
 

NUMBER 114 • JUNE 2008 
 

PROCEEDINGS OF THE  

CN TRADE RELATIONS FORUM ON  

FOREST PRODUCT MARKETS 

 

UNIVERSITY OF ALBERTA 

APRIL 16, 2008 
 

 

 

Western Centre for Economic Research 

School of Business, University of Alberta 

Edmonton, Canada T6G 2R6 

www.business.ualberta.ca/CIBS-WCER 

 
 

  
 

Information Bulletin 

 

 

Western Centre for Economic Research 
University of Alberta 
Edmonton, Alberta 
www.bus.ualberta.ca/wcer 

with support from: The George M. Cormie Endowment 
 



  

 

University of Alberta  Western Centre for Economic Research 
Page ii Information Bulletin #114 • June 2008 

Library and Archives Canada Cataloguing in Publication  
 
 
 

CN Canada-US Trade Relations Forum (2008 : University of Alberta)  
      A CN Canada-US Trade Relations Forum [electronic resource] : forest  
product markets : April 16, 2008, Western Centre for Economic Research,  
School of Business, University of Alberta.  

 

(Information bulletin ; no. 114)  
Also available in print format.  
ISBN 978-1-55195-929-0  

 

1. Forest products industry--Alberta--Congresses.  2. Forest products  
industry--North America--Congresses.  3. Forest products--Marketing--Congresses.   
I. University of Alberta.  Western Centre for Economic Research  II. Title.   
III. Series: Information bulletin (University of Alberta. Western Centre for 
Economic Research) ; no. 114  

HD9764.C33A4 2008a   338.1'7498097123  C2008-903520-8 
 
 



 

Western Centre for Economic Research University of Alberta 
Information Bulletin #114 • June 2008 Page iii 

Contents 

Opening Remarks ......................................................................................................1 
Helmut Mach................................................................................................................ 1 
Honourable Ted Morton............................................................................................. 1 
Andrew Fuller .............................................................................................................. 2 

Presentation: Ted Helvoigt, ECONorthwest ............................................................3 
Questions for Ted Helvoigt ...................................................................................... 16 

Presentation: Ray Luchkow, PriceWaterhouseCooper ........................................18 
Current Situation ....................................................................................................... 19 
Market Forces ............................................................................................................. 21 
Industry Performance ............................................................................................... 28 
Industry Impacts ........................................................................................................ 31 
Going Forward ........................................................................................................... 34 
Questions for Ray Luckow ....................................................................................... 36 

Presentation: RISI ....................................................................................................37 

Presentation: Andrew Fuller, Director of Marketing, CN Forestry Products 
Business Division..............................................................................53 
New Options to Improve Capacity ......................................................................... 58 

Panel Discussion and Questions ...........................................................................62 



 

Western Centre for Economic Research University of Alberta 
Information Bulletin #113 • May 2008 Page 1 

Opening Remarks 

Helmut Mach 
Director of the Western Centre for Economic Research and CN Executive Professor 
of Canada – US Trade Relations, School of Business, University of Alberta 

 
Good morning, and welcome to the CN Trade Relations Forum on Forest Product 

Markets. We’ve brought together a considerable group of industry experts to provide 
an overview of the situation in both the US and Alberta markets, as well as forecasts 
for a variety of forest products. 

The recent challenges facing the Alberta forest industry have sparked renewed 
interest in the future of markets for our forest products. Low commodity prices, trade 
barriers, Mountain Pine Beetle outbreaks, spiralling costs and a tight labour market 
are just some of the factors acting as a drag on the sector. This workshop places the 
Alberta situation within the context of the North American and global marketplaces. 
Market experts will provide insight into the demand for our forest products, now 
and going forward.  

 

Honourable Ted Morton 
Minister of Alberta Sustainable Resource Development 

 
Thank you Helmut and thank you CN for sponsoring this and thank all of you 

for being here today to help us sort things out. I’ve been the Minister of SRD for 
sixteen months now, and this is my sixth or seventh opportunity to address a forestry 
and wood products audience. The previous times I have talked about the light at the 
end of the tunnel or ‘it’s darkest just before dawn’. Every time I come back we’re still 
in the tunnel, or it’s been darker than before. So I’m not going to say the light at the 
end of the tunnel or the darkest before dawn comments. We have experts here today 
from different sectors and I’ll leave it to them to tell you how, where, when and why 
the forest sector is going to come out of the tunnel. We probably won’t be laughing 
about much today.  

If I can try to be a little bit positive, I’ll say what you know, and what everyone 
knows, and that’s that commodity markets are cyclical. Whether it’s forest products, 
grain and beef, oil and gas, all commodity markets are cyclical, and sooner or later, 
we have people that know better than I as to when that the cycle will go up and the 
markets will improve again. And we still remain. We in Alberta and we in the 
Canadian Forest Industry are next to the biggest, richest economy in the world, and 
those markets will return.  

We, as the government of Alberta, have to focus on what we can influence and 
what we cannot. We cannot influence the subprime prices in the US or the exchange 
rates, but we can influence the conditions in Alberta under which the industry works. 
We will commit, and we have committed, to improving those working conditions to 
help get you and your companies through the rest of this downturn. The premier, in 
my mandate letter, made working and helping to ensure the long-term viability of 
the forestry industry in Alberta one of my three top mandates, so that is on my 
assignment list from the premier.  
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One initiative that we have put forward and will be pursuing is our Research and 

Development and Development Tax Credit Program, which we think is going to 
potentially help the industry. Most of you are also aware that the new Institute for 
Forestry, Agriculture and Environment has been set up with Ken Nichol, former 
Lethbridge Liberal MLA, as Chairmen. It’s been given a budget of several million 
dollars, so we are hoping for positive opportunities to come out of that. We’re also in 
discussions with FP Innovations Alliance. FP Innovations has worked with Alberta 
Research Council in the past with some positive results, so we’re hoping to see 
similar results going forward.  

In closing I just want to repeat our government’s commitment and the 
commitment of Sustainable Resource Development to the industry. Many members 
of our department, particularly from the economic strategy division of our forestry, 
are here all morning, and will be meeting with RISI after lunch. We are looking 
forward to the discussion and the information analysis for which we have been 
brought here together this morning. I want to thank Helmut for this, as well as 
thanking everyone for being here. 

 

Andrew Fuller 
Director of Marketing, CN Forest Products Business Unit 

 
I will keep my comments very brief. I just want to welcome everyone today, and 

introduce myself, Andrew Fuller, from CN. I am Director of Marketing for the Forest 
Products Business Unit at CN. I’m extremely pleased to be here today. We are in a 
situation that would best be called a perfect storm from an industry and market view, 
especially from a Canadian perspective with the dollar at its height, demand 
hopefully at its lowest level, inflationary pressure that we are all under, and the price 
of oil which is skyrocketing over the past year. These are the definitions of tough 
times for our industry, so these types of events are incredibly valuable for all of us in 
the entire supply chain for this market. I am extremely pleased with the work that 
Helmut and his team have put together, with the list of speakers, the experts that are 
on the agenda. I am looking forward to hearing from them. The amount of  
information and insight that they will be able to give us will help us prepare not only 
for tomorrow, but more so for next year and the year after that. I think it will be 
invaluable. I hope the session goes very well. Any questions that anyone has will be 
answered during the panel session. Thank you again.  
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Presentation: Ted Helvoigt, ECONorthwest 

ECONorthwest Economics Consultants 

 
Slide 1 

 
 
Slide 2 

 
Slide 3 



  

 

University of Alberta  Western Centre for Economic Research 
Page 4 Information Bulletin #114 • June 2008 

 
 
 
 
Slide 4 

 
 
 
 



 

Western Centre for Economic Research University of Alberta 
Information Bulletin #114 • June 2008 Page 5 

Slide 5 

 
 
 
Slide 6  

 
 



  

 

University of Alberta  Western Centre for Economic Research 
Page 6 Information Bulletin #114 • June 2008 

Slide 7  

 
 
 
Slide 8 

 



 

Western Centre for Economic Research University of Alberta 
Information Bulletin #114 • June 2008 Page 7 

Slide 9 

 
 
 
Slide 10 

 



  

 

University of Alberta  Western Centre for Economic Research 
Page 8 Information Bulletin #114 • June 2008 

Slide 11 

 
 
 
Slide 12 

 



 

Western Centre for Economic Research University of Alberta 
Information Bulletin #114 • June 2008 Page 9 

Slide 13 

 
 
 
Slide 14 

 



  

 

University of Alberta  Western Centre for Economic Research 
Page 10 Information Bulletin #114 • June 2008 

Slide 15 

 
 
 
Slide 16 

 



 

Western Centre for Economic Research University of Alberta 
Information Bulletin #114 • June 2008 Page 11 

Slide 17 

 
 
 
Slide 18 

 



  

 

University of Alberta  Western Centre for Economic Research 
Page 12 Information Bulletin #114 • June 2008 

Slide 19 

 
 
 
Slide 20 

 



 

Western Centre for Economic Research University of Alberta 
Information Bulletin #114 • June 2008 Page 13 

Slide 21 

 
 
 
Slide 23 

 



  

 

University of Alberta  Western Centre for Economic Research 
Page 14 Information Bulletin #114 • June 2008 

Slide 24 

 
 
 
Slide 25 

 



 

Western Centre for Economic Research University of Alberta 
Information Bulletin #114 • June 2008 Page 15 

Slide 26 

 
 
 
Slide 27 

 
 



  

 

University of Alberta  Western Centre for Economic Research 
Page 16 Information Bulletin #114 • June 2008 

Questions for Ted Helvoigt 

Question: You showed a graph of homeowners who had zero or negative equity in their 
homes. Is this a result of government policy that encouraged lenders to lower 
requirements so that more people could participate in home ownership? 

Ted Helvoigt: In America we love to beat up on the industry side of the credit 
and housing bubble: the brokers, Wall Street, the bank, etc. Underneath the 
subprime debacle, there have been several decades of both administrations and 
of congress saying, “We need to increase home ownership, we need to increase 
home ownership.” Eventually we said, “Ok, let’s increase home ownership.” 
Home ownership was extended to people who were not credit-worthy. I don’t 
know how much you can disentangle the effect, but it’s certainly a very strong 
effect. Underlying building, there was a conscious effort towards that, but they 
are backing away from that now. 

Question: Any thoughts as to what might cause the US dollar to recover? You said you 
thought it would stay down for a while. 

Ted Helvoigt: During the conversations we had yesterday, someone mentioned 
they had recently heard that the G7 were thinking of methods to help stabilize 
the dollar. I think other members of the G7 have their own housing bubbles and 
will have their own problems to deal with in the near future. I don’t know how 
you would stabilize something as big as the dollar. I don’t have a really good feel 
for that. 

Question: Helmut Mach  
You mentioned the consolidation of the industry in Oregon in certain areas. Did that 
result in longer log hauling? And did that in consequence put increased pressures on the 
state for transportation infrastructure? Did that cause an additional requirement on the 
state and the companies? 

Ted Helvoigt: Good question. The hauls have definitely gone up across the 
North West, if you look at the different timber sheds across north California up to 
Washington. Logs can travel 100 to 150 miles, that’s not that unusual. You hear 
people talk about how inefficient it is to see logging trucks pass each other on the 
interstate; why don’t they just deposit at each other’s mills and reconcile later? 
Log hauling distances have definitely increased, though I think they are going to 
shrink back down with fuel prices. On the infrastructure side, most of the lands 
are private, so the state is not contributing to the construction of roads on private 
land. I’m not aware of any subsidies in any respect there. The trucks are paying a 
pretty steep price for the weight they are putting on the roads, just like other 
truckers. 

Helmut Mach: I’m not so much concerned about subsidies, rather whether there are any 
demands on the municipalities, localities or states for improved transportation 
infrastructure? 
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Ted Helvoigt: Shifting from roads to railroads, we have a crisis in Oregon on 
both the east side and the west side. Rail is the most efficient way to transport 
lumber and logs. On the east side, we have one or two short lines that are 
threatening closure. On the west side, both of our links to the coast – and again 
it’s hard to have mills on the coast, but the trees grow so fast over there, but you 
have constant transportation problems. The northern line has closed completely, 
and the government has not assisted it. To me it seems like a smart investment to 
keep that line open. As for the southern line, I read earlier this week, either the 
state or the feds have gone after the owners, because it appears that they have 
abandoned it. Probably to a fault, my guess is that we have not assisted, and this 
is not just for forest products but principally for forest products, we have not 
maintained our transportation infrastructure on the rail side.  
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Presentation: Ray Luchkow, PriceWaterhouseCooper 

Forest Products Markets: “The Status of Domestic Producers” 
 

Slide 1 

 
 

Good morning, ladies and gentlemen. Thank you for inviting me to speak with 
you today. Thanks to CN Canada, the Western Centre for Economic Research and, of 
course, the University of Alberta.  

First off, let me say that the Canadian forest industry is in crisis and Alberta 
producers continue to be subjected to operating conditions characterized by many as 
the worst on record. However, it is my sincere hope that forums such as this will 
stimulate ongoing discussions on a path toward addressing the short, medium and 
long term issues facing the Alberta and Canadian industry. 

Our previous speaker, Ted Helvoigt, provided us with excellent insight into the 
current economic downturn in the US and its potential impact on the forest products 
industry. 

I would like to follow on and focus a bit more closely on Forest Product Markets 
from the perspective of Alberta forest product producers.  

My presentation this morning will cover: 
• The current conditions or context for Alberta’s industry; 
• The main market forces influencing industry performance and impact; and  
• Conclude with some observations and thoughts going forward. 
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Current Situation 
 
Slide 2  

 
 

As many of you know, 2/3 of Alberta’s land base is covered by forests.  
Alberta’s forests are sustainably managed and currently supply 24.5 million 

cubic meters of annual allowable harvest.  
Alberta’s forests are integrated and mixed and so is our industry. Forest products 

production is dominated by commodities - lumber, pulp and paper, engineered wood 
as well as other smaller amounts of niche and specialty products. 

Alberta ranks fourth behind Ontario, Quebec and BC in terms of size, 
representing approximately 12% of Canada’s production. 

Alberta’s forest resource has also played a significant role in shaping our natural 
environment, economic position and social well-being. The forest industry is a 
significant provider of employment to rural communities. 

 



  

 

University of Alberta  Western Centre for Economic Research 
Page 20 Information Bulletin #114 • June 2008 

Slide 3 

 
 

However, while plentiful our forests have relatively low productivity when 
compared to our neighbours across the Rocky Mountains for example.  

Alberta is geographically isolated from major markets and we do not have direct 
access to tidewater (making transportation a key consideration) and the most recent 
infestation of Mountain Pine Beetle has become a significant forest health issue that 
threatens forest and industry sustainability. 
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With our low population base, Canadian and Alberta producers rely heavily on 
export for the products we produce. In 2007, 50% of lumber, 35% of panel and 73% of 
pulp production in the province was exported. 

The United States is our most dominant market particularly for solid wood 
producers comprising 93% of lumber exports, 98% of panel exports and 60% of pulp 
exports values.  

 

Market Forces 
 
Slide 5 

 
 
As a result the overall economic health of importing countries (particularly the 

US) is important to Alberta producers. Let’s take a look at some of the key market 
forces impacting the forest industry. 

For solid wood producers (lumber and panel products) demand is driven largely 
by the construction activity in the US. There isn’t much that can be said here other 
than let’s hope that we hit bottom soon. 
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On the pulp side, demand for paper is shifting outside of traditional North 
American markets with Asian and South American countries demanding a larger 
share of global output.  

Canada is still one of the world’s largest market pulp suppliers but we face 
competition from low-cost South American producers who are much better 
positioned to supply emerging markets. Some of these low cost producers have mills 
twice the size of even our largest facilities.  

Fortunately for Alberta producers production capacity reductions have mostly 
come from closure of inefficient mills in Eastern Canada. 
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If we look at pricing, in this case lumber we see a pattern that follows the sharp 

decline in US housing activity.  
However, the impact of the strengthening Canadian dollar was dramatic. In this 

graph the solid line is pricing in US dollars and the dotted line represents pricing in 
Canadian dollars.  

The exchange rate alone between 2006 and 2007 resulted in an estimated $50 
million impact to the Alberta lumber sector. 
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For Alberta’s OSB producers, prices today are a far cry from those experienced in 

2004. An exchange rate impact for Alberta OSB producers between 2006 and 2007 is 
estimated at $26.5 million. 
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On the pulp side, prices for both hardwood and softwood have increased since 

2006. This slide represents softwood pulp. 
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Hardwood prices show similar patterns.  
However, when exchange rate impacts are considered recent gains have been 

effectively off set. The exchange rate impact between 2006 and 2007 is estimated at 
$85 million for Alberta pulp producers. 
 
Slide 11 

 
 



  

 

University of Alberta  Western Centre for Economic Research 
Page 26 Information Bulletin #114 • June 2008 

Consistent with the current market conditions the value of stumpage in Alberta 
has also dropped significantly from a high of approximately $160 million in 2004 to 
less than $25 million last year.  

Stumpage as a cost to industry has gone down, however other costs have 
increased.  

 
Slide 12 

 
 
Ongoing discussions with Alberta industry leaders have identified several cost 

factors that have increased manufacturing and transportation costs in Alberta by 25% 
since 2004. 

Alberta’s inflation rate (3.6%) is above the national average (2.2%).  
Labour rate increases and chronic skilled labour shortages have impacted the 

forest industry at a time when they can least afford it.  
Energy costs have also increased in Alberta – Canada’s only deregulated energy 

market.  
Forest product producers rely heavily on truck transport to move logs to mills, 

product markets and rail facilities. Transport trucking costs have risen sharply over 
the past three years.  

Finally, Alberta’s total combined taxes are no longer the lowest in the country. 
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Managed trade under the Softwood Lumber Agreement has impacted Alberta 

producers. Under the SLA lumber producers shipping to the US have been effectively 
paying export taxes since the SLA was signed. Many in the industry would agree 
they might have been better off without agreement, but that debate is better left for 
another forum. 

At a time when industry and government are seeking creative alternatives to 
address challenges, Anti-circumvention provisions in the SLA have restricted the 
solution space. 

Another force impacting markets is the Mountain Pine Beetle that has devastated 
BC Interior pine forest and over 6 million hectares of pine forest in Alberta are 
susceptible. Government and industry have worked together and are sharing the 
burden to manage the pine beetle in Alberta. 
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Industry Performance 
 
Slide 14 

 
 
Truly, circumstances have come together and the Canadian industry is struggling 

to survive through what many have called the perfect storm. 
Excluding the one-time gain from softwood lumber duties refunded to the 

Canadian industry in 2006 and non-cash gains from US denominated debt, the 
Canadian industry has been unprofitable since 2005.  

The results in 2007 are presented based on the first 9 months of the year. We are 
currently compiling final 2007 figures as part of our Global Survey results due next 
month.  
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Looking at Return on Capital Employed we see from this table (taken from our 

2006 industry survey) that Canadian Companies ROCE in 2006 was the lowest of any 
region. Based on preliminary earnings figures, ROCE is not anticipated to change 
significantly in 2007.  
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Looking at production volumes and values for the Alberta industry some 

interesting trends and relationships are beginning to emerge. Over the past five years 
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lumber production in Alberta has been relatively stable even in the face of a 20% 
decline in product value.  
 
Slide 17 

 
 
Production volumes in Alberta’s panel sector have decreased by approximately 

20% while experiencing a massive 62% decrease in value since 2004. 
 

Slide 18 

 
In contrast, Pulp and Paper production has remained stable in terms of both 

production volume and value – a testimony to recent positive price trends. 
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Industry Impacts 
 
Slide 19 

 
 

Performance has impacted the industry and the communities in which they operate. 
This graph represents all mills operating in Alberta. However, since 2001, 

consolidation has occurred in the lumber sector with the number of lumber mills in 
shrinking from 188 to 118.  

Curtailments and closures have also impacted the solid wood industry in Alberta.  
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Curtailments and closures over the recent past have impacted 15 sawmill 

operations (10 mills reducing capacity and 5 mill closures) and 5 panelboard 
operations (1 mill reducing capacity and 4 closures).  

This image and the statistics were provided by the Alberta Forest Products 
Association. 
 
Slide 21 

 
These curtailments and closures have resulted in 3000 direct job losses and a 

further estimate of 1.9 indirect and induced jobs are lost with every direct job loss in 
the forest sector. 
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To summarize,  
• Demand and prices have decreased for solid wood products. 
• Harvest and production levels related to solid wood products are starting to 

decrease in response to weak market conditions. 
• Industry costs have increased. 
• The strengthened Canadian dollar continues to erode profitability. 
• Mills are reducing capacity through curtailments and closures and 

employment levels have correspondingly decreased. 
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Going Forward 
 
Slide 23 

 
 

Going forward, market forces will continue to shape Alberta’s industry. 
Capacity will continue to be reduced in response to the market challenges facing 

the industry – particularly in solid wood. Medium to long-term, market 
fundamentals should return to a more favourable state. Those that can survive will 
be positioned well. In the meantime, commodity producers need to be best in class in 
terms of cost leadership and customer service.  

Niche players will survive by serving smaller markets and producing products 
that fall outside of the SLA.  

Mountain Pine Beetle is a risk that needs to be watched diligently.  
It was not that many years ago that Alberta industry and government embarked 

on a concerted effort to utilize hardwood resources by developing a strong OSB and 
hardwood pulp industry. Alberta needs to regain an innovation advantage. 

Perhaps surplus capacity could help stimulate alternative uses for Alberta fibre. 
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In closing, I thought I would leave you with some perspectives from our 2008 

CEO Perspectives report.  This is the second edition that provides insight into what 
forest, paper and packaging leaders around the world are doing to meet challenges 
not dissimilar to those facing Alberta’s industry. 

Four key trends were identified: 
• Many of the CEOs are getting back to basics by focusing on the development 

of simpler, more flexible business models, improvements in operating 
efficiency and reassessment of their value propositions. 

• Most CEOs are also trying to reduce their major input costs, such as fibre and 
energy, but real concerns remain about overcapacity and lack of supply 
discipline. 

• The industry is at the forefront of the drive to become more sustainable. But 
it needs to publicize its achievements much more widely. 

• CEOs are also looking for leaders who will show the way in important areas 
like capacity reduction, price setting and consolidation. But even if clear 
leaders emerge, finding the right people to pilot the industry in the future 
could prove difficult, since many companies are struggling to recruit the 
right talent. 

 
Thank you again for the invitation to speak with you this morning. 
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Questions for Ray Luckow 

Question: You showed a graph of returning investments at 2% in Canada versus an 
average 5.5% for the other countries. Was that for forestry or for all industries? 

Ray Luchkow: For forestry. 

Question: So you were comparing forestry in Canada to forestry in other countries? 

Ray Luchkow: Correct 

Question (cont.): Why is that? Why is it so low for Canada and so high for other 
countries, especially the emerging markets, which are up at 7% or 8%? You mentioned 
currencies. Are there other reasons? 

Ray Luchkow: I think generally it’s a tough place to make money. It’s hugely 
capital intensive, markets have not been strong worldwide. Companies are 
searching for solutions. In Canada, there aren’t really dominant players that have 
that much market power that can influence prices and influence capacity. It’s still 
very much a fragmented industry in this country, and in other parts of the world. 

Question (cont.) On that issue, looking at return on capital: compared to the US, does 
any of it have to do with the log supply? Here it’s the provincial government. You can 
reduce capacity, or you can reduce capital utilization and stay in business more easily in 
Canada than in the US. Are the numbers higher for the US because, if you aren’t 
returning on capital in the US, you’re out of business? 

Ray Luchkow: In Canada it’s relatively easy to get in, and a lot harder to get out. 
The barriers to get out are different than they would be in the US. The basic 
recipe is: if you’ve got fibre, capital, and markets, you’re in the business. It’s a 
little more difficult, certainly, because of public land ownership differences here 
in Canada - it makes exiting the business a lot more difficult. Companies really 
struggle with that and they will push forward at times when their counterparts 
in the US might curtail production. 
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Presentation: RISI 
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Presentation: Andrew Fuller, Director of Marketing, CN Forestry Products Business 
Division 

“Shipping Forest Products in North America: CN’S Perspective” 
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New Options to Improve Capacity 
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Panel Discussion and Questions 

Question: Jim Beck, Professor Emeritus, Dept of Rural Economy, University of Alberta 
In recent days there has been a lot of talk about “Hunger in the World” and the high 
prices of corn and wheat and other agricultural commodities driven by bio-fuel 
production. How likely are we to see a move by the forest sector to provide sources for 
bio-fuel in future? 
Answer: Paul Jannke of RISI 
This is an extremely interesting question and we have certainly seen a lot of push 
back in the agricultural area and a lot of our land has been taken out of 
agricultural production to produce corn. From the pulp producer’s point of view, 
I think this is going be a problem. Let me just say, wood pulp production is going 
to be a bigger phenomenon than we think, and it will take a lot of wood that 
would have been used for pulpwood.  
 

One of the comments I got from European companies last week was how wood 
mills are not really that different than pulp mills except that it is cheaper to build 
a wood mill and deliver the product to the customer in a processed form. So, to 
an extent you can sell that product at a relatively higher price.  
 

Basically, we are looking at a worldwide market today where hardwood 
production (particularly) is a plantation crop. It basically mimics an agricultural 
model and in Europe and Indonesia they are now getting mean annual 
increments of 45 to 50 cubic meters per hectare per year. It’s a very advanced 
technology. How do they do that? Well, they buy the land, they have the clones, 
they fertilize it and that gets transformed into wood. In the agricultural model 
what happened to the price of fertilizer in the last year? What happened to the 
price of land in the last year? What happened to the price of oil in the last year? 
What happened to the price of all the input things required for agricultural 
production? Those all have gone up dramatically. What that means is the long 
term prices of hardwood resources are going to be much higher than we 
anticipate. 

Question: Terry Veeman, Professor Emeritus, Rural Economy, University of Alberta 
One of the trends that nobody talked about in the United States is that many investment 
firms are trying to buy forest land. I am wondering if people are thinking what, perhaps, 
that could be doing to the supply of wood and construction materials in the United 
States. I think likely some of it will taken up by imports but a lot of forested land will now 
be going for higher uses, for recreation, etc. 

Answer: Paul Jannke, RISI 
I was actually going to use that as an example. We need to address the first 
question: there is lot of talk about bio-fuel these days. But I think more so, we 
need to also point out that biomass does not necessarily mean wood (think of 
switch grass, hay etc). I think bio-fuel is long way off for wood. I think there are a 
lot of other technologies that we could use before we find that wood is the 
alternative source.  
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The other thing I was going to say is that, two years ago, lots of our clients were 
saying that as forest lands get consolidated, more and more land is going to be 
sold off for higher and better usage, and there will be less and less timber 
available. We are going to see prices jump because of that and they will jump up 
significantly. Well, right about at the beginning of this year wood prices actually 
started coming down. Let me just say that a part of the reason was that people 
are going to hold timber off the market and they will not sell it as fast as we have 
seen in the past because they want to get higher prices. And part of the land will 
to go to other hardwood uses. What actually happened is that the real estate 
market collapsed. So how many better uses of the land are left at this point, 
especially in places like Florida, where there is a major oversupply of housing? 
Florida has an over supply of housing, as does the entire southwest. 
 

The other thing is that people might want to sell timber for $500 dollars, so they 
hold off. But then when the market hits $400 dollars they then decide it is better 
to sell the timber because they don’t want to tell sell their timber at $350 if they 
wait. So, we saw a bunch of wood come back to the market and prices come off 
significantly at about the beginning of the last year. So, are they going to be more 
reluctant to sell than we saw in the past? Maybe at the end of the day they are 
still going to sell because they still need to generate cash flow to satisfy investors. 
I think the answer will be that we will see something similar to what we have 
seen in the past, which is: the markets are going down and people will be forced 
to sell the timber they are holding and they will sell at the market price. 

Question: Wayne Thorp, Consultant 
There are certain instances when the rail network is unable to haul wood products due to 
inadequate infrastructure. What plans does CN have in Alberta and particularly in the 
northern areas near Peace River? 

Answer: Andrew Fuller, CN  
There is something definitely going on but I don’t know exactly which lines you 
are talking about. I don’t believe they are going to upgrade the line you are 
referring to. From my point of view, it isn’t worth upgrading for that capacity. I 
don’t think we are going to do that because investments on the bridge structures 
are extremely high. It is a question between a volume and investment and the 
supply chain. We are thinking about this and it’s definitely an issue. I am not sure 
what steps will be taken in future to tackle this issue. It is certainly an issue. Let 
me tell you, by way of an example, that the line in the Meadow Lake area of 
Saskatchewan has been completely shut off because of the infrastructure problem 
and now the mill transportation is totally dependent on trucks. Let me get back 
to you later on the Peace River situation as I could be mistaken in terms of the 
actual investments.   
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Question: Terry Veeman, Professor Emeritus, Rural Economy, University of Alberta 
Several speakers, especially Ted Helvoigt, stressed the role of technology transfer in 
production. In Canada we have a very fragmented system in providing technology to 
different sectors. My question is: how can we ramp-up research and development for this 
sector? I think this is a very crucial issue in the future and the present. 

Answer: Ted Helvoigt, ECONorthwest Economic Consultants  
Yes, it’s definitely the time to do it. (My perspective comes mostly from the 1990 
in the Pacific Northwest where there were depressed communities and 10,000 job 
losses.) In the US, the relationship with the Universities in the Northwest, 
especially in Oregon State, is very close. There are also other universities across 
the country that have large forest engineering or forest product components. I 
think universities have to be part of it. This was especially important for the 
Northwest United States. Also, in the Northwest during the 1990s there was a 
sense that much of it (technology) was okay. Technology was already present 
there, so firms either went with an expansion or kept doing the things we were 
doing with the hope that maybe things will change. Much of the technology is 
out there. But things in the Northwest US are different than Alberta. Part of the 
story in the Northwest was that if you could get more productivity, I mean 
economically productivity based on the new technology, you could save some 
money that would be spent on labour and other things. You actually compete 
with your competitor and that is a real driver. 
 
Comment: Ray Luchkow, PriceWaterhouseCooper  
I guess there are a lot of other questions related to stimulating the research and 
development investments in forest product sector. I guess on one hand you can 
deal with productivity increases by using technology, and I think that has 
certainly been the case for this province. We have a very efficient, highly 
productive forest product sector, by many standards, and we get good comments 
on that from the US as well.  
 

There was some comment earlier related to pursuing alternative uses of our 
forest and fibre and I think, historically, we have been simply producing 
commodity products. There is lot of hope in our current production that the 
market will get turned around soon. I think certainly today there are not great 
new stories out there. I would suspect this to continue through 2008. 2009 is still 
a long way out for many more producers and I think that something could 
stimulate businesses and certain governments to try to pursue new alternatives. 
 

My understanding of the current bio-economy is that there are traditional 
technologies that perhaps haven’t been applied as efficiently as possible and so 
the return is questionable, and certainly has required subsides etc. But I do 
understand there are new technologies available that are emerging, perhaps still 
being proven on the bench but they haven’t been commercialized yet, to prove 
higher return to the industry.  
 



 

Western Centre for Economic Research University of Alberta 
Information Bulletin #114 • June 2008 Page 65 

But having said that, in Alberta and many other parts of Canada, a lot of our 
fibre is still very much tied up with the existing facilities and existing tenure 
holders and there are other barriers. We have industries coming into this 
province looking for fibre and looking to set up partnerships. I think there is a lot 
of reluctance and the forest industry is a risk avoiding industry and so they are 
not quick to respond.  
 

One more thing to mention is that the government has policy issues that they are 
trying to resolve. If you get into something like electricity generation, then there 
is a new public policy issue regarding how we get that energy on the grid. There 
is also complexity associated with the bio-fuel issue in terms of getting into the 
market and having to develop new partnerships down the supply chain. But I 
think at the end of the day the current market conditions are likely to be a 
stimulus behind moving much more aggressively in research and development 
technology. 
 
Comment: Paul Jannke, RISI  
Well, you are not going to see investments from lumber producers. You will see 
some investments coming from BC and how to deal with the beetle killed timber 
and how do we process the drier beetle killed timber because that’s a medium-
run life or death situation for them. Outside of that, lumber producers today are 
saying, “I have 6 million dollars and I am burning $500,000 a month by 
producing lumber. I have a year left to go until I have to the shut mill down and 
so I am looking for something that will help me make it - even for fourteen 
months. So I am not going to spend any money on research and development.” 
Luckily for them, the forecast is going to be wrong, but unfortunately it is 
probably going to be wrong in the other direction. I guess the only thing I would 
add here from that perspective is that the money for research and development 
really has to come from the government in the next eighteen months. 

Question: Mark Crawford, Athabasca University  
Could you please comment on the impacts of the purchase of BC rail by CN? And talk 
about the much anticipated expansion of Prince Rupert’s port facilities - how much that 
is affecting or is expected to affect the pattern and cost structure of shipping in BC and 
Alberta, e.g. the volumes on the Vancouver and Jasper line.  

Answer: Andrew Fuller, CN  
Thanks, I did want to go over this point in my presentation. From BC’s point of 
view, I think it has added a lot more capacity, offering a much less complex 
operation from our point of view, e.g. single line routing so you are dealing with 
one rail line instead of two. This reduces complexity and does help improve the 
service and I see that continuing. From a Prince Rupert point of view, talking 
about those empty containers, yes they are changing and being reloaded with 
grains in the States but the value of Prince Rupert is the hope that we will pull 
container ships that usually go down to the Port of Long Beach. LA’s Long Beach 
in the future will hit capacity if everything holds true.  
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Prince Rupert is two days faster to get to/from China versus LA and it has all 
kinds of access capacity. There is a lot of room. So, the value from BC and 
Alberta’s point of view is that those containers or the inputs from them are going 
to go down to Chicago and to the Northeast to the retail markets but the 
containers will be refilled in States and there will be a supply of containers 
available for exports back to Asia. Those containers will be passing by anyways. 
So instead of goods typically moving in a rail car from northern Alberta down to 
Vancouver and loaded into containers, the change we will have to go through is 
that perhaps we will source-load the containers that pull up in Edmonton and 
bring them up to northern Alberta to put the pulp right into the container, seal 
the door, and then send it to Price Rupert and then to a final customer. That’s the 
change I see that will happen over the next few years simply because it’s a more 
efficient model and also the capacity is going to be available. 

Question: Helmut Mach, Director, WCER:  
What is CN’s infrastructure quality and capacity approaching Prince Rupert? 

Answer: Andrew Fuller, CN  
It’s actually excellent. The rail line up there was built for a coal mine, which is 
now closed. A lot of people say that it is the best rail line that is available 
especially considering mono traffic which is extremely light. I know from a forest 
point of view, the products are heavier but the rail line itself, and the bridges, are 
good. 

Question: Helmut Mach, Director, WCER 
You talked about the consolidation of facilities in Oregon and the Pacific Northwest in the 
90’s etc. Can you give an indication of the size of mills that they consolidated to and what 
remains? 

Answer: Ted Helvoigt, ECONorthwest Economic Consultants  
There is still a fair bit of variability in mill size from relatively small mills with 
capacity around 50,000 board feet over eight hours and they have consolidated 
into some large mills such as Rose Burrow, which has a little over half a million 
board feet capacity over eight hours. There are still consolidation possibilities 
there, but closure is a possibility for mills on the east side of Oregon and east side 
of Washington, and a number of consolidation issues on the west side for some of 
the small mills. The average size of mill is certainly small in the Northwest 
compared to the interior of BC or Alberta. Our large mills, which are comparable 
to your medium-size mills, have gone away quite a bit, certainly gone away since 
1990’s and before that. 
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Question: Ray Luchkow , PriceWaterhouseCooper 
There has been talk earlier about the bio-fuel production for electricity, I am wondering 
about what are the other uses of bio-fuel? Are there any others? 

Answer: Paul Jannke, RISI 
Well, that’s a big challenge. I guess if we understood what a particular new 
alternative might be to the traditional commodity based forest products, then we 
probably wouldn’t be in this room talking to you folks. The new alternative 
might be something to experience. Alberta, as a forest producing region, really 
came together about 20-25 years ago trying to develop a forest industry. We have 
gone through a period of rapid and innovative development. When I speak, or 
when all of us speak, about alternative uses many of us are looking at the bio-
economy because we are looking at a carbon-constrained world. It seems like a 
logical option because of the amount of emissions that Alberta’s energy sector is 
producing and we are looking at alternatives to try to mitigate the impacts of 
climate change. So I think that’s kind of where we are gravitating to. But in terms 
of alternatives beyond that, I am probably not the person best able to comment. 

 
 

 




