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Since 1980 the indugzry in all ragions has gome throug: .he decpest
narket downturn in 40 years. Softwood lumber produccion in 1982
rzached oniy 38 mfllicn cublc mectres, a creductioca of L6 par cent
since 1980 {a volume terms aad considetzbly more Lrn value, raflecting
the drastie fall {n lumber damand. While improvemen:t occurrad in
demand Iin 1983 and 1984, the iadustry {s still in a sicuacion of
oversupply, prices are depressed and cozpetitivo is lncense.

The induscry's Financial positica Ls currently weak due to heavy
losses incurred in moet sectors ia 1981 and 1982 when debt load
greatly incressed, investment wvas drastically curtailed aad repair
expenditures vere rteduced signifficancly. The long tarm debt/equity
racio for the Weod Industtiaes rose from 0.46 fin 198G co 1.16 {n 1984,
The finasacial situation dioinished the {adustry's ability to obtain
financing and cesulted {n several mili closures. This sftuation has
improved somewhat mote recently.

The over-riding problem curreacly facing cthe tnduscry arises frow cthe
Lumber oversupply situation ia Yorth America and the next two years
can be expectad co be critical as intense coupatition i3 expected to
concinue. Litcle improvement ia profitability can be expected uncil
lumber prices sctrangthen.

Even through prices are depressed, many companies have no other
option but to concinue oparating to amaiamtain cash flow and to service
debc. Sinco the industry i3 highly integrated, many mills aeed to
keep operating to supply chips to pulp mills.

Strengchs and Weaknesses

Structural

Economic =11l size varies greatly and s governed by log
availabileiy, size, quality and geographic dispersion as well as the
regional demand for pulp chips. Generally, sawaills larger chaa 20
eillion board feec annual capacity are more efficienc than smaller
units. R .

Small sawmills, ousbering about 2,000, have limited impact on cotal
capacity but process pockets of resource unactractive to larger
organizations, often produce specialties, service regional =markets,
and provide asployzent in aumercus single indusery coumunities,
particularly im easterm Canada.

While thera 13 some need for Zurther rationslization in the industry
to enhanca producctivity sad yteld, she scale of lumder producing
operations ganerally compstes favourably with those fa aother
sroeducing councries.

The itaduscry io several regions of Canada is aperscing at the upper
1imir of economic wood supply. In 3ddition, due to dacliniag guality
and decreasing average log diameters coupled with Lncreasing discance
becwean harvesting and mill sites, wood costs are Tising. A4s a
result iaduscrial adaptation and zodernization of production
faciiities are aseded. 1in addition, further Lantagration vizh the
pulp and paper and other wood products sectors should take place co
achieve improved cav macerfal utilization.

The f{ndustry is overly dependent on the J.S. market which consumes
abouc 60 per cent of Canadian softwood iumber producticn. The
current competitive environment is intanse dus to lusber oversupply.
While che Canadian industry is zenerally cost compecitive ia HaS,
vegional azarkets and has the f{mporIant menefit of a favourable
exchange rate, competition will likely Increase from the U.S. South
due to fcts proximity to cthe fascesc growing cegional econonies in the
t.5. STxports <o che ¥.S. are largely in the standard sizes of lucder
from the higher volume SPF =ills ia tha 3.(. Incerfor and east of the
Aockias. The 3.C. Coast producing region has relacively high wood
and labour costs and {s gemerally less csapetitive in North American
scandard structural sarkess.




