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Introduction

The North American Free Trade Agreement (NAFTA) is designed to open up trade flows
between the U.S., Canada and Mexico. How is it doing? Latin America is being thought of as
the next large marketplace for U. 5. goods. What is happening with respect to forest products?
These two issues are important in planning our strategies for the 21* century in the forest
products community.

NAFTA

NAFTA, an international trade agreement between Canada, Mexico and the United States was
implemented January 1, 1994. It is designed to stimulate growth and increase trade between
these countries by eliminating tariffs over a ten year period. In essence, it was an extension of a
Free Trade Agreement (FTA) between Canada and the U. 5. established January 1, 1989. Since
U.S. - Canadian and U. S. - Mexican relationships differ substantially, they will be discussed
independently.

U.S. - Canada

Mo major changes in forest products trade were expected to result between Canada and the
United States since an FTA was already in place. One major issue developed outside NAFTA,
however. Canada has been able to increase its share of the U. S. softwood lumber construction
market to 36% in 1995. The ability of Canadian producers to achieve this level has been in
dispute since 1981 based on the U.S. claims that the Canadian government has been subsidizing
its industry in the form of low stumpage prices. Since all forest lands in Canada are controlled
under Crown Lands, stumpage is priced by the Canadian government at artificially low
stumpage prices. Canadian producers, therefore, have much lower costs in their acquisition of
raw material and hence, manufacturing of softwood lumber. This provided a greater cost
advantage in the U. S. markets resulting in the large market share. These claims were backed by
a threat of placing high tariffs on Canadian lumber by the U.S. government. This created the
atmosphere for a five year agreement to be established between Canada and the U. 5. designed to
slow Canadian shipments. In this agreement, completed in April 1996, the four largest wood
producing provinces, Ontario, Quebec, British Columbia and Alberta will reduce exports by
more than 6% from their record level of 1.5 billion board feet per year in 1994-95, The U. S. in
return agreed to not bring any additional lumber trade sanctions against Canada during this five
year period.

The trade balance between the U. S. and Canada has decreased from a ratio of 8.5 to 1 comparing
Canadian wood exports to the U. S. to U. 5. exports to Canada in 1989 to a 4.0 to 1 ratio in 1997.






