, in each succeeding
year, Canadian production and exports of softwood lumber have dropped from
their highwater marks of 1987. Production in 1990 of 22.8 billion board feet
was off 12.0 percent from the 1987 production level (table 22). Exports to
the United States, having reached a peak of 14.4 billion board feet in 1987,
declined each year thereafter to 11.8 billion board feet in 1990. From 1987
to 1990, such exports fell by 18.5 percent (table 25).

Table 22
Softwood lumber: Canadian production, capacity, and capacity utilization,
1986-90, January-September 1990, and January-September 1991

Jan. -Sept. --

Item 1986 1987 1988 1989 1990 1990 1991
Production

mmbf.. 22,629 25,870 25,167 24,538 22,755 17,066 16,284
Capacity

mmbf.. 27,800 28,500 28,700 28,400 28,400 21,300 21,075
Capacity

utilization
percent.. 81.3 90.7 87.7 86.4 80.1 80.1 77.3

Source: Resource Information Systems, Inc. FORSIM Review, September 1991, and
Statistics Canada

Canadian production of softwood lumber is rather dependent upon U.S.
construction activity. As noted earlier, Canadian softwood lumber production
rose 14.3 percent from 1986 to 1987 when U.S. housing starts stood at 1.6
million units and U.S. lumber consumption reached a record level of more than
50 billion board feet. However, as the level of U.S. construction activity
slumped, Canadian production fell to a 1990 level just above production
activity in 1986. From 1986 to 1987, Canadian softwood lumber capacity
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increased from 27.8 billion board feet to 28.5 billion board feet; it then
remained essentially level through 1990. Capacity utilization rates rose from
1986 to 1987 and dropped each year thereafter to a rate of 80.1 percent in
1990.

British Columbia is the leading region of softwood lumber production in
Canada. In 1990, it accounted for 62.4 percent of total production, steadily
up from a share of 58.9 percent in 1986. Softwood lumber production in
British Columbia rose from 13.3 billion board feet in 1986 to a record 15.9
billion board feet in 1987 (table 23). Thereafter, it declined each year to
14.2 billion board feet in 1990. British Columbia‘s lower production and
share figures for 1986 are largely due to strikes, some of which lasted up to
4 months. Quebec and Ontario accounted for 25.2 percent of production in
1990, down from a 30.0 percent share in 1986.

Table 23
Softwood lumber: Canadian production, by Provinces, 1986-90, January-September 1990, and
January-September 1991

British Columbia Maritime  Prairie
Period Coast Interior Total  Quebec Ontario Provinces Provinces Total

Quantity (mmbf)

1986.......... 3,753 9,582 13,335 4,512 2,256 909 1,618 22,629
1987.......... 4,675 11,212 15,887 5,100 2,147 938 1,798 25,870
1988.......... 4,583 10,989 15,572 4,470 2,266 941 1,917 25,167
1989.......... 4,140 11,094 15,233 4,279 2,178 845 2,002 24,538
1990.......... 3,798 10,400 14,199 3,799 1,926 861 1,971 22,755
Jan. -Sept

1990........ 2,848 7,800 10,648 2,849 1,444 646 1,478 17,065

1991........ 2,643 7.433 10,076 2,645 1,374 581 1,543 16,219

Share (percent) of total production

1986.......... 16.6 42.3 58.9 20.0 10.0 4.0 7.1 100
1987.......... 18.1 43.3 61.4 19.7 8.3 3.6 7.0 100
1988.......... 18.2 43.7 61.9 17.8 9.0 3.7 7.6 100
1989.......... 16.9 45.2 62.1 17.4 8.9 3.4 8.2 100
1990.......... 16.7 45.7 62.4 16.7 8.5 3.8 8.7 100
Jan. -Sept:

1990........ 16.7 45.7 62.4 16.7 8.5 3.8 8.7 100

1991........ 16.3 45.8 62.1 16.3 8.5 3.6 9.5 100

Source: Statistics Canada.

Canadian production, by species, is presented in table 24. 1In 1990, as
in earlier years, nearly three-fourths of Canadian softwood lumber production
was SPF, with Hem-fir, Douglas fir, and red cedar composing the next largest
species groups.



A-47

Table 24
Softwood lumber: Canadian production, by species, 1986-90, January-September
1990, and January-September 1991

(In mmbf)
Jan. -Sept. - -

Species 1986 1987 1988 1989 1990 1990 1991
SPF:...... e 17,359 19,374 18,747 18,466 16,946 12,709 12,556
Hem-fir?....... 2,346 2,946 2,873 2,648 2,485 1,864 1,659
Douglas-fir.... 1,218 1,426 1,540 1,351 1,197 898 824
Red cedar...... 1,151 1,457 1,246 1,237 1,070 802 817
Other.......... 554 667 761 836 1.056 793 361

Total........ 22,629 25,870 25,167 24,538 22,755 17,066 16,217

! Includes white spruce, Engelman spruce, lodgepole pine, and alpine fir.

2 A species combination used by grading agencies to designate any of various
species having common characteristics. Included in this group are:
California red fir; grand fir; noble fir; Pacific silver fir; Shasta fir;
balsam fir; white fir; and western hemlock.

Source: Statistics Canada.

Canadian exports

Canadian exports® of softwood lumber amounted to 15.7 billion board
feet in 1990, representing a decrease of 10.4 percent from the record 17.5
billion board feet exported in 1987 (table 25). Exports as a share of
Canadian production declined irregularly from 1986 to 1990, falling from 71.2
percent in 1986 to 68.9 percent in 1990.

From 1986 to 1987, Canadian exports to the United States rose to a
record 14.4 billion board feet; they then dropped each year thereafter to 11.8
billion board feet in 1990. Exports to the United States as a share of
production declined steadily from 1986 to 1990, falling from 61.8 percent to
51.8 percent. Canadian exports to the United States are shown in the
following tabulation:

Canadian exports
to the United States As a share of U.S.

Period (mmbf) consumption ercent)
1986....... i 13,995 29.4
1987. .. i i 14,445 28.6
1988......ciiiiin 13,546 27.8
1989. ... iiiiii i 13,149 26.6
1990....... .. 11,779 25.7

3 Official Canadian export and import statistics may vary somewhat from
comparable U.S. statistics because of differences in shipment recordings,
timing, classification, etc.
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Table 25

Softwood lumber: Canadian production, imports, exports to the United States, total exports, apparent
consumption, and ratios of total exports to production, U.S. exports to production, and imports to consumption,
1986-90, January-September 1990, and January-September 1991

Ratio of--
Pro- Total U.s. Imports
duc- Exports  Total Apparent exports to  exports to  to con-
Period tion Imports to U.S. exports consumption  production _production _sumption
Quantity (mmbf)

1986...... 22,629 327 13,995 16,104 6,852 71.2 61.8 4.8
1987...... 25,870 304 14,445 17,500 8,674 67.6 55.8 3.5
1988...... 25,167 363 13,546 17,179 8,351 68.3 53.8 4.3
1989...... 24,538 439 13,149 16,950 8,027 69.1 53.6 5.5
1990...... 22,755 423 11,779 15,687 7,491 68.9 51.8 5.6
Jan.-Sept:

1990.... 17,066 348 9,250 12,161 5,253 71.3 54.2 6.6

1991.... 16,284 286 8,581 11,633 4,937 71.4 52.7 5.8

Value (million dollars)

1986...... 5,981 135 3,937 4,889 1,227 81.7 65.8 11.0
1987...... 7,026 132 4,175 5,739 1,419 81.7 59.4 9.3
1988...... 6,944 194 3,418 5,242 1,896 75.5 49.2 10.2
1989...... 6,851 221 3,360 5,378 1,694 78.5 49.0 13.0
1990...... 6,208 193 3,168 5,234 1,167 84.3 51.0 16.5
Jan.-Sept:

1990.... 4,562 161 2,316 3,886 837 85.2 50.8 16.5

1991.... 4,374 131 2,116 3,680 825 84.1 48.4 15.9

Unit value (per mbf)

1986...... $264.31 $412.84 $281.31 $303.58 $179.07
1987...... 271.59 434.21 289.02 327.94 163.59
1988...... 275.92 534.43 252.32 305.13 227.04
1989...... 279.20 503.41 255.53 317.28 211.04
1990...... 272.82 456.26 268.95 333.65 155.79
Jan.-Sept:

1990.... 267.31 462.64 250.38 319.55 159.31

1991.... 268.60 458.04 246.59 316.34 167.08

Source: Statistics Canada.
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The vast majority, more than 75 percent, of Canadian softwood lumber exports
to the United States occurred in the SPF group.

Canada‘’s exports to the United States are mostly marketed in areas of
high housing activity, east of the Rocky Mountains, with California being a
primary market in the western United States. Of Canada’s total 1990 exports
of softwood lumber to the United States, 62.7 percent were supplied by British
Columbia. These exports accounted for 52.1 percent of British Columbian
production in 1990. The following tabulation, developed from data of the
British Columbia Ministry of Forests, shows British Columbia exports to the
United States, the share of British Columbia production accounted for by these
exports, and the share of U.S. consumption accounted for by these exports
during 1986-90:

Exports to_ the Share of British Share of U.S.

United States Columbia production consumption
Period (billion board feet) (percent) (percent)
1986..... 7.8 58.6 16.4
1987..... 9.2 57.9 18.2
1988..... 9.2 59.0 18.9
1989..... 8.9 58.6 18.0
1990..... 7.4 52.1 16.1

British Columbia exports and the share of British Columbia production of
softwood lumber exported to the United States were relatively stable from 1987
through 1989, then dropped in 1990 to the lowest levels during 1986-90. .

As noted earlier in this report, Japan is Canada’s next largest export
market after the United States. The portion of Canada‘s total exports, on a
quantity basis, going to Japan has grown from slightly under 6 percent in 1986
to more than 10 percent in 1989 and 1990. On a value basis, the growth is
from slightly under 10 percent in 1986 to more than 18 percent in 1989 and
1990. Canada’s other important export markets include the United Kingdom,
France, and Australia.¥

Canadian imports

Canadian imports of softwood lumber increased irregularly from 327
million board feet in 1986 to 423 million board feet in 1990 (table 25). The
latter number gave imports a 5.6 percent share of Canadian apparent
consumption in 1990. The imported lumber, which comes primarily from the
United States, is generally consumed in close proximity to the U.S./Canadian
border, and often consists of higher grades of lumber than are commonly
produced in Canada. This is because the United States has a greater
proportion of, and larger supply of, higher grade Douglas fir and ponderosa
pine logs than does Canada.

37 Dperived from Statistics Canada data.
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Canadian consumption

Apparent Canadian consumption of softwood lumber stood at 7.5 billion
board feet in 1990, down from a peak of 8.7 billion board feet in 1987.
Canadian softwood lumber consumption and Canadian housing starts are shown in
the following tabulation:

Softwood lumber consumption Housing starts
Period (billion board feet) (1.000 units)
1986............ 6.9 200
1987 ... ... 8.7 246
1988............ 8.4 221
1989............ 8.0 215
1990............ 7.5 182

The following tabulation shows the estimated share of softwood lumber
consumed in Canada, by end use, in 1990 (in percent):

Percentage distribution

End use of Canadian consumption
Construction:
New residential (new housing)..... 28.5
Repair and remodeling............. 39.8
New nonresidential construction... 6.5
Industrial.......... ..., 25.2
Total.....ciiiiiienneneeaannnns 100.0

CONSIDERATION OF THE CAUSAL RELATIONSHIP BETWEEN IMPORTS OF
THE SUBJECT MERCHANDISE AND THE ALLEGED MATERIAL INJURY

U.S. Imports and Market Penetration

As shown in table 26, virtually all U.S. imports of softwood lumber come
from Canada. From 1986 to 1990, imports from Canada followed an irregular
pattern. After increasing from 14.1 billion board feet in 1986 to 14.6
billion feet in 1987, imports then dropped to 13.7 billion board feet in 1988,
before rebounding to 14.3 billion board feet in 1989. 1990 imports fell to
12.0 billion board feet, off 15.7 percent from 1989 levels. For
January-September 1991, imports from Canada fell 7.7 percent compared with
January-September 1990.
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Table 26
Softwood lumber: U.S. imports, by sources, 1986-90, January-September 1990,
and January-September 1991

Jan.-Sept.--

Item 1986 1987 1988 1989 1990 1990 1991
Quantity (mmbf)
Canada.......... 14,113 14,571 13,702 14,271 12,036 9,456 8,724
Other sources... 130 117 107 1.101 1.036 1,015 123
Total....... 14,243 14,689 13,809 15,372 13,072 10,471 8.847

Value (million dollars)

Canada.......... 3,034 3,105 2,958 3,159 2,873 2,286 2,120
Other sources... 36 39 48 39 43 31 46
Total....... 3,070 3.144 3.005 3.198 2.916 2.317 2.166

Unit value (per mbf)

Canada.......... $214.95 $213.12 $215.84 $221.37 $238.73 $241.70 $243.03
Other sources... _279.35 331.06 445 .75 35.45 41.25 30.85 375.76
Average..... 215.53 214.07 217.62 208.05 223.08 221.27 244 .88

Note. - -Because of rounding, figures may not add to the totals shown; unit
values are calculated from unrounded figures.

Source: Compiled from official statistics of the U.S. Department of Commerce.

As noted in table 2, the ratio of imports from Canada to apparent
consumption in the United States dropped irregularly during 1986-90, falling
from 29.6 percent in 1986 to 28.2 percent in 1988, rising to 28.8 percent in
1989, and dipping to 26.2 percent in 1990. For January-September 1991,
imports from Canada held a 27.2 percent share of the U.S. market.®®

3 To the extent import data contain imports from the Maritime Provinces,
the ratios of subject imports to apparent consumption are slightly overstated.
Imports from the Maritime Provices represent a very small portion of total
imports from Canada and, therefore, have a minimal effect on import
penetration ratios.
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Imports by Domestic Producers

Six domestic producers of softwood lumber reported they had imported
softwood lumber from Canada during January 1988 through September 1991. 1In
the case of **%*  Imports by the three producers who provided both quantity
and value information are shown in table 27. As a share of total imports from
Canada, imports by these three U.S. producers ***, *¥*%, 6 and *%%* ranged from
*%%* to *** percent during 1988-September 1991. The six domestic producers
reporting imports accounted for more than 15 percent of U.S. softwood lumber
production in 1990.

Table 27
Softwood lumber: U.S. imports from Canada by domestic producers responding to

the Commission’s questionnaires, 1988-90, January-September 1990, and January-
September 1991!

January-September- -
Item 1988 1989 1990 1990 1991

! None of the domestic producers reported imports from countries other than
Canada.

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission.

In addition to *%% &% &%k and *** have Canadian production
facilities. Together, these four firms accounted for *** percent of U.S.
production in 1990. '
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Prices

Market Characteristics

Softwood lumber prices change daily, influenced by the particular market
conditions on that day. Sellers and buyers of softwood lumber negotiate sales
prices, frequently using the sellers’ internal price lists or Random Lengths®’
quotes as a guide, and taking into consideration factors such as available
supply, weather conditions, inventory levels, and offshore demand. Factors
directly affecting the price of lumber include the species, grade, and size of
the lumber.

Most species of softwood lumber are interchangeable to a large degree,
depending on the end use, available supply, consumer preferences, and local
building codes. The majority of softwood lumber imported from Canada is SPF,
while the primary U.S. species are Douglas fir, hem-fir, and SPF in the
northeast, northcentral, and northwestern states, and SYP in the southern
states. Virtually all producers, importers, and purchasers indicated that
U.S.-produced and Canadian products can be used interchangeably. However,
there are differences among species, and thus for specific end uses consumers
may prefer one species over another.*

Softwood lumber is graded based on characteristics that affect its
strength, durability, utility, and/or appearance. Questionnaire respondents
tended to consider "grade" and "quality" as analogous terms. The higher the
grade of lumber, and thus the higher its quality, the more favorable the size,
location, and distribution of knotholes, its straightness, the absence of
wane, and the quality of the machining. Several respondents reported that
lumber meeting guidelines published by groups such as the Western Wood
Products Association (WWPA) or the American Lumber Standards Committee (ALSC)
is considered to be acceptable.

Lumber is classified into seven major categories, including studs,
dimension, stress grades, timbers, boards, selects, and shop.*’ Studs and
dimension lumber are the largest categories in which U.S. and Canadian lumber
compete. Dimension lumber is sold either as random or specified lengths. In
general, random length lumber is priced lower than that sold at specified
lengths, for a particular species of lumber.

Spot sales account for virtually all sales of softwood lumber in the
U.S. market. U.S. producers generally quote prices on an f.o.b. mill basis,
while Canadian mills and importers generally quote on a delivered basis.
Importers of Canadian softwood lumber do not show freight as a separate item
on invoices, while U.S. mills reported that freight may be indicated for a
delivered sale, but that this varies on a case-by-case basis.

3% Random Lengths is an organization publishing weekly reports on the North
American forest products market. Prices are reported for 1,200 different
items, based on surveys of buyers and sellers of lumber and panel products.

4 gee discussion of preferences in the section of this report entitled,
"Description and uses".

41 See pp. A-6-7 for a further discussion of these categories.
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Geographic market areas for both U.S. producers and importers of
Canadian lumber varied. Some companies sell throughout the continental United
States, while others concentrate their sales within regional (e.g., southern
or eastern United States) or local markets (e.g., southern Texas). A
company‘s market area is determined primarily by freight costs associated with
delivery of the lumber to a retail or distribution center. Additional factors
that may determine market area include consumer preferences for particular
species of lumber and competitive species pricing. One producer indicated
that different species are preferred in different areas; for example, Idaho
white pine is more in demand in the northeast than are fir and larch, which
sell better in the southeast.*

Domestic producers and importers of softwood lumber reported selling to
wholesalers, distributors, retailers (including mass merchants), and
manufacturers of wood products such as windows and doors. Producers of SYP
also sell to pressure treaters. The principal end uses for softwood lumber,
whether produced in the United States or Canada, include residential
construction, repair and remodeling, industrial remanufacturing, and
industrial applications such as wood pallets and crates. SYP, grown only in
the United States, is unique among softwood lumbers in its ability to absorb
preservatives through pressure treating necessary for its use in decks,
fences, and other outdoor uses. One producer estimated that 50 to 55 percent
of SYP is pressure-treated, which is what he believes allows the SYP mills to
continue operating despite competition with other softwood lumbers for non-
pressure-treated purposes.®

Questionnaire respondents named many different products that may be
considered substitutes for softwood lumber, including steel, aluminum,
composite materials, veneer products, and plastic. However, they are not
likely to be widely substituted, primarily due to higher material and labor
costs associated with their use. One producer estimated that softwood lumber
maintains a 90 percent share of the construction component market due to its
lower cost and wide availability.* No purchasers reported adjusting their
purchases of potential substitutes because of changes in the price of softwood
lumber.

Demand for softwood lumber has decreased since 1987, which producers and
importers attribute in large part to the impact of the recession in the U.S.
economy. This impact can be seen in the decline in construction activity,
most notably housing starts, since 1986. Producers and importers attribute a
shift from new home construction activity to increased activity in the do-it-

% Questionnaire response of *¥%,

%3 Other softwood lumbers such as red cedar and redwood also are used for
outdoor applications such as decks and siding. As with all softwood lumbers,
the price of red cedar and redwood varies by grade and size; however, in most
areas of the United States, there is a substantial difference in price between
SYP and these two species. *** stated that in California, the price of red
cedar and SYP is about the same, but that in the south SYP is significantly
less expensive.

4% Questionnaire response of *¥*,
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yourself (DIY) and repair/remodeling market to the impact of the recession.?®
Few changes in the product mix or marketing of softwood lumber occurred during
1988-91. One change noted was the growth of home centers aimed at the DIY
consumer, which has prompted some companies to include consumers in their
marketing focus.®

Despite the decrease in demand since 1987, nine U.S. producers reported
facing periodic difficulties in meeting customers’ demand for softwood lumber,
although these supply shortages were generally short term. Reasons given for
supply shortages included log shortages, strikes, weather-related shortages,
railcar shortages, and mill curtailments. No importers reported facing supply
shortages during January 1988-September 1991. Two purchasers each reported
one instance of supply problems, one involving U.S. lumber during June-
October 1989, and the other involving Canadian lumber throughout 1988-91,
during periods of peak demand.

Most producers and importers reported that, generally, there are few
differences in quality between U.S.-produced and imported softwood lumber, and
that the differences that do exist are not a significant factor in their
sales. The difference most frequently cited was the superior nail-holding
ability, ease of nailing and sawing, and lighter weight of SPF over SYP. %%
of *¥% commented that while SYP also has great nail-holding ability, it is
difficult "to get a nail into it." He estimated that for most jobs requiring
dimension lumber, SYP is chosen over SPF only when it is priced considerably
below SPF, most likely by a margin of $20-$25 per mbf.*’

)

Random length lumber futures are traded on the Chicago Mercantile
Exchange. A trading unit is 160,000 board feet (160 mbf) and prices are
quoted in dollars per mbf. The softwood lumber traded is nominal 2"x4"s of
random lengths from 8 to 20 feet, kiln dried, graded as "construction and
standard, " "standard and better," or #l and #2, with #2 not able to exceed 50
percent of the delivery unit. Species eligible at delivery include Alpine
fir, Engleman spruce, Hem-fir, Lodgepole pine, and/or SPF.*® The origin of
the lumber is from California, Idaho, Montana, Nevada, Oregon, Washington, and
Wyoning in the United States, and the Provinces of British Columbia and
Alberta in Canada. For deliveries from both U.S. and Canadian mills, the
buyer is charged the lowest published freight rate from Prince George, BC,
under the assumption that this will make it more possible for U.S. mills to
compete with Canadian mills on delivery, just as they do on the cash market.®

Ken Porter, of Georgia Pacific, commented in regards to the futures
market that the acceptability of all of the above-named species for

4 Some regional increases in demand have occurred during 1988-91, although
these were generally not sustained increases. For example, there was an
increase in demand in the southeast following Hurricane Hugo, in September
1989. See the section of this report titled "Apparent U.S. Consumption",
p. A-16, for a further discussion of the impact of housing starts on the
softwood lumber market.

4¢ Based on responses in questionnaires of the U.S. International Trade
Commission. : '

47 Conversation with %%% %% Oct. 25, 1991.

4 SYP and Douglas fir were not listed as eligible species.

4 Random Length Lumber: Facts, Chicago Mercantile Exchange.
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fulfillment of a futures contracts supports the assertion that these species
are interchangeable, adding that he believes that since the early 1980‘s, all
contracts have been filled by Canadian SPF. He estimated that approximately
10 percent of the lumber contracts traded go to delivery.®

Purchases of Softwood Lumber

Twenty purchasers of softwood lumber responded to the Commission
questionnaire. Most purchasers described their operations as wholesale/
distribution, retail, remanufacturing, or broker. All purchasers reported
buying lumber from both U.S. and Canadian suppliers. The domestic suppliers
mentioned most frequently included Boise-Cascade, Georgia-Pacific, Temple-
Inland, and Louisiana-Pacific. Canadian suppliers included Noranda, Westar,
Weyerhauser, Fletcher Challenge, Canfer, and Weldwood. Responding purchasers
sold softwood lumber primarily to lumber yards and retail chains.

Almost all purchasers reported knowing the country of origin of the
softwood lumber they purchase, as well as the manufacturer of the lumber,
although many do not distinguish lumber by country-of-origin after it is
purchased. Purchasers believed that buyers generally are aware of the country
of origin of the lumber they purchase. For most companies, purchases are made
on a daily basis. Most have many different suppliers, depending on the
species of lumber, and may contact up to six suppliers for price quotes for an
individual purchase. The primary factors considered in making a purchase
included price, availability of a particular species, and quality of the
lumber.

Several purchasers reported differences in the softwood lumber that they
buy from various suppliers, such as species, quality, availability, and the
product mix available. Purchasers reported no differences in the range of
uses for Canadian lumber compared to domestic lumber, with the exception that
no Canadian equivalent to SYP for pressure-treatment purposes exists. There
may be, however, preferences for specific species of lumber depending on the
end use.

When purchasing softwood lumber, suppliers generally set the terms
(e.g., £.0.b. or delivered, minimum quantities, etc.), although prices are
arrived at through negotiation. Prices change daily and are most frequently
quoted on a delivered basis.®? Minimum truckload or railcar quantities are
required for most purchases.

Purchasers indicated that, in general, the quality of the domestic and
imported Canadian softwood lumber is comparable. When asked whether U.S. and
Canadian lumber is compared across or within species, purchasers gave
conflicting responses. Several purchasers reported comparing across species,
contending that for most end uses, there is little difference in the lumber,
while others indicated that softwood lumber can only be compared within

50 Affidavit of Ken Porter, Coalition brief, Attachment D.

5! Some purchasers indicated that they maintain their own trucks, or
arrange their own transportation. In many of these cases, they are able to
purchase on an f.o0.b. basis, although some said that this is becoming more
difficult.
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species to take into account factors such as strength ratings. Since 1988,
most purchasers have maintained their ratio of domestic to imported lumber
purchases. During this same period, prices for U.S. and Canadian lumber have
remained consistent relative to each other.

Transportation Costs

Transportation costs account for a significant portion of the final
delivered price of softwood lumber. Shipments are by truck and rail,
generally depending on the distance from the mill or importer‘’s distribution
center to the purchaser. For most companies, the majority of sales are to
customers further than 100 miles from their location, with a significant
proportion of sales to customers located more than 500 miles away. Whether
the producer, importer, or purchaser paid for and/or arranged transportation
differed on a company-by-company, or even a case-by-case, basis. Purchasers
reported that transportation costs are a major factor in their purchase
decisions, since they are most concerned with what it will cost to have the
lumber reach their distribution or retail locations. Most estimated that
about 30 percent of their delivered cost was accounted for by transportation
costs. :

Several purchasers indicated that transportation costs as a percentage
of the delivered cost varied with the species of softwood lumber purchased,
and directly affected the competitiveness of a species in a particular area.
For example, transportation costs for SYP tend to account for a lesser share
of the final delivered price than SPF, since SYP is shipped primarily by truck
within a relatively smaller area (e.g., northeast or southeast United States)
than shipments of SPF, which generally occur over longer distances (e.g.,
British Columbia to Boston), or shipments of Douglas fir or hem-fir from the
northwest. But, within the southeast, SYP accounts for a larger share of the
market than the other lumbers.

Published Prices

Softwood lumber prices are published in a number of sources, including
Random lengths, Crow’s, Madison’s, and the Southern Pine Bulletin. Producers
and importers reported prices most frequently to Random Lengths, which
develops its price series based on weekly surveys of activity in the U.S.
lumber market. Price data collected are averaged, using as weights factors
such as the size of the firm and quality of its product. Canadian and U.S.
prices are reported separately, with U.S. mills generally reporting prices on
an f.o.b. mill basis, and Canadian mills reporting generally on a delivered
basis. Several producers, importers, and purchasers reported using Random
Lengths as guides when negotiating prices, although a spokesman for Random
Lengths described the publication as one that reports past pricing activity,
and not as a forecaster of what prices will do in the future.®?

The Department of Labor‘’s Bureau of Labor Statistics (BLS) develops
indexes of producer prices for all softwood lumber products, as well as for

52 Conversation with ***, Random Lengths, Oct. 16, 1991.
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softwood logs, that includes bolts and timbers.®® The monthly producer price
index for all softwood lumber products fluctuated throughout October 1989-
September 1991, declining overall by 5 percent. The index for softwood logs,
which are the primary input in producing softwood lumber, also fluctuated
seasonally during this period, although increasing overall by 4 percent. The
producer price index for all products also increased during this period, by

3 percent.

Questionnaire Prices

Producers and importers were requested to report f.o.b. and delivered
selling prices, and purchasers were requested to provide delivered purchase
prices, for the largest monthly sale or purchase, for four different species
of softwood lumber during October 1989-September 1991. Prices were to be
reported for the specified 2"x4" products, graded as #2 & better. Products
for which prices were requested are:

Product 1: SPF, 2"x4", #2 & better, kiln dried, random lengths.

Product 2: Douglas fir, 2"x4", #2 & better, kiln dried or unseasoned,
random lengths.

Product 3: Hem-fir, 2"x4", #2 & better, kiln dried or unseasoned,
random lengths.

Product 4: SYP, 2"x4", #2 & better, kiln dried, random lengths.

Because of the significance of transportation costs, prices were requested for
sales or purchases occurring in the following market areas that are considered
representative of activity in the total U.S. softwood lumber market: Boston,
MA; Chicago, IL; Los Angeles, CA; Jacksonville, FL; Atlanta, GA; and Dallas,
TX.SI

Respondents noted frequently the difficulty in responding to the pricing
section of the questionnaire. Many companies had neither the resources nor
the records necessary to respond to the request. For those that were able to
respond, it was not always possible to break out prices or shipments by market
area, or even species. Thus, coverage of the industry was limited, on a
month-to-month basis, especially when considered by market areas. However,
staff believes that the reported pricing information is representative of
activity in the softwood lumber market during October 1989-September 1991.

Eleven producers and *** importers reported f£.o.b. and/or delivered
pricing data. Three large producers, **%, 6 #%% and ***, reported prices for
products 2, 3, and 4, with sales occurring in all six market areas. The
remaining producers tended to report prices for one or two species of softwood

53 Counsel for the Canadian industry used the producer price index for
softwood lumber as an indicator of price trends in the market.

5% No delivered data, and only limited f.o.b. data, were received for sales
in the Los Angeles, CA, market area. F.o.b. prices into Los Angeles are shown
in figure 7 and in app. D.
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lumber sold in one or two market areas.%® *** importers reported prices for

SPF, Douglas fir, and hem-fir, sold in all market areas except Los Angeles,
CA.

Composite price trends

Composite prices for the selected species of softwood lumber were
compiled for U.S.- and Canadian-produced lumber on an f.o.b. basis. Composite
prices were developed by averaging all f.o.b. prices of U.S.-produced softwood
lumber in all market areas, and all f.o.b. prices of Canadian lumber in all
market areas, as reported in questionnaires.%® Trends indicate that the U.S.
and Canadian prices moved together closely throughout October 1989-September
1991 (figure 3).

Figure 3

Softwood lumber: Composite price indexes for U.S. and Canadian softwood
lumber and producer price indexes for softwood lumber and softwood logs,
bolts, and timber, by month, October 1989-September 1991

Note: October 1989=100

Source: Compiled from data submitted in response to questionnaires of the
U.S. International Trade Commission and from the Bureau of Labor Statistics.

%5 One of these producers reported prices for studs. These data were not
included in the weighted-average data set. An additional 6 producers reported
total quantity and total value.

% See app. E for U.S. and Canadian composite prices.
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Price trends and comparisons

Price trends shown in this section are based on both weighted-average
f.o.b. and delivered prices, per mbf, as reported by producers and importers
of the subject products, as well as on prices as reported in Random Lengths.
Delivered price trends are discussed on a market-area basis. Figures 4-7
indicate that price trends derived from f.o.b. data in questionnaires closely
parallel trends in Random Lengths, which surveys a substantially larger
portion of the softwood lumber market on a weekly basis.®” *® F.o.b. prices

are shown in these figures since Random Lengths does not publish delivered
prices for domestic lumber.

Price comparisons were derived from weighted-average delivered prices
for U.S.-and Canadian-produced softwood lumber, as reported by producers and
importers in response to the Commission’s questionnaire.®® Counsel for the
Canadian industry has argued that it is essential to compare delivered prices
within species, controlling for factors such as grade, length, and market
area.®® ® Because questionnaire responses indicate that purchasers may
compare softwood lumber across species, and since there 1is a lack of
comparable pricing within species,® prices are compared across species in
this section.®® &

Prices for softwood lumber follow seasonal trends, generally peaking
during the late spring and early summer months. In all market areas for which
prices were collected, price movements appear to be caused most frequently by
changes in seasonal demand for lumber products. At times, factors such as
changes in government policies or weather-related factors may cause a sharp
peak in prices. For example, lumber prices increased sharply following the
government’s spring 1990 decision to withhold logging permits for some federal
lands for preservation of the: spotted owl.

57 Composite prices for softwood lumber developed from questionnaires were
based on 15 to 39 individual observations for each month for producers and 5
observations per month for importers.

%8 See app. D for f.o.b. and Random Lengths price tables.

5® Purchaser data are not shown in the staff report because of a lack of
comparable data within market areas.

%0 Conversation with counsel for respondents, Oct. 17, 1991, and transcript
of the conference, pp. 88-89.

81 Counsel for the respondents also stated that for purposes of analyzing
price trends, aggregate price