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UNITED STATES INTERNATIONAL TRADE COMMISSION

Investigation No. 701-TA-312 (Final)

SOFTWOOD LUMBER FROM CANADA

Determination

On the basis of the record® developed in the subject investigation, the
Commission determines,? pursuant to section 705(b) of the Tariff Act of 1930
(19 U.s.C. § 1671d(b)) (the Act), 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, that have been found

by the Department of Commerce to be subsidized by the Government of Canada.

Background

The Commission instituted this investigation, effective March 6, 1992,
following a preliminary determination by the Department of Commerce that
- imports of softwood lumber from Canada were being subsidized within the
meaning of section 703(b) of the Act (19 U.S.C. § 1671b(b)). Notice of the

institution of the Commission’s investigation and of a public hearing to be

! 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 Brunsdale and Nuzum dissenting.

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.



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 March 26, 1992 (57
F.R. 10498). The hearing was held in Washington, DC, on May 28, 1992, and all

persons who requested the opportunity were permitted to appear in person or by

counsel.



3

VIEWS OF CHAIRMAN NEWQUIST, VICE CHAIRMAN WATSON
COMMISSIONER ROHR, AND COMMISSIONER CRAWFORD

Based on the record in this final investigation, we determine that an
industry in the United States is materially injured by reason of imports of
softwood lumber from Canada that the Department of Commerce has determined are
subsidized.

I. LIKE PRODUCT AND DOMESTIC INDUSTRY

A. Statutory Criteria and Background

In determining whether an industry in the United States is materially
injured or is threatened with material injury by reason of the subject
imports, the Commission must first define the "like product" and the "domestic
industry." Section 771(4)(A) of the Tariff Act of 1930 defines the relevant
domestic industry as "the domestic producers as a whole of a like product, or
those producers whose collective output of the like product constitutes a
major proportion of the total domestic production of that product . . . ." 1/
In turn, the statute defines "like product" as "a product which is like, or in
the absence of like, most similar in characteristics and uses with, the

article subject to investigation . . . .» 2/

1/ 19 U.S.C. § 1677(4)(A).
2/ 19 U.s.C. § 1677(10). The Commission's decision regarding the
appropriate domestic product or products like the imported articles subject to
investigation is essentially a factual determination, and the Commission has
applied the statutory standard of "like" or "most similar in characteristics
and uses" on a case-by-case basis. Asociacion Colombiana de Exportadores de
Flores, et al. v. United States, 693 F. Supp. 1165, 1169 (Ct. Int'l Trade
1988) (hereinafter Asocoflores). The like product factors considered by the
Commission have included: (1) physical characteristics and end uses, (2)
interchangeability of the products, (3) channels of distribution, (4) producer
and customer perceptions, (5) common manufacturing facilities, production
processes and production employees and, (6) where appropriate, price.
Calabrian Corp. v. United States, Slip Op. 92-69 (Ct. Int'l Trade, May 13,
1992); Torrington Co. v. United States, 767 F. Supp. 744 (Ct. Int'l Trade
1990), aff'd. 938 F.2d 1278 (1991); Asocoflores, 693 F. Supp. at 1168 n.4,
(continued...)




4
A. Background and Product Description
The Department of Commerce (Commerce) has defined the class or kind of
merchandise sﬁbject to investigation as:

certain softwood lumber products. These lumber products include:
1) coniferous wood sawn or chipped lengthwise, sliced or peeled,
whether or not planed, sanded or finger-jointed, of a thickness
exceeding six millimeters; 2) coniferous wood siding (including
strips and friezes for parquet flooring, not assembled)
continuously shaped (tongued, grooved, rabbitted, chamfered, V-
jointed, beaded, molded, rounded or the like) along any of its
edges or faces, whether or not planed, sanded or finger-jointed;
3) other coniferous wood (including strips and friezes for parquet
flooring, not assembled) continuously shaped (tongued, grooved,
rabbitted, chamfered, V-jointed, beaded, molded, rounded or the
like) along any of its edges or faces, whether or not planed,
sanded or finger-jointed; 4) coniferous wood flooring (including
strips and friezes for parquet flooring, not assembled)
continuously shaped (tongued, grooved, rabbitted, chamfered, V-
jointed, beaded, molded, rounded or the like) along any of its
edges or faces, whether or not planed, sanded or finger-

jointed. 3/

In the preliminary, the Commission determined that the domestic product
like the imports subject to investigation was all softwood lumber. 4/ Late in

the preliminary investigation, the issue of whether rremanufactured lumber"

2/(...continued)

1180 n.7. No single factor is dispositive, and the Commission may consider
other factors it deems relevant based upon the facts of a particular
investigation. Gray Portland Cement and Cement Clinker from Venezuela, Inv.
No. 303-TA-21 and 731-TA-519 (Preliminary), USITC Pub. 2400 (July 1991) at 12.
Generally, the Commission disregards minor variations between the articles
subject to an investigation and looks for clear dividing lines between
possible like products. S. Rep. No. 249, 96th Cong., lst Sess. 90-91 (1979).
"It is up to [the Commission] to determine objectively what is a minor
-difference." Asocoflores, 693 F., Supp. at 1169.

3/ Final Affirmative Countervailing Duty Determination: Certain Softwood
Lumber Products from Canada, 57 Fed. Reg. 22570 (May 28, 1992), Report at
Appendix A (hereinafter Commerce Final Notice).

4/ Softwood Lumber from Canada, Inv. No. 701-312 (Preliminary), USITC Pub.
2468 (December 1991) (hereinafter Lumber Preliminary) at 6-7. Vice Chairman
Watson and Commissioner Crawford did not participate in the preliminary
investigation,
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was a separate like product was raised. 5/ In the final investigation,
producers of "bed frame components" 6/ argued that bed frame components, a
remanufactured lumber product, constitute a separate like product. 7/ Thus,
the like product question in this investigation concerns whether all softwood
lumber is a single like product, or whether certain remanufactured lumber
products, and in particular bed frame components, should be considered
separate like products.

B. Like Product Analysis

In terﬁs of physical characteristics, all softwood lumber, whether or
not remanufactured, is wood from coniferous trees sawn to specified
dimensions. 8/ Producers of lumber classify it into seven major categories -
studs, dimension lumber, stress grades, timbers, boards, selects, and shop. 9/
In most of the seven categories, the lumber may be derived from different

species of trees, green or dried, of differing dimensions, and of different

5/ There was no independent information concerning remanufactured lumber or
the producers of remanufactured lumber in the record of the preliminary
investigation. The Commission indicated that it would explore the issue in
any final investigation. Lumber Preliminary at 6-7. Accordingly, the
Commission staff sought information concerning remanufactured lumber in the
domestic producer questionnaires in the final. The Commission is unaware of
any public sources of information on remanufactured lumber or producers of
remanufactured lumber. No information concerning such producers separate from
other softwood lumber producers was made available to staff, despite the fact
that the parties raised the issue. Five softwood lumber producers indicated
that they produce remanufactured lumber products, but that separate
information concerning those articles does not exist. Report at A-37 n.61.

6/ "Bed frame components" are the wood used in the construction of a box
spring. They do not include any visible wood parts of a bed.

1/ Pre-hearing Brief of Leggett & Platt, Incorporated and the International
Sleep Products Association at 2-19; Pre-hearing Brief of National Frame
Company at 12-21. The Commission has received some information concerning
manufacturers of bed frame components, which appears at Appendix E to the
Report.

8/ Report at A-6 - A-8.

9/ Id. at A-7 (definitions of categories).
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grades. 10/ Remanufactured lumber is largely indistinguisﬁable from other
lumber in its physical characteristics, although it may consist of two pieces
of wood joine& together, may be a higher grade, and may be sawn to different
specifications. 11/ Remanufactured lumber products range from pieces cut to
size and shape from high-grade lumber, intended as stock for furniture
manufacture, to pieces of standard dimension size finger-jointed from smaller
pieces of low grade lumber which would otherwise be scrappéd. 12/ However,
there is no agreement among producers as to what constitutes remanufactured
lumber. 13/ All softhod lumber is readily workable, has a high strength-to-
weight ratio, and is moderately durable.

Although lumbeé is, as discussed below, essentially a commodity product,
not all softwood lumber is suitable for all uses. However, for most uses, a
variety of lumber is suitable. For instance, 2 x 4s cut from different

species of tree are equally suitable for the same use. 14/ Once a log has

10/ Id. at A-7 - A-9.
11/ Id. at A-11 and Appendix E. The Independent Lumber Remanufacturers
Association of Canada (hereinafter ILRA), in arguing that remanufactured
lumber is a separate class or kind of merchandise, provided Commerce with a
list of remanufactured lumber products. ILRA Post-hearing Submission at
Exhibit 1. In rebuttal, Fred Tebb & Sons, Inc. (hereinafter Tebb) argued that
the ILRA exaggerated the differences.among its members' products and all other
lumber products. Tebb Post-hearing Brief, Exhibit A at 3-4, Exhibit B at 2-
3, 5-8.
12/ ILRA Post-hearing Submission at Tab 1, pages 1-4. Tebb Post-hearing
Brief, Exhibit 1 at 4. Commerce's scope includes remanufactured lumber, but
does not include table-tops, chair rails, mill work (i.e., turned or lathed
wood). Some of the remanufactured products identified by the ILRA are the
stock from which furniture manufactures and mills manufacture these specialty
items.
13/ Report at A-11, n.27. Even the bed frame components submitted by
National Frame Company as exhibits at the Commission's hearing are simply
short pieces of 1 x 3 dried wood, with one or both edges rounded. To a non-
expert eye, they are indistinguishable from any other short 1 x 3 piece of
wood which might, for instance, be window framing stock.
14/ There are regional preferences for lumber from certain species of tree
for certain uses. For instance, West coast builders have a preference for
(continued...)
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been sawn to specific dimensions, the range of uses to which the resulting
lumber is suited has been limited. However, there are few inherent
limitations oﬁ the specific dimensions of the lumber to be produced at the
outset of the sawmill operation. Most remanufacturing operations produce
specific sizes and shapes of lqmber frog either roughly sawn lumber or timber
for a particular use, i.e., to be further processed into furniture, millwork,
ladders. etc. 15/

Lumber is distributed through a variety of channels. Lumber producers
may sell directly to manufacturers, directly to retailers, through stocking
wholesalers, through brokers, to buying groups (similar to cooperatives), or
through their own distribution systems. 16/ Generally, the more specialized
the product, the fewer the levels of distribution -‘that is, it is more likely
to be sold directly to retailers or manufacturers than through wholesalers.
However, both domestic and Canadian producers of softwood lumber sell through
all these channels. Remanufactured lumber, as a more specialized product, is
more conn&nly sold directly from the mill to the manufacturer, although it is

also sold to wholesalers who deal in all other lumber products. 17/

14/(...continued)

Douglas fir and Ponderosa pine for framing houses, while northern and southern
builders tend to prefer SPF (spruce-pine-fir - a grouping of species for
production and marketing purposes). Report at A-9. These user preferences do
not limit the inherent suitability of different species for the same use.
Moreover, a change in the price differential between the price of Douglas fir
2 x 4s and SPF 2 x 4s, or southern yellow pine 2 x 4s, will cause some users
to switch among species despite such preferences. Report at A-22 n.57, A-72
n.73.

15/ Id. at A-11 & n.28. These latter articles are not within the scope of
the investigation. “

16/ See id. at A-22 - A-23 for a description of the various channels of
distribution. :

17/ 1d. at A-22, Appendix E at B-83 - B-84. Tebb Post-hearing Brief,
Exhibit B at 6. Bed frame components are most commonly sold directly to
bedding manufacturers. '
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Customer and producer perceptions of softwood lumber depend largely on
the particular end use for which the article is intended. However, end user
preferences based on specific needs alone, for particular dimensions, species,
or degrees of finishing, are in this case insufficient to differentiate
softwood lumber articles as separate like products. 18/ Wholesalers and
retailers of lumber generally purchase and supply a full range of lumber
products to serve the spectrum of end user needs.

The information on the record indicates that many, if not all, of the
items that could be considered "remanufactured lumber® are produced in the
same establishments as all other softwood lumber products, on common
production lines, by common employees. 19/ While it is true that not all
producers manufacture or remanufacture the entire range of lumber products
available, there do not appear to be any clear distinctions which can be
drawn. 20/ Nor does it appear that manufacturers of other softwood lumber
products could not, sﬁould they so choose, also manufacture bed frame
components using their existing equipment and personnel. While
remanufacturing éperations, including cutting bed frame components, may

require that equipment be adjusted to the specific dimensions necessary, that

18/ See Asocoflores, 693 F. Supp. at 1168 ("If one has to choose a single
basis upon which to make a like product determination, consumer preference
would seem to be a poor choice.").

19/ Report at A-11, A-21, Appendix E at B-83 - B-84. Coalition Pre-hearing
Brief at 120-121, Coalition Post-hearing Brief at A-36; Tebb Post-hearing
Brief, Exhibit B at 2-4.

20/ The Commission was unable to obtain a list of "remanufacturers" -separate
from other producers of softwood lumber. National Frame Company provided a
list of 17 manufacturers of bed frame components. However, it does not appear
that these companies' operations are all limited exclusively to manufacture of
bed frame components. Report, Appendix E at B-83 - B-84.
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equipment consists primarily of saws, feeds, and planers, which can also be
used to produce other lumber products. 21/

The priees of various softwood lumber articles, including remanufactured
lumber, vary widely. Factors that determine price include the species of tree
from which the lumber is derived, the grade, the dimensions of the specific
piece, whether it is kiln-dried or green, whether it is unfinished or planed
or sanded, whether it is edged, finger-jointed, etc. 22/ While it is true
that some remanufacturing results in higher value ptoducts, for instance
because the article is high grade lumber cut to specified dimensions, dried,
finished, and edged, other remanufacturing results in articles
indistinguishable from the dimension lumber (i.e., finger-jointed 2 x 4s)
which makes up the bulk of softwood lumber, both domestic and imported. The
latter operations tend to use wood that, without remanufacturing, would not be
suitable for the specific end use, but that cannot be sold after
remanufacturing at a significantly different price from comparable non-
remanufactured lumber suitable for that same use. 23/

The range of dimensions and edges in which lumber is generally
available, green or dried, rough, planed or sanded, cut from timber or from
rough sawn lumber, finger-jointed, glued or otherwise remanufactured, does not
allow for the establishment of any clear dividing lines between various lumber

articles, including remanufactured lumber, bed frame components, and other

21/ Report at A-11. Tebb Post-hearing Brief, Exhibit B at 3-4.

22/ See Report at A-72.

23/ Transcript of the Hearing (Tr.) at 134 (Ms. Elliot) ("A finger jointed 2
X 4 or finger jointed 2 x 6 in the use and construction it is still considered
a 2 x 4-12 foot even though it came from a reman operation. And it is
competitive with a solid piece of 2 x 4-12 foot. So it's, it is a remanned
product but it is used in the same application."). Coalition Post-hearing
Brief at A-36; Tebb Post-hearing Brief, Exhibit B at 4-5.
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softwood lumber. 24/ Reliance on different physical sizes or shapes,
interchangeability in use, or pricing as determinative factors in
distinguishing like products in this case would effectively require the
Commission to determine that every specific dimension of lumber, and some
specific species, constitute separate like products. Congress has expressed
the view that:

The requirement that a product be "liker the imported article

should not be interpreted in such a narrow fashion as to permit

minor differences in physical characteristics or uses to lead to

the conclusion that the product and article are not "like" each

other, nor should the definition of "like product® be interpreted

in such a fashion as to prevent consideration of an industry

adversely affected by the imports under investigation. 25/

There are no clear dividing lines along which we can distinguish
remanufactured lumber or any subset thereof from all other softwood lumber
within the scope of Commerce's investigation. 26/ The definition of a
multitude of like products in this investigation would fragment the

Commission's analysis of the industry. 27/ We therefore determine that the

like product is all softwood lumber, including all remanufactured lumber

24/ There is both domestic production and imports of the full range of
available lumber products, with the exception of southern yellow pine, which
does not grow in Canada. However, southern yellow pine is sold in a wide
variety of dimensions corresponding to those of lumber from other trees. No
party in this investigation argued that southern yellow pine is a separate
like product.

25/ S. Rep. No. 249 at 90-91.

26/ Commerce reached the same conclusion in finding that there was a single
class or kind of merchandise subject to this investigation. Commerce Final
Notice, 57 Fed. Reg. at 22571-72.

27/ Moreover, the record does not contain information segregated to the
level of different species, sizes, etc. We do not believe such information
could be obtained in any case. The Commission was unable to obtain
information concerning remanufactured lumber as a general matter; producers
who reported remanufacturing operations also indicated that the information
requested does not exist separately for such operations.
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products within the scope of Commerce's investigation (including bed frame
components).

c. The'Domestic Industry

We determine that there is one domestic industry producing the like
produc;, consisting of mill operators, including remanufacturers and
manufacturers of bed frame components. 28/

D. 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. 29/
Application of the related parties provision is within the Commission's

discretion based upon the facts presented in each case. 30/

28/ This is also the conclusion reached in the preliminary investigation,
Lumber Preliminary at 7, and in previous lumber investigations. 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.
29/ 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.
30/ The Commission generally has applied a two-step analysis in determining
whether to exclude a domestic producer from the domestic industry under the
related parties provision. The Commission has considered 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. 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 the

importing producer;

(2) the reasons the U.S. producer has decided to import the

product subject to investigation, i.e., whether the firm benefits

(continued...)
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The rationale for the related parties provision is the concern that
domestic producers who are related parties may be in a position that shields
them from any.injury that might be caused by the subsidized imports. The
related parties provision may be employed to minimize distortion in the
aggregate data bearing on the condition of the domestic industry that would
result from including related parties whose operations are shielded from the
effects of the subject imports. Thus, including these parties within the
domestic industry would cause the industry to appear healthier than it in fact
is.

As in the preliminary investigation, we believe it appropriate to
consider the related parties issue despite the fact that no party has argued
that any producer should be excluded as a related party. 31/ In this
investigation, seven 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 1991. 32/

30/(...continued)

from the LTFV sales or subsidies or whether the firm must import

in order to enable it to continue production and compete in the

U.S. market, and

(3) the position of the related producers vis-a-vis the rest of

the industry, i.e., whether inclusion or exclusion of the related

party will skew the data for the rest of the industry.
In addition, the Commission has considered other factors, such as the ratio of
import shipments to U.S. production for each producer and the length of time
that the producer has been engaged in domestic production. 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. Torrington v. United States, Slip Op.
92-49 at 10, (Ct. Int'l Trade, April 3, 1992); Empire Plow Co. v. United
States, 675 F. Supp. 1348, 1352 (Ct. Int'l Trade 1987).
31/ Lumber Preliminary at 9. The Commission determined not to exclude any
producers in the preliminary. The Commission determined that nothing in the
record indicated 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. 1d.
32/ Report at A-71.




13

The nature of the relations between domestic producers and exporters or
importers of lumber varies from company to company. 33/ Some domestic
producers own.lumber production facilities in Canada, which sell lumber in the
U.S. market to both related U.S. producers or distributors, and to independent
purchasers. Some domestic companies own both production and retailing
operations where the retailing operations sell lumber from the production
operation and in addition purchase lumber imported from Canada. Some domestic
producers themselves own wholesale or retail lumber sellers, or distribution
centers, which purchase imported lumber from Canada, generally through arms-
length transactions and in competition with the domestic product. 34/ Many
Canadian lumber producers act as the importer of record in lumber sales to
U.S. markets. 35/ Thus, the extent to which these "related parties" may be in
a position to shield themselves from the effects of subsidized imports, or
take advantage of them, varies, and in light of the competitive nature of the
lumber market, appears limited. Nothing in the record indicates that the
importing producers, or producefs who purchase imports from either related or
independent importers, are in any different position from other producers in
the domestic industry, or that they are able to benefit from the subsidized
imports of Canadian lumber. 36/ We therefore do not exclude any producers

from the domestic industry.

33/ See id. at A-21; Coalition Post-hearing Brief at A-32 - A-34,

34/ Coalition Post-hearing Brief at A-32 - A-34, ,

35/ The Commission recently determined that the term "importer" in the
context of the related parties provision includes more than just an importer
of record. Certain Carbon Steel Butt-Weld Pipe Fittings from China and
Thajland, Inv. Nos. 731-TA-520-521 (Final), USITC Pub. 2527 (June 1992) at 10-
12.

36/ The Commission gathered information specifically reflecting only the
domestic production operations of softwood lumber producers, and not importing
operations.
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II. CONDITION OF THE INDUSTRY

In assessing whether there is material injury to a domestic industry by
reason of subsidized imports, the Commission is instructed to consider "all
relevant economic factors which have a bearing on the state of the industry in
the United States . . . ." 37/ In undertaking that assessment, we consider,
among other relevant.factors, U.S. consumption, production, shipments,
capacity utilization, employment, wages, financial performance, capitél
investment, and research and development expenses. 38/ The Commission may
consider other factors it deems relevant, and must explain their relevance to
the determination. 39/ In each investigation, the Commission considers the
relevant economic factors that have a bearing on the state of the industry in
the "context of the business cycle and conditions of competition that are
distinctive to the affected industry." 40/

The U.S. lumber industry is comprised of thousands of mostly small
producers, and some large corporations with high volumes of production. 41/

Production is concentrated in the West, where old growth forests and large

19 U.S.C. § 1677(7)(C)(1ii).

See 19 U.S.C. § 1677(7)(C)(iii).

19 U.S.C. § 1677(7)(B). ‘

19 U.S.C. § 1677(7)(C)(iii). See H.R. Rep. No. 317, 96th Cong., lst
Sess. 36 (1979); S. Rep. No. 249 at 88.

41/ Report at A-18. Commerce data indicate that 5,680 establishments
produced softwood lumber in the United States in 1991. Id. at A-17. In this
investigation, the Commission sent questionnaires to more than 100 producers
who accounted for more than 75 percent of U.S. production in 1991. Fifty
producers, accounting for nearly 49 percent of 1991 production responded to
the Commission's questionnaires. 1d. at A-18. 1In addition to the information
gathered in questionnaires, a great deal of public information about the
softwood lumber industry is available from various government sources and
industry organizations. Id. at A-16 n.54. Where possible, we have considered
the public information, as it generally covers more of the industry than the
information gathered in questionnaires, and extends back to 1986, the last
full year before the Memorandum of Understanding on Softwood Lumber went into
effect.

QU
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tracts of high quality timber are found, and in the South, where plantations
of southern yellow pine (SYP) are at merchantable size. 42/ Most producers of
lumber purchase timber from sources outside their operations. Approximately
10 percent of the consumed timber comes from forest industry land. 43/
Particularly in the West, lumber producers are heavily dependent on timber
from federal and state lands - approximately one-half of all timber land in
the West is publicly owned and managed. 44/

In the past few years, mills in the West have faced sharply reduced
access to timber supplies because of environmental regulations and wildlife
preservation programs that prohibit logging on large tracts of U.S. Forest
Service and Bureau of Land Management lands, as well as some state and private
lands. 45/ Uncut timber supplies under contract on National Forest lands in
the West declined precipitously from 20.2 billion board feet at the end of
1986 to approximately 5.5 billion board feet at the end of 1991. 46/ As a
result of restricted timber supplies, the price of logs, the principal cost in
lumber production 47/, has risen in all regions of the United States. 48/

At the same time timber costs have been rising, demand for lumber in the

United States has declined. Softwood lumber is used in primarily commercial

42/ 1Id. at A-16, A-17. The West accounted for 58.3 percent of U.S. softwood
lumber production in 1991, while the South accounted for 37 percent. Id. at
A-17.

43/ 1Id. at A-21.

44/ Memorandum EC-P-039 at 9.

45/ Report at A-16.

46/ Memorandum EC-P-039 at 9.

47/ Direct materials costs, primarily log costs, increased from 74.3 percent
to 77.7 percent of total costs of U.S. lumber producers during the period of
investigation. Report at A-55, Table 24.

48/ Timber supplies are not significantly constrained in the South, where
the majority of timber land is privately owned. Nonetheless, timber costs
have also risen in the South, albeit less than in the West. Report at A-43,
A-45, Tables 15 and 16.
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and residential construction and repair and remodeling. 49/ Housing starts
nearly always consume the greatest portion of softwood lumber, and changes in
overall consuﬁption generally track those starts. 50/ Housing starts have
declined significantly during the period of investigation. 1991 housing
starts of 1.0 million units were down 43.8 percent from 1986 levels, and 31.8
percent from 1988 levels. 51/ Moreover, the cost of lumber makes up only a
small portion of the selling price of a house, and there appear to/be few
substitutes for lumber in most residential construction applications. 52/
Thus, the amount of lumber demanded is unlikely to change substantially in
response to a change in price.

An additional condition of competition distinctive to the lumber
industry during the period of investigation was the Memorandum of
Understanding on Softwood Lumber (MOU) between the United States and Canada,
executed on December 30, 1986. 53/ Under the MOU, the Government of Canada
agreed to impose a 15 percent export charge on softwood lumber products
exported to the United States. The MOU provided that the charge could be

reduced or eliminated with respect to imports from provinces that instituted

49/ Approximately 80 percent or more of apparent U.S. consumption of
softwood lumber was used for those purposes from 1986 through 1991. Report at
A-9.

20/ Although consumption and housing starts followed divergent paths from
1986 to 1987, from that year through 1991 they exhibited a close correlation.
Report at A-23.

51/ Report at A-23,

52/ Memorandum EC-P-039 at 21-22.

53/ Based on a petition filed by the domestic industry, on June 5, 1986,
Commerce had initiated a countervailing duty investigation of softwood lumber
products from Canada. On October 22, 1986, following an affirmative
preliminary injury determination by the Commission, Commerce issued a
preliminary determination that subsidies of 15% ad valorem were being provided
to Canadian producers of certain softwood lumber products.
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qualifying replacement measures. 54/ 1In return, the domestic industry
withdrew its petition and Commerce terminated its investigation. We note that
Canadian markét share decreased following the execution of the MOU. Canadian
imports as a percentage of apparent U.S. consumption declined from 29.5
percent in 1986 to 28.9 percent in 1987 measured by quantity and from 30.0
percent to 26.9 percent measured by value. 55/

On September 3, 1991, the Government of Canada announced its intention
to terminate the MOU effective October 4, 1991, pursuant to Paragraph 9 of the
agreement. 56/ Accordingly, the United States Trade Representative initiated
an investigation under section 302 of the Trade Act of 1974 and determined
that certain policies and acts of the Government of Canada regarding the
exportation of softwood lumber to the United States were unreasonable and
burden or restrict U.S. commerce. 57/ To maintain the status quo ante in the
interim period between the termination of the MOU and any preliminary subsidy
determination by Commerce, USTR directed the Secretary of Treasury to impose
bonding requirements for those products that were not covered by the

replacement measures instituted by the provincial governments. 58/ The vast

54/ Subsequent to the execution of the MOU, the Governments of the Provinces

of British Columbia and Quebec instituted replacement measures increasing the

fee charged on the harvest of timber or other costs borne by timber

harvesters, resulting in the elimination of the export charge on imports from

British Columbia as of December 1, 1987, and a reduction in the export charge

on imports from Quebec to 8 percent as of April 1, 1988, and a further

reduction to 6.2 percent in 1990. British Columbia and Quebec accounted for

73 percent of total imports of softwood lumber from Canada in 1991.

55/ Report at A-24, Table 2. »

36/ After that date, the Government of Canada ceased collecting the export

charge.

37/ Initiation of Section 302 Investigation and Request for Public Comment

on Determinations Involving Expeditious Action: Canadian Exports of Softwood

Lumber, 56 Fed. Reg. 50738 (1991). _

38/ I1Id. at 50739. For softwood lumber products originating in the province

of Quebec, a 6.2 percent rate was established for entries filed before
(continued...)
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majority of exports to the United States were, however, still subject to those
replacement measures.

Finally; on March 12, 1992, Commerce made a preliminary determination
estimating a net subsidy rate of 14.48 percent, 59/ which amount was reduced
on May 28, 1992 when Commerce published its final determination. In its final
determination, Commerce found that notwithstanding the replacement measures in
effect during the period of Commerce's investigation, Canadian softwood lumber
was still being subsidized at a country-wide rate of 6.51 percent. 60/

These conditions establish the framework within which the U.S. industry
was operating during the period of investigation. U.S. producers' capacity to
produce softwood lumber increased by 12.0 percent from 1986 to 1991, to a
level of 39.5 billion board feet. 61/ Most of that increase occurred from
1986 to 1988 - capacity has increased only slightly since 1988. Domestic
production of lumber increased from 1986 to 1987, and has declined

consistently since then, to 34 billion board feet in 1991, less than the level

58/(...continued)

November 1, 1991, and a 3.1 percent rate for entries after that date. For
products originating in British Columbia, a zero rate was set. For all other
provinces, except Nova Scotia, Newfoundland, New Brunswick, and Prince Edward
Island (the Maritime Provinces), the rate was 15 percent. In self-initiating
the investigation, Commerce had specifically exempted imports from the
Maritime Provinces, noting that the "special circumstances" leading to the
self-initiation of this investigation did not apply with respect to those
provinces. The Maritime Provinces were exempt from payment of export charges
under the MOU, and consequently Commerce concluded that the "special
circumstances" underlying the initiation, Canada's termination of the MOU, did
not exist as to them. Self-Initiation of Countervailing Duty Investigation:
Certain Softwood Lumber Products from Canada, 56 Fed. Reg. 56055, 56057-58
(Oct. 31, 1991).

59/ Preliminary Affirmative Countervailing Duty Determination: Certain
Softwood Lumber Products from Canada, 57 Fed. Reg. 8800 (March 12, 1992).

60/ Commerce Final Notice at 22623. Commerce's period of investigation was
the Government of Canada‘'s fiscal year, April 1, 1990 through March 31, 1991.
The replacement measures of both British Columbia and Quebec were in effect
throughout that period.

61/ Report at A-32.
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of production in 1986. 62/ The value of domestic production followed a
similar trend, although because of increases in unit value, the value of
domestic shipments in 1991 remained well above the value of production in
1986. 63/

In general, shipments of lumber vary only slightly from production, and
follow essentially the same trends. Complete data on industry-wide shipments
are not available. information on shipments from the West and the South, the
two major lumber producing areas in the United States are, however, available.
Shipments by producers in the West increased from 1986 to 1987, then declined
thereafter by 17.6 percent, to 19.7 billion board feet in 1991. 64/ Shipments
by producers in the South increased from 1986 to 1988, then declined
irregularly by 1.3 percent, to 12.5 billion board feet in 1991. 65/ Shipments
by U.S. producers responding to the Commission's questionnaire declined by 6
percent from 1988 to 1991, from 14.8 billion board feet to 13.9 billion board
feet. 66/ Information gathered in Commission questionnaires indicates that
U.S. producers' inventories of softwood lumber remained fairly steady from
1988 through 1991, and decreased as a share of shipments from 8.2 percent in
1988 to 7.2 percent in 1991. 67/

The number of production and related workers decreased steadily and
significantly, by 14.8 percent during the period, from 32,280 workers in 1988
to 27,492 workers in 1991. 68/ Twenty firms reported permanent layoffs of at

least 50 workers or 5 percent of their workforce during the period of

Report at A-29, A-24, Table 2.
1d. at A-24, Table 2.

Id. at A-35 and Table 9.

at A-35 and Table 10.

at A-35, A-37, Table 11.
at A-37 and Table 11.

at A-39 and Table 13.
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investigation. Total hours worked increased from 1988 to 1989, but declined
significantly thereafter, to 60.7 million hours in 1991, 12.4 percent below
the 1988 1evei. Hourly wages increased less than 2 percent annually, or 7.8
percent total during the period of investigation. Unit labor costs increased
from 1988 to 1989 and declined thereafter, to $50.18 per thousand board feet,
marginally above the level reported in 1988. Productivity, measured in output
per hour, increased 8.2 percent during the period of investigation, to 271.6
board feet per hour.

U.S. producers' net sales increased from $4.3 billion in 1988 to $4.6
billion in 1989, remained flat in 1990, then declined to $4.4 billion in 1991,
a level only 1.1 percent above that in 1988. 69/ Cost of goods sold increased
more rapidly than sales from 1988 to 1990, from $3.8 billion in 1988 to $4.4
billion in 1990, before declining somewhat in 1991 to $4.1 billion dollars,
7.3 percent above the 1988 level. 70/ The ratio of cost of goods sold to net
sales increased from 87.6 percent in 1988 to 95.8 percent in 1990, before
declining somewhat to 92.9 percent in 1991. As a result of barely increased
net sales in conjunction with significantly increased costs, operating and net
income levels declined substantially from 1988 through 1990. Operating income
of $331 million in 1988 became an operating loss of $31 million in 1990,
before improving in 1991 to $107 million, a level well below the 1988

operating income reported on about the same volume and value of sales.

69/ 1d. at A-53, Table 23.

70/ Cost of goods sold increased from $228 per thousand board feet in 1988
to $250 per thousand board feet in 1990, before declining to $243 per thousand
board feet in 1991. Report at A-66, Table 23. The value of net sales
increased from $260 per thousand board feet in 1988 to $267 per thousand board
feet in 1989, declined to $260 per thousand board feet in 1990, and increased
slightly in 1991 to $262 per thousand board feet in 1991. Thus, while cost of
goods sold per thousand board feet increased 6.5 percent over the period of
investigation, sales value increased only 0.5 percent per thousand board feet.
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U.S. producers' operating income as a ratio to net sales declined from
7.6 percent ip 1988 to negative 0.7 percent in 1990, before improving in 1991
to 2.4 percent. Operating returns on assets followed the same trends,
declining significantly from 1988 to 1990, before improving somewhat in
1991. 71/ Capital expenditures increased from $199 million in 1988 to $304
million in 1989, then fell to $185 million in 1991, well below the 1988
level., 72/ Research and development expenditures declined throughout the
period. 73/

The improvemé&t in the profit performance of U.S. producers in 1991 was
due in significant part to increases in by-product revenues. 74/ The number
of producers reporting net losses increased from 1988 to 1990. 1In 1990,
nearly half of the producers responding to the Commission's questionnaires
reported losses. Close to half the producers reported operating and net
losses in 1991, and one producer in five reported losses at the gross profit
level.

In response to arguments made by the parties, the Commission gathered

financial information on a regional basis for the West Coastal region, the

Report at A-59, Table 28.

Id. at A-60, Table 29.

Id., Table 30.

The production of softwood lumber leads to production of by-products
such as wood chips, sawdust, bark, and woodshavings. The revenue from these
by-products is substantial, averaging about 15 percent of the net sales value
of softwood lumber alone. Report at A-55. In order to present the operating
performance of producers consistently, the Commission treated by-product
revenue as a reduction in costs for all producers, although some reported it
as an increase in revenue. Either method, if applied consistently, will
result in the same operating and net incomes. Since we are concerned here
with the performance of the industry producing softwood lumber, the domestic
industry at issue, and not the production of by-products, we note that, absent
the substantial by-product revenues, the operating results of the domestic
industry would have been poorer throughout the period of investigation.

RRRE
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West Inland region, the South, and the North, 75/ and separately compiled the
financial information reported by small, medium, and large producers. 76/
Consideration of the financial results reported by these categories of
producers indicates no significant differences in performance by region or
size of producer. 77/ 78/
IITI. MATERIAL INJURY BY REASON OF SUBSIDIZED IMPORTS

A. Legal Standard

In making a final determination in a countervailing duty investigation,
the Commissioﬁ is to determine whether an industry in the United States is
materially injured by reason of the imports under iﬁvestigation. 79/ When
making that determination, 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

15/ Report at A-42 n.65 (definitions of regioms).

16/ 1d. at A-56 - A-58 and Tables 25, 26, and 27.

17/ 1d. at A-56 - A-58 and Tables 25, 26, and 27, A-47 and Table 17, A-48
and Table 19, A-42 - A-44 and Table 15. However, we note that small producers
did not do as well as large and medium sized producers, particularly in 1991.
SG&A expenses were higher for the small producers, resulting in relatively
lower operating and net incomes, while larger companies may have an advantage
with respect to such expenses due to economies of scale. Since most the
producers in the industry are small, and we did not obtain financial
information for the vast majority of small producers, it is likely that the
industry's overall performance was actually poorer than is reflected in the
data reported,

18/ Based on the information discussed above, Chairman Newquist and
Commissioner Rohr determine that the domestic industry is currently
experiencing material injury. Material injury is rharm which is not
inconsequential, immaterial or unimportant." 19 U.S.C. § 1677(7)(A).

19/ 19 U.s.C. § 1671d(b)(1).
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(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. 80/
In evaluating.the volume of imports of merchandise, the statute directs that
the Commission "shall consider whether the volume of imports of the
merchandise, or any increaseAin that volume, either in absolute terms or
rei;tive to production or consumption in the United States, is
significant." 81/ In evaluating the price effect of subject imports, the
statute states that the Commission:

shall consider whether -

(I) there has been significant price underselling by the imported
merchandise as compared with the price of like products of the
United States, and

(II) the effect of imports of such merchandise otherwise depresses
prices to a significant degree or prevents price increases, which
otherwise would have occurred, to a significant degree.

In examining the impact of imports on the domestic producers of like products,

the statute states:

[t]he Commission shall evaluate all relevant economic factors
which have a bearing on the state of the industxy in the United
States, including, but not limited to -

(I) actual and potential decline in output, sales, market
share, profits, productivity, return on investments, and
utilization of capacity,

(II) factors affecting domestic prices,

(III) actual and potential negative effects on cash flow,
inventories, employment, wages, growth, ability to raise
capital, and investment, and

(IV) 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.

S

19 U.s.C. § 1677(7)(B)(1).
19 U.s.C. § 1677(7)(C)(1).
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The Commission shall evaluate 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. 82/

Chairman Newquist and Commissioner Rohr note that the Commission need
not determine that subsidized imports are the principal or a substantial cause
of material injury, 83/ only whether subsidized imports are a cause of

injury. 84/ Vice Chairman Watson and Commissioner Crawford interpret the

statute's causation requirement in a different manner. 85/ 86/ The Commission

82/ 19 U.S.C. § 1677(7)(C)(iii).
83/ See S. Rep. No. 249 at 57 ("Any such requirement has the undesirable
result of making relief more difficult to obtain for industries facing
difficulties from a variety of sources; such industries are often the most
vulnerable to subsidized imports.n)
84/ E.g., Granges Metallverken AB v. United States, 716 F.Supp. 17, 25 (Ct.
Int'l Trade 1989),.
85/ Vice Chairman Watson notes that the courts have interpreted the
statutory requirement that the Commission consider whether there is material
injury vby reason of" the subject imports in a number of different ways.
Compare, e.g., United Engineering & Forging v. United States, 779 F. Supp.
1375, 1391 (Ct. Int'l Trade 1991) ("rather it must determine whether unfairly-
traded imports are contributing to such injury to the domestic industry. Such
imports, therefore need not be the only cause of harm to the domestic
industry.® (citations omitted)) with Metallverken Nederland B.V. v. United
States, 728 F. Supp. 730, 741 (Ct. Int'l Trade 1989) (affirming a
determination by two Commissioners that "the imports were a cause of material
injury") and USX Corporation v. United States, 682 F. Supp. 60, 67 (Ct. Int'l
Trade 1988) (*any causation analysis must have at its core, the issue of
whether the imports at issue cause, in a non de minimis manner, the material
injury to the industry. . .v») and Maine Potato Council v. United States, 613
F. Supp. 1237, 1243 (Ct. Int'l Trade 1985) (in which the Court declined to
issue a further remand even though the ITC determination refers to whether or
not imports were a "material cause" of the domestic industry's injury).
Accordingly, Vice Chairman Watson has decided to adhere to the standard
articulated by Congress in the legislative history of the pertinent
provisions, which states that the Commission must satisfy itself that, in
light of all the information presented, there is a "sufficient causal link
between the subsidization and the requisite injury." S. Rep. No. 249 at 58.
86/ Commissioner Crawford notes that the statute requires that the
Commission determine whether a domestic industry is "materially injured by
reason of" the subsidized imports. Many, if not most domestic industries are
subject to injury from more than one economic factor. Of these factors, there
may be more than one that independently is causing material injury to the
(continued...)
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may consider alternative causes of injury, but it is not to weigh causes. 87/
It may also consider whether factors other than the subsidized impofts have
made the indu;try more susceptible to the effects of the subsidized
imports. 88/

The MOU, and the replacement measures instituted as a result, operated
to shield the U.S. softwood lumber industry to some degree from the effects of
subsidized Canadian imports during the period of investigation. The MOU,
however, was a negotiated compromise between two governments. As a result,
not only was Commerce's investigation terminated, but Commerce's 1986

preliminary finding of a 15 percent net subsidy was erased. We note that,

86/(...continued)
domestic industry. It is assumed in the legislative history that the "ITC
will consider information which indicates that harm is caused by factors other
than the subsidized imports." §S. Rep. No. 249 at 58. However, the
legislative history makes it clear that the Commission is not to weigh or
prioritize the factors that are independently causing material injury. 1d. at
57; H.R. Rep. No. 317 at 47. The Commission is not to determine if the
subsidized imports are "the principal, a substantial or a significant cause of
material injury.» S. Rep. No. 249 at 57. Rather, it is to determine whether
any injury "by reason of" the subsidized imports is material. That is, the
Commission must determine if the subject imports are causing material injury
to the domestic industry. rWhen determining the effect of imports on the
domestic industry, the Commission must consider all relevant factors that can
demonstrate if unfairly traded imports are materially injuring the domestic
industry.” S. Rep. No. 71, 100th Cong., lst Sess. 116 (1987).
87/ E.g., Citrosuco Paulista S.A. v. United States, 704 F. Supp. 1075, 1101
(Ct. Int'l Trade 1988). Alternative causes may include the following:

the volume and prices of nonsubsidized imports, 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.
S. Rep. No. 249 at 57. Similar language is contained in the House Report.
H.R. Rep. No. 317 at 47.
88/ United Engineering & Forging, 779 F. Supp. at 1392; Iwatsu Electric Co.
Ltd. v. United States, 758 F. Supp. 1506, 1512 (Ct. Int'l Trade 1991) ("the
woes of the domestic industry were exacerbated by LTFV imports.") (emphasis
deleted).
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upon termination of the MOU, the replacement measures could be unilaterally
altered at the discretion of provincial authorities. 89/

The MOU'BQE se does not form the basis for our determination. Although
we decline to consider what the impact of the imports on the domestic industry
might have been absent the MOU, we note that the existence of the MOU created
a unique set of circumstances that affected competition.

As a share of apparent U.S. consumption, Canadian imports have retained
a significant share of a declining U.S. market throughout the period of
investigation. 90/ Imports of Canadian softwood lumber increased from 14.1
billion board feet in 1986 to 14.6 billion board feet in 1987, and then
declined to 11.7 billion board feet in 1991. 91/ We note that in 1987, the
year following the execution of the MOU, the Canadian share of apparent U.S.
consumption of softwood lumber declined measured by both quantity and value as
compared to 1986. From 1987 to 1991, Canadian market share measured in terms

of quantity decreased from 28.9 percent to 27.5 percent. 32/ During that same

89/ Paragraph 9 of the MOU provides: "Either Government may terminate this
Understanding at any time upon thirty (30) days written notice.* 1In fact,
despite arguments to the contrary, the U.S. lumber industry had no guarantee
that the MOU would not be terminated and replacement measures rolled back with
little warning. When the MOU was terminated by the Government of Canada,
thirty days notice was given. We note that Canadian excess capacity increased
substantially from 1986 to 1991. Report at A-64.

90/ To the extent imports from the Maritime Provinces are included in our
data, imports from Canada and related ratios are marginally overstated. We
note that we include imports from Quebec in our analysis. Commerce did not
make a separate subsidy determination with respect to Quebec. In determining,
inter alia, that Quebec is not a "country under the Agreement," Commerce
rejected the very arguments Quebec raised before the Commission in requesting
a separate injury determination. Commerce Final Notice, 57 Fed. Reg. at
22578-80. Commerce also denied a request that the final determination be
amended to exclude, inter alia, Quebec. There is no basis for a separate
injury analysis with respect to imports from the Province of Quebec in this
investigation. :

91/ Report at A-70 and Table 35.

92/ 1d. at A-24, Table 2.
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period, however, Canadian market share measured in terms of value increased
from 26.9 percent to 28.3 percent. 93/ Thus, Canadian imports were
significant iﬁ terms of both absolute volume and market share throughout the
period of investigation. 94/

In light of the nature of and demand for the subject merchandise, the
volume and market share of the subsidized Canadian imports have a significant
impact on U.S. lumber prices and sales by the U.S. industry. 95/ Generally,
the impact of imports on domestic sales and prices is greater when, first,
they are available in significant volumes (absolute or relative to total
consumption), second, consumers are unwilling to purchase significantly more
of the product even if the prices go down (demand is inelastic), and third,
consumers view the imported and like product as close substitutes. The
Commission has noted that, for fungible, price sensitive commodity products,

*the impact of seemingly small import volumes and penetrations is magnified in

93/  1d.
94/ Neither increased imports nor increased market share are required for an
affirmative determination. Under the statute:
In evaluating the volume of imports of merchandise, the Commission
shall consider whether the volume of imports of the merchandise or
any increase in the volume, either in absolute terms or relative
to production or consumption in the United States, is significant.
19 U.s.C. § 1677(7)(C)(i) (emphasis added). Thus, it is the gignificance of
the volume or market share of imports for the particular industry that is
critical. USX Corp. v. United States, 655 F. Supp. 487, 490 (Ct. Int'l Trade
1987); Iwatsu Electric Co. Ltd., 758 F. Supp. at 1513-14,
95/ Congress has indicated that we are to take into account the nature of
the product when assessing injury:
For one type of product, price may be the key factor in making a
decision as to which product to purchase and a small price
differential resulting from the amount of subsidy or the margin of
dumping can be decisive.
S. Rep. No. 249 at 46,
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the marketplace." 96/ This is particularly true when, as here, demand is
inelastic and there is negligible third-country import competition. 97/

Consideration of the price effects of subsidized imports of lumber is
complex. On the whole, lumber is a commodity product, with a significant
proportion of all lumber, both domestic and imported, competing head-to-head
on the basis of price. 98/ This is clearly the case within species groups,
and the record indicates that there is a significant degree of head-to-head
competition among species. Both U.S. and Canadian building codes treat
softwood lumber species as almost entirely substitutable for common
applications. 99/ The U.S. Forest Service, in its TAMM model used in forest
management, considers the principal Canadian species to be fully substitutable
with U.S. species, including southern yellow pine. 100/

Among species, prices tend to move together, maintaining fairly
consistent price differentials. 101/ Variations in the price differentials

among species will cause purchasers to switch, despite long held preferences

96/ Certain Carbon Steel Products from Spain, Inv. Nos. 701-TA-155, 157-160
& 162 (Final), USITC Pub. 1311 (Dec. 1982) at 17. USX Corp. v. United States,

655 F. Supp. at 490 (inherent product fungibility and price sensitivity "make
small quantities of imports particularly significant in the U.S. market."),
Shop Towels from Bangladesh, Inv. No. 731-TA-514 (Final), USITC Pub. 2487
(March 1992) at 20 (price very important despite quality differences).

97/ See Certain Light-Walled Rectangular Pipes and Tubes from Argentina,
Inv. No. 731-TA-409 (Final), USITC Pub. 2187 (May 1989) at 11-12.

98/ The Commission has found that lumber is a substitutable commodity
product in previous investigations. Lumber Preliminary at 19-20; Softwood
Lumber from Canada, Inv. No. 701-TA-274 (Preliminary), USITC Pub. 1874 (July
1986) at 5-6; Conditions Relating to the importation of Softwood Lumber, Inv.
No. 332-TA-210, USITC Pub. 1765 (Dec. 1985) at 5; Softwood Lumber from Canada,
Inv. No. 701-TA-197 (Preliminary), USITC Pub. 1320 (Nov. 1982).

99/ Coalition Post-hearing Brief at 3-4 & n.9.

100/ Coalition Post-hearing Brief at Exhibit 10.

101/ Coalition Pre-hearing Brief, Exhibit A at Figure 13. RISI price
projections for the period 1991 through 1996 show extremely high correlation
among species. Coalition Post-hearing Brief, Exhibit 2 at Table 2.
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for certain species or sources. 102/ Furthermore, the lumber market is
characterized by the almost instantaneous spread of pricing information among
both purchasefs and consumers, resulting in rapid price equilibration at
market clearing levels. 103/ Even small differences in price are quickly
known and affect purchasing decisions. Thus, the effects of even small price
changes are rapidly spread throughout the market, and sales are sensitive to
relatively small pri;e movements.

In this final investigation, following extensive consultations with
industry representatives, both U.S. and Canadian, the Commission gathered
carefully specified pricing information for seven products, both domestic and
imﬁorted, sold in six different market areas on specific days during the
period January 1990 through March 1992. 104/ 1In addition, we obtained and
considered published prices from Random Lengths, and price indices of the

Bureau of Labor Statistics.

102/ Report at A-89 n.73. The Commission has found in the past that the
existence of a price premium does not mean that there is an absence of
competition between two products. Certain Telephone Systems and Subassemblies
Thereof from Japan and Taiwan, Inv. Nos. 731-TA-426 & 428 (Final), USITC Pub.
2237 (Nov. 1989) at 49-50, aff'd sub. nom, Iwatsu Electric Co. Ltd. v. United
States, 758 F. Supp. 1506. In that case, the Commission found that the
premium price was "the equilibrium price at which most purchasers would be
relatively indifferent in choosing the premium product over the generic
product. 1Id.

103/ There are numerous public sources of pricing information in the lumber
industry, which report prices for a variety of lumber articles on a weekly
basis. The reported prices in these publications frequently serve as a basis
for price negotiations. In addition, both purchasers and producers reported
that price quotes from different suppliers are used in order to negotiate
prices.

104/ Following the hearing, Commission staff performed on-site verifications
of pricing information provided by two U.S. and three importers of Canadian
lumber. In addition, staff contacted all other domestic producers and
importers to ensure that the information was reported in the manner requested
in the questionnaires. Report at A-110 n.90.
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While we are satisfied that our pricing information is accurate and
reflects pricing trends in the market, its usefulness for reflecting
comparative pfices of domestic and imported lumber is limited. 105/ The
information reported in questionnaire responses is simply not sufficient to
ensure that anomalies resulting from the volatility of the market are dampened
so as to allow us to make a reasoned judgment concerning under- or over-
selling. Nor is publicly available price information suitable for purposes of

assessing comparative prices. Prices are published in Random Lengths for

purposes of reporting general trends and price levels for the information of
producers and purchasers. Consequently, they are not reported with the degree
of specificity and consistency necessary to enable us to rely on them for
developing price comparisons. Similarly, while price indices inform us about
trends in prices, they are not suitable for comparing price levels.

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 day-to-day 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.
Moreover, while U.S. producers often 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. 106/ The different bases used

105/ The information available from Commission questionnaires tracks the
price trends in published sources.

106/ Most producers and importers estimated that transportation cost account
for between 5 and 20 percent of the total delivered cost of the softwood
lumber that they sell. Report at A-76.
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for quoting prices by Canadian and U.S. producers makes developing price
comparisons particularly difficult.

Prices for spruce-pine-fir (SPF) are a bellwether in the market, serving
as a reference point for pricing. 107/ The Canadian share of apparent U.S.
consumption of SPF ranged upwards of 75 percent from 1986 through 1991. 108/
The substantial volume of imported Canadian lumber in this important segment
of the market limits potential increases in prices not only of U.S. produced
SPF, but other species as well. Species common to both countries constitute
approximately 43 to 46 percent of U.S. production, and over 95 percent of
Canadian production. 109/ Although prices of softwood lumber, both imported
and domestic, generally increased during the period under investigation 110/,
rising domestic costs far outstripped those increases, resulting in

dramatically poorer financial results for the domestic industry, including

107/ Widman Management Limited, Vancouver, BC, Canada's Forest Industry;
Markets 87-90 at 43 (1987)("The bellwether of forest industry health in North
America is the price level of SPF random length 2x4. . . . this product is the
most widely traded commodity within Canada and the U.S. and serves as an
accurate measure of overall lumber prices.") The importance of SPF prices is
apparent from other information in the record as well. Not only are SPF
prices reported as the key first price in Random Lengths, but they constitute
20 percent of Random Lengths' composite price for 2 x 4s, which is an
important guide to pricing in the market. In addition, futures contracts for
lumber have, since the early 1980's routinely been fulfilled with deliveries
of SPF. Report at A-76. In its 1985 investigation of the lumber industry,
the Commission identified British Columbia mills as appearing to lead prices
on widely used lumber products such as 2 x 4s. Conditions Relating to the
Importation of Softwood Lumber Into the United States, Inv. No. 332-210, USITC
Pub. 1765 (October 1985) at 130 (footnote omitted). The bulk of British
Columbia production is SPF. See Report at A-65, A-66, Table 33.

108/ The vast majority of Canadian lumber exports to the United States, more
than 75 percent, are of SPF. Report at A-68. We calculated apparent U.S.
consumption of SPF by adding U.S. production of Eastern and Western SPF to 75
percent of total Canadian imports, and calculated the Canadian import share of
that figure for each year 1986 through 1991. See Report at A-31, Table 6, and
A-70, Table 35,

109/ 1d. at A-8.

110/ Report at A-76 - A-86.
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severe losses during 1990. Recently, in certain areas of the West, harvest
from publicly-owned and private timberlands has been restricted by the removal
of key timberlands from availability for harvest for environmental reasons,
primarily the spotted owl. The removal of these timberlands has significantly
increased the price of logs in the Wesﬁ and has had some effect on the value
of logs harvested from areas not directly affected by these restrictions.
This has caused the input price of logs for lumber to increase throughout the
industry. 111/ The inability of the industry to raise prices, commensurate
with rapidly increasing costs, demonstrates significant price suppression.

We note that Canadian producers' log costs did not increase during the
period of investigation as steeply as log costs did in the United States. 112/
While different factors affect log costs in the two countries, one obvious and
relevant factor affecting Canadian log costs is the subsidy Commerce -
determined is received by Canadian lumber producers despite replacement
measures enacted under the MOU. 113/ As we noted above, the lumber market is

extremely competitive, with full information disseminated rapidly among both

111/ We note that lumber firms relying on public timberlands in the West are
directly affected by the removal of harvestable acreage and are at the
greatest cost disadvantage. The West accounted for 58 percent of total U.S.
softwood lumber production in 1991, and approximately one-half of all timber
land in the West is publicly owned and managed. Memorandum EC-P-039 at 9.
Owners of private timberlands may actually experience a net benefit from the
removal of public timberlands from harvest because it increases the value of
these holdings without increasing the cost owners must pay for logs. We
recognize that the effects of removing acreage from harvest may have
disproportionate impacts on lumber producers depending on the location of the
lumber company and the relative dependency of the company on public
timberlands.

112/ Coalition Pre-hearing Brief at 54 and Appendix A, Figures 15, 16, & 17.
113/ Commissioner Rohr notes that the effect of the subsidy on Canadian log
costs is not a relevant inquiry in his analysis. The question for him is
whether the imports which Commerce has determined are subsidized are a cause
of injury to the domestic industry. Whether and how the subsidy affects log
costs in Canada and thus benefits the production of lumber is an element of
Commerce's determination, which he will not revisit.
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purchasers and producers, and purchasing decisions are sensitive to relatively
small changes in price; The significant volume of subsidized Canadian lumber
sold in the U.S. market has contributed to the inability of U.S. producers to
increase lumber prices in the face of significant cost increases, resulting in
material injury to the industry.

The evidence of price suppression caused by the subject imports
demonstrates that the recession and timber supply constraints are not the sole
causes of material injury to the domestic industry. A comparison of the
performanée of U.S. producers on their softwood lumber operations and their
operations producing other wood products and building materials confirms that
conclusion. We find the compérisbn between the two sectors to be particularly
relevant to our analysis because softwood lumber and wood products and
building materials are similarly marketed and financed and are commonly
manufactured by the same companies. 114/ Moreover, the same macroeconomic
factors, particularly increased timber costs, the recession, and the downturn
in housing starts, affected the softwood lumber industry and the wood products
and building materials industry during the period of investigation. However,
the wood products and building materials industry is insulated to a degree
from the effects of subsidized imports. 115/

From 1988 to 1991 U.S. producers' net sales of wood products and
building materials (not including softwood lumber) increased substantially,

while during that period, those same producers' net sales of softwood lumber

114/ See Report at A-40. 4

115/ See Coalition Pre-hearing Brief at 77. Plywood production constitutes a
significant portion of production of wood products and building materials
other than softwood lumber. There is a significant tariff on imports of
plywood.
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remained flat. 116/ Moreover, from 1988 to 1991, U.S. producers' operating
income as a ratio to net sales on wood products and building material
operations was higher than the ratio for softwood lumber operations in all
periods, and significantly so from 1989 through 1991. 117/ Particularly
revealing is that in 1990 producers reported operating losses of more than $30
million on softwood lumber sales of $4.6 billion, while reporting operating
income of $394 million on sales of $5.1 billion of wood products and building
materials. 118/

In summary, Canadiﬁn lumber imports consistently accounted for a very
large share of apparent U.S. consumption during the period of investigation,
and increased when measured by value. Lumber is a highly substitutable,
commodity product, sales of which are sensitive to relatively small price
movements. In addition, the quantity of 1umber demanded (primarily in the
construction industry) generally does not change significantly in response to
changes in price. The major species group represented in Canadian import
volumes, SPF, has a significant influence on price movements in the U.S.

market. In these circumstances, it is clear that U.S. producers' inability to

116/ Report at A-41, Table 14, A-53, Table 23. In making this comparison, we
subtracted the data in table 23 from the data in table 14 to derive
information concerning the operations of U.S. producers on wood products and
building materials not including softwood lumber, and recalculated the value
and ratio to net sales data.

117/ While U.S. producers' operating income on their softwood lumber
operations as a ratio to net sales declined from 7.6 percent to a negative 0.7
percent in 1990, before improving somewhat to 2.4 percent in 1991, the ratio
on their wood products and building materials operations increased from 8.4
percent in 1988 to 11.1 percent in 1989, before declining to 7.7 percent in
1990 and 5.8 percent in 1991. 1d.

118/ Id. The data reveal that the value of net sales of softwood lumber
followed generally the same trends as the value of net sales of wood products
and building materials, increasing from 1988 to 1989 and declining thereafter.
However, while the value of net sales of lumber in 1991 was only 1.1 percent
above 1988 levels, the value of net sales of wood products and building
materials was 11 percent higher in 1991 than in 1988.
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raise prices commensurate with rising costs is attributable, at least in part,
to sales of imported subsidized Canadian lumber. Accordingly, we find that
the domestic industry producing softwood lumber is materially injured by

reason of subsidized imports of softwood lumber from Canada. 119/

119/ Having determined that the domestic industry is materially injured,
Chairman Newquist and Commissioner Rohr determine that the subsidized imports
from Canada are a cause of that injury.
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DISSENTING VIEWS OF COMMISSIONER ANNE E. BRUNSDALE
Softwood Lumber from Canada

Inv. No. 701-TA-312 (Final)

In this hard fought, difficult case, a majority of my
colleagues have concluded that imports of subsidized softwood
lumber from Canada are materially injuring a U.S. industry. I
disagree. I am well aware, however, of the seeming inevitability
of binational panel review of our decision. I am therefore
taking the opportunity a dissent provides to outline not just my
usual microeconomic analysis as it applies to the record in this
case, but the more general approach I take in deciding a case
like this.

I. Domestic Like Product

I agree with my colleagues that the domestic like.product in
this case is all softwood lumber. However, because I analyze
iike-product questions somewhat differently than they do, 1
arrived at that conclusion by a different path. As I discussed
at greater length in Polyethylene Terephthalate Film etc. from
Japan and Korea, Inv. Nos. 731-TA-458 and 459 (Final), USITC Pub.
2383, I think that instead of using its traditional multipart
test (which is repeated at note 2, above), the Commission should
focus on whether a change in price allowed by the unfair trade
practice would induce significant substitution between two or
more potential like products by either producers or consumers.

At first glance, it might seem absurd to contend that all
softwood lumber products are "like" one another. Lumber takes

scores, perhaps hundreds, of different forms. It varies by
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species, grade, length, strength, color, and probably a dozen
other qualities that matter to consumers. These differences are
naturally feflected in an incredible range of prices that
demonstrate that not all lumber is alike.

Nevertheless, there are several reasons that compel us to
regard all softwood lumber, even if remanufactured, as one like
product. First and foremost is the amount of production
substitutability. Given the right timber, lumber manufacturers
can switch production at very low cost among a vast array of
products. See op. at 8. Even some first mills are quite capable
of making the same products as remanufacturers do, using the same
production processes and employees that they use to make first
milled lumber. Op. at 8. Moreover, some remanufacturers simply
repair or finish somewhat defective first milled wood to make it
saleable. Op. at 9. Consumers of such lumber products would
find them ready substitutes. There are thus some instances of
both producer and consumer substitutability that I regard as
preconditions for a finding that products are "like".

That degree of substitutability notwithstanding, the record
does not reveal that all softwood lumber products are readily
interchangeable one with another on either the production or
consumption side. It is unlikely that they are. I would
therefore be inclined to find more than one like product. Our
investigation, however, was unable to disentangle the web of
production in this industry to reveal any information on producer

and consumer substitutability of different lumber products.
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Moreover, disaggregating the statistics of such. a complicated
industry tq the necessary level of detail proved quite
impossible. Under 19 USC Section 1677(4) (D), I am required to
assess the effect of the dumped imports on "the narrowest group
or range of products, which includes a like product, for which
the necessary information can be provided." 1In this
investigation, that means all softwood lumber, including

remanufactured softwood lumber.’

II. Material Injury by Reason of Subsjdized Imports

Those who follow Commission proceedings are aware that my
analysis of causation in title VII cases differs from that of my
colleagues. In determining whether or not a domestic industry is
materially injured by reason of subsidized imports, I consider,
as the statute directs, the volume and pr;ces of the subject im-
ports, the effects of these imports on the price in the United
States of the like product, and the effects on the domestic
industry producing the like product. See 19 U.S.C. Section
1677(7) (B). As is obvious from these statutory factors, and as I

have stated so often in the past,®? a coherent and transparent

! I concur in my colleagues’ discussion of the domestic industry

and related parties.
? See, e.9., Chrome-Plated Lug Nuts from China and Taiwan, Invs.
Nos. 731-TA-474-475 (Final), USITC Pub. No. 2427, at 24-29 (Sept.
1991) (Concurring Views of Acting Chairman Anne E. Brunsdale);
Sparklers from China, Inv. No. 731-TA-464 (Final), USITC Pub.
2387, at 19-20 (June 1991) (Concurring Views of Acting Chairman
Anne E. Brunsdale); Resjdentjal Door Locks and Parts Thereof From
Taiwan, Inv. No. 731-TA-433 (Final), USITC Pub. 2253, at 33-36

: (continued...)
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analysis of the kind demanded by the statute requires me to
assess the domestic market and understand the role of the subject
imports within that market. I cannot tell what effect dumped or
subsidized imports have on a domestic industry simply by looking
at the trends in volume and price, whether in absolute or
relative terms. I need to know, in almost all cases, something
about the unfair trade practice, the substitutability of the
products, and the conditions of supply and demand in the affected
industry.

Without some idea of these other factors, it is impossible
to analyze in any rational way the volume effect, the price
effect, and the overall impact of the subsidized imports on the
domestic industry as the law specifically and unambiguously
requires. 19 U.S.C. Section 1677(7) (B).

(A) The Volume 6: the Imports. I start by noting that
Canadian imports hold slightly over a 28 percent share of the
U.S. market by value. Table 2, A-24. This percentage has not
noticeably changed in the last few years. Compared to other
investigations, it is a substantial, though not enormous, share.

(B) The Effect of the Imports on Domestic Prices. To
estimate the effect of the Canadian subsidization on domestic

softwood prices and volumes, I also need to know about both the

?(...continued)

(January 1990) (Additional Views of Chairman Anne E. Brunsdale);
and Electrical Conductor Aluminum Redraw Rod from Venezuela, Inv.
Nos. 701-TA-287 (Final) and 731-TA-378 (Final), USITC Pub. 2103,
at 42-46 (August 1988) (Dissenting Views of Chairman Anne E.
Brunsdale).
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rate and the nature of that subsidy. Except in very unusual
circumstances, the U.S. industry will feel the effects of the
subsidization through the volume and prices of the imports. 1In
this case, the subsidy rate is low, amounting to only 6.51
percent. This meéns, as an upper limit, that the fair price of
Canadian softwood lumber would have been 6.51 percent higher than
it is in the absence of the subsidization. 1In this case, I
believe the effect of the subsidization to be much less.

First, the subsidy rate is calculated on the value of the
lumber as it leaves the first mill. Transportation costs are not
trivial in this industry, amounting to between 5 and 20 percent
of the total delivered cost of the lumber. A-76. Moreover,
because the rate is calculated on the value after first milling,
additional value added by Canadian remanufacturers is not
reflected in the final number. Third, the part of the subsidy
represented by too low a stumpage rate must logically inure at
least in part to timber producers rather than be passed through
entirely to mill owners. And, finally, we should not forget that
neither of the subsidies present here is an export subsidy, much
less a subsidy only on exports to the United States. Because a
substantial fraction of Canadian lumber goes to consumption in
Canada and third countries, see table 34, A-67, the actual
difference between the price of Canadian lumber to U.S. buyers as
it is and as it would have been if unsubsidized is probably even
less than 6.51 percent.

The effect of subsidization on the U.S. market is not deter-
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mined by the volume of subsidized imports and the subsidy margin
alone. One must place the imports and the prices at which they
are sold in the context of the domestic market in which they
compete. This requires an examination of the decrease in the
quantity of softwood lumber that would be sold if the price of
the product rose -- the elasticity of demand -- and the degree of
substitutability -- the elasticity of substitution -- between
subsidized and domestic softwood lumber.

The staff estimates that demand for softwood lumber is
fairly inelastic, probably falling in a range of between 0.3 and
0.9. Economic Memorandum, EC-P-039 at 21. The reason for this
is that the cost of lumber is a small fraction of the cost of a
new home, amounting to perhaps 7 or 8 percent of the final
selling price, and new construction is a major use for lumber.
This makes it unlikely that consumers would buy much more lumber
if its price fell, or much less if its price rose. I do not mean
to imply that the demand for lumber is completely inelastic: the
cost of lumber can be a more significant fraction of the cost of
remodeling, which is another major use for lumber, and for some
uses of lumber there are substitutes. Id. at 22. On the whole,
however, I conclude that the elasticity of demand is more likely

to fall toward the bottom of the range suggested by staff.’

' To the extent the subsidization of Canadian lumber has any

effect on the U.S. industry, it is probably on the guantity the
U.S. industry could otherwise sell, rather than on the price at
which it could sell it. The reason is that the domestic supply
of softwood lumber is moderately elastic, due to the decline in
capacity utilization in the last few years, and the competitive
(continued...)
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In contrast, the elasticity of substitution between U.S. and
Canadian softwood lumber is probably at least moderately high.
The staff estimates that it falls within the range of 3 to 5.
Economic Mem., supra, at 18. Many of the factors that affect
substitutability show no great differences between the imports
and domestic like product. On the whole, lumber from both
countries is put to the same end uses, and has comparable
guality. However, many consumers have marked preferences for
particular species and lumber is usually sold relatively near
where it is milled. Southern yellow pine, for example, absorbs
chemicals better, and so is preferred for outdoor uses. Other
species are preferred for superiority in molding and millwork.
Id. at 19. Since the mix of species between the Canadian and
U.S. industries is so wide, the Coalition’s claims that this is a
almost perfectly fungible commodity ring somewhat hollow. I
conclude that the elasticity of substitution is probably
somewhere in the middle of the range calculated by the staff.

Were it not for the low rate of subsidization and what I
believe to be a still lower effective rate of subsidization, I

would probably have made an affirmative determination. However,

*(...continued)

nature of the industry (which consists of thousands of
producers). The environmental restrictions on logging in the
Pacific Northwest have, of course, reduced the ability of mills
in that area to increase output. However, their inability is
counterbalanced by the ease of adding new capacity in this
industry (a matter of months in some cases), and the
comparatively unconstrained ability of Southern mills (which
depend primarily on privately held timber) to expand output.
Economic Mem. supra, at 11-12.
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- Canadian lumber is not a perfect substitute for U.S. lumber; the
demand for lumber is not perfectly inelastic; and the U.S.
industry does account for 70 percent of the market. . Even if the
price of Canadian softwood lumber were 6.51 percent higher,
Canadian lumber holds only 29 percent of the market, and the U.S.
industry would not benefit materially. I therefore conclude that
the unfair subsidization of softwood lumber from Canada, acting
through softwood lumber imports to this country, is not

4

materially injuring, or threatening to injure,® a domestic

industry.?®

III. Effects of the Unfair Practice or All Imports

Left unanswered by my specific analysis is the underlying

* My negative threat determination is based on the absence of

evidence in the record of any "real and imminent" threat that the
subsidies as found by the Commerce Department will increase in
the near future. Such changes would require changes in the
domestic law or administrative practice of the provinces
involved. The only evidence on the record of the intent of those
provinces is that they do not plan any changes. See Staff Cfce.
Tr. at 98, 102; BC Posthearing Br. at 10-13; Que. Posthearing Br.
at 31; Alb. and Ont. Posthearing Br. at 10-15. Since I find no
present material injury, and no prospect for change in the near
future, my determination of no threat of material injury follows
as a matter of course.

® An interesting check on my conclusion (or at least its
consistency with my conclusions in other cases) can be seen by
comparing my analysis in this case with Chrome-Plated Lug Nuts.
In that case, in which I did find a domestic industry materially
injured by reason of unfair imports, the imports’ market share
was more than 40 percent. The dumping margin was about the same
as it is in this case, but I found the elasticity of substitution
to be about twice as high. Chrome-Plated Lug Nuts, supra n.2, at
28. That was a case I considered "close". Id. This case,
involving less substitutable products, a lower market share, and
a subsidization rate that is very unlikely to be passed through
fully to the U.S. market, is not.
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question, as yet unanswered by a binational panel, of whether my
focus on the effects of the unfair trade practice -- in this
case, the éubsidization of the Canadian softwood lumber industry
-- is permissible or even required. Given the severe time
constraints under which the Commission operates, it is
unsurprising that my colleagues and I rarely state explicitly the
underlying assumptions and methods of analysis that we use.

Some describe this question, which has been one of the major
faultlines at the Commission over the last few years, as the
"dumping or subsidization" versus "imports" debate. This is
really a mischaracterization. All Commissioners look at the
effects on a domestic industry of the subject imports. Except in
very unusual circumstances (e.g., a foreign subsidy contingent on
relocating an American factory abroad), the only way an unfair
trade practice can injure a U.S. industry is by increasing the
volume or reducing the price of the subject imports that compete
with the domestic like product.®

The debate is also sometimes mischaracterized as one about
whether the Commission is required in every case to consider the
dumpiﬁg or subsidy margin, with many practitioners regarding the

question as one left up to the discretion of individual

¢ This unusual situation appears to be what the CIT meant by

"direct causal relationship" when it said "[t]his language does
not mean that when a direct causal relationship between the
bounty or grant and the injury to the domestic industry is not
shown to exist then no causation between the subsidization (the
subsidized imports) and the injury can be found and no final
affirmative injury determination may issue." Alberta Pork
Producers’ Mktg. Bd. v. United States, 669 F. Supp. 445, 466 (CIT

1987). Indirect causes may still be legal causes.
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commissioners. The rough consensus, at least among judges on the
Court of International Trade, was expressed in Hyundaj Pipe Co.
v. ITC, 670 F. Supp. 357, 360 (CIT 1987): "[T]he Court holds
that the Commission is not barred from examining margins in
carrying out its duties under the 1979 Trade Act. But neither
must the Commission always examine margins in making
determinations . . . ."

This characterization also misses the point. The key
question is whether we must (or may) gauge the effect of the
unfair trade practice, or of the presence of the imports, on a
domestic industry. In some cases, particularly those where the
margins of dumping or subsidization are extremely high or the
volume of subject imports extremely low, the distinction between
these approaches makes no difference. As one CIT judge put it:

(P)laintiffs raised at oral argument the "horrible
example" of a particular company with only one or
two percent of its sales at LTFV. . . . If,
despite its statutory design, Congress did not
intend the statute to be interpreted or applied to
impose duties where dumping could not be the cause
of injury, one might argue that ITC should
consider evidence of an extremely low percentage
of sales at LTFV . . . . This, however, is not a
case of a few LTFV sales but of LTFV sales as a
substantial percentage of all sales. It is also a
case of substantial margins. Under these

circumstances, the court need not resolve these
issues . . . .

Algoma Steel Corp. v. United States, 688 F. Supp. 639, 645 (CIT
1988) .7

7

As the quotation shows, the plaintiffs in Algoma were arguing
that the ITC must consider not only the effect of the dumping,
but only the effect of individual sales found to be dumped. The
(continued...)
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I recognize, of course, that our reviewers (whether courts:
or binational panels) give all commissioners broad deference.
But both binational panelists and federal judges have stressed
that this deference is not unbounded. There are three of these
bounds of special importance here. Thé first, applicable to all
administrative agencies and reviewing courts, are general
principles of statutory construction (we are bound to act "in
accordance with law," 19 USC § 1516a(b) (1) (B)). The second, of
particulaf importance to us as an agency involved in
international trade, is that "the Tariff Act should, where

possible, be construed in a manner consistent with the General

Agreement on Tariff and Trade . . . ." Replacement Parts for

Self-Propelled Bituminous Paving Equipment from Canada, USA-89-
1904-03 (Mar. 7, 1990) at 18.° |

"(...continued)

subsequent Federal Circuit opinion stressed that the "sole issue
in the appeal" was the question of whether individual sales of
the subject imports at more than fair value had to be excluded in
the Commission’s injury analysis. Algoma Steel Corp. v. United
States, 865 F.2d 240, 241 (Fed. Cir. 1989). Since the effect of
excluding more than fair value sales would necessarily have been
the upward revision of the margin on the remaining sales, see
Algoma, 688 F. Supp. at 645 n.7, its consequence for an analysis
like mine would have been nugatory. (Even as in this case the
exclusion of Quebec’s exports would be nugatory, since their
exclusion would compel an upward revision of the subsidy margin
on the rest of the subject imports.)

® As the Panel in Bituminous Paving also stressed, construction
of U.S. law consistent with GATT is particularly important when a
Binational Panel is reviewing a determination. "In its preamble,
the FTA states that one of the significant reasons why the
governments of Canada and the United States reached the agreement
was ‘to build on their mutual rights and obllgatlons under the
[GATT] . . . .’ We believe that these provisions in the FTA
compel Binational Panels to be as consistent with the GATT as
(continued...)
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The third bound is a more general one of rationality when an
administrative agency makes its decisions, as we must, on the
basis of either express or implied microeconomic assumptions. As
Judge Wald of the D.C. Circuit wrote in a landmark article:

[Wlhatever their differences over the soundness of
particular policies, economists substantially
agree on certain fundamentals of microeconomic
theory. In the long run, supply must equal
demand; in a competitive market, an efficient
operator will earn a reasonable return on invested
capital but no more; investors will seek to
maximize profits; and so on. If, after careful
factual inquiry . . . a judge determines that the
agency’s analysis is inconsistent with basic
microeconomics and that the agency has not
explained (perhaps because it has not noticed) the
discrepancy, the judge may properly conclude that
the agency action is arbitrary and capricious.
This is not to say that an agency cannot reject
the prevailing economic wisdom, but courts can
properly insist that the agency do so consciously
and explain why it chose to rely on an unorthodox
theory.

Wald, Judicial Review of Economic Apalyses, 1 Yale J. on Reg. 43,
51-52 (1983).

This bound was repeated more recently in the context of
binational panel review by Prof. Whalley:

I have interpreted the mandate of FTA panels as
being not only to ask whether or not ITC
determinations are supported by substantial
evidence on the record in the sense of determining
the accuracy of the record itself. I also ask
myself whether the logical chains of connection
which link the record to the final determination
are reasonable and can be supported on the basis
of best professional practice.

*(...continued)
possible when construing either U.S. or Canadian . . . law."

Bituminous Paving at 19. Concur, Fresh, Chilled, and Frozen
Pork, USA-89-1904-06 (Sept. 28, 1990) at 39.
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Pork, USA-89-1904-11 (Aug. 24, 1990), Additional Views of J.
Whalley at 1-2.

The question of whether the Commission should focus on the
effects of the unfair trade practice is one whose answer lies in
the text of the statute, in its legislative history, and in the
relevant provisions of the GATT. Little of this analysis is
completely novel, and most is reflected in my past opinions or
the academic literature. I will only sketch the broad outlines
here, always keeping in mind the three boundaries I have already
described.’

(A) The Statute. The key phrase in the statute is 'by
reason of imports . . . of the merchandise with respect to which
the administering authority has made an affirmative
determination." 19 USC § 1671D(b) (1) (similar language may be
found in the sections governing antidumping and preliminary
countervailing investigations). Viewed in isolation, this
language is ambiguous. The language describing the imports
could, for example, be describing those additional imports that
entered the country as a result of the subsidy, or those imports
specifically found by the Commerce Department to receive the

benefits of the subsidy, or those imports over which the Commerce

? The most complete analysis of the position I take, the most

thorough justification for it, and most of the arguments I make
below, may be found in Knoll, "An Economic Approach to the
Determination of Injury under United States Antidumping and

Countervailing Duty Law," 22 NYUJ of Int’l L. and Pol. 37 (1989).
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Department calculates the rate of subsidy.'

"By reason of" is also unclear. It could refer to the
effect of fhe presence of the imports (however defined); or to
the effect the unfair subsidization has in increasing the
quantity of the imports shipped into the U.S. market or reducing
their price or both.

Both other .language in the statute and the statute’s
structure, however, support my view that it is the effects of the
subsidization rather than the mere presence of the imports in the
market that I should examine. I will just mention two. First,
'the statute itself provides the remedy not of excluding the
imports, but of charging a duty to offset the advantage received
by the foreign producer. 19 USC § 1671e. Second, Congress has‘
expressly required us to consider the "nature of the subsidy" and
"its likely effects" in making threat determinations. 19 USC §
1677(7) (F) (i) (I). If the relevant causal factor is not the
unfair trade practice, it is unclear why the likely effects of
the subsidy would be relevant for a determination. The statutory
provision allowing suspension agreements is similarly predicated
on the idea that an increase in the imports’ price, rather than
the elimination of the imports from the market, suffices to
eliminate the injurious effect. At the very least, one is
entitled to expect from Congress a clearer expression of its

intent if it wishes us to construe a statute other than in accord

10

This was the point of contention in Algoma Steel, discussed
above.
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with its purpose. Accord, Brunswick Corp. V. Pueblo Bowl-O-Mat,
Inc., 429 U.S. 477, 488-489 (1977) (construing "by reason of
anything fbrbidden in the antitrust laws" to mean "by reason of"
that which made the acquisitions unlawful).

My position is further supported by the way we review cases
under Section 1675. That section allows us to review an
affirmative determination and, in doing so, we ask how the
elimination of an outstanding antidumpiﬁg or countervailing dﬁty
would affect the prices and quantities of the subject imports.
See American Permac, Inc. v. United States, 656 F. Supp. 1228,

1231 (CIT 1986); Salmon Gill Fish Netting of Manmade Fibers from
Japan, Inv. No. 751-TA-11, USITC Pub. No. 1921 (Dec. 1986) at 17.

This approach would only be consistent with consideration of the
impact of the unfair trade practice at‘the outset of a case, lest
the Commission be in the anomalous position of being able to
make, on the same set of facts, an affirmative determination in
both a final investigation and a revocation proceeding.

(B) Legislative History. The legislative history on the
1979 Act is voluminous and, to be sure, there was a great deal of
shifting back and forth (even as there is in our opinions)
between phrases such as "subsidization", "the unfairly subsidized
goods", "the subject imports" and so on. See Knoll, supra n.9,
at 83-85. But there are a few places where a more considered
discussion breaks through. For example, the Senate Report
specifically instructed that "for one type of product, price may

be the key factor in making a decision as to which product to
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purchase and a small price differential resulting from the amount
of the subsidy or the margin of dumping can be decisive; for
others, the size of the differential may be of lesser
significance." S. Rep. No. 249, 96th Cong., 1lst Sess. 88 (1979).
See also, e.g., id. at 58 ("the Commission must satisfy itself
that, in light of all the information presented, there is a
sufficient causal link between the subsidization and the
requisite injury"). |

The Statements of Administrative Action describing how the
proposed legislation was to be administered made the same point:
"The petitioner must demonstrate, and the Commission must satisfy
itself that, in light of all the information presented, there is
the requisite causal link between the subsidization or dumping
and material injury."™ HR Doc. No. 153, 96th Cong., 1lst Sess.,
pt. 2 at 434-35, guoted in Knoll, supra note 9, at 84. Congress
has specifically ratified this Statement in 19 USC Section
2503(a)."

(C) GATT. The consideration of the effects of the
subsidization is required as well by Article VI of the GATT: "No
contracting party shall levy an antidumping or countervailing

duty on the importations of any product . . . unless it

1 section 2504 states that no trade agreement approved by

Congress that conflicts "with any statute of the United States"
shall be given effect. 19 USC § 2504(a). I do not think we
should construe this statute to mean more than it says. If there
are two possible interpretations of a statute and one '
interpretation would conflict with a trade agreement approved by
Congress, that should be the one adopted even if, under ordinary
principles of judicial review, both interpretations would
otherwise be reasonable.
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determines that the effect of the dumping or subsidization, as
the case may be, is such as to cause or threaten material injury
« « « «" The Codes are similar, with the Subsidies Code, for
example, stating that "[i]t must be demonstrated that the
subsidized imports are, through the effects of the subsidy,
causing injury . . . ." Art. VI, para. 4. All the factors I
look at to gauge the impact of an unfair trade practice -- the
market share of the imports, the margin of dumping or
subsidization, the estimates of the relevant elasticities -- are
precisely the "basic microeconomics" noted by Judge Wald that one
must, I think, use to forge the "logical chains of connection"
between the subsidization and any harm it might cause an American
industry.

In this case, that chain is too weak to support an

affirmative determination.
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DISSENTING VIEWS OF COMMISSIONER JANET A. NUZUM

On the basis of the record developed in this final investigation, I
determine that the industry producing softwood lumber in the United States is
neither materially injured nor threatened with material injury by reason of
subsidized imports of softwood lumber from Canada.!' I join my célleagues in
their determinations on "like product” and "industry," and therefore will not
repeat that discussion here.? Instead, I will focus on my analysis of the

record, which led me to make a negative determination in this investigation.

I. LEGAL STANDARD

Under section 705(b) of the Tariff Act of 1930, as amended ("the Act"),
the Commission is to make a final determination of whether "an industry in the
United States is materially injured, or is threatened with material injury, or
the establishment of an industry in the United States is materially retarded"
by reason of imports of the merchandise found by the Department of Commerce
("Commerce") to be subsidized.3 Section 771(7)(A) of the Act defines
"material injury" as "harm which is not inconsequential, immaterial, or
unimportant. "4

In making this determination, the Commission is required to consider the
volume of imports, the effect of imports on prices in the United States, and

the impact of the imports on domestic producers of like products.’® The

! Material retardation of the establishment of an industry is not an issue in
this investigation.

See Views of Chairman Newquist, Vice Chairman Watson, Commissioner Rohr, and
Commissioner Crawford at 3-13.
3 19 U.s.c.§ 1671d(b).
4 19 u.s.c. § 1677(7)(a).
5 19 U.s.cC. § 1677(7)(B). 1In considering the impact of the imports on domestic
producers, the Commission is directed to consider this factor only in the context
of production operations within the United States. This caveat, however, is not
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Commission is to consider all relevant economic factors; "the presence or
absence of any factor which the Commission is required to evaluate . . . shall
not necessarily give decisive guidance" with respect to our determination.®

A final determination under section 705(b) must be based on positive
evidence in the record; it may not be based on speculation or supposition. In
evaluating all the evidence in the record, the Commission may weigh the
evidence and selectively rely on certain evidence as more credible; however,
the Commission’s determination in the final analysis must be supported by
substantial evidence on the record.’

In this investigation, the record contains extensive data. Most of the
data focus on the four-year period 1988-91; however, industry data were
available for prior years, and certain pricing data were available through

March 1992. For purposes of my determination, I generally relied on data

covering the period 1988-91; reliance on other data is noted as appropriate.

II. BACKDROP: CONDITIONS OF COMPETITION IN THE SOFTWOOD LUMBER INDUSTRY

In evaluating the impact of dumped or subsidized imports on a domestic
industry, the Commission is required to "evaluate all relevant economic
factors . . . within the context of the business cycle and conditions of
competition that are distinctive to the affected industry.“8 I find that a
discussion of these particular conditions of competition, including a general
understanding of the market forces at work in this industry, provides a useful
starting point for an analysis of the impact of unfair imports on a domestic

industry.

at issue in this investigation.
6 19 U.S.C. § 1677(7)(E)(ii).
7 19 U.S.C. § 1516A(b)(1).

8 19 U.s.Cc. § 1677(7)(C) (iii).
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In the United States, the overwhelming majority -- 84 percent -- of
softwood lumber is consumed in the construction sector (both residential and
nonresidential, new construction and repair/remodeling).? The demand for
lumber by the construction sector is relatively price-insensitive, both
because the cost of lumber accounts for a relatively small share of the
overall cost of the end product (e.g., a house), and because lumber is
relatively less expensive, and more functional, than most alternative or
substitute materials.'® Thus, the actual quantity of lumber demanded in the
marketplace depends overwhelmingly on the level of activity of the industries
that use it. In contrast, the effect of changes in overall price levels on
the quantity demanded is minimal.

Trends in housing starts -- the primary measure of new residential
construction activity -- and in overall consumption of softwood lumber showed
a relatively close correlation during the period.! New housing starts fell
steadily during the period of investigation, from 1.5 million units in 1988 to
1.4 million in 1989 (a 7.5-percent decline), then to 1.2 million in 1990 (down
13.3 percent), and bottomed out'? at 1.0 million units in 1991 (a further
14.9-percent drop from the 1990 level and fully 31.8 percent down from that in

1988).13 Overall consumption of softwood lumber declined somewhat less

9 Report of the Commission ("Report") at A-11 and id., n.28. Other uses of
softwood lumber within the manufacturing sector include shipping materials and
furniture.

10 Memorandum EC-P-039 at 21-23. I note, however, that particular substitute
products are often more economical for particular end uses, and steel and
aluminum are being increasingly used in commercial construction. Report at A-9,
n.24, and A-74,

1 Report at A-23.

12 Annual housing starts in 1991 were at their lowest level since 1946. Report
at A-25, n.58, citing the National Association of Home Builders ("NAHB")
?osthearing brief at 2.

3 Report at A-25. Calculated from unrounded data.
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dramatically because use in repair/remodeling and in the manufacturing sector
declined less overall than did use in new home construction.' Apparent U.S.
consumption of softwood lumber totalled 48.7 billion board feet in 1988,
47.7 billion board feet in 1989, 45.0 billion board feet in 1990, and
42.5 billion board feet in 1991 -- representing annual declines of 2.1, 5.7,
and 5.5 percent, respectively, and an overall decrease of 12.7 percent.’® The
generally price-insensitive nature of demand suggests that declines in
consumption, even of this magnitude, may not have had a substantial price-
- depressing effect. In the face of declining demand, however, suppliers could
not easily pass on cost increases in the form of higher prices.

An important condition affecting U.S. supply of softwood lumber is the
removal from harvesting of large tracts of federal timber in Washington,
Oregon, and California.'® These actions reduce the availability of the raw
material for softwood lumber -- namely softwood logs. Respondents suggest
that reductions in U.S. timber supply are significant in terms of their volume
effects: "The timber isn’t there to buy."17 I note, however, that the
differences between decreases in production of softwood lumber in the western
United States (by 16.5 percent) and in either decreases in total U.S.

production of softwood lumber (11.2 percent) or decreases in U.S. consumption

1% Calculated from data presented in the Report at A-9 and A-24, Table 2. "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." Report at A-9.

15 Report at A-24, Table 2.

6 Report at A-16 and id., n.52. "[A]s 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." Report
at A-16.

17 Transcript of the Hearing ("Tr.") at 208.
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(12.7 percent) are not substantial.’® Rather, the overwhelming effect of the
timber supply constraints appears to have been to drive up prices. The
reduced supply of logs resulted in substantial price increases for this raw
material.’ The vast majority of softwood lumber producers, especially in the
West, do not own their own timberland?® and were forced either to pay
prevailing prices for softwood logs or to shut down.?]

Another significant condition of competition affecting the U.S. softwood
lumber market during this period was the U.S.-Canada Memorandum of
Understanding on Softwood Lumber ("MOU"). Under the terms of the MOU, entered
into in December 1986, the Government of Canada imposed a 15-percent ad
valorem charge on certain softwood lumber products exported to the United
States. This charge was subsequently reduced with respect to exports from
certain provinces by "replacement measures" (including increases in stumpage
fees) that shifted the costs of Canadian timberland maintenance to the

Canadian lumber indust:ry.22 As described by a representative of the

Government of Canada:

18 Report at A-30, Table 5, and A-24, Table 2. The western, southern, and
northern regions of the United States are shown in the Report at A-19, Fig. 2.
19 Industry representatives have suggested that the system of bidding on federal
timber "can create a systematic upward bias in auction prices.” NAHB posthearing
brief at 6. Softwood log prices increased substantially more than did softwood
lumber prices. Report at A-76 - A-77. Log prices went up not only in the West
but nationwide. Report at A-44, A-46, and A-64. Thus, it appears that prices
of logs were affected greatly by factors other than actual supply levels.

20 Report at A-21.

21 “The majority of producers with mills in the West who responded to the
Commission questionnaire indicated that their western operations had been
affected by the reduction of available timber for harvest. The effects
manifested themselves in the form of both temporary and permanent mill shutdowns
as well as some instances of increased log costs." Report at A-16, n.53.

2 gee, e.g., Letter to Judith Czako from M. Jean Anderson on behalf of the
Government of Canada, dated June 23, 1992 at 1-2 ("the [replacement] measures
implemented by the provinces had the effect of transferring significant costs
and obligations from the provincial governments to stumpage holders™).
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The modifications undertaken by British Columbia were accepted in

December 1987 by the Department of Commerce and the U.S. industry

as fully replacing the 15 percent export tax which was imposed by

Canada under the MOU. With respect to Quebec, the Commerce

Department and the U.S. industry had agreed by 1990 that the

changes implemented by Quebec under its 1986 Forest Act had

replaced all but 3.1 percent of the export tax. Significant

changes made by Alberta and Ontario also had the effect of placing

greater burdens and higher costs on their industries.®

Upon termination of the MOU by the Government of Canada in October 1991,
the U.S. Trade Representative instructed the Secretary of the Treasury to
impose bonding requirements on imports of Canadian softwood lumber. The bond
rates were set to equal the export charges that had been terminated, on a
province-specific basis.? Bonding rates imposed on the subject imports were
adjusted as of March 1992 to reflect Commerce’s preliminary subsidy
determination of 14.48 percent for all provinces except the Maritimes.?® The
bond was reduced to 6.51 percent following Commerce’s final determination in

May 1992.26 Thus, both prior to and during the period of this proceeding,

Canadian subsidies were reduced or offset to a greater or lesser extent by

3 1d. ;

% Report at A-5. Bonding requirements for softwood lumber originating in the
province of Quebec were 6.2 percent of the entered value prior to Nov. 1, 1992,
and 3.1 percent thereafter. No bonding requirements were imposed on the products
of British Columbia or the Maritime Provinces, and a 15-percent bond was imposed
on all other Canadian softwood lumber. The Commission staff estimated the
countrywide bond rate at 3.7 percent, weighted on the basis of shares of Canadian
production. Memorandum EC-P-041 at 2. This figure is not, however, equivalent
to the actual bond rate applied to Canadian exports because provincial shares
of production do not equal provincial shares of exports. E.g., Compare Report
at A-20, Fig. 3, with Report at A-70.

235 57 Fed. Reg. 8800, Mar. 12, 1992, The Maritime Provinces include New
Brunswick, Newfoundland, Nova Scotia, and Prince Edward Island. Softwood lumber
produced in these provinces from timber harvested there is not subject to this
investigation. 57 Fed. Reg. 22623, May 28, 1992. To the extent that data on
imports of softwood lumber from Canada include products from the Maritimes, they
are slightly overstated. Because, however, imports from the Maritimes represent
a very small portion of total imports from Canada, their inclusion has a minimal
effect on import and import penetration data. Report at A-69, n.70.

26 57 Fed. Reg. 22570, May 28, 1992.
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either Canadian export charges or U.S. bonding requirements.

The Coalition for Fair Lumber Imports (Coalition), appearing in support
of the imposition of countervailing duties, has suggested that the Commission
should consider the impact of the MOU on the U.S. industry and reach an
affirmative determination on the basis that, but for the MOU, the condition of
the industry would have been substantially worse.?’ I reject this approach.
Such an approach is analogous to the analysis the Cémmission generally applies
in a determination following the violation of a suspension agreement.?® 1In
the instant investigation, however, theqMOU was not a suspension agreement,
and the termination of the MOU was not a violation of the agreement -- indeed,
termination was explicitly authorized‘under the agfeement. The statutory
authority governing procedures and standards to be applied with respect to
suspension agreements and their violation is very specific. Hence, I do not
believe that authority may be used to treat the MOUiand its termination as if
they were a suspension agreement and subsequent violation.

This does not mean that I do not believe the MOU and its termination are
not to be taken into account. Indeed, I have taken both the existence of the
MOU and its termination into account in my analysis. It would be unrealistic
and inconsistent with Congressional intent to ignore a condition of
competition that affected the terms of trade in this industry as directly as
the MOU did. The relevant focus, however, is to coﬁsider the economic effect
of the MOU, the legal and economic effgcts of the termination of the MOU, and
the economic effects of the replacement measures. |

The economic impact of the MOU during the time it was in effect was to

27 Coalition prehearing brief at 98-105.
See section 704(j) of the Act, 19 U.S.C. § 1671c(j)
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increase prices of Canadian lumber in the U.S. market, and to offset, roughly,
the subsidy alleged to have been provided to Canadian producers.?® The
question then becomes: What happens when the MOU is not in effect?

The legal effect of the termination of the MOU is to remove the
obligation on the part of the Canadian government to impose any export charge
on its softwood lumber exports to the United States. Thus, as a purely legal
matter, any subsidy provided to Canadian producers would not be required to be
offset by an export charge. The more germane concern, however, is whether
this change in legal obligation translates into a change in economic
conditions, so as to support a finding of material injury or threat thereof.
In other words, what are the economic effects of the termination of the MOU?

The economic impact of the termination of the MOU must be analyzed along
with the economic effect of the replacement measures. Although the
replacement measures are not, as a matter of law, dependent on the existence
of the MOU,3° the purpose of the replacement measures was to shift some of the
costs of stumpage systems to the Canadian lumber industry in order to avoid
the need for an export charge or other countervailing measure. To the extent
that these replacement measures offset the subsidy element of provincial
programs thereby replacing the conditions justifying the export charge, and
continue to do so despite the termination of the MOU, there is no economic
effect to the termination of the MOU. If, on the other hand, the replacement

measures are eliminated or altered in a manner which provides a cost advantage

%  The 15 percent export charge was based on a preliminary (not final)
determination of subsidy margin by the Department of Commerce in its 1986
countervailing duty investigation.

See Letter to Judith Czako from M. Jean Anderson dated June 23, 1992 (" the
measures undertaken by the provinces are embedded in provincial policy, law, and
practice, and do not depend in any way upon the existence of the MOU").
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to the Canadian lumber industry, and such cost advantage is passed on to
Canadian exports to the U.S. market, then there is likely to be an adverse
economic impact on the U.S. lumber industry. Such adverse economic impact
would likely be visible through lower Canadian prices and/or higher Canadian

penetration of the U.S. market. These events have not yet occurred, however.

III. VOLUME OF THE SUBJECT IMPORTS

The Commission is required to consider the volume of the subject
imports, and whether "the volume of imports of the merchandise, or any
increase in that volume, either in absolute terms or relative to domestic
production or consumption in the United States, is significant"” (emphasis
added).31 In absolute terms, U.S. imports of softwood lumber from Canada, on
both a quantity and value basis, did not increase but rather decreased during
the period of investigation. On a quantity basis, imports declined steadily
from 13.7 billion board feet in 1988 to 13.5 billion board feet in 1989 (a
1.7-percent decline), then to 12.1 billion board feet in 1990 (a further
10.1-percent drop), and to 11.7 billion board feet in 1991 (an additional
3.6-percent annual decline) -- an overall reduction in volume of
14.9 percent.’ 0On a value basis, imports also declined, although at a more
moderate ratel(4.6 percent overall), as a reflection of the fact that the unit
value of the Canadian product increased steadily.33

Relative to domestic consumption, imports of Canadian softwood lumber on

a quantity basis accounted for between 26.9 percent and 28.1 percent of the

31 19 U.s.c. § 1677(7)(C)(1).

32 Rpeport at A-70, Table 35.

33 The unit value of the subject imports increased from $215.67 per thousand
board feet (mbf) in 1988, to $234.52 per mbf in 1989, to $237.31 per mbf in 1990,
and peaked at $241.62 per mbf in 1991 (an overall 12-percent increase). Report
at A-70, Table 35.
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U.S. market during the period of investigation. I do not dispute that, if
viewed in isolation, such market shares may be "significant" in their size.
However, 1 believe that in this case, in which absolute import volumes are
decreasing and U.S. consumption is declining, the more probative concern with
respect to market share is the increase, if any, in market share.

The Canadian share of U.S. consumption, based on quantity, however,
actually declined over the period of investigation.3% If we further examine
the changes in market share on an annual basis, we find that Canadian market
share declined in one period (from 1989 to 1990, Canadian market share fell
from 28.2 percent to 26.9 percent -- or 1.3 percentage points) and increased
in two periods (from 1988 to 1989, Canadian market share increased from 28.1
percent to 28.2 percent -- a meager 0.1 percentage point increase; from 1990
to 1991, Canadian market share increased from 26.9 percent to 27.5 percent --
an increase of merely 0.6 percentage points). In other words, changes in
Canadian market share were minimal; Canadian market share was relatively
steady during the period of investigation.3® I note that the Canadian share
of the U.S. market on the basis of value (as opposed to quantity) did increase
from 26.8 percent in 1988 to 28;3 percent in 1991; bgt this relatively small

increase is fundamentally a reflection of the increase in unit value of the

34 The share of domestic consumption accounted for by the Canadian imports
fluctuated from 28.1 percent in 1988, to 28.2 percent in 1989, to 26.9 percent
in 1990, to 27.5 percent in 1991 -- an overall decrease of less than one percent
market share. Report at A-24, Table 2.

35 I further note that softwood lumber imports from Canada have held a similar
market share for nearly two decades. The U.S. market share held by Canadian
softwood lumber increased irregularly from 24.3 percent by volume in 1977 to a
peak of 31.6 percent in 1985. Softwood Lumber from Canada, Inv. No. 701-TA-
274 (Preliminary), USITC Pub. 1874 at A-12, Table 2 (July 1986). That share then
declined irregularly through 1991. The 1991 Canadian market share of
27.5 percent nearly equalled the 1981 share of 27.3 percent.
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subject imports relative to the unit value of apparent consumption.3é
I therefore find neither the volume nor the changes in volume accounted

for by the subject imports to be significant.37

IV. PRICE EFFECTS OF THE SUBJECT IMPORTS

The Commission is also required to consider the effect of the subject
imports on prices in the United States for the like product. In evaluating
this effect, the Commission must consider whether there has been significant
price underselling by the subject imports, and whether the subject imports
either depress prices to a significant degree, or prevent price increases
which otherwise would have occurred to a significant degree.3®

The evaluation of data relating to pricing in this investigation has
been very difficult. Despite the best efforts of the Commission staff3? and
the cooperation of the parties,? the evidence of record presents a mixed
picture of both underselling and overselling, and does not clearly establish
price depression or suppression by the subsidized imports. 1In certain
previous investigations, the Commission has found that the available pricing

data did not support a finding of either underselling, lack thereof, or price

36 Report at A-24, Table 2. In 1988, the unit value of imports from Canada
($215.67) was less than the unit value of apparent consumption ($226.88) by
$11.21. 1In 1989, that disparity shrank to $2.28. The 1990 unit value of the
Canadian product was $9.97 greater than that of total apparent consumption, and
in 1991 the surplus was $7.08. Id.

37 wCongress, this court, and ITC itself have repeatedly recognized that it is
the significance of a quantity of imports, and not absolute volume alone, that
must guide ITC’s analysis under section 1677(7)." USX Corp. v. United States,
655 F. Supp. 487, 490 (Ct. Int’l Trade 1987) (USX) (emphasis in the original.)
38 19 U.S.C. § 1677(7)(C)(ii).

3% I note the extraordinary effort undertaken by the Commission staff to ensure
the maximum usability of the pricing data, including extensive consultations with
counsel for both the Coalition and respondents, meetings with industry
participants, and on-site verification of both producer and importer pricing
information. See Tr. at 82-88.

40 see Tr. at 90 and 217-218.
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depression or suppression.4' 1In some investigations where actual transaction
prices for products were not reliable or unavailable, the Commission has
examined other factors indicative of pricing practices.%

Prices for softwood lumber fluctuate considerably from day to day, and
even from hour to hour. Price fluctuations for a specific species or species
group,*? grade, and dimension may be caused by, among other factors, access to
timber supplies, prices of competitive species within a region, weather,
market forecasts, published prices, inventory levels, the size of an order,
and export demand.* Thus, isolated prices for even the same product within

the same market may differ substantially.

The Coalition has argued that softwood lumber is a commodity product,
that U.S. and Canadian lumber are highly substitutable, and that the
substantial volume of subsidized imports has a price-suppressive effect.%’
Respondents have essentially countered by emphasizing that the data belie the

Coalition’s arguments, and point to product differentiation within the overall

4 see, e.g., Nepheline Syenite at 23 (majority views) and 37 (my additional
views); Certain Granite from Italy and Spain, Invs. Nos. 701-TA-289 and 731-
TA-381 and 382 (Final), USITC Pub. 2110 (1988) at 25 (Granite); and Fabricated
Structural Steel from Canada, Inv. No. 731-TA-387 (Preliminary), USITC Pub. 2062
(1988) at 14,

See, e.g., Granite at 25-26 (consideration of unit values for purposes of
underselling analysis); and Certain Telephone Systems and Subassemblies Thereof
from Japan and Taiwan, Invs. Nos. 731-TA-426 and 428 (Final), USITC Pub. 2237
at 48 and 53 (consideration of installed system prices, of which only about
50 percent represented the prices of the subject or like product, for purposes
of price depression analysis).

43 some species with similar characteristics are grouped for production and
marketing purposes. See Report at A-8, n.19; Report at A-8, n.20; and Report
at A-8, n.21.

4  Report at A-72.

% The Coalition goes so far as to assert that: "The injurious impact of the
subsidized lumber is dramatic in its own right, and it is readily isolated from
[other injury-causing] factors." Coalition prehearing brief at 2. I obviously
disagree.
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like product and alternative causes by way of explanation.

The record confirms a certain degree of product differentiation in this
industry. Within the overall like product are items that can be rough or
remanufactured; as large as timbers or as small as precut framing materials;
shop or select grade; green or dried; stress grades or pressure-treated.%’
Specialty items compete in relatively distinct, small-volume markets. There
remains, however, a substantial portion of the market characterized by U.S.
and Canadian competition in commodity-type products, specifically studs,
boards, and dimension lumber.48

All coniferous species are included within the like product, although
several species groups account for the bulk of commercial produétion.
Canadian and U.S. softwood lumber do not represent the same mix of species;
the spruce-pine-fir species group ("SPF") accounts for the bulk of Canadian
production® but only a small portion of U.S. production.3® The primary
domestic species group is Southern Yellow Pine ("SYP"), whose member species
are not grown in Canada.

Some purchasers have a strong preference for one or more species, based
on the end use of the material and on personal familiarity.’! There is a
strong regional pattern to purchasers’ preferences, reflecting local building

codes and traditional use or availability of a particular species in a

4 See, e.g., Canadian Forest Industries Council et al. (CFIC) posthearing brief
at 1-10 and Government of Canada posthearing brief at 11-15.
47 Report at A-6 - A-8.

Report at A-7, A-24, and A-75. These were the products for which pricing
data were gathered and presented.
49 Report at A-66, Table 33.
50 Report at A-31 and id., Table 6.
51 Report at A-9; A-22, n.57; and A-72 - A-73. See also Tr. at 291 and NHBA
posthearing brief at app. II.
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geographic area.’? For certain purchasers, preference for a particular
species can translate into a price premium -- the amount of which does not
appear to have changed substantially during the period of investigation.53
Other purchasers are either unwilling or less inclined to pay a premium for a
specific species.54 Overall, I find tﬁat there is substantial price
competition between various species and between various species groups. 1
further conclude that a substantial portion of the U.S. market consists of
species, both U.S. and Canadian, that do compete with each other on the basis
of price. In analyzing the pricing data, however, I have examined more
closely comparisons of products within the same species or species group.

Underselling. The Coalition relies on official and public data to
substantiate their assertions of underselling.55 Respondents, in turn, cite
questionnaire data, which show a pattern of overselling.s6 The courts have
recognized that the Commission has the discretion to determine which, among
differing or conflicting data, are the most reliable.5’ Specifically,

"Congress chose to give the ITC broad discretion in analyzing and assessing

32 See, e.g., Report at A-12 and A-88; Tr. at 291.
53 . Yor 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." Report at A-89, n. 73. See also Report at A-29, n. 57; Transcript at 291;
and Coalition’s Prehearing Brief, Exhibit A, Figures 22 and 24 (nonindexed
raphs).
§4 Reported results of a survey of 30 builders suggest a general reluctance by
end users to switch species, but a willingness to do so if given a certain
economic incentive. Individual builder comments ranged from "Always use [SYP
and spruce], regardless of price increases" to "Always investigating other
sgecies to stop price increases." See NAHB post-hearing brief at app. II.
35 Goalition prehearing brief at 61.

CFIC prehearing brief at 15-18.

See, e.g., Torrington Co. v. United States, Slip Op. 92-49 at 13, 15 (Ct.
Int’l Trade, April 3, 1992).
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the significance of the evidence on price [underselling]."58
Comparisons of f.o.b. mill prices, as reported by Random Lengths

9 reveal consistent patterns of underselling.®® I do not find

Publications,5
these comparisons, however, to be particulariy meaningful. First of all,
price comparisons within species”were not possible and, as noted above, I
believe such price comparisons are more relevant. Second, Canadian producers
generally quote on a delivered price’basis.61 Random Lengtﬁs Publications
derives the Canadian f.o.b. prices if reporés based on delivered prices and
published freight rates. Published rates do not include contract rates,
rebates, or prepayment and other discounts,® all of which are likely to lower
actual freight costs; thus, the constructed Canadian f.0.b. prices may be
understated and the margins of undérseliing overSt;.atéd.63 Third, due to the
substantial component of the deliveredwvélue‘of'softwood lumber that is
accounted for by transportatioﬁ coété, f;o.b.bmill prices do not appear to be

an accurate measure of how the product is priced to the end user.® Fourth,

the margins of underselling are larger than one would expect for a commodity-

58 Copperweld Corp. v. United States, 682 F. Supp.:at 565 (Ct. Int’l Trade
1988). Also specifically with regard to pricing data, "[a]s a trier of fact,

ITC must assess the quality of the evidence and give such weight to the evidence
as it believes is justified." Iwatsu Electric Co. Ltd. v. United States, 758
F. Supp. 1506, 1509 (Ct. Int’l Trade 1991).

Random Lengths Publications, Inc., Eugene, OR, publishes reports on prices
of a wide range of forest products in the North American market. Prices are
gathered through weekly pricing surveys of buyers and sellers located throughout
the United States. Report at A-72, n.7l... See also How to Read Random Lengths:
Your Guide to Understanding Wood Products_ Markets ts and Prices, reproduced in the
CFIC posthearing brief at exh. 2.

Report at A-81, Table 38.

61 Report at A-73 - A-74.

62 Report at A-77 and A-80, citing Random Lengths, Lumber Price Guide at 3-5
(May 22, 1992).

63 1 further note that the Commlss1on has not generally relied on comparisons
based on constructed prices.

64 see Report at A-80.
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type product . 53 Finally, other data in the record show exactly the opposite
-- that is, overselling.® For these reasons, I do not find the evidencc of
underselling based on comparisons between actual U.S. and constructed Canadian
f.o.b. prices for different species to be persuasive in supporting an
affirmative determination. %7

In its questionnaires, the éommission collected data on delivered prices
for specified products sold iﬁ specified geographic markets.®® This data
collection was designed to measure actual prices paid (delivered ﬁrices rather
than f.o.b. mill), and to eliminate price differences based upon regional
preferences (for example, prices for SPF in Chicago were not commingled wiﬁh
prices for SPF in Los Angeles). Unfortunately, certain questionnaire
respondents had difficulty complying with the Commission’s request and
therefore coverage of the industry was limited.®®

Available comparisonsvbetween different species generally showed a
pattern of overselling; however, for reasons stated above, I have put very
little weight on comparisens Between different species. Comﬁarisons within a
species or within a species gréup (e.g., Douglas fir in Boston and Los

Angeles; SPF in Boston, Chicago, Baltimore, and Atlanta; hem-fir in Boston;

i

6 I note the observation of the Commission in its preliminary determination (in
which I did not participate): "in a market for a commodity product such as
lumber, we would not expect to see a consistent pattern of under- or
overselling."” Softwood Lumber from Canada, Inv. No. 701-TA-312 (Preliminary),
USITC Pub. 2458 at 19 (December 1991).

66 See Report at A-83 - A-117, Tables 39-51.

67 It is for many of these same reasons that I also put relatively little weight
on the evidence of overselling shown by comparing weighted-average composite U.S.
and Canadian net delivered prices (Report at A-84, Table 39). I note, however,
that the margins of overselling are closer to what one might expect for this type
of product. & :

68 PReport at A-82 - A-83.

69 Report at A-83. I note, however, that there is no reason to suspect this
data is inaccurate, just limited in quantity.
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and Englemann spruce/lodgepole pine in Dallas) showed a preponderance of
overselling.”? Because the data reported do not appear to present a
representative picture of industry pricing, however, I have also put very
little weight on the size of the margins.
Overall, after weighing the evidence on price comparisons, I find that
there is not convincing evidence of any significant price underselling.

Price depression and suppression. The pricing data were somewhat more

useful for purposes of considering price trends. Most of the priéing data in
the record covered the period January 1990 through March 1992. I have
concentrated my analysis of price trends on data for the period January 1990
through October 1991.71

The record reveals that prices trended up overall during the period of
investigation; however, they fluctuated downward from mid-1989 to December
1990, and again from June to October 1991.72 From December 1990 to June 1991,
in contrast, prices increased. Based on publicly available data, price trends
for four U.S. products from January to December 1990 declined by an average of
7.8 percent.” Prices for five Canadian products over the same period, in
comparison, declined by an average of 7.3 percent. From June to October 1991,
the U.S. prices fell by an average 21.5 percent while Canadian prices fell by

20.8 percent. Similarly, weighted-average composite net delivered price

7  Report at A-86 - A-117, Tables 40 - 51. I note that, for a number of
roducts, price comparisons for January-March 1992 showed underselling.

1 I have placed relatively little weight on pricing data presented for November
1991 through March 1992, because this investigation likely affected prices. See
Report at A-86 and id., n.89, citing Random Lengths, Yardstick at 1 (March 1992).
See also Coalition prehearing brief, exhibit C at 8-10.

The Commission may give little weight to data that are distorted as a
result of the initiation of a countervailing duty or antidumping investigation.
See, e.g., USX, 655 F. Supp. 487, 492 (Ct. Int’l Trade 1987).

Report at A-78, Figure 5; A-85, Figure 6; and A-86.
Report at A-79, Table 37.
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trends based on questionnaire data show that U.S. prices fell by 10.8 percent
over 1990, compared with 7.9 percent for the Canadian product.7‘ The June to
October 1991 declines were 10.5 percent and 9.8 percent, respectively. These
trends do not support a conclusion of price depression by reason of the
subject imports.

During both periods of price declines, costs (consisting primarily of
softwood log prices) increased.”™ However, cost of goods sold as a percent of
net sales declined from 1990 to 1991,76 indicating that price increases
overtook cost increases. The Canadian lumber composite price hit a low point
for the period in November 1990 whereas the domestic lumber composite price
reached a low in February 1991.77 Thus, Canadian prices started to rebound
before U.S. prices did.”™ Prices for four U.S. products increased by an
average of 36.3 percent from December 1990 through June 1991, while prices for
five Canadian products increased 37.5 percent.”

Rather than evidencing price leadership by Canadian products, "in all
market areas for which prices were collected, price movements most often
appear to be caused by changes in seasonal demand for lumber products. At

timés, [U.S.] government policies or weather-related factors may also affect

76 Report at A-84, Table 39, and A-85, Figure 6. The overall U.S. and Canadian
trends were also similar to the framing lumber composite f.o.b. price trend
reported by Random Lengths Publications. Report at A-83.

Report at A-78, Fig. 5.
76 Report at A-53, Table 23.
77 Report at A-83,
7 1 note that, following the initiation of the preliminary investigation by
Commerce, prices of softwood lumber products began a strong rise. The U.S.
producer price index for all softwood lumber products climbed 20.4 percent from
November 1991 through March 1992, substantially more than did the producer price
index for softwood logs (14.5 percent between December 1991 and March 1992),
despite the fact that Canadian prices did not climb as much as did U.S. prices.
Report at A-76 - A-77 and A-84, Table 39.

Report at A-79, Table 37.
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prices. For example, lumber prices increased following the U.S. Government's
spring 1990 decision to withhold logging permits for some federal lands in the
Pacific Northwest as a means of preserving the habitat of the Northern Spotted
Owl . "80

The record, therefore, does not support a finding of price suppression
by reason of the subject imports.®! Nevertheless, given the relative
closeness of U.S. and Canadian price movements, I considered other price-
related indicators before drawing my conclusions on either price &epression or
suppression. For example, I noted that the unit values of imports from Canada
increased steadily during the period of investigation, by a total of
12.0 percent overall.® 1In comparison, the data on unit values of domestic
shipments by U.S. producers responding to the questionnaire show an overall
increase of only one-tenth that of the subject imports -- 1.3 percent.®
Furthermore, compared with the unit values of apparent consumption, the unit
values of the subject imports rose, while those of domestic production

declined.8

80 Report at A-86.
81 I note that even the Western Wood Products Association, a member of the
Coalition, in a March 11, 1992 press release, attributed the lack of sustained
price increases to nonimport factors:
Two primary reasons account for there having been no serious
or lasting spike in prices before now. One has been the lower-
than-normal demand because of lower 1990 and 1991 housing starts.
The other has been what was once a several-year backlog of federal
timber the lumber industry has had in its inventory."
CFIC prehearing brief at exh. 56.
8 Report at A-70, Table 35. Annual increases were 8.7 percent from 1988 to
1989, 1.2 percent from 1989 to 1990, and 1.8 percent from 1990 to 1991. 1d.
8 Report at A-37, Table 11. Unit values increased by 0.3 percent from 1988 to
1989, then decreased by 1.9 percent from 1989 to 1990, and increased by
2.9 percent from 1990 to 1991. 1Id. Fifty companies, including many of the
largest domestic producers, responded to the Commission’s producer questionnaire.
Report at A-24, Table 2. Unit values for domestic shipments were calculated
from quantity and value data for U.S. production and exports.
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Thus, based on the record, I am not persuaded that there is either
significant price depression or significant price suppression by reason of the
subject imports. What evidence exists of price depression or price
suppression is more than fully explained by declining demand and rising

costs. 85

V. 1IMPACT OF SUBJECT IMPORTS ON THE CONDITION OF THE DOMESTIC
SOFTWOOD LUMBER INDUSTRY

An analysis of the impact of the subject imports on the condition of the
domestic industry is to be based on all relevant economic factors which have a
bearing on the state of the industry, including certain specified factors
enumerated in the statute.® Furthermore, this analysis should focus on'the
particular nature and structure of the industry involved, in the context of
the business cycle and conditions of competition that are distinctive to the
affected industry.®?

During the period of investigation, the number of domestic firms

producing softwood and hardwood lumber in the United States declined from

5,777 to 5,680, or by 1.7 percent.8® Cited among the reasons for mill

8 The Commission has found that "prices are expected to soften during the
downturn in the business cycle, not increase. Moreover, domestic producers are
not likely to be able to pass on increased costs to their customers in a price-
sensitive market." Coated Groundwood Paper from Belgium, Finland, France,
Germany, and the United Kingdom, Invs. Nos. 731-TA-487-490 and 494 (Final), USITC
Pub. 2467 at 21-22 (December 1991). I note that softwood lumber customers,
however, are relatively price insensitive. See also Medium-Voltage Underground
Distribution Cable from Canada, Inv. No. 731-TA-545 (Preliminary), USITC Pub.
2489) at 9 ("the decline in housing starts due to the current economic recession
[had] an unequivocal negative effect on the demand for URD") and 16 ("the decline
in demand [played] a role in depressing the price of URD") (March 1992) (URD).
See also n.81 supra.

819 u.s.c. § 1677(7)(C)(iil).

87 14.

8 Report at A-16, citing Commerce data. These data exclude mills accounting
for less than 5 percent of U.S. production. Id., n.50.
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closures were declining demand for wood products and timber shortages in the
West.® 1Industry data show that, despite these conditions, productive
capacity actually increased by 0.8 percent during the same period.%
Production during this period decreased overall by 1l1.2 percent, which was the
primary reason for a decrease in capacity utilization from 97.2 percent in
1988 to 85.6 percent in 1991.9' The percentage decline in production,
however, was less than the overall percentage decline in apparent
consumption.%

Volume trends for total shipments generally tracked those for
production. Estimated” total shipments for the industry declined steadily,
from 38.1 billion board feet in 1988 to 37.5 billion board feet in 1989 (or by
1.5 percent), then to 35.8 billion board feet in 1990 (a further 4.7-percent
decline), and to 33.9 billion board feet in 1990 (an additional annual decline
of 5.4 percent) -- an overall decrease of 11.2 percent. Questionnaire data

for the quantity, value, and unit value of domestic shipments showed a smaller

& Report at A-16 - A-17. As I noted above, however, it is my view that timber
shortages had more of a price effect on the industry than a volume effect. To
the extent that mill closings resulted from timber shortages, it is more likely
that those mills were unable to purchase logs at competitive prices rather than
that they were unable to obtain this raw material at any price.
90 Report at A-32, Table 7, citing National Forest Products Association (NFPA)
data. Data gathered in response to Commission questionnaires show a 3.4-percent
decline during the same period. Report at A-33, Table 8.
91 Report at A-32, Table 7. Questionnaire data show a decline in production of
4.9 percent, and a decline in capacity wutilization from 93.5 percent to
92.1 percent. Report at A-33, Table 8.

Most producers reported capacity based on two shifts per day for 50 weeks
a year. Report at A-33. The fact that capacity utilization remained relatively
high at this level of operations and in the face of increasing capacity suggests
that the industry did not suffer substantial operational inefficiencies due to
declining production.

Compare Report at A-32, Table 7, with Report at A-24, Table 2.

9 I arrived at these figures by adding total shipments reported for producers
in the West and South (Report at A-35, Table 9, and A-36, Table 10) with
production reported by producers in the North (Report at A-28, Table 4).
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overall decline in volume (6.0 percent), a 4.9-percent decline in value, and a
1.3 percent rise in unit values.%

Reported end-of-year inventories declined by 14.8 percent overall.?® As
a percent of annual shipments, they declined steadily, from 8.2 percent in
1988 to 7.2 percent in 1991.%

Because apparent consumption decreased more than domestic shipments did,
the share of the U.S. market held by the domestic industry,97 which was
substantial throughout the period of investigation, actually increased
slightly overall. U.S. producers’ market share was 71.6 percent (on a
quantity basis) in 1988, 71.5 percent in 1989, 72.9 percent in 1990, and
72.3 percent in 1991. The unit value of domestic prodﬁction (minus exports)
fell relative to the unit value of apparent consumption during the period of
investigation;% this resulted in a decline in U.S. market share in terms of
value.

Employment in the U.S. industry declined steadily as mills shut down.%
Overall, the number of workers fell by 14.8 percent; hours worked by
12.4 percent; and total compensation paid by 5.1 percent.'® Hourly total
compensation increased over the period by 8.3 percent; productivity by
8.2 percent; and unit labor costs by 0.1 percent.'0?

The Coalition has argued that the U.S. industry reacted to unfair import

Report at A-37, Table 11.

Id.

1d.

Calculated from data presented in the Report at A-24, Table 2.

1d. '

"The most commonly cited reason for the layoffs was timber supply problems,
with the majority of layoffs occurring among producers operating in the West."”
Report at A-39,

100 peport at A-39, Table 13.

101 14.

9%
95
96
97
98
99
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competition by accepting lower prices, which negatively affected financial
performance.'% Indeed, the U.S. industry’s financial performance did
deteriorate significantly during the period of investigation. Net sales of
softwood lumber increased both in volume and in value from 1988 to 1989;
however, these increases failed to keep up with increases in cost of goods
sold.'® As a result, operating #nd net income levels decreased and the
number of producers reporting losses increased. Sales volume increased again
in 1990 but sales value remained flat; as a result, a $300 million increase in
cost of goods sold translated into operating and net losses, and about one-
half of the responding producers incurred losses.. The situation improved
measurably in 1991, with gross profits increasing by more than 50 percent from
1990 levels, and operating and net losses turning to profits. Despite these
improvements, the 1991 financial performance of the U.S..softwood lumber
industry remained well below either 1988 or 1989 levels.

The industry was, indeed, caught in a squeeze between rising costs and
prices that did not keep up with those costs.'% Cost of goods sold as a
share of net sales increaséd from 87.6 percent in 1988 to 88.9 percent in
1989, peaked at 95.8 percent in 1990, and then declined to 92.9 percent in

1991. Since selling, general, and administrative expenses remained relatively

102 Coalition prehearing brief at 47. The Coalition has also argued that the
Commission’s data overstate the "health" of the industry because questionnaire
responses were weighted more towards larger, more efficient, "healthier"
producers. Coalition prehearing brief at 13-14. Small producers did perform
more poorly than did large and medium producers; however, trends for each group
were similar. Report at A-54.

103 Report at A-52.

104 see Georgia-Pacific’'s 1991 Annual Report at 17, Potlatch’s 1991 Annual
Report at 21, International Paper’s 1991 Annual Report at 63, Temple-Inland's
1991 Annual Report at 15, Boise Cascade’ 1991 Annual Report at 11 and 13,
Champion International’s 1990 Annual Report at 30, and Weyerhaeuser'’s 1991 Annual
Report at 9-10.
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stable as a percent of net sales, the increase in cost of goods sold as a
percent of net sales accounts for the decline in operating income and was the
primary factor in the decline in net income. The largest (and an increasing)
portion of costs was the cost of direct materials, i.e. softwood logs.

The Coalition has suggested that the causal nexus between the subsidized
imports and the condition of the softwood lumber industry may be discerned by
comparing the lumber industry with similar industries facing the decline in
housing starts.'® The Coalition specifically suggested that the Commission
consider trends for the plywood industry. Operating income as a percent of
net sales for the plywood industry during fiscal 1988/89-90/91 showed a less
steep, but similarly declining trend as does operating income as a percent of
net sales for the softwood lumber industry.106

In a determination of whether or not an industry is materially injured
by reason of subsidized imports, the Commission may consider alternative
causes of injury, but is not to weigh causes.'”” Furthermore, the Commission
need not determine that the unfair imports are "the principal, a substantial,
or a significant cause of material i,liju.ry.""’8 Congress clearly indicated
that "[a]ny such requirement has the undesirable result of making relief more

difficult to obtain for industries facing difficulties from a variety of

05 1 note that the Commission recently considered the condition of the URD
market, which is also strongly affected by residential building. That industry
suffered a stronger decline in return on investment than did the lumber industry.
URD at A-22. In that investigation, the Commission reached a negative
determination.

106 Report at A-61. I note that an additional condition of competition in the
plywood market is a 20-percent tariff rate; the tariff rate for most of the
subject imports is zero.

07 E.g., Citrosuco Paulista, S.A. v. United States, 704 F. Supp. at 1101 (Ct.
Int’'l Trade 1988). Alternative causes may include, among others, "contraction
in demand."” S. Rep. No. 96-249, 96th Cong., 1lst Sess. 74 (1979). Similar
language is contained in H.R. Rep. 96-317, 96th Cong., lst Sess. 47 (1979).

108 g Rep. No. 96-249, 57 and 74 (1979).
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sources, industries that are often the most vulnerable" to uﬁfair imports.109
Rather, a finding that the subject imports are a cause of material injury is
sufficient. 110

I find no evidence that the volume of imports had any significant
adverse impact on the domestic industry. Bothlthe absolute levels and market
share of the subject imports actually decreased during the period of
investigation. Although the Canadian market share by quantity of the U.S.
market rose fractionally from 1990 to 1991, the condition of the industry
improved significantly during that same time.

I also find no evidence of any significant adverse price effect by the
subject imports. The record does not show significant underselling by the
subject imports, nor does it support conclusions of either significant price
depression or suppression by reason of the imports. Because the pricing data
were very difficult to analyze, I also looked to data on unit values and
shares of the market by value. Again, none of these data suggests a
significant pattern of underselling, price depression, or price suppression by
reason of the imports. Finally, I compared trends in certain unit values.
The only discernible pattern is that the condition of the domestic industry
declined when depressed demand kept market prices from meeting cost increases.

The causation standard under title VII of the Act is admittedly a low
one, but it does, nevertheless, require more than the mere presence of

1mports. The critical issue is whether the subject imports contribute in more

than a de minimis manner to whatever material injury is being experienced by

19 14. at 74-75.

10 see, e.g., Metallverken Nederland B.V. v. United States, 728 F. Supp. 730,
741 (Ct Int’l Trade 1989); Citrosuco Paulista S.A. v. United States, 704 F.
Supp. 1075, 1101 (Ct. Int'l Trade 1988).
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the domestic industry.!"" Looked at another way, if causes other than the
subject imports wholly account for any material injury, then the material
injury cannot be "by reason of" the subject imports. -

In this case, it is a remote possibility that the effect of the softwood
lumber imports from Canada was so overwhelmed by other forces (e.g., the
lowest level of housing starts in the United States in almost 50 year, and
timber supply constraints and the resulting run-up of raw material costs) that
its contribution to the difficulties facing the domestic industry was masked.
However, a determination on present injury by reason of imports must be based.
on positive evidence in the record. It may not be based any more on
supposition than a determination on threat of material injury. As such, I
determine that the industry producing softwood lumber in the United States is

not materially injured by reason of softwood lumber imports from Canada.

VI. THREAT OF MATERIAL INJURY

Section 771(7)(F) of the Act directs the Commission to determine whether
a U.S. industry is threatened with material injury by reason of imports "on
the basis of evidence that the threat of material injury is real and that
actual injury is imminent." The statute specifically states, "Such a
determination.may not be made on the basis of mere conjecture or
supposition.”1'? The Commission considers as many of the ten statutory
factors as are relevant to the facts of the particular investigation before

it, as well as any other relevant economic factors.'® Our reviewing court

m See, e.g., Maine Potato Council v. United States, 613 F. Supp. 1237, 1244
(Ct. Int'l Trade 1985). _

12 19 u.s.c. § 1677(7)(F)(ii). See Metallverken B.V. v. United States, 744 F.
Supp. 281, 287 (Ct. Int'l Trade 1990).

113 Factor VIII, regarding product shifting, and Factor IX, regarding raw
agricultural products, are not relevant to the fact of this investigation.
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has recently stated that the ten statutory factors primarily serve as
guidelines for the Commission’s analysis of the likely impact of future
imports."‘ I discuss each of the factors relevant to the facts of this
investigation below.'15

Nature of the subsidy. In its final determination,!16 Commerce found
two domestic subsidies -- stumpage programs"7 and log export restrictions --
which together account for a country-wide subsidy margin of 6.51 percent (2.91
percent for stumpage and 3.60 percent for log export restrictions).

Commerce found that stumpage is being provided at preferential rates in
the four provinces which account for virtually all Canadian production and
exports of softwood lumber -- British Columbia, Quebec, Ontario and Alberta.

Commerce also found that log export restrictions in British Columbia
constitute an indirect domestic subsidy -- an indirect rather than direct
subsidy in light of the fact that British Columbia does not maintain direct
control over the log prices through the imposition of its export restrictions.
Commerce determined that the export restrictions artificially depress Canadian
log prices in British Columbia; absent these restrictions, the volume of log
exports would increase which, in turn, would increase the prices of Canadian
logs -- the major input of lumber -- in Canada.

I note that these practices are domestic rather than export subsidies.

Furthermore, since some of the Canadian production is consumed in the home

14 Calabrian Corp. v. United States, Slip Op. 92-69 at 23 (Ct. Int’l Trade),

May 13, 1992).
For purposes of my threat analysis, I have considered evidence for 1986 and

1987, as well as for 1988 through the date of my vote, June 25, 1992

16 57 Fed. Reg. 22570 (May 28, 1992).

177 Stumpage programs are government programs through which individuals and

companies acquire the rights to cut and remove standing timber from provincial

forest lands.
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market and some is exported to markets other than the United States, the’
effects of these domestic subsidy practices are likely to be spread over
products destined for Canadian consumption and foreign consumption, as well as
U.S. consumption.

Foreign capacity and unused capacity. Canadian productive capacity did

increase from 1986 to 1988 but remained relatively stable during 1988-91. 118
There is no evidence in the record to suggest that Canadian capacity is likely
to increase in the near future. Capacity utilization, which peaked for the
period of 1986-91 at 90.8 percent in 1987, has declined since 1987, and was
only 76.6 percent in 1991.7% I note that the United States is the largest
market for Canadian softwood lumber, accounting for more than one-half of
Canadian production.'® If demand in the U.S. housing market picks up, then
the existing unused capacity in Canada is likely to be used to satisfy at
least part of that demand. Whether this would result in a "significant”
increase in U.S. imports would depend in large part on the strength of the
housing market demand.

Increases in market penetration. There has been no "rapid increase" in
market penetration; rather, Canada’'s share of the U.S. market declined
steadily during 1986-90, and rose by only a 0.6-percent share in 1991.12!

This trend does not establish a likelihood of increased market penetration.

Certain other factors, however, suggest that imports from Canada are likely to

118 peport at A-64, Table 31.

119 1d.

120 compare Report at A-66 with Report at A-68. I note that the percentage of
Canadian production that was exported to the United States dropped significantly
from 1986 (62.4 percent) to 1988 (54.5 percent), and remained relatively stable
during 1988-91, fluctuating between a low of 53.2 percent (1989) and a high of
54.9 percent (1990). Report at A-67, Table 34.

121 Report at A-32, Table 2.
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increase their share of the U.S. market.
In June 1992, a U.S. District Court ruled that the U.S. Forest Service's

122 gince measures to

plan to protect the Northern Spotted Owl was inadequite.
date to protect this threatened bird have included withdrawal of federal lands
from logging operations, the additional measures necessary to comply with the
court’s ruling may involve further constraints on timber supplies. Such
constraints would likely have an adverse effect on U.S. softwood log supplies
and prices. Canada, as the only significant foreign supplier of softwood
lumber to the United States, would then be in a position to increase its
penetration of the U.S. market, and could easily do so, given its unutilized
production capacity. Whether or not such an increase is likely to occur, and
whether penetration is likely to increase to an injurious level, depends on
various other factors, however, which are not clearly established in this
record. '3

Price depression/suppression. Although the record does not show a
pattern of significant price depression or suppression by reason of the
subject imports, several factors suggest that at least price suppression could
occur in the future. Because the MOU called for a 15-percent ad valorem
charge on Canadian exports to the United States, it is likely that, as least
initially, it had a buoying effect on overall price levels in the United
States. By the end of 1991, the actual charge on Canadi#n exports to the
United States had been reduced to an estiqated weighted-average 3.7 percent.

The balance of the 15 percent charge was offset with replacement measures.

12 peport at A-16, n.52.

For example, additional measures to protect the Northern Spotted Owl could
focus on breeding programs, reinforced protection within existing reserves, or
other measures that would not further reduce timber supplies.
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The termination of the MOU (and of the subsequent bonding requirements)
creates the opportunity for the Canadian products to be sold in the U.S.
market by an average of 3.7 percent less. On the other hand, the Canadian
exporters could choose to benefit from the lifting of the export charge by
increasing their own profits.

Increases in U.S. inventories. Usable information on U.S. importers’

inventories was not provided in response to the Commission’s questionnaires.
I am therefore unable to draw any conclusions about the role of such
inventories with respect to a threat determination.

Impact on development and production efforts. Considering that R&D

expenditures by the industry were substantially less than 0.1 percent of the
dollar value of total sales,'? the actual and potential negative effects of
unfair imports on U.S. industry development efforts is relatively unimportant
as a threat factor. Any such effect on production efforts was likely
difficult to document given generally depressed market conditions. I note,
however, that some producers have been forced to delay expansion and

modernization plans.

Any other demonstrable adverse trends. I find no other demonstrable
adverse trend that indicates the probability that imports of Canadian lumber
will be the cause of actual injury.

Other relevant economic factors: the impact of the MOU, its

termination, and replacement measures. Finally, other relevant economic
factors in this investigation are the impact of the MOU, the termination of
the MOU in October 1991, and the role of the replacement measures administered

by government officials in Canada. During the period of the MOU, several of

124 Report at A-60.
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the lumber-exporting Canadian provinces instituted measures which shifted the
burden of timberland maintenance to the lumber producers. To the extent that
such measures were accepted by Commerce and the U.S. industry as having
"replaced" any part of the export charge agreed upon under the MOU, the export'
charge was reduced. In the case of British Columbia, by far the largest
producer and exporter of softwood lumber among the Canadian provinces, the
export charge was entirely eliminated. The charge for Quebec was scheduled to
be reduced to 3.1 percent in November 1991. With the termination of the Mou,
these two provinces are able to rescind replacement measures without the
threat of an export charge being applied to their exports. Were either
British Columbia or Quebec'?® to cancel or otherwise not maintain its
replacement measures, costs to its producers would decrease and their products
could become more competitive in the U.S. market. Exports from Canada could
increase their penetration of the U.S. market and they could have a
suppressing effect on U.S. prices.

I have examined the underlying legal authority for the administration of
the stumpage programs by the provincial governments. - I have grave concerns
about the substantial amount of discretion which provincial governments have,
even under the replacement measures, to influence stumpage fees and lower the
effective costs of production for Canadian softwood lumber producers. Given
the recessionary pressures and unemployment problems in Canada, Canadian
officials appe#r to be under considerable pressure to take actions which save
jobs and stimulate the economy. Such actions might very well serve to

increase Canadian softwood lumber exports to. the U.S. market at prices that

125 other provinces either accounted for a much smaller share of total Canadian
exports or had not instituted replacement measures accepted as offsetting the
export charge.
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would cause material injury to the U.S. industry. The legal authority and
opportunity to do so are certainly present.

But, my determination on threat must be based on more than mere
authority and opportunity. It must be based on positive evidence that
demonstrates the likelihdod that material injury will occur; that the threat
is real and actual injury is imminent. Evidence in the record now before us
does not meet this standard.

Statements submitted by representatives of the Government of Canada
include assurances that "the measures undertaken by the provinces are embedded
in provincial policy, law, and practice, and do not depend in any way upon the
existence of the MOU."'26 Fyrther, they pledge not to alter the stumpage
programs so as to lower the effective costs of softwood lumber production for
their industry: "the provincial governments have no intention of changing
their stumpage systems in order to reduce costs to Canadian industry. The
provinces have made no such changes since the termination of the MOU and none
are contemplated."'?” Absent credible evidence to the contrary, I must take
those statements at face value.

My negative determination on threat today rests heavily on the validity
of these assurances and the expectation that the Government of Canada, at both
the federal and provincial levels, will not act in a manner contrary to its
intentions as stated in the record of this investigation. If future
developments afe not consistent with these expectations, then, given another
opportunity with another record, I might well find sufficient evidence for an

affirmative determination. Based on this record now before the Commission,

::: Letter to Judith Czako from M. Jean Anderson dated June 23, 1992.
1d.
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INFORMATION OBTAINED IN THE INVESTIGATION






A-3
INTRODUCTION

On March 6, 1992, the U.S. Department of Commerce (Commerce) advised the
U.S. International Trade Commission (Commission) of its preliminary
determination that certain benefits which constitute subsidies within the
meaning of section 703 of the Tariff Act of 1930 (19 U.S.C. § 1671b) (the Act)
are being provided to manufacturers, producers, or exporters in Canada of
softwood lumber.! ? Accordingly, effective March 6, 1992, the Commission
instituted countervailing duty investigation No. 701-TA-312 (Final) to
determine whether 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 subsidized imports from
Canada of softwood lumber.

Notice of the institution of this investigation and of a public hearing
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 Federsl Register of March
26, 1992 (57 F.R. 10498).° The public hearing was held in Washington, DC, on
May 28, 1992.* The Commission voted in this investigation on June 25, 1992,
and transmitted its determination to Commerce on July 6, 1992.

This investigation commenced on October 31, 1991, when Commerce
published notice in the Federal Register® 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 softwood lumber products in Canada. Commerce announced its final
subsidy determination on May 16, 1992.

! 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 Harmonized Tariff Schedule of the United States
(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.

2 Letter from Joseph A. Spetrini, Deputy Assistant Secretary for
Compliance, Import Administration, Department of Commerce, to Don E. Newquist,
Chairman, U.S. International Trade Commission, Mar. 6, 1992,

3 Copies of the Commission’s and Commerce’s Federal Reglister notices
relevant to this investigation appear in app. A.

4 A 1ist of witnesses who appeared at the Commission’s hearing is
presented in app. B.

® 56 F.R. 56055, Oct. 31, 1991.



A-4
INVESTIGATIONS CONCERNING SOFTWOOD LUMBER

In May of 1986, the Coalition for Fair Lumber Imports, a group of U.S.
softwood lumber manufacturers and associations representing U.S. 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 softwood lumber products. The primary subsidy was the
selective provision of a government 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 Governments of 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. The charge could be reduced or
eliminated for exports from those provinces that instituted replacement
measures increasing the fee charged on the harvest of timber or other
replacement measures (e.g., silvicultural work).? In exchange for Canada’‘s

¢ 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.

OIRIN on

Investigation No, 701-TA-274 (Prelimipary) Under Section 703(a) of the Tariff
Act of 1930, USITC Publication 1874, July 1986.
8 51 F.R. 37453.
® Softwood lumber produced in the Maritime Provinces (New Brunswick,
Newfoundland, Nova Scotia, and Prince Edward Island) from timber harvested in
(continued...)
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agreement 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 that date, 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 the United States Trade
Representative (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 Rrewinces sed territories of
Canada, until the completion of Commerce’s countervailing duty investigation.
In order to maintain the status quo, it was determined that imports of
softwood lumber products originating in certain Provinces and territories of
Canada would be subject to contingent, temporary duties of up to 15 percent ad
valorem.!* The imposition of such duties is contingent upon affirmative final
subsidy and injury determinations in the countervailing duty investigation.

% (...continued)
the Maritime Provinces was exempted from the MOU and is similarly exempted
from the instant investigation.

19 52 F.R. 315, Jan. 5, 1987, and 52 F.R. 1535, Jan. 14, 1987,
respectively.

1 On Oct. 31, 1991, Commerce self-initiated the investigation (56 F.R.
56055, Oct. 31, 1991).

12 .

onl Dete g M B Xped
Lumber (56 F.R. 50738, Oct. 8, 1991).

13 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). No bonding requirement was imposed on imports from the Maritime
Provinces,
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Prior to the 1986 and present 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 Ways and Means 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.%*

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.” In 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). In 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
surfaces, and which may be rough, dressed, or worked) is further defined in
the HTS as noted on the following page:

14 W

United Stateg, USITC Publication 1241, April 1982.
15

United States, USITC Publication 1765,

October 1985.
1s da: D 5

CLIRLIla Ui O

\'4 -TA-
Act of 1930, USITC Publication 1320, November 1982.
17 Hardwood lumber is produced from deciduous trees.
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© 46407.,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

4409.10.20

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;

(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.

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.

18 These standards are published by the U.S. Department of Commerce in
cooperation with manufacturers, distributors, and users.
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The major softwood species groups in descending order of consumption are
spruce-pine-fir (SPF),!* southern yellow pine (SYP),? 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. During 1986-91, species common to both countries
accounted for approximately 43 to 46 percent of U.S. production and from just
over 95 percent to nearly 98 percent of Canadian production.

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 addition, the American Lumber Standards for Softwood Lugpber 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.

1 A species combination with similar characteristics that have been
grouped for production and marketing. The principal species in the Western
SPF (W-SPF) group are: White spruce, Engelman spruce, Lodgepole pine, and
Alpine fir; and in the Eastern SPF (E-SPF) group: Red spruce, Black spruce,
Jack pine, and Balsam fir.

20 A species combination composed primarily of Loblolly, Longleaf,
Shortleaf, and Slash pines. Various subspecies are also included in the
group.

21 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.

%2 Generally, lumber with a moisture content of 19 percent or less is
considered dried.

2 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 1991, 68 percent
of the U.S. consumption of softwood lumber was used in new residential
construction (new housing) and repair and remodeling, as shown in the
following tabulation:?®

s utio
End use of U.S. consumptjon
1986 1987 1988 1989 1990 1991
Construction: , v
New residential (nmew housing) 39 36 36 34 33 33
Repair and remodeling . . . . 28 30 31 31 34 35
Nonresidential . . . . . . . . 14 13 14 15 16 16
All other . . . . . . . . . .. A8 21 19 20 _18 _16
Total . . . . . . . .. . .. 100 100 100 100.- 100 100

Note.--Totals may not add due to rounding.

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.

The Sawmilling Process

Figure 1 shows a flow chart for a typical sawmill. The process begins
in the storage yard, where the logs are sorted by species and size prior to
entering the mill. At the log deck the bark is removed (debarking) and logs
are cut or bucked to their most appropriate lengths. The logs are then
transferred to the first sawing center within the mill, the primary breakdown
area, where they are sawn into rough sizes known as cants or slabs. These
primary products are then transferred to the secondary breakdown area. Here
the cants and slabs are re-sawn into the most suitable thicknesses, widths,

t

% 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.

% Based on estimates supplied by the Western Wood Products Association.
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and lengths. The lumber is then sorted by thickness, width, and length in
preparation for drying in the kilns. After drying, the lumber is planed to
ensure a smooth surface. Finally, planed material is packaged into loads for
shipment to wholesalers, retailers, and consumers.?® Softwood lumber is
generally used in construction (84 percent in 1991), or remanufactured.
Remanufacturing may require further re-sawing of lumber to specified sizes and
edge profiles, joining two or more pieces of lumber by finger-jointing or
glue-lamming, or further planing or sanding. Remanufactured lumber® is used
for a variety of purposes, from construction to manufacturing furniture.?

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 l-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
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.

% It should be noted that not all lumber is planed at the first mill.

Some is sold "rough" for use in certain construction where appearance is not a
driving factor, and remanufacturing--a process of converting rough lumber to a
more specialized or higher grade lumber by further manufacturing.

¥ There is no widespread agreement on an exact definition of
"remanufactured” lumber. For further discussion of this matter, see apps. A
and E.

2 Remanufactured lumber products are made from lower grade to higher
grade lumber (e.g., utility grade to shop grade). Remanufactured products
include bed frame material (box spring components), shipping materials,
flooring and siding, ladder stock, dimension lumber, and stock for furniture
manufacturing.
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NATURE AND EXTENT OF SUBSIDIES

In its final subsidy determination, Commerce found two countervailable
practices: stumpage and log export restrictions. Together these programs
were found to convey a country-wide subsidy of 6.51 percent (2.91 percent for
stumpage and 3.60 percent for log export restrictions) to manufacturers,
producers, or exporters in Canada of softwood lumber. Accordingly, Commerce
directed Customs to continue the suspension of liquidation of all entries of
the subject merchandise from Canada®® that had been in place since March 12,
1992, as a result of its preliminary determination in this investigation.
Additionally, effective May 28, 1992, Customs was instructed to require a cash
deposit or bond for all entries of same equal to 6.51 percent ad valorem.®

Insofar as stumpage is concerned, Commerce determined that programs in
the Provinces of Alberta, British Columbia (BC), Manitoba, Ontario, Quebec,
and Saskatchewan, as well as the Northwest Territories and the Yukon Territory
were countervailable. 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 ﬂggig_fg;_ﬁgli_

Rzgg_ggﬁ (Commerce memorandum). Commerce stated that in Alberta BC, Manitoba,
Ontario, Quebec, and Saskatchewan, over 90 percent of the forest land is owned
by the provincial governments.® In arriving at its final weighted country-
wide rates, Commerce calculated the stumpage subsidies according to different
methods using different benchmarks for the four Provinces it examined

. (Alberta, BC, Ontario, and Quebec).®

For Alberta, Commerce compared the negotiated price paid for pulp logs
with the administratively-set prices charged for timber used in other types of
production.®® 1In the case of BC, the price of administratively-set stumpage®
was compared with that of competitively-bid stumpage.*  In Ontario,
Commerce compared the two basic rates charged for equivalent stumpage
harvested from Provincial lands: the integrated and nonintegrated rates.
Generally, the integrated rate is paid by pulp producers, while the latter,
lower rate, is paid by lumber producers.® With respect to Quebec,*® no

2 Except for entries from the Maritime Provinces.

9 57 F.R. 22623, May 28, 1992.

31 From March 12, 1992, to May 28, 1992, Customs required a cash deposit
or bond for all entries of the subject merchandise equal to 14.48 percent ad
valorem (the preliminary subsidy rate).

32 Commerce memorandum, p. 12.

33 In its final determination, Commerce noted that these four Provinces
"account for over 98 percent of exports and over 98 percent of total softwood
lumber shipments in Canada. Thus, an analysis of these four Provinces covers
virtually all exports to the United States.™ 57 F.R., 22604, May 28, 1992.

3 57 F.R. 22603, May 28, 1992.

3% During Commerce’s period of investigation (Apr. 1, 1990, through Mar.
31, 1991), stumpage sold at these prices accounted for approximately 90
percent of the softwood sawlog harvest. 57 F.R. 8806, Mar. 12, 1992.

% Such stumpage is sold only through the Small Business Forest Enterprise
Program. 57 F.R. 8805, Mar. 12, 1992.

3 57 F.R. 22602, May 28, 1992.

% Ibid.
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distinction is made between sawlogs and pulplogs in the establishment of
stumpage rates on Provincial lands. Consequently, Commerce used the prices
for private stumpage as the benchmark for comparison purposes.*

Given that the four Provinces examined account for virtually all
Canadian production and exports of softwood lumber, Commerce, in its final
determination, chose not to examine stumpage programs in Manitoba,
Saskatchewan, and the Territories. In taking this action, Commerce noted
that: :

"A full investigation of the additional programs in
Manitoba, Saskatchewan, and the Territories, which would have
provided for only marginal incremental coverage, is unnecessary
and would have resulted in an inefficient use of scarce resources
at the expense of more significant aspects of this investigation.
However, these Provinces and territories cannot be excluded from
the investigation simply because they are so small. The fact that
their production of softwood lumber products is small relative to
that of the other Provinces simply means that their impact on the
country-wide rate is insignificant, it does not mean that their
production and exports are not, or should not be covered by the
investigation.4

For its final determination, Commerce applied a zero rate in its
calculations for these jurisdictions. However, Commerce went on to note that
because the investigation was on softwood lumber products from Canada, and
because Manitoba, Saskatchewan, and the Territories produce and export to the
United States softwood lumber products, their export values of said products
were included in the calculation of the country-wide rate.*

To calculate the country-wide rate, Commerce divided the benefit for
each province’'s program by the value of its lumber shipments plus the value of
all by-product shipments produced during the lumber production process. Then,
it weight averaged each rate by the province’s share of exports to the United
States of the subject merchandise to arrive at a rate of 2.91 percent ad
valorem.

In addition to stumpage, Commerce reaffirmed its preliminary
determination that log export restrictions in BC constitute a domestic subsidy
within the meaning of the Act provided indirectly to lumber producers.

3 (...continued)

3 Counsel for the Gouvernement du Quebec has requested that the
Commission make a separate injury determination with respect to softwood
lumber imports from Quebec. Information and data relevant to that request are
presented in app. C.

9 57 F.R. 22601, May 28, 1992.

4 57 F.R. 22604, May 28, 1992. In its preliminary determination,

Commerce had determined that because they represent such a small volume of
exports (approximately 1 percent of exports during Commerce’s period of
investigation), the benefits from their respective stumpage programs would
have a de minimis effect on the country-wide rate to be applied to all exports
to the United States, and, therefore, assigned them the preliminary country-
wide rate of 6.25 percent for stumpage. 57 F.R. 8810, Mar. 12, 1992.

2 57 F.R. 22604, May 28, 1992.

(
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Commerce also reaffirmed its earlier determination that log export
restrictions in Alberta, Ontario, and Quebec do not provide a subsidy to
lumber producers.*® Commerce described (in part) the log export controls of
BC as follows:

*In addition to the federal laws that restrict the export of

logs from BC lands, the BC government has had its own restrictions

"~ on the export of logs since 1906. Shipments of logs from lands
under provincial jurisdiction constituted approximately 87 percent
of total exports during the POI. Currently, the exportation of
logs from BC is controlled by the 1979 Forest Act. The provincial
Forest Act requires that all timber harvested in BC must be used
or manufactured in the province, unless exempted. This provision
applies to all lands under provincial jurisdiction. The BC
Lieutenant Governor in Council may grant an exemption from the
requirement to process logs in BC. The primary basis for
receiving an exemption is whether the logs are deemed ‘surplus’ to
demand.

The procedures for determining if the logs are surplus to
provincial needs are similar to those described in the federal
‘Notice to Exporters,‘** discussed above. After logs have passed
the ’‘surplus’ test and an exemption for export has been granted,
the exporter must apply for a provincial export permit. A fee-
in-lieu-of-manufacture (i.e., an export tax) amounting to
100 percent of the difference is granted. Exports from lands
under federal jurisdiction are not subject to the fee-in-lieu-of-
manufacture., "*

Commerce went on to note that although BC had the most pervasive
regulatory impediments to log exports of the four Provinces examined, it
exported 1 percent of its total softwood harvest (667,000 cubic meters), or
100 times more than the other three Provinces combined during the period of
Commerce’s investigation. From this, Commerce concluded:

"In conclusion, our analysis of both the legal and commercial
factors affecting the export of softwood logs from Alberta, BC,
Ontario, and Quebec indicates that two separate phenomena appear
to exist. First, notwithstanding the restrictiveness of BC's
legal impediments to export, which cover federal, provincial, and

4 Ibid.

* Under the federal "Notice to Exporters,” persons wishing to export logs
harvested from land under federal jurisdiction located in British Columbia
must first receive a BC log export permit. To obtain same, the exporter must
first receive an exemption from the BC domestic-processing requirements.
Application is made to the BC Ministry of Forests, who then notifies potential
domestic purchasers that the logs are available for domestic sale. If no
offers are received within 14 days, the logs are deemed "surplus to domestic
needs,” and the exporter may then apply for a BC export permit. If an offer
is received and deemed "reasonable,” the exemption is denied and no export
permit can be granted. However, there is no requirement that the potential
purchaser who makes a reasonable offer actually purchase the logs.

57 F.R. 8811, Mar. 12, 1992.
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private lands, a considerable market for BC logs exists outside of
the province. 1In spite of these tight restrictions, BC still
manages to export 100 times more than the three other Provinces.
This, among the other factors we examined, shows that the
restrictive net in BC acts to stifle what would otherwise be a
significant flow of log shipments abroad, resulting in a domestic
supply of logs in BC that is artificially high. In contrast,
despite the lack of restrictions on private lands in Alberta,
Ontario and Quebec, as well as other factors we examined, private
land exports from those three Provinces are insignificant,
indicating that exports are not suppressed, resulting in no effect
on the domestic supply of logs in those three Provinces."*

The effect of these export restrictions, in Commerce’s view, is a near
total embargo on the export of logs from BC. Citing to "generally accepted
principles of economics,"” Commerce stated that as the domestic supply is
increased, as occurs in the case of BC logs, there will be a concomitant
decrease in the price or value of logs on the domestic market, regardless of
whether lumber producers purchase logs on the open market or harvest and mill
logs themselves.? Further, Commerce went on to say that if the export
restriction on logs were lifted and the domestic price of logs rose,
integrated producers would likely sell more logs relative to lumber, either in
the export or domestic market, thereby leading to a decrease in the BC supply
of logs with a corresponding increase in the BC price of logs--the major input

,of lumber.*®

Because the export restrictions on logs in BC affect all users of logs
and are not contingent upon export performance, Commerce concluded they do not
constitute an export subsidy. Rather, they concluded the restrictions benefit
the production of all lumber produced, whether sold domestically or exported,
thereby conferring an indirect domestic subsidy to the primary timber
processing industries.*

To calculate the benefit from the subsidy, Commerce examined the
difference between the current domestic (BC) log price and the price that
would exist if the restrictions were not in place, by calculating a weight-
averaged domestic log price "based on price information from the Vancouver log
market for the coast, observed log prices in the tidewater interior, and 1989
Statistics Canada log valuation data, adjusted for inflation, for the border
interior" and an export log price based on verified Statistics Canada volume
and value figures. '

To calculate the country-wide subsidy rate for log export controls,
Commerce divided the benefit by the total value of BC’s lumber shipments plus
the total value of all coproduct shipments produced during the lumber
manufacturing process. Commerce then weight-averaged that rate by the
percentage of BC’s exports to the United States of the subject merchandise
with respect to the exports from the rest of Canada, with the exception of the
Maritimes, and arrived at a country-wide rate of 3.60 percent ad valorem.

“ 57 F.R. 8813, Mar. 12, 1992.
Y Ibid.
 Ibid.
* Ibid.
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THE U.S. MARKET
U.S. Producers

Commerce data indicate that 5,680 establishments produced softwood and
hardwood lumber in the United States in 1991;% of these, 1,707 (30 percent)
had more than 20 employees. From 1986 to 1988, the number of mills increased
. as companies anticipated greater construction demand. Thereafter, the number
of mills decreased each year 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.5? 5% 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 nuﬁber of establishments producing both hardwood and softwood lumber
during 1986-91% is shown in the tabulation on the following page.

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

! In the preliminary investigation, counsel for the Canadian Forest
Industries Council (CFIC) and the Government of Canada argued 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 CFIC and the
Government of Canada (CFIC brief), p. 29.

2 On July 23, 1990, the U.S. Fish and Wildlife Service (USFWS) formally
listed the northern spotted owl as a threatened species entitled to the full
protection of the Endangered Species Act. As a result, the USFWS, the U.S.
Forest Service (USFS), and the Bureau of Land Management (BLM) were required
to develop a permanent recovery plan designed to re-establish the spotted owl.
As a part of the plan, 8.4 million acres have been withdrawn from harvesting;
3.2 million are in Oregon, 3.2 million in Washington, and 2.0 million are in
California. Included in this acreage are 2.7 million acres of National Forest
land and 300,000 acres of BLM holdings that had been open to logging. In June
1992, U.S. District Judge William L. Dwyer, in Seattle, issued a temporary
injunction banning logging on the affected acreage. This decision came one
day after he ruled the USFS plan to protect the northern spotted owl was
inadequate and in violation of environmental laws.

%3 The majority of producers with mills in the West who responded to
Commission questionnaires indicated that their western operations had been
affected by the reduction of available timber for harvest. The effects
manifested themselves in the form of both temporary and permanent mill
shutdowns as well as some instances of increased log costs.

%% There is a substantial amount of public data available on the softwood
lumber industry. Consequently, whenever possible in this report, data from

(continued...)
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Pexiod Establishments
1986 . . . . . . . .. 5,326
1987 . . . . . . . .. 5,662
1988 . . . . . . . .. 5,777
1989 . . . . .. ... 5,710
1990 . . . . . . . .. 5,690
1991 . . . . . .. .. 5,680

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 1991, by regions and selected States, is shown in the
following tabulation:®s

Noxrth* . . . .. ... ... .... 1,470
Maine . . . . . . . . . . . .. .. 176
South® . . . 2,760
North Carolina and South Carolina . 635
Georgia, Alabama, and Mississippi . 1,033
Texas and Arkansas .. . . ... . . . 272
West® . . . . ... .. .4,";A;'. .. 1,450
Oregon . . . . . ., ..o v v v v v 486
California . . .. . . ... . .. 288
Washington . . .. . . .. . . .. 271
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 and large tracts of high-quality timber are located,
and in the South, where plantations of SYP are at merchantable size. These
regions accounted for 58.3 percent and 37.0 percent, respectively, of U.S.
softwood lumber production in 1991. The highest concentrations of large mills
are also in these regions; in 1991, 311 mills in the West each produced
25 mmbf or more, compared with 195 mills in the South, and 11 mills in the

54 (...continued)

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.

55 v Forest Industries, Miller
Freeman Publications, San Francisco, July 1991, and 1991 annual mill counts
for the Western Wood Products Association (WWPA) and Southern Forest Products
Association (SFPA).
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North. Figure 2 shows the three major softwood lumber producing geographic
regions in the United States and figure 3 shows the major Canadian producing
areas. :

Although there are large corporations with high volumes of production,
most of the softwood lumber producers are small firms. 1In 1990, the 5 largest
producers accounted for 26.0 percent of U.S. softwood lumber production, and
the 50 largest firms accounted for 67.1 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 1991. Fifty
producers provided reésponses for this report; these producers accounted for
nearly 48.9 percent of 1991 production. A large number of the top 20
producers were among respondents.

Table 1 f
Softwood lumber: U.8$. and Canadian production, 1986-90
-
- Percent Percent
Country Total of total of total
and year = production Ouantity production  OQuantity production
Mabf Mubf Mmb£
United
States:
1986.... 35,462 8,554 24,1 21,885 61.7
1987.... 38,235 9,358 24.5 . 24,474 64.0
1988.... 38,134 9,233 24,2 24,211 63.5
1989.... 37,546 9,560 25.5 24,742 65.9
1990.... 35,790 9,315 - 26.0 24,011 67.1
Canada: - ' :
1986.... 22,630 3,961 17.5 15,354 67.8
1987.... 25,870 4,705 18.2 18,143 70.1
1988.... - 25,166 5,889 23.4 18,286 72.7
1989.... 24,538 6,675 27.2 18,489 75.3
1990.... 22,755 5,093 22.4 16,601 73.0

Source: Foxest Industries North American Fact Book, 1986-90.



Figure 2--Softwood Lumber: U.S. Production by Region and
Major Producing States, 1991
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Figure 3--Softwood Lumber: Canadian Production by Principal
Provinces and Regions, 1991
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Most producers of lumber products, whether rough or remanufactured,
purchase raw materials (e.g., timber, lumber) from sources outside their
operations; over 90 percent of these are smaller producers (annual production
of less than 100 mmbf). Although some operations produce both hardwood and
softwood products, and in some cases lumber, flooring, and siding, the
majority produce only one product such as softwood lumber. Approximately
10 percent of the consumed timber comes from forest industry land. The
majority of this timber is controlled by enterprises that are also large paper
manufacturers. These enterprises are usually large, integrated corporations
that produce a wide variety of forest products (e.g., lumber, paper, plywood).
These corporations are both privately held and publicly traded, and generally
U.S. owned, although there is some cross ownership with Canadian mills. In
addition, some U.S. producers are also major producers in Canada and Southeast
Asia. The U.S producers of lumber are closely linked with Canadian producers
in supplying the North American market; more than one-quarter of U.S.
consumption is produced in Canada.

U.S. Importers

Importers of softwood lumber from Canada include wholesale and retail
lumber distributors, e.g., ***, domestic producers, e.g., *** and traders/
wholesalers, e.g., *** as well as certain Canadian producers, *** 6 etc., and
number in the hundreds. Some of the importing U.S. producers 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.

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 U.S.-Canadian border in
Canada or throughout the United States for disbursement to their final
destinations.

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 and purchaser questionnaires were used primarily in
an effort to secure the necessary import pricing and purchasing data. Many of
the questionnaires were targeted to importers, 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 any product from Canada.

% Originally, reload centers were all independently owned, providing a
service for a fee to lumber manufacturers and transporters. More recently, it
has become common for lumber wholesalers, and in some cases manufacturers, to
own/control reloads.
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Channels of Distribution

In general, the more specialized the product, the fewer the levels in
the distribution chain. On the other hand, commodity oriented products such
as SPF dimension lumber and boards tend to have longer channels of
distribution. Softwood lumber producers, both U.S. and Canadian, distribute
through a variety of market channels. A number of factors such as market
location, transportation costs, and general building practices/preferences®’
can play a role in the particular market channel used.

Among the market channels commonly used are sales direct to
manufacturers, sales direct to retailers, sales through stocking wholesalers,
sales through brokers or office wholesalers, sales to buying groups, and sales
through wholly owned distributors. A description of these market channels
follows.

Sales Direct to Manufacturers: Industrial Accounts

These manufacturers (e.g. pre-manufactured housing) and remanufacturers
(e.g., pallets, crates, furniture, and bed frame components) are typically
buying mill direct. Where manufacturers have large volume requirements, they
then have the advantage of the efficiencies of buying mill direct. For some
remanufacturers with smaller volume requirements, buying mill direct offers
them greater flexibility in developing product specifications to meet their
needs. :

Sales Direct to Retailers

This channel is used by mills of all sizes. Small mills typically stock
local retail lumber yards in this manner. Similarly, large producers can ship
directly to large buyers such as home center and building supply chains such
as *%**  These same mills may also sell a portion of their lumber through
wholesalers as well, presenting the possibility of selling against some of
their own customers.

Sales Through Stocking Wholesalers
In this instance, mills will sell to wholesalers who actually take title

and possessign of the lumber e.g., ***  Many of these wholesalers operate on
a regional or national basis.

% For certain products (e.g., siding and decks), the use of particular
species such as redwood, cedar, and treated SYP is common. Preferences are
normally a result of continuation of uses of wood that was traditionally used.
It should be noted that when a certain level of price is broached (as further
explained in the pricing section), these practices/preferences are not
necessarily adhered to.
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Sales Through Brokers or Office Wholesalers

In this case, the mills sell to brokers or office wholesalers who
operate strictly as intermediaries between the mill and the buyer. They
arrange "back-to-back" sales, which are also done occasionally by stocking
wholesalers, whereby the lumber is shipped directly from the producer to the
customer. The broker/wholesaler does take possession on paper but never
actually sees the material.

Sales to Buying Groups

Although these buying groups act as large wholesalers, a number of them
differ in some significant ways. First, their customers are actually part
owners somewhat in the sense of a co-operative. True Value and Trustworthy
Hardware are two buying groups readily recognized by consumers. In addition
to lumber, buying groups such as these purchase a full range of retail store
products for their owners, running the gamut from wood products. to plumbing
supplies. Other buying groups, however, such as *** deal only in the buying
and selling of solid wood products. While buying groups do not buy as much
lumber as mainstream lumber wholesalers, their volume is significant in the
industry.

Sales Through Wholly Owned Distribution Systems

A number of the integrated forest products manufacturers operate their
own distribution systems. These systems operate in two ways. Some, *** sell
a full range of their own forest products as well as product from other
producers through their regional distribution centers. Others, ***, also
operate distribution centers, basically selling their own products.

Apparent U.S. Consumption

In 1991, U.S. consumption of softwood lumber was 42.5 billion board
feet, 15.8 percent down from consumption of 50.5 billion board feet in 1987
and off 6.2 percent from 1990 consumption (table 2).

U.S. housing starts nearly always consume the greatest portion of
softwood lumbex, with changes in overall consumption generally tracking those
starts. Although consumption and housing starts followed divergent paths from
1986 to 1987, from that year through 1991 they exhibited a relatively close
correlation that is as strong as or stronger than it was during the period
examined in the 1986 lumber case. Consumption in the repair and remodeling
segment increased during 1986-91 and has partially offset the downturn in new
residential construction- related consumption. This shift in consumption
patterns was mentioned by a number of respondents to Commission questionnaires
as a noteworthy change in the market for softwood lumber in recent years.

Softwood lumber consumption and housing starts are shown in the
tabulation and figure 4 on page A-25. 1991 housing starts were down 43.8
percent from 1986 levels and down 31.8 percent from 1988 levels. 1In
comparison, softwood lumber consumption declined 11.1 percent from 1986 to
1991, and 12.7 percent from 1988 to 1991.
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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, 1986-91

Ratio (percent) of--
Imports Canadian
Imports Apparent to con- imports Exports

Produc- Total from consump- sump- to con- to pro-
Perjod =~ tjon Exports imports Canada tion  tion sumption duction
Quapntity (mmbf)
1986...... 35,462 1,890 14,249 14,119 47,821 29.8 29.5 5.3
1987...... 38,235 2,469 14,695 14,577 50,461 29.1 28.9 6.5
1988...... 38,134 3,261 13,811 13,705 48,685 28.4 28.1 8.6
1989...... 37,546 3,445 13,582 13,470 47,684 28.5 28.2 9.2
1990...... 35,790 2,994 12,182 12,108 44,978 27.1 26.9 8.4
1991...... 33,856 3,121 11.762 11.669 42,496 27,7 27.5 9.2
Value® (million dollars)
1986...... 7,675 644 3,071 3,035 10,101 30.4 30.0 8.4
1987...... 9,242 855 3,143 3,105 11,530 27.3 26.9 9.3
1988...... 9,182 1,139 3,003 2,956 11,046 27.2 26.8 12.4
1989...... 9,517 1,424 3,198 3,159 11,292 28.3 28.0 15.0
1990...... 8,657 1,347 2,916 2,873 10,225 28.5 28.1 15.6
1991...... 8,454 1,370 2.884 2,819 9,967 28.9 28.3 16.2
Unit value (dollars per mbf)

1986..... 216.43 340.90 215.49 214.95 211.23. 102.0 101.8 157.5
1987..... 241.72 346.51 213.90 213.01 228.49 93.6 93.2 142.4
1988..... 240.79 349.46 217.41 215.67 226.88 95.8 95.1 145.1
1989..... 253.48 413.38 235.47 234.52 236.80 99.4 99.0 163.1
1990..... 241.88 450.10 239.38 237.31 227.34 105.3 104.4 186.1
1991..... 249.70 439.02 245.18 241.62 234.54 104.5 103.0 175.8

! To the extent that 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.

2 CIF value.

Note.--1989 import quantity data are based on staff estimates derived from
official statistics of the U.S. Department of Commerce.

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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Annual housing starts in 1991 were at the lowest level since 1946.%

1986...... 47.8 1.8
1987...... 50.5 1.6
1988...... 48.7 1.5
1989...... 47.7 1.4
1990...... 45.0 1.2
1991...... 42.5 1.0

Figure 4.--U.S. consumption of softwood
lumber and private U.S. housing starts,
by quarters, 1986-91

6 Consumption (billion bf) Housing starts (1,000)

- 500

- 400

8 Post-hearing statement of the the National Association of Home Builders
(NAHB statement), p. 2. The NAHB expects total housing starts in 1992 to be
nearly 1.3 million units.
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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 1986-91, 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 during 1986-91; they fell by
43.4 percent in the South, 41.3 percent in the North, and 47.4 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 (table 4). 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--
Rerjod Noxth South West Total

1986............... 32 38 30 100
1987......... ...t 36 35 29 100
1988............... 34 34 32 100
1989............... 32 35 33 100
1990.......... ...t 33 35 32 100
1991....... il 34 35 31 100

On a regional basis, there are wide variations in the ratio of imports to
consumption. 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 1986-91 the ratio of imports to consumption in
the North rose irregularly from 41.0 percent to 42.7 percent. With the exception
of 1986, the North was the leading market for imports of softwood lumber during
1986-91, The North received 52.0 percent (6.1 billion board feet) of all imports
in 1991.

In the South, imports as a share of softwood lumber consumption dropped
irregularly from 36.5 percent in 1986 to 29.9 percent in 1991. 1In 1991, the
South received 38.2 percent of all imports of softwood lumber.

For 1986-91, the West had the smallest share of softwood lumber consumption
accounted for by imports. The ratio of imports to consumption in the West
dropped irregularly from 9.7 percent to 8.8 percent during that period.



Table 3
Housing starts: U.S. housing starts, privately owned and total, by types of structure and by regions, 1986-91'

vat 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 regjon house?! tached Tota units® apartment apartment Total Total starts ing starts starts
1,000
------------------------ Thousands of units------ccceccceccnccaananao- 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 18 114 132 161 568 35 N/A
South...... 55 429 484 20 8 121 129 149 633 39 N/A
West....... 15 240 255 17 8 138 147 164 419 26 N/A
Total.... 142 1,004 1,146 66 35 373 408 474 1,620 100 1,627
1988:
North...... 57 318 375 26 13 99 112 138 513 34 N/A
South. ..... 43 400 443 17 7 107 114 131 574 39 N/A
West....... 13 251 ' 264 15 10 112 122 137 401 27 N/A
Total.... 113 969 1,082 . 58 30 318 348 406 1,488 100 1,493
1989:
North...... 36 286 322 22 8 94 102 124 446 32 N/A
South...... 40 369 409 18 12 97 109 127 536 39 N/A
West....... 11 261 272 15 10 97 107 122 394 29 N/A
Total.... 87 916 1,003 55 30 288 318 373 1,376 100 1,380
1990:
North...... 25 272 297 16 8 64 72 88 385 32 N/A
South...... 29 342 371 9 S 95 100 109 480 40 N/A
West....... 9 217 226 12 6 84 90 102 328 28 N/A
Total.... 63 831 894 37 19 243 252 299 1,193 100 1,198
1991:
North...... 23 268 291 15 5 35 40 55 346 34 N/A
South...... 22 331 353 11 4 47 51 62 415 41 N/A
West....... 6 191 197 10 3 44 47 57 254 25 N/A
Total.... 51 790 841 36 12 126 138 174 1,015 100 1,018

} Includes units in semidetached (semiattached) structures.
? Design information for structures with 2 to 4 units is not available.

Note: Because of rounding, figures may not add to totals shown.

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

LT-v
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Table 4 -
Softwood lumber: U.S. production, exports of domestic merchandise, imports for consumption,
and apparent consumption, by regions, 1986-91

Shipments
Shipments Imports from Ratjo of--
Pro- to other from other Apparent Imports Exports
Period duc- U.s. foreign U.s. consump- to con- to pro-
and region  tion _ Exports regions'  sources® regions tion sumption ductjon

------------------------- Mmbf -------------------------- ---- Percent ----
1986 North.... 1,680 196 0 6,222 7,462 15,168 41.0 11.7
South.... 11,867 180 3,257 6,610 3,072 18,112 36.5 1.5
West..... 21.915 1.514 1,277 1.417 0 14,541 9.7 6.9
Total.. 335,462 1.890 10.534 14,249 10,534 47,821 29.8 3.3
1987 North.... 1,820 203 0 6,952 9,569 18,138 38.3 11.1
South.... 12,473 248 3,611 6,295 2,720 17,628 35.7 2.0
West..... 23,942 2.018 8,678 1.448 0 14,694 9.9 8.4
Total.. 38.235 2.469 12.289 14,695 12.289 50,461 29.1 6.5
1988 North.... 1,816 250 0 6,816 8,204 16,586 41.1 13.8
South.... 12,680 492 3,007 5,256 2,265 16,702 31.5 3.9
Vest..... 2}‘515__2‘512____1*551 1.739 Q15,397 11.3 10.7
Total.. 38,134 3.261 10 468 13,811 10,468 48, 685 28.4 8.6
1989 North.... 1,789 266 0 6,561 7,240 15,324 42.8 14.9
South.... 12,545 442 2,849 5,353 1,992 16,599 32.2 3.5
West..... 23.2)2 2.737 6.383 1.668 0 15,761 10.6 11.8
Total.. 37,546 23,445 9,232 13,582 = 90,232 47,684 28.5 9.2
1990 North.... 1,705 306 0 6,045 7,274 14,717 41.1 17.9
South.... 12,910 466 3,343 4,783 1,891 15,776 30.3 3.6
West..... 21.175 2.222 2.822 1.354 0 14,485 9.3 10.3
Total.. 35,790 2,994 9.165 12.182 9,165 44,978 27.1 8.4
1991 North.... 1,611 319 0 6,115 6,908 14,314 42.7 19.8
South.... 12,510 485 3,292 4,492 1,786 15,011 29.9 3.9
West..... 19,735 2.317 5,402 1.135 0 13.171 8.8 11.7
Total.. 33,856 3,121 8,693 11,762 8,693 42,496 27.7 9.2

! Based upon the premise that northern U.S. production was not exported to other regions
of the United States.
2 Regional imports are estimated by the staff of the U.S. International Trade Commission.

Source: Compiled from data supplied by the Western Wood Products Association, Southern
Forest Products Association, the Council of Forest Industries of British Columbia (COFI),
and the U.S. Department of Commerce.



A-29

CONSIDERATION OF ALLEGED MATERIAL INJURY
TO AN INDUSTRY IN THE UNITED STATES®S®

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.*?

U.S. Production, Capacity, and Capacity Utilization

U.S. production of softwood lumber in 1986-91 peaked at 38.2 billion
board feet in 1987, then dropped each year thereafter to 33.9 billion board
feet in 1991, 4.5 percent lower than production in 1986 (table 5). The West
produced 19.7 billion board feet, or 58.3 percent of U.S. softwood lumber
production, in 1991. The South produced 12.5 billion board feet, or
37.0 percent of U.S. production; and the North produced the smallest share,
1.6 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 (in percent)
accounted for by each region is shown in the tabulation on page A-31.

* Summary data concerning the U.S. market for softwood lumber in 1988-91
are presented in app. D.

8 Counsel for the Clemson Corporation (d/b/a National Frame Company) has
asked that the Commission consider that bed frame components are a separate
like product from softwood lumber and not a cause of material injury to any
domestic industry in the United States. Information and data relevant to that
request are presented in app. E.

¢ In addition to the information concerning softwood lumber operations,
the Commission asked producers if they convert any of the principal softwood
lumber product produced in their mills into a more specialized or higher grade
product by further remanufacturing. If they answered affirmatively, they were
asked to provide trade, employment, and financial data with respect to those
remanufacturing operations. Five producers, *#**, answered affirmatively;
however, each indicated that these operations are very minor in nature and
separate data on same are not available.

¢2 Counsel for the U.S. Coalition for Fair Lumber Imports (the Coalition)
has argued that 1986 is an "inappropriate” year for industry comparisons due
to a lengthy (4 month) strike of BC sawmill workers, with its impact on BC
production, and the pendency of the 1986 countervailing duty investigation and
its effects on the softwood lumber market. Prehearing brief on behalf of the
Coalition at app. C, p. 12,

While much of BC’s productive capacity was idled for up to one-third of
the year, BC production in 1986 was down only 4.8 percent from 1985 levels, as
BC producers worked hard to make up for time lost once the strikes were
settled. Overall Canadian production increased by 3.8 percent over the same
period as producers in other Provinces stepped in to fill the void created by
the BC strikes. "



Table 5
Softwood lumber: U.S. production, by geographic regions and by specified States, 1986-91
VWest South
Share
of total
Cali- Wash- All United
Rerxiod fornia Oregon ington other Total States Alabama Arkansas Georgia
------------------- Mmbf ----------c-c-0--- Percent
1986.......... 4,691 8,022 4,336 4,866 21,915 61.8 1,767 1,140 2,133
1987.......... 5,408 8,846 4,645 5,043 23,942 62.6 1,765 1,235 2,302
1988.......... 5,617 8,601 4,408 5,012 23,638 62.0 1,731 1,227 2,481
1989.......... 5,320 8,512 4,274 5,106 23,212 61.8 1,685 1,211 2,448
1990.......... 4,981 7,511 3,919 4,764 21,175 59.2 1,876 1,537 2,481
1991.......... 4,642 7,000 3,652 4,441 19,735 58.3 1,818 1,489 2,&04
South--continued Noxcth
Share Share
' of total of total Total
Missis- All United All United United
sippi = other |Total  Scates Maine other Total  States States
---------- Mmbf --------- Percent -------- Mmbf -------- Percent Maobf
1986........... 1,564 5,263 11,867 33.5 659 1,021 1,680 4.7 35,462
1987........... 1,726 5,445 12,473 32.6 797 1,023 1,820 4.8 38,235
1988........... 1,721 5,520 12,680 33.3 827 989 1,816 4.8 38,134
1989........... 1,800 5,401 12,545 33.4 786 1,003 1,789 4.8 37,546
1990........... 1,711 5,305 12,910 36.1 830 875 1,705 4.8 35,790
1991........... 1,658 5,141 12,510 37.0 784 827 1,611 4.8 33,856

Source: U.S. Department of Commerce, Bureau of the Census,

Products Association, and data supplled by the National Forest Products Association

the Western Wood

oE-v
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Region 1986 1987 1988 1989 1990 1991
West:
Coastal.... 32 33 32 32 30 30
Inland..... 30 30 30 30 29 29
Subtotal. 62 63 62 62 59 58
South........ 33 33 33 33 36 37
Norxth........ ) S 5 5 ) 5
Total.... 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 1991, the shares of domestic output
accounted for by these species were 37.0 percent, 25.3 percent, 1l1.4 percent,
and 10.6 percent, respectively. The remaining 15.7 percent was accounted for
by SPF (Eastern and Western), redwood, cedars, other pines, and various other
species (principally from the East and West).

Table 6
Softwood lumber: U.S. production, by species and species groups, 1986-91
(In mubf)
Species 1986 1987 1988 1989 1990 1991
sYyr . . . . . .. 11,867 12,473 12,680 12,545 12,910 12,510
Douglas fir! . . 9,669 10,681 10,376 10,237 9,061 8,571
Hem-fir . . . . . 3,915 4,411 4,474 4,559 4,065 3,845
Ponderosa pine . 4,019 4,081 4,145 4,017 3,799 3,594
W-SPF . . . . . . 1,294 1,360 1,374 1,308 1,176 1,112
Redwood . . . . . 1,018 1,113 1,160 1,056 1,073 1,015
Western cedar® . 960 1,006 1,015 996 932 882
Western pines® . 491 566 548 702 481 455
Eastern softwoods* 1,680 1,820 1,816 1,789 1,705 1,613
Other softwoods . 549 124 546 337 588 259
Total . . . . 35,462 38,235 38,134 37,546 35,790 33,856
Pressure-
treated
lumber® . 4,800 6,000 6,100 5,900 6,000 6,000

Includes a small amount of inland larch.
Includes western red cedar and incense cedar.
Includes western white (Idaho) pine and sugar pine.
Includes those softwood species native to the forests east of the
Mississippi River and not included in the SYP species group.
5 More than 80 percent SYP.

1
2
3
4

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



A-32

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, including 9-hour shifts, three 8-hour shifts, 6 or 7 days per week, and
240 to 270 days per year.

The National Forest Products Association (NFPA) figures U.S. 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 U.S. production, capacity, and capacity utilization for 1986-91 based on
NFPA’s methodology.

U.S. producers’ capacity to produce softwood lumber increased by
12.0 percent from 1986 to 1991 to a level of 39.5 billion board feet, with
most of that growth occurring from 1986 to 1988. Utilization of productive
capacity in the production of softwood lumber dropped from a record high of
100.5 percent in 1986 to 97.2 percent in 1988 and 85.6 percent in 1991.

Table 7
Softwood lumber: U.S. production, capacity, and capacity utilization,
1986-91

Item 1986 1987 1988 1989 1990 1991
Production (mmbf)..... 35,462 38,235 38,134 37,546 35,790 33,856
Capacity (mmbf)....... 35,299 38,347 39,242 39,527 39,545 39,545
Capacity utilization :

(percent)........... 100.5 99.7 97.2 95.0 90.5 85.6

Source: Compiled from official statistics of the U.S. Department of Commerce
and the NFPA.
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The 50 companies providing trade data in response to the Commission’s
questionnaires accounted for nearly 48.9 percent of U.S. softwood lumber
production in 1991.%? For 1991, 9 questionnaire respondents reported
production of 500 mmbf or more, 17 reported production from 100 to 499, and 24
respondents showed production of less than 100 mmbf. From a production
standpoint, the nine largest respondents accounted for 31.2 percent of total
U.S. production in 1991, with the other two groupings accounting for 13.8
percent and 3.9 percent, respectively. As a portion of the data base
developed from questionnaires, the nine largest companies accounted for 64.1
percent of 1991 production, while the middle and smaller producers accounted
for shares of 28.1 percent and 7.8 percent, respectively.

Production, capacity, and capacity utilization in 1988-91 for
questionnaire respondents are shown in table 8. From 1988 to 1989, capacity
increased by 5.8 percent. Thereafter, it declined each year to a 1991 level
that was 8.7 percent off of the 1989 capacity level. Most producers reported
they operated 2 shifts per day for 50 weeks a year. Ten producers reported
20 mill closures from 1988 to 1991, and 22 producers reported temporary
shutdowns of varying lengths during the same period. A number of reasons were
given for the closures and shutdowns. Among them were lack of timber (log
supply), generally poor economic conditions, unfavorable relationships between
log and lumber prices, and subsidized Canadian lumber. Log supply and poor
market conditions were the most frequently stated reasons, with the former
being mentioned primarily by producers in the West. Production followed the
same trends as capacity, increasing from 1988 to 1989, then dropping in 1990
and 1991. Production in 1991 was off 6.2 percent from that in 1989 and down
4.9 percent from 1988. Capacity utilization dropped irregularly from 1988 to
1991, declining from 1988 to 1989 then increasing over the next 2 years to a
level of 92.1 percent in 1991,

Table 8
Softwood lumber: U.S. capacity, production, and capacity utilization, 1988-91

Item 1988 1989 1990 1991

Production (mmbf) . . . . . . . . 17,383 17,627 17,460 16,539
Capacity (mmbf) . . . . . . . . . 18,591 19,663 19,376 17,950
Capacity utilization (percent) . 93.5 89.6 90.1 92.1

Note.--Capacity utilization is calculated from unrounded figures, using data of
firms providing both capacity and production information.

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

83 0f the 50 companies, 40 indicated they were in support of the petition;
2, *%* were in opposition; 6, *** did not wish to take a position; and, 2,
*%% made no declaration at all.
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" 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
21.9 billion board feet in 1986 to 23.9 billion board feet in 1987, then
dropped each year thereafter to 19.7 billion board feet in 1991, 17.6 percent
off from 1987 shipment levels.

Shipments by producers in the South rose by 6.9 percent from 11.9
billion board feet in 1986 to 12.7 billion board feet in 1988, then declined
irregularly by 1.3 percent from 1988 to 1991. Shipments in 1990 of 12.9
billion board feet represented the high point for sales during the 1986-91
period.

Data regarding domestic and export shipments as well as inventories held
by the 50 companies responding to the Commission’s questionnaires are
contained in table 11. From 1988 to 1991, domestic shipments dropped
irregularly by 6.0 percent. The unit value of producers’ domestic shipments
dropped irregularly by 1.6 percent from 1988 to 1990, to a level of $260.61
per mbf, then rose 2.9 percent in 1991 to $268.19 per mbf. Inventories as a
share of total shipments declined from 1988 through 1991, going from
8.2 percent to 7.2 percent of shipments.

Total U.S. export shipments grew steadily from 1986 to 1989, increasing
by 82.3 percent to a 1989 level of 3.4 billion board feet (table 12). Exports
dipped 13.1 percent to 3.0 billion board feet in 1990, then rose in 1991 to
3.1 billion board feet. U.S. producers responding to Commission question-
naires accounted for 24.0 percent of the quantity and 24.3 percent of the
value of export shipments in 1991.

Japan has consistently been the largest market for U.S. exports,
followed by Canada, Mexico, Italy, and Australia. Other than the United
States, Japan is also 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 peaks of
9.2 percent in 1989 and 1991.

Six U.S. producers responding to Commission questionnaires reported
having exported logs during 1988-91. Log exports amounted to the equivalent
of 33 mmbf, 31 mmbf, 30 mmbf, and 25 mmbf of softwood lumber in 1988, 1989,
1990, and 1991, respectively. Of the six firms reporting log exports, *** was
far and away the largest exporter.
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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, 1986-91*

Share of
Method of transportation western
Period and destination u W ot sh n
---------------- Mmbf --------------- Percent
1986: '
North........covveveunennnn. 3,216.8 968.7 19.6 4,205.1 19
South.........coivvivununnn. 1,868.0 1,203.5 0.0 3,071.5 14
WeSt. . oue e i iininenennnnns 4,555.6 8.,631,7 1,451.1 14.638.4 67
Total.......oovvvvennnn. 9,640.4 10,803.9 1,470.7 21,915.0 100
1987:
North........ooiiviiennnnnn. 4,903.8 1,045.9 8.7 5,958.4 25
SOUth......coivivieenenennn. 2,168.7 551.2 0.0 2,719.9 11
WeSt. vt ieiniennnnnnnn _4,252.3 10.302.8 708.6 15,263.7 64
Total........c.oovvnnnn. 11,324.8 11,899.9 717.3 23,942.0 100
1988:
North.........oivinenennn.. 4,157.0 1,035.4 4.1 5,196.5 22
SOUth.......covvivvnnvnnnnnn 1,687.1 577.6 0.0 2,264.7 10
West.......iiiiiinenennnones
Total.........oovvvnnnn. 9,781.3 12,910.7 946.0 23,638.0 100
1989:
North......ooovivivinenen.n. 3,407.2 983.7 0.0 4,390.9 19
South.........oivvunennnnn. 1,409.6 582.6 0.1 1,992.3 9
WesSt. .. oottt iii i iteienennnn 4 7
Total..........oonvnnnn. 8,815.4 13,249.9 1,146.7 23,212.0 100
1990:
North............covivnnnn. 2,947.8 982.7 0.0 3,930.5 19
South..............ccevenn.. 1,316.7 574.5 0.0 1,891.2 9
WesSt.....oiiiiiiriiennnnnnns 4
Total...........oovnnnn. 7,446.8 12,903.7 824.5 21,175.0 100
1991:
North...........oiiiivnnnns 2,703.2 912.9 0.0 3,616.1 18
South.............coivunnn. 1,222.7 563.1 0.0 1,785.7 9
West. . .....oiiiirieinrannnns
Total.........ooovueunn. 6,870.0 12,246.6 618.3 19,735.0 100

! Exports are included in the West destinations.

Source: Western Wood Products Association, Destination of shipments, 1986-91.
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Table 10
Softwood lumber: Shipments from the Southern United States to U.S.
destinations, by areas and by methods of transportation, 1986-91! 2

Share of

Method of transportation southern
Period and destipation Rail  Truck Water Total _ shipments
-------------- Mubf -------------- Percent
1986:
North..........ciiiiiveneen. 1,112.0 2,145.0 - 3,257.0 27
SOUth.....ovviiivinennnnnnnn 1,309.0 7,301.0 - 8,610.0 73
WeSt. ..o iennnnennnnas 0.0 0,0 - 0.0 0
Total.........oonnvnunn. 2,421.0  9,446.0 - 11,867.0 100
1987:
North........coiivviivennnn. 1,352.0 2,259.0 - 3,611.0 29
South.......cciiitivriienenens 1,273.0 7,589.0 - 8,862.0 71
West. . ... iiiiinniennenns 0.0 0.0 - 0.0 0
Total.......covvvnennnnn 2,625.0 9,848.0 - 12,473.0 100
1988:
North........oivivvivnnnnnn. 791.0 2,216.0 - 3,007.0 24
SOuth. .....covviinnnnennnnns 1,861.0 7,812.0 - 9,673.0 76
West......cooiverinuenoenns 0.0 0.0 - _0.0 0
Total.......covvenennnnn 2,652.0 10,028.0 - 12,680.0 100
1989:
North..........civeiieiien.. 580.0 2,269.0 - 2,849.0 23
South...........coiivveinen.. 1,534.0 8,162.0 - 9,696.0 77
West., ... ..ot inneennenns 0.0 0.0 - 0.0 0
Total.........coovvuunn. 2,114.0 10,431.0 - 12,545.0 100
1990:
North............oviinnn. 1,568.0 1,775.0 - 3,343.0 26
South.......... it 1,717.0 7,850.0 . - 9,567.0 74
West.......oiiiiiiiiiennnnes 0.0 0.0 - 0.0 Q
Total..........oovvnnnn. 3,285.0 9,625.0 - 12,910.0 100
1991:
North.......coveivrvvnnneens 1,490.3 1,801.3 - 3,291.6 26
South...........oiiiivveenns 1,696.2 7,522.2 - 9,218.3 74
West.......iiiiiiienernnenns 0.0 0.0 - 0,0 0
Total.........c.vvvn.. 3,186.5 9,323.4 - 12,510.0 100

! 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, Degtination of shipments,
1986-91.
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Table 11
Softwood lumber: Shipments by U.S. producers, by types, 1988-91

Itenm 1988 1989 1990 1991

Domestic shipments:

Quantity (mmbf) . . . . . . . 14,778 14,967 14,619 13,885

Value (million dollars) . . . 3,914 3,976 3,810 3,724

Unit value (per mbf) . . . . $264.78 $265.65 $260.61 $268.19
Export shipments:

Quantity (mmbf) . . . e 755 828 796 748

Value (million dollars) . .. in - 374 350 N

Unit value (per mbf) . . . . $412.29 - $451.36 $§439.39 $444.57
Company transfers (mmbf) . . . 1,816 1,837 2,083 2,066
Total shipments (mmbf) . . . . 17,349 17,633 17,498 16,700
End-of period inventories

(mmbf) . . . . . e e 1,414 1,421 1,385 1,205
Ratio of inventories to ,

total shipments (percent) . . 8.2 8.1 7.9 7.2

Note.--Because of rounding, figures may not add to the totals shown. Unit values
are calculated from the unrounded figures, using data of firms supplying both
quantity and value information.

Source: Compiled from data submitted in response to questionnaires of the U.S.
International Trade Commission. '
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Table 12
Softwood lumber: U.S. exports, by markets, 1986-91

Item 1986 1987 1988 1989 1990 1991
Quantity (mmbf)
Australia......... e 125 170 234 223 173 185
Canada..........co0oivveuennnnn 358 443 503 ‘506 450 390
Italy. ..ottt ittt 94 111 141 133 123 126
Japan.................. e 814 1,073 1,278 1,487 1,172 1,108
Mexico.............covivvnntn 129 170 287 280 372 606
Spain....... ... . iiiiia 42 70 142 115 95 97
Othér sources................ 328 432 676 701 609 609
B -1 -7 I | 4 4 994 3
Value (million dollars)
Australia.................... 41 57 104 100 85 91
Canada...............c.uvs e 91 115 150 177 176 167
Italy.......oiiiiiiiiiiinnn, 60 79 86 101 108 111
Japan. .......iviiiiniieaaan, - 265 358 434 568 509 499
Mexico...........civiiinnnnn. 32 40 69 100 123 165
Spain. ... ... it 25 36 60 62 63 61
Other sources................ 130 170 236 316 283 216
Total................. .o 644 8535 1.139 1.424 1,347 1,370
Unit value (pex mbf)
Australia................ poes §325.76 $338.21 $443.08 $447.42 $489.12 $491.19
Canada............ Cerraeaen .o 255,35 259.80 297.74 349.22 391.94 427.67
Italy.........c0ovvnn. Ceeens 638.15 712.17 607.98 757.82 878.79 880.52
Japan........ ... it 326.23  333.34 339.73 381.94 434.02 450.52
Mexico.................... oo 251.45 236.90 242,40 357.66 330.37 272.32
Spain................ ... ..., 589.56 519.10 427.11 537.71 658.73 625.09
Other sources................ 394,47 392,53 349.02 452.04 467.03 453,94
Average............000uun 340.90 346.51 349.46 413.38 450.10 439.02

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 48.9 percent of 1991 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 14.8 percent, from 1988 to 1991. Twenty firms reported
permanent layoffs of at least 50 workers or 5 percent of their workforce
during the period of investigation. The most commonly cited reason for the
layoffs was timber supply problems, with the majority of layoffs occurring
among producers operating in the West. What union representation there is in
this industry is centered primarily in mills located in the West. Among the
unions representing the workers are the Western Council of Industrial Workers,
the International Woodworkers of America, the United Brotherhood of Carpenters
and Joiners, and the United Paperworkers International Union.

The productivity of workers engaged in producing softwood lumber, as
measured in output per hour worked by production and related workers, grew
from 251.1 board feet per hour in 1988 to 271.6 board feet per hour in 1991,
an increase of 8.2 percent. Unit labor costs in producing softwood lumber
exhibited an irregular, albeit very small, increase from $50.15 per mbf to
$50.18 per mbf from 1988 to 1991.

Table 13

Average number of U.S. production and related workers producing softwood lumber,
hours worked,! wages and total compensation paid to such employees, and hourly
wages and total compensation, productivity, and unit labor costs,? 1988-91

Iltem 1988 1989 1990 1991
Production and related

workers (PRWs) . . R 32,280 31,734 30,533 27,492
Hours worked by PRWs (1 000

hours) . . e 69,234 70,154 66,333 60,675
Wages paid to PRWs (1 000

dollars) . . e 711,886 749,007 717,166 670,556
Total compensation paid to

PRWs (1,000 dolliars) . . . . 871,781 919,914 899,881 827,019
Hourly wages paid to PRWs . . . $10.28 $10.68 §10.81 $§11.05
Hourly total compensation

paid to PRWs . . . C e $12.59 $13.11 $13.57 $13.63
Productivity (board feet

per hour) . . . .. 251.1 251.3 262.2 271.6
Unit labor costs (per mbf) . $50.15 $52.19 $51.72 $50.18

! Includes hours worked plus hours of paid leave time.
2 On the basis of total compensation paid.

Note.--Ratios are calculated using data of firms supplying both numerator and
denominator information.

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

Fifty U.S. producers of softwood lumber, including most of the major
ones, supplied financial data. These companies, which ranged in size from
international corporations with annual softwood lumber sales well in excess of
$600 million to small regional companies with sales of less than $10 million,
accounted for just less than half of 1991 U.S. softwood lumber production.

The data supplied by two U.S. producers-- **%* -_-yere verified by
Commission staff. As a result of the verification, minor modifications were
made to the useable data. In addition, the pricing data of three Canadian
importers-- *** --were also verified. Minor data modifications were required.

Wood Products/Building Materials Operations

Data on the wood products/building materials operations of the U.S.
producers are presented in table 1l4. Total net sales, operating profit, and
net profit all showed marked improvement from 1988 to 1989, despite the fact
that the number of companies with operating and net losses doubled. Although
net sales decreased only modestly in 1990, operating profits declined by over
one-half, the result of a relative increase in the cost of sales. As a
result, net income decreased by about two-thirds, and the number of companies
with operating and net losses again doubled. The situation was somewhat
better in 1991. Despite a slight decline in net sales, operating and net
profit both increased; however, they were both well below 1988-89 levels.

In terms of net sales, softwood lumber operations (about $4.5 billion
annually) accounted for somewhat less than half of wood products and building
material operations. However, most of this difference is due to the
operations of a few of the larger producers--for most of the producers,
softwood lumber operations and wood products/building material operations were
the same.
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Table 14

Income-and-loss experience of U.S. producers on the wood products and building

materials operations of their U.S. establishments, fiscal years 1988-91?

Item 1988 1989 1990 1991

Value (1.000 dollars)

Net sales . . . .+« « . . 8,904,368 10,068,126 9,655,491 9,451,170
Cost of goods sold coe e .. 1.818,984 8,777,341 8,906,654 8.668.159
Gross profit . . . . . . . . . 1,085,384 1,290,785 748,837 783,011
SG&A expenses® . . . . . . . . 368,111 389,590 385,482 381,923
Operating income . . . .. 717,273 901,195 363,355 401,088
Startup or shutdown expense . . 6,035 11,509 8,256 7,533
Interest expense . . . . . . . 131,409 159,294 154,242 138,124
Other income, net . . . . . . . 54,130 73,546 59.988 97.729
Net income before income

taxes ., . . e 633,959 803,938 260,845 313,160
Depreciation and amortiza-

tion . . . . . . . L L L. 417,127 423,084 447, 224 461,722
Cash flow* . . . . . . . . . . _1.,051,086 1.227.022 708,069 774,882

Ratio to net sales (percent)

Cost of goods sold . 87.8 87.2 92.2 91.7
Gross profit . . . . . . . . . 12.2 12.8 7.8 8.3
SG&A expenses . 4.1 3.9 4.0 4.0
Operating income . 8.1 9.0 3.8 4.2
Net income before income

taxes . . . . . . . . e .. 7.1 8.0 2.7 3.3

Number of firms yeporting

Operating losses . . . . . . . 4 8 18 19
Net losses . . . . . . . . . . 4 9 20 17
Data . . . . . . . . . . ... 47 49 48 48

! A1l companies except *** reported data for wood products and building
materials operations.

2 Selling, general, and administrative expenses.

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.



Softwood Lumber Operations

In response to a request by counsel for CFIC, the Commission asked
producers to report softwood lumber financial performance data on a somewhat
disaggregated basis®® as well as the traditional aggregated basis. Hence,
financial data were gathered on a regional (Southern, West Coastal, West
Inland, and Northern) basis.®® Data on operations in these regions are shown
in tables 15 through 22, and aggregate data are shown in tables 23 and 24.

Southern Region softwood lumber operations
The Southern Region accounted for about 38 percent of all softwood

lumber sales in 1988-91. As shown in table 15, the value of Southern Region
net sales decreased about 4 percent from 1988 to 1989, primarily the result of

¢ In its request, CFIC contended that the domestic industry’s injury case
rests on the argument that it is caught in a cost-price squeeze which is an
industry-wide predicament. CFIC, on the other hand, argued that "..
available information indicates that costs have been significantly greater for
certain Western producers due to a number of factors, including environmental
constraints. Thus, any cost-price squeeze appears to be due to a unique
situation faced by certain Western producers and has nothing to do with
Canadian lumber.” Hence, CFIC asked the Commission to collect financial
information in a manner that would provide the data to "evaluate fully this
fundamental causation issue.” Letter from Susan G. Esserman, Counsel for
CFIC, to James McClure, Investigator, U.S. International Trade Commission,
Mar. 13, 1992.

¢ The West was subdivided into the Coastal and Inland regions. Most of
the acreage removed from timber harvest due to the northern spotted owl is
located in the Coastal Region. The boundaries of the regions are as follows:

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

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

West: Coastal--Alaska, California, Hawaii, and the area west of
the Cascade Mountains in Oregon and Washington.

Inland--Arizona, Colorado, Idaho, Montana, New Mexico,
Nevada, South Dakota, Utah, Wyoming, and the area east of
the Cascade Mountains in Oregon and Washington.
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Table 15
Income-and-loss experience of Southern Region producers on their operations
producing softwood lumber, fiscal years 1988-91

Item 1988 1989 1990 1991
Quantity (mbf)
Net sales . . . . . . . . . . . _71.,489. 6417 7.384, 897 7,746,640 7.778 444
V. 0 do s)

Net sales . . . e e . . . . 1,696,742 1,621,326 1,720,199 1,706,767
Cost of goods sold e e e e 4 4 0 43,08 620
Gross profit . . . . . . . .. 228,188 117,991 77,118 86,003
SG&A expenses . . . .. 98,772 100,511 102,717 97.390
Operating income or (loss) .. 129,416 17,480 (25,599) (11,387)
Startup or shutdown expense . . 0 0 26 1,000
Interest expense . . . . . . . 8,165 8,070 8,156 8,495
Other income, net . . . .. 4,675 10,133 3,557 6,168
Net income or (loss) before

income taxes . . . .. 125,926 19,543 (30,224) (14,714)
Depreciation and amortiza-

tion . . . . . . ... L. 75,645 17.424 88,473 87,582
Cash flow . . . . . . . . . .. 201,571 96,967 58,249 72.868

Value (pex mbf)

Net sales . . . . v« « . . §226.55 $219.55 $222.06 $219.42
Cost of goods sold e . o . o . 196,08 203.57 212,10 208,37
Gross profit . . . . . . . . . 30.47 15.98 9.96 11.06
SG&A expenses .. . 13.19 13,61 13,26 12.52
Operating income or (loss) .. 17.28 2.37 (3.30) (1.46)

e Ratjo to net sales (percent)

Cost of goods sold .. 86.6 92.7 95.5 95.0
Gross profit . . . . . . . . . 13.4 7.3 4.5 5.0
SG&A expenses . 5.8 6.2 6.0 5.7
Operating income or (loss) 7.6 1.1 (1.5) (0.7)
Net income or (loss) before

income taxes . . . . . . . . 7.4 1.2 (1.8) (0.9)

Numbex of firms reporting

Operating losses e e e 2 9 17 13
Net losses . . . . . . . . . . 3 11 16 15
Data . . . . . . . . .. ... 29 29 28 28

Source: Compiled from data submitted in response to questionnaires of the U.S.
International Trade Commission.
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a $7/mbf decrease in the average per-unit sales value. At the same time, the
per-unit cost of goods sold increased by about $7.50/mbf, resulting in a 48-
percent decrease in the per-unit gross profit. Operating and net incomes were
in turn down sharply, as about one-third of the producers reported losses for
the year.

In 1990, net sales value increased about 6 percent as sales volume and
average per-unit value both increased modestly. Per-unit cost of goods sold
increased by another $8/mbf, however, further shrinking the producers’
aggregate gross profit and leading to operating and net losses. This downturn
was generally across the board, as well over half of the producers reported
losses for the year.

The producers reported marginally better results in 1991. Sales
quantities and value were virtually unchanged while the magnitude of the
operating and net losses decreased. Although th number of producers
reporting operating losses decreased, the number was still far in excess of
1988 levels; the 1991 average per-unit sales value was about $7/mbf lower and
the 1991 per-unit cost of goods sold was about $12/mbf higher than
corresponding 1988 figures.

These trends were generally across the board. About two-thirds of the
producers had 1991 per-unit sales values less than 1988 values, and virtually
all had 1991 per-unit cost of sales values higher than 1988 values. As a
result, gross profit margins and the absolute level of gross profits decreased
to about one-third of their 1988 levels. Since selling, general, and
administrative (SG&A) expenses held steady, the 1988 operating and net incomes
became 1991 operating and net losses.

The production of softwood lumber leads to the production of by-products
associated with timber, such as wood chips, sawdust, bark, and woodshavings.
The revenue from these by-products is substantial, averaging about 15 percent
of the net sales value of softwood lumber alone. While some producers treated
such revenue as softwood lumber revenue, most treated it as a reduction in
cost of sales.

Although treating by-product revenue as either a reduction in the 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, by-product revenue was treated as a reduction
in the cost of sales. Table 16 presents U.S. producers’ manufacturing costs
for their Southern Region softwood lumber operations. Within the
manufacturing costs, there were slow but steady increases in almost every cost
component, but principally direct materials (logs), from 1988 through 1991.
Most producers, regardless of their size, experienced the same general trends.
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Table 16
Southern Region producers’! per-unit manufacturing costs on their operations
producing softwood lumber, fiscal years 1988-91

Item 1988 1989 1990 1991
Quantity (mbf)
Production......... 5,604,920 5,489,116 5.901.674 5,925,373
Value (per mbf)
Direct materials... $169.27 $174.41 . $180.00 $180.28
Direct labor....... 34.12 35.83 35.82 36.74
Factory overhead... 44 .68 46.59 46.88 47,29
sub-total........ 248.08 256.82 263.58 264.31
Less: By-product . . :
revenue. .. .. £31.26) (51.76) —(51.76) (53.11)
Total costs........ 196.81 205,05 : 211.83 211.20
Ratio to total costs (pexcent)
Direct materials... 86.0 85.0 85.4 85.3
Direct labor....... : 17.3 17.5 16.9 17.4
Factory overhead... e 22.7 22.7 22.1 22.4
sub-total........ 126.0 _ 125.2 124 .4 125.1
Less: By-product
revenue.... (26.0) (25.2) (24.4) (25.1)
Total costs........ 100.0 100.0 100.0 100.0

! Not all producers provided useable data.

Source: Compiled from data submitted in response to questionmaires of the
U.S. International Trade Commission.
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West Coastal Region softwood lumber operations

The largest region in terms of 1988-91 net sales, with about 39 percent
of the total, is the West Coastal Region. Net sales (table 17) increased 9
percent from 1988 to 1989 as sales quantities improved moderately and per-
unit sales values increased about $19/mbf. As a result, operating and net
incomes improved substantially, and almost all producers reported profits.

Things were different in 1990. Net sales decreased to their 1988
levels, the result of decreases in sales volume and per-unit value. Worse
yet, the per-unit cost of goods sold increased about $18/mbf, and the gross
profit shrank to about one-third of its 1989 level. Operating income was
barely 1 percent of sales, and the number of producers reporting operating and
net losses more than tripled.

The producers reported mixed financial results for 1991. The per-unit
net sales value increased about $6/mbf while the per-unit cost of goods sold
decreased about $6/mbf, resulting in gross profit margins approaching 1988
levels. Operating and net income levels were up sharply, although still well
below 1989 levels. However, sales volumes and value weére both down by about 8
to 10 percent from 1990, and were below 1988 levels. More than one in three
producers reported losses, the same level as in 1990,

Table 18 presents manufacturing costs for the West Coastal Region.
Relatively large increases in direct materials (logs) in 1989 and 1990 were
the main reason for the overall incresse in cost. Cost increases leveled off
in 1991, at least in part because producers were using more of their own lower
cost ti-ber (as opposed to open market purchases) and because some were
shifting to production of lower-cost species.
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Income-and-loss experience of West Coastal Region producers on their operations
producing softwood lumber, fiscal years 1988-91!

Item 1988 1989 1990 1991
‘ Quantity (mbf)
Net sales . 5.722.709 5.887.400 5.631.083 5,048,215
\'/ 0 d ars)
Net sales . . . 1,746,536 1,903,861 1,772,137 1,621,090
Cost of goods sold 46 6 96 1,469,894
Gross profit 211,414 273,715 99,172 151,196
SG&A expenses . 14,852 77.701 79,336 68,110
Operating income . 136,562 196,014 19,636 83,086
Startup or shutdown expense . 5,060 10,428 4,472 574
Interest expense . 8,029 10,642 12,115 9,669
Other income or (expense),
net . . . (4,039 8.776 9,822 7,401
Net income before 1ncome
taxes . . . 119,434 183,720 12,871 80,244
Depreciation and amortiza-
tion . . . 76,928 69,352 65,029 65,684
Cash flow . . 196,362 253.072 77,900 145,928
Value (per mbf)
Net sales . . $296.84 $316.09 $304.99 $311.45
Cost of goods sold 261.59 270,07 287.83 281.42
Gross profit 35.25 46.02 17.17 30.03
SG&A expenses . 12.63 12.82 13.71 13.08
Operating income 22.62 33.20 3.46 16.95
——— Ratio to net sales (percent)
Cost of goods sold 87.9 85.6 94.4 90.7
Gross profit 12.1 14.4 5.6 9.3
SG&A expenses . 4.3 4.1 4.5 4.2
Operating income 7.8 10.3 1.1 5.1
Net income before 1ncone
taxes . 6.8 9.6 0.7 5.0
Number of firms reporting
Operating losses 3 2 7 7
Net losses 4 2 7 7
Data 18 19 19 19

1 All producers except *** were able to report sales quantities.

Source:

Compiled from data submitted in response to questionnaires of the U.S.
International Trade Commission.
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Table 18
West Coastal Region producers‘! per-unit manufacturing costs on their
operations producing softwood lumber, fiscal years 1988-91

Item 1988 1989 1990 1991
Quantity (mbf)
Production......... 3,935,177 4,258,416 4,159,758 3,671.064
Value (per mbf)
Direct materials... $184.20 $200.33 $217.89 $217.11
Direct labor....... 55.56 57.66 58.23 55.51
Factory overhead... 37.79 38,51 37.88 43.8]1
sub-total........ 277.55 296.50 314.01 316.44
Less: By-product :
revenue. ... (15.31) (24.67) (25.93) (26,92)
Total costs........ 262 .24 271.82 288.08 289,52
Ratio to total costs (percent)
Direct materials... 70.2 73.7 75.6 75.0
Direct labor....... 21.2 21.2 20.2 19.2
Factory overhead... 14.4 14,2 13.1 15.1
sub-total........ 105.8 109.1 109.0 109.3
Less: By-product
revenue. ... (5.8) (9.1 (9.0) (9.3
Total costs........ 100.0 100.0 100.0 100.0

! Not all producers provided useable data.

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

West Inland Region softwood lumber operations

The West Inland Region represented about 22 percent of 1988-91 softwood
lumber net sales. As shown in table 19, a large increase in sales volume was
the primary reason net sales increased materially from 1988 to 1989. These
elevated sales levels led to increased profits at all levels, even though the
number of producers reporting losses increased.

Results worsened sharply in 1990. A $10/mbf decrease in the per-unit
sales value coupled with a $18/mbf increase in the per-unit cost of goods sold
caused the gross profit margin to virtually disappear. Operating and net
income levels plunged approximately $100 million and $105 million under their
respective 1989 levels, and over half of the producers operated in the red.

The producers rebounded somewhat in 1991. While the quantity and value
of net sales decreased further, the gross profit margin and operating income
rebounded to about two-thirds of their 1988 levels. The 1991 average per-
unit net sales value was higher than at any other time during the period of
investigation.
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Income-and-loss experience of West Inland Region producers on their operations

producing softwood lumber,

fiscal years 1988-91

Item 1988 1989 1990 1991
Quantity (mbf)
Net sales . 3,065.04 3,703.96 3.384.1
Value (1,000 dollars)
Net sales . . . 852,367 1,029,153 1,019,911 980,063
Cost of goods sold 759,083 916.119 1.007.664 910,966
Gross profit 93,284 113,034 12,247 69,097
SG&A expenses . . 31,969 34,331 33,321 32,183
Operating income or (loss) 61,315 78,703 (21,074) 36,914
Interest expense . . 10,842 15,012 19,086 17,685
Other income or (expense),.
net . . 4,334 3,044 1.735 (1,972
Net income or (loss) before
income taxes . 54,807 66,735 (38,425) 17,257
Depreciation and amortiza-
tion . . 37.603 46 244 54,823 48 016
Cash flow . 92,410 112.979 16,398 65.273
Value (per mbf)
Net sales . . . $278.05 $284.95 $275.36 $289.60
Cost of goods sold 247 .62 253,66 272.05 269.18
Gross profit 30.43 31.30 3.31 20.42
SG&A expenses . . 10.43 9.51 9.00 9.51
Operating income or (loss) 20,00 21.79 (5,69) 10,91
——  Ratio to net sales (percent)
Cost of goods sold 89.1 89.0 98.8 92.9
Gross profit 10.9 11.0 1.2 7.1
SG&A expenses . 3.8 3.3 3.3 3.3
Operating income or (1oss) 7.2 7.6 2.1) 3.8
Net income or (loss) before
income taxes 6.4 6.3 (3.8) 1.8
Number of firms reporting
Operating losses 1 2 6 4
Net losses 2 3 8 4
Data 11 12 12 12
Source: Compiled from data submitted in response to questionnaires of the U.S.

International Trade Commission



A-50

Table 20 presents manufacturing costs for the West Inland Region. The
reason for the relatively large difference between costs in this table and
costs in table 19 is that some large, low-cost producers were unable to supply
manufacturing cost data. As with the West Coastal Region, increases in direct
materials were the primary reason for increased costs.

Table 20
West Inland Region producers’! per-unit manufacturing costs on their
operations producing softwood lumber, fiscal years 1988-91

Item 1988 1989 1990 1991
Quantity (mbf)
Production......... 9 4,44 45.8
Value (per mbf)
Direct materials... $162.10 $177.19 $186.26 $203.60
Direct labor....... 56.92 56.58 59.16 59.62
Factory overhead... 62.32 68 .31 71.93 15.53
sub-total........ 281.34 302.08 317.34 338.75
Less: By-product
revenue. ... (13.84) (27.83) (24.43) (32.48)
Total costs........ 267.50 274,26 292.91 306,26
Ratio to total costs (percent)
Direct materials... 60.6 64.6 63.6 66.5
Direct labor....... 21.3 20.6 20.2 19.5
Factory overhead... 23.3 24.9 24.6 24.7
sub-total........ 105.2 110.1 108.3 110.6
Less: By-product
revenue.... (5.2) 10.1 (8.3 (10.6)
Total costs........ 100.0 100.0 100.0 100.0

! Not all producers provided useable data.

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

Northern Region softwood lumber operations

As shown in table 21, net sales values reported for Northern Region
softwood lumber operations were fairly small. Net sales improved
substantially from 1988 to 1991, primarily a function of increased volume.
Despite the large increase, the 1991 gross profit level was less than the 1988
level, and operating and net incomes had deteriorated to losses. About half
of the producers suffered losses, as the $29/mbf increase from 1988 to 1991 in
the per-unit cost of goods sold easily overshadowed the $5/mbf increase in the
per-unit sales value. '

Table 22 presents manufacturing costs for the Northern Region. Again,
increases in direct materials were the primary reason for increased costs,
although direct labor also had measurable increases.
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Income-and-loss experience of Northern Region producers on their operations
producing softwood lumber, fiscal years 1988-91

Item 1988 1989 1990 1991
Qu mb
Net sales . 195,950 197,490 248,810 363,102
Value (1,000 dollars)

Net sales . 40,766 41,500 54,574 77,520
Cost of goods sold 33,887 35,569 53.072 73,287
Gross profit 6,879 5,931 1,502 4,233
SG&A expenses . 3.009 3.069 5.102 5,649
Operating income or (loss) 3,870 2,862 (3,600) (1,416)
Interest expense 98 254 391 785
Other income, net . . 651 799 698 1.116
Net income or (loss) before

income taxes . . 4,423 3,407 (3,293) (1,085)
Depreciation and amortiza-

tion 1.066 1,171 2,617 _3.124
Cash flow . 5.489 4,578 (676) 2.039

Value (per mbf)
Net