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PROCEEDI NGS

MR. LINDSEY: Welcone to the Cato Institute. M nane
is Brink Lindsey. | amthe Director of the Center for Trade
Policy Studies here at Cato. The subject of our forumtoday is
the future of the U S. -Canada sof twood | unber dispute.

| sonetines forget to say this at the end, so let ne
say it at the beginning. |[If, at the end of today's session you
find yourself interested in |learning nore about the Cato
Institute and, particularly, |earning nore about the Cato
Institute's trade policy work, | think there is no better
resource to go to than our Wb sites. The main Cato Wb site is
www. cato. org, and the nmain trade policy Wb site, a stand-al one
site which you can get to through the Cato site but you can al so
get to directly, is ww.freetrade.org. "Freetrade," one word,
easy to renenber. And there you will find all of our materials.

Al so, if you have coll eagues who woul d be interested in
today's session, this event is being Wbcast |ive right now and
w Il be video-archived so it can be downl oaded with Real pl ayer
software afterwards. Also, we're transcribing events now, so a
transcri pt should be up on the Wb site pretty soon.

The subject of our neeting here today is the

| ong-running U.S. -Canada | unber dispute. 1t's one of those
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endl ess and endl essly conplicated | egal wangles for which U S
trade policy is justly notorious. This particul ar two-decade
tussle has turned on allegations by some U S. |unber producers of
unfair trade by their Canadian rivals.

In particular, the allegations center on Canadi an
forestry practices, especially the pricing by the Canadi an
Federal and Provincial governnments of rights to harvest tinber
from Canadi an Crown | ands. These so-called stunpage fees are,
according to sone nenbers of the U S. lunber industry, unfairly
| ow, giving Canadi an | unber producers an unfair cost advantage,
and setting up the well-known unlevel playing field.

So, just to give you the Reader's D gest condensed
version of this dispute, things got rolling back in 1982, with an
original countervailing duty, or CVD, investigation by the United
States agai nst Canada. |In that case, the Commerce Depart nent
found that there were not countervail abl e subsidies by the
Canadi an Governnment. Commerce, however, flipped in 1986, in a
second CVD case, and issued a prelimnary deternmi nation that the
stunpage fees did indeed constitute a subsidy.

Under the threat of that finding, the U S. and Canada
reached a nmenorandum of under st andi ng, which inposed a 15 percent
export tax on Canadi an | unber exports to the United States. That
regime continued into effect until 1991, when Canada term nated

the arrangenent, which was then nmet immediately by a U S. Section
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301 action and, following that, a self-initiated third CVD case.
That third CVD case then ended up in a new | evel of |egal
wrangling at the U. S . -Canada Binational D spute Settl enent
Process, under the Free Trade Agreenent, the end result of which
was a finding that the U S. had msinterpreted the countervailing
duty law and was required to refund Canadi an producers to the
tune of $800 million.

Neverthel ess, in anticipation of further carnage, both
sides agreed, in 1996, to another truce. This is called the
Sof t wood Lunber Agreenment, which inposes a quota arrangenent on
exports from Canada's four |argest |unber exporting Provinces,
and then a series of fees on above-quota shipnments. That
agreenment, the SLA, is due to expire on March 31st of next year.
And so all sides are gearing up to anticipate and argue about the
future of U S.-Canada |unber trade after the SLA expires.

It is at this point, at this rather late date in the
controversy, that the Cato Institute has gotten involved in this
matter. We published a study, which I co-authored with ny
col | eague, Mark G oonbridge, and with I M- econom st Prakash
Loungani. W issued this study in July, which focused on the
harm that trade restrictions on | unber have caused to downstream
| unber-using industries and consuners. The econonetric anal ysis
by Prakash Loungani found that trade restrictions from 1986

t hrough 1998 had caused an increase in lunber prices of between
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$50 and $80 per thousand board feet, or approximately a 20 to 35
percent hi ke over prices at their free trade level. This
translates into an increase in the cost of new housing of between
$800 and $1, 300.

We further found that although there are about 217, 000
jobs in logging and sawrills, the jobs that presumably benefit
fromtrade restrictions, there are, on the other side of the
equation, about 6 mllion jobs in |unber-using manufacturing, the
| umber whol esale and retail trade, and home building. So that,
for every one job that potentially benefits fromtrade
restrictions, there are nore than 25 jobs that are potentially
harmed on the other side.

Before turning the event over to the speakers, let ne
explain a little bit about why Cato decided to get involved in
this particular dispute. First of all, the trade restrictions on
Canada are a major trade barrier. W inport about as much | unber
from Canada as we inport carbon steel fromthe whole world. And
t hose of you who follow trade policy have seen what contortions
Washi ngt on has gotten in over steel trade issues of late. By
contrast, the |lunber issue receives a |ot |ess press and a | ot
| ess attention, and we wanted to shine a spotlight on this
conparably sized trade policy issue.

Second, and nore basically, the whole reason why we

founded the Center for Trade Policy Studies was to chall enge the
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trade policy conventional wisdom that free trade is a favor
that we bestow on other countries, contingent upon their good
behavior. W see this attitude everywhere in trade policy. W
see it in the position that we should only reduce our trade
barriers if other countries agree to do the sane. Anything el se
woul d be, according to the conventional w sdom wunil ateral

di sar manment .

We see this attitude in the trade sanctions that we
gleefully inpose on the Europeans, to "punish thent for their
transgressi ons on bananas and hornone-treated beef, ignoring the
fact that we are sinultaneously punishing our own inport-using
i ndustries and consuners. And we see this attitude in the
20-year canpaign to block [unber trade with Canada, on the
grounds that sone of their forestry practices are not to our
I'iking.

But this conventional w sdom however dom nant, is dead
wong. Free trade is not a favor we do to others. Free trade is
a favor we do to ourselves. By opening our narkets to the best
and cheapest goods the world has to offer, we expand consuner
choice, we specialize our industries into things we do best, and
we intensify the conpetitive pressures that |ead to higher
productivity and higher standards of |iving.

The sad fact is, if we retaliated against every country

W th dunb and dysfunctional policies in the world, we would have
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nobody left to trade with. And so the beginning of trade policy
wi sdomis the recognition that we need to pursue trade neasures
on the grounds of what's good for Anerica, not on the grounds of
what will show up the rest of the world for their shortcom ngs.

In the past year or so, an inpressive coalition of
| umber-usi ng constituenci es have banded together to nake the case
that trade restrictions on |unber are not good for Anerica.
These constituenci es include hone builders, |unber deal ers,
downst ream | unber -usi ng manuf acturers, and affordabl e housi ng
groups. Three representatives of these constituencies are here
on the panel today. W also have on the panel today a
representative of the U. S. lunber producing industry, who wll
argue that trade restrictions are good for Anerica.

Wth the issue thus franed properly, we're | ooking
forward to an interesting and spirited debate. Qur first speaker
will be Mchael Carliner, of the National Association of Hone
Bui | ders, where he serves as Staff Vice President for Econom cs.
M chael is responsible for econom c analysis and forecasti ng,
survey research, and analysis of governnent policies affecting
the housing industry. Before joining NAHB in 1984, M chael was
Director of Regional Real Estate and Construction Econonics at
Chase Econonetrics. He has also served as Vice President of
Regi onal Data Associ ates and Seni or Econoni st at Dynam cs

Associ at es.
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Ladi es and gentl enmen, please wel cone M chael Carliner

(Appl ause.)

M CHAEL CARLI NER,

NATI ONAL ASSCCI ATI ON OF HOVE BUI LDERS

MR. CARLINER. Thanks. | was |ooking at the list of
who is here today, and | was kind of intimdated by the nunber of
people that are quite expert in this already. But let ne go
t hrough some of the underlying situation in terns of the |unber
trade, which may be old news for many of you

About a third of the |lunber we use in the U S cones
from Canada. U.S. producers could not fulfill U S demand, given
current forest policies. Although there are a ot of trees
growi ng on Federal |and -- about half of the softwood tinber in
the country is on public lands -- not very nuch of that is made
avai | abl e for production of lunber. And the tinber fromprivate
| ands is being used about as fast as it grows.

Lunber is the nost inportant, by far, material going
into new homes. And new hones and i nprovenents to existing hones
represent about two-thirds of the consunption of |unber in the
US | don't want to spend a lot of tine -- or I won't spend any
time because Chris is going to talk about this -- on the effect

of higher |unber costs on hone buyers and on the cost of housing.
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A lot of that is covered in the handout that | brought al ong.
That is outside. It says "NAHB" on it.

The Softwood Lunber Agreenent inposes a quot a,
basically, but it's not exactly a quota, for |unber shipped from
Canada. Anything shi pped beyond the quota is subject to a fee of
up to $148 per thousand board feet. The average price of fram ng
| umber now i s about $280 per thousand board feet, so not very
much i s shipped at that fee.

The effect of a quota -- this quota or any quota -- is
both to increase the price and also to nake the price nore
vol atile. Because the supply then becones less elastic, |ess
responsive to denmand, demand goes up. Supply doesn't respond in
t he sane way, because once it hits the quota and there are these
hi gh fees, it doesn't cone. And the way that the quota is being
adm nistered in Canada, in fact, it's both a ceiling and a fl oor
for their shipnments; so that when prices go down, they go down
further.

Recently, they've gone down, in fact. They were about
$480 | ast sumer and they're about $280 now. Wen it's going
down like that, it's fine for builders and not so great for
| umber dealers. Wen it's going in the other direction, it's
very disruptive to the hone building business. Most hones are
sold before they are built. And builders usually quote a fixed

price to build them They don't buy the materials in advance.
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Because if they bought the nmaterials and took it out to the job
site, it tends to disappear unless it's nailed down.

The full value of that $148 maxi num fee does not pass
t hrough into the cost of lunber in the US  CQur estimate is
that, on average, but not right now, it adds about $50 per
t housand board feet. The Cato estimates are a little bit higher.
But not only does it nmake the price in the U S. higher, it nmakes
the price in Canada lower. So the differential between the cost
of buying the same lunber in the U S. and Canada is nore |ike $80
to $100. And therefore, for manufacturers that use |unber as an
input, they're in a very poor conpetitive position relative to
t heir Canadi an counterparts.

As Brink nentioned, there are a |ot nore jobs that
depend on | unber than there are producing lunber. There are
about 500, 000 jobs involved in manufacturing industries where
| unmber is an input, conpared to the 200,000 in |ogging and
sawm | Ii ng.

Now, the benefit of these quotas does not generally
accrue to the workers in lunber mlls. It doesn't provide nore
| obs, because we don't have any nore trees to run through the
mlls. It may have a little bit of short-termeffect, but that's
not a significant anount. And in fact, in general, it doesn't

help the mlls all that nuch.
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The benefits of this pass through to the owners of
ti mberl ands, of private tinberlands. And the benefits to them
are indeed substantial. But it's not clear to nme that hone
buyers shoul d be spendi ng substantial anpbunts to subsidize the
owners of tinberl ands.

I n Canada, nost of the tinber is owned by the
Provi nci al governnents. Here, about half the tinber is owned by
governnents, but they don't sell that tinber. So that nobst of
the tinber going into producing |unber is on private |lands. The
U.S. lunber producers -- and this will no doubt be explained to
you nore fully in a few mnutes -- believe that the Provinces
sell that tinmber to lunber mlls there at below fair market
prices, injuring, therefore, U S. producers.

As | describe to some extent in the handout --
al though, if people are interested, | have sone further
literature on the subject -- if the price is lower than a fair
mar ket price, it should have no effect on the anount of | unber
produced, in the anount of |unber shipped to the U S., or on the
price of lunber. That will depend only on how nuch tinber is
being sold by the Provincial governnents. |If it's below what is
the maximumprice at which a mll could profitably operate, it
means the mlls nake nore profits. But they don't give it to

home buyers, they give it to thenselves. |If the price is above
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that level, then it's not a fair market price. |It's above the

fair market price.

Now, | don't know whether the prices in Canada are fair
mar ket prices. It's not easy to nake it a conpetitive market.
In many cases, there is usually |ike one |unber ml|| anywhere

near the forests they're selling the trees from And so there
isn't nmuch potential conpetition if they were to open it up,

al though I think there could be sonme changes in the systemthere.
My point is that the only thing that affects the price is how
much is sold.

Qur viewis that if there is an allegation of subsidy,
even though we believe that it should be based on whether or not
it affects the price and the quantity, and whether -- well, |
don't want to go too far into the CVD policy -- but, anyway,
while we think that the CVD policies are biased agai nst
downstream i ndustries and consuners and are not exactly fairly
adm nistered, that is the appropriate way in which to deal with
this issue, rather than have the governnent assune that there is
sonme subsidy, that there needs to be sonething done about it --
which we think there is no problemand therefore there is no
sol uti on needed -- that that would be the appropriate approach to
it.

That isn't what's in place now. Instead, we have this

quota. And soneone, if they want, can argue about whether this
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is actually a quota rather than a tariff. This is sonething that
in fact was suggested by Canadi an producers, in part, because
they were afraid of the countervailing duty. But this is like if
t he producers of lunmber in Oregon and the producers of |unber in
Ceorgia got together and said, "Let's reduce the supply and raise
the price on builders and honme buyers.” They would end up in
jail if anybody found that out.

And it would be true that in fact if they just talked

to each other, between British Colunbia and Georgia, that would

be true. The involvenment of the U S. Governnent said, well, even
t hough this would be illegal for a private party to do it,
because the governnents are involved, therefore it's legal, it's

okay, in fact, it's in the national interest, by sone peculiar
definition of national interest. And | guess it's our viewthat
that probably is a very peculiar public policy and one that needs
to be revised.

MR. LINDSEY: Thanks, M chael.

Qur next speaker is Chris Boesen, who serves as
Executive Director of the National Anmerican |Indian Housing
Council. As the Director of the Council, M. Boesen is
responsi bl e for the operation of the Nation's |argest service
provider to tribes on | ow-i nconme housing, nortgage |ending and
econom ¢ devel opnent issues. Based in Washington, D.C., NAIHC

provides training and technical assistance to hundreds of tribes
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and tribal organizations nationwi de, and operates the Native
Amer i can Housi ng Resource Center

VWhile at NAIHC, Chris created and serves as CEO of the
Coalition of Indian Housing and Devel opnent, which is NAIHC s
sister organi zati on for advocacy.

Ladi es and gentl enmen, please wel cone Chris Boesen.

(Appl ause.)

CHRI S BCESEN

NATI ONAL AMERI CAN | NDI AN HQUSI NG COUNCI L

MR. BOESEN:. Thank you very much. | would like to
thank all of the participants who are here today. And | would
also like to thank all of the nenbers of the audi ence who are
with us. This is an inportant debate, and one that I"'msure is
not going to end here today, but I'"'mglad to see it's getting so
much attention. | would also especially like to thank Scott
Li nci cone, and Brink Lindsey here, for putting on this event.

The nost inportant elenent in my introduction is that I
am not an economst. | amnot the author of a study. And I
studied political science, but the only thing | took away from
that was the recognition that two people could | ook at the sane
set of statistics and cone away with two conpletely different

i deas of what they nmean. |'msinply an advocate who represents
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the famlies living at the fringes of the housing market in the
United States today.

There is no community in the country that faces nore
chal l enges with regard to housing than Native Americans. Forty
percent of the housing in tribal areas is substandard, neaning
that it is either overcrowded or has serious physical
deficiencies, |acking heating systens, plunbing, or other basic
el enents that the rest of us take for granted. Sixty-nine
percent of Native Anericans in tribal areas live in what is
termed severely overcrowded conditions, with as many as two dozen
people living in a single-famly house. |In fact, the percentage
of overcrowded hones in tribal areas is seven tines the nationa
aver age.

More than 30,000 famlies are currently on waiting
lists for rental housing, which is built by tribal housing
prograns receiving Federal assistance. NAIHC estinates that
there is a need for nore than 200,000 new hones in Indian
country, including replacenents for existing substandard
structures. An inportant factor in assessing the inpact of the
Sof t wood Lunber Agreenent for Native Anericans is that the
construction of housing in Indian country, whether it's done by
the tribe or a tribal program or through one of the few bank
| oans available to individuals in tribal areas, is nore sensitive

to the cost of construction materials than other housi ng.
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The three principal costs associated with hone
construction are land, materials and | abor. Mbst hone
construction in Indian country is on reservation |and, which is
land that's held in trust by the Federal Governnent on behal f of
tribes or individuals. Also, because nost of the housing is
through the tribal housing program that are subject to the
Davi s-Bacon Act and its prevailing wage requirenents, |abor costs
are set, as well. So it does nake a difference if you' re paying
nore for |unber, because it beconmes the only real variable in
determ ni ng construction costs.

For nost of us in this room the SLA may not have a big
i npact on our everyday lives. Wether or not we get a honme or a
place to raise our famly is not dependent on a few hundred or
even a few thousand dollars. Those who woul d have us nmaintain
the SLA say that the difference is only about the cost of a home
appliance. But for tens of thousands of Native Anericans and for
hundreds of thousands of other Anericans, a few hundred or a few
t housand dol l ars can be the difference between having a honme or
not havi ng a hone.

The proponents of maintaining the current trade
practices do not argue that there is no inpact on the cost of
| umber by renewing the SLA. They argue that the inpact is
smal | er than the nenbers of the Anerican Consuners for Affordable

Homes woul d estinate. So we all agree that it does affect cost.
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W are sinply here to decide whether or not that cost is
significant.

According to NAIHC s estinmates, renew ng the Softwood
Lunber Agreenent could cost us nearly 500 new rental units in
I ndi an country over the next five years. This figure includes
only construction under the Indian housing bl ock grant program
It does not even include the cost associated w th devel opi ng
homes t hrough the private nortgage markets or the
gover nnent - guar ant eed nmar ket .

The opposition estinmates that the inpact would be
smal l er, somewhere in the vicinity of 36 to nmaybe just over 100
honmes, during the sane five-year period. Wile we disagree with
t hose nunbers, even if we accept them 100 hones is not
insignificant. That's 100 famlies who won't have a decent place
to live.

Let nme tell you what it means in human terns, not the
econom c ternms that these fol ks here are better at providing than
| am | would Iike to explain the cost in terns of a single hone
and, really, of a single famly. The letter that I'mabout to
read fromwas witten to Senator Byron Dorgan, from North Dakot a.
And Senator Dorgan read it at a hearing that | was testifying at,
in front of the Senate Indian Affairs Conmttee |ast year. |It's
one of the nobst poignant exanples of the chall enges we face and

the real cost of our l|ack of affordable housing in this country.
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"Sarah Swi fthawk di ed needl essly on the Rosebud Si oux
Reservation in South Dakota. She froze to death. On the night
of January 2, 1999, it was a truly dreadful night for that
famly. They had run out of propane to heat their house. They
had no wood for their wood stove. And though they tried
desperately to find some wood, they didn't nmeet with success.
The Sw fthawk house is one of approximately 100,000 terribly
subst andard hones that exist on our reservations.

"The house had only thin plastic sheeting covering two
| ar ge openi ngs where wi ndows were supposed to be. As night fel
and the tenperature plumeted from 16-bel ow to 45-bel ow, Sarah's
daughter and son-in-law, who live in the same house with their
six children, put two blankets on Sarah, in an attenpt to keep
her warm The nother then took the other two bl ankets they had
and pl aced them over her six children, who were huddl ed toget her
on the floor where she and her husband woul d sl eep.

"Since there was only one cot in the house, that bed
was given to Sarah, who was the grandnother of the famly.
Everyone else in the Swifthawk famly slept on the floor, because
the famly didn't have any furniture. Wen the sun cane up on
Sunday norning, the daughter got up fromthe floor to check her
nmot her, and found her nother had died during the night, frozen to

death as a result of exposure and extrene col d.
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"Fortunately, the body heat fromthe parents and
children, all huddl ed together on the floor, kept themalive that
terrible night."

| think we can all agree that no one, whether they're
Native Anmerican, African Anerican or Anglo, no one in the United
States should freeze to death in their own honme sinply because
there's not enough noney for housing or because housing is too
expensive for tribes to provide for their nenbers. That few
hundred dollars we are tal ki ng about could have given them a
functioni ng heater and new wi ndows, instead of plastic sheeting.

| don't believe there is one person in this room who
could ook at Sarah's grand kids in the eye and tell them
Sorry, we don't think a few hundred dollars matters to you. W
don't think having your grandnother here to tell you one nore
story or sing you one nore song natters to you

This debate is not really about nunbers and trees and
| umber conpanies. |It's about people who can't afford hones, and
tribes who want to provi de housing but have to stretch their
nmeager Federal resources to try to cover a burgeoning housing
crisis.

So, is the cost significant? | think it is. | bet
that if they understood what housing affordability is, that Sarah
Swi fthawk's grandchildren think it pretty significant. W here

i n Washi ngton need to nmake sure that what seens to be an
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unrel ated issue, like a trade agreenent, does not rob famlies of
a decent hone or a loved one. In ny opinion, the SLA is not
worth 500 hones in Indian country, because it's not worth 500
famlies. And in fact, | don't think it was worth Sarah

Swi fthawk's life.

Thank you.

MR. LINDSEY: Thanks, Chris.

Bef ore introduci ng the next speaker and |eaving the
i ssue of affordable housing, let nme just throw out a coupl e of
nunbers about the broader effect of relatively small changes in
housi ng prices on housing availability. 1 have two figures to
cite to you. First, the Bureau of the Census has cal cul ated that
for every $1,000 increase in the price of a new hone,
approxi mately 300,000 families will be priced out of qualifying
for a nortgage.

Using slightly different assunptions, Fannie Mae has
cal culated that for every $10 increase in nonthly nortgage
paynents, you get 250,000 famlies who no | onger can qualify for
a nortgage. So, what may seemto us as relatively trivia
nunbers have rather large inpacts at the margi ns on housing
avail ability.

Now, however, we are going to switch gears and talk
about the effect on downstream manufacturers. And here to share

hi s perspective on this issue is Scott Cameron, who is D rector
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of Governnment and Regul atory Affairs for CHEP, the nationa
| eader in the energing reusable pallet and container pooling
busi ness. Scott is also Co-Chairman of the Legislative Action
Conmittee of the Reusable Pallet and Container Coalition, the
trade group for reusabl e commerci al packagi ng.

Previously, Scott represented the Governor of the State
of California in Washington, D.C. In that capacity, he dealt
wi th Congress and executive branch agencies on issues involving
environnental, energy, and natural resource policy.

Ladi es and gentl enen, please wel cone Scott Caneron.

(Appl ause.)
SCOTT CAMERON,
CHEP USA, | NC.
MR. CAMERON:. Thank you very much. | appreciate all of
your being here this afternoon. |[|'ve got to say, ny presentation

is not going to be quite as conpelling on a personal |evel as
Chris' was just a few seconds ago. But | do have a coupl e of
significant points that | would like to share with you and get
you to think about.

The first is the Softwood Lunber Agreenent, | would
argue, doesn't just hurt homeowners, but in fact it hurts

consuners nore generally in the United States. It even hurts
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consuners who live in brick houses or concrete apartnment
bui | di ngs or who already own their house and don't plan on buying
anot her one for another 20 years. The way it does that can be
expl ai ned by describing ny conpany and our busi ness and our

i ndustry a bit nore generally.

CHEP, as was nentioned, is in the business of renting
reusabl e shipping pallets. W've got about 35 mllion pallets
that we rent to grocery nmanufacturers, to farners, and to ot her
manuf acturers here in the United States. And globally, we
operate in about 31 countries on every continent except for
Antarctica, and we control sonething like 100 mllion pallets
globally. W also have operations in Canada as well|l as the
United States. | should indicate that for purposes of ful
di scl osure.

But our pallets are made out of wood; typically, in
North Anerica at |east, softwood: Southern yellow pine and Doug
fir. The Softwood Lunber Agreenent has the effect of raising the
price of lunber. That nmeans it raises the cost that CHEP incurs
i n purchasi ng our heavy-duty reusabl e wooden pallets. CHEP only
has around 2 percent of the national pallet market, which,
ironically, makes us probably the biggest player in the pallet
business in the U S.

But, having said that, ny corporate managenent tell ne

that the Softwood Lunber Agreenent costs our relatively smal
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conpany about $11 mllion a year. That means that our custoners,
Proctor & Ganble, Kraft, Nestle, are being charged $11 nmillion
nmore than they would have to be charged if the Softwood Lunber
Agreenent were not in place. That, in turn, neans that when
soneone goes and buys sone Crest toothpaste or sone Tide
detergent or Kraft macaroni and cheese or Nestle hot chocol at e,
you' re paying for the Softwood Lunber Agreenent.

Now, it's not going to be 20 cents on your tube of
Crest toothpaste, but the point is, that $11 mllion, just in
terms of the cost on ny conpany's customers, is noving through
the system And if the SLA were not in place, those costs would
not be there and consuner prices, at least at a nationa
aggregate, would end up goi ng down sone neasurabl e extent.

Now, one could argue that, well, sonebody else in this
| ong supply chain woul d sinply pocket that $11 mllion. Well,
let me tell you that the major players in the grocery
manuf act uri ng busi ness are very, very cost conscious. They
conpete with each other on cost all the tine. Conpanies |ike
Wal - Mart are proudly, or perhaps even notoriously, conpetent at
squeezi ng costs out of a supply chain and reducing costs to
consuners. So | think it's quite plausible that any cost
reductions in the supply chain would fl ow down to the consuners

and benefit the consuners.
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So, CHEP is involved in the Softwood Lunber Agreenent
because we're in the business of trying to reduce the costs of
our custoners and their operations in the supply chain. And we
woul d |i ke to see the Softwood Lunber Agreenent expire so that we
can hel p our custoners reduce their costs and, therefore, provide
better service, in turn, to their custonmers, the Anmerican
consunmer .

Let me switch gears a little bit, in that, in the |ast
week or so, there was at | east one fornmal presentation nmade up on
Capitol Hill, along the Iines of, if the Softwood Lunber
Agreenent were to go away, the environnental inpact in Canada
woul d be very significant. The allegation has been nade that
Canadi an environnmental regulations, environnmental |aws,
environnental standards are far inferior to those in the United
States. Now, perhaps not everyone in this crowd is interested in
the environnmental argunent, but since the issue has been raised
up on the HIl, I thought it would be worth addressing briefly.

First of all, | would argue that it's a fal se prem se
that the sheer volune and wei ght of regul ations affecting the
environnent is necessarily a good indicator of anbient
environmental quality. For instance, which area do you think has
t ougher environnmental regulations in North America: Southern
California or Canada's Northwest Territories? | suspect npst

woul d say probably Southern California. On the other hand, who
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t hinks seriously that the air quality and the water quality is
better in the L.A Basin than it is sonmewhere in Canada's
Nort hwest Territories?

My point here is that sinply |ooking at the stringency
or the volune or the weight or the | evel of bureaucratic burden
associated with environmental regul ati ons does not necessarily
mean that environnental quality follows directly fromthat. One
coul d argue back and forth in terns of which regulations are
better, which regulations are nore stringent. But | would
suggest that perhaps, rather than, again, |ooking at the Iength
of the regs or the wording of the regs, it's better to | ook at
anbi ent conditi ons.

One way of doing that is to focus on the ecol ogi ca
i ssues. Wiich country has nore endangered species: Canada or
the United States? It's probably the United States. Wi ch
country's salnmon runs are in greater trouble? 1It's the American
ones; it's not the Canadian ones. In which country are grey
wol ves in danger? Well, we're inporting wolves from Canada into
the United States to put them back into Yell owstone.

So, clearly, the Canadian fauna are in fairly good
shape conpared to the Anerican fauna. Not that necessarily
everyone thinks it's a great idea to have wol ves back in
Yel | onst one, but the point is that it's not plausible to argue

that environnmental quality would deteriorate in Canada if the
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Sof t wood Lunber Agreenent were to go away. That, in nmy mnd, at
| east inplies a certain anobunt of paternalismthat is sinply
i nappropriate. The Canadians are fellow North Anmericans. They
have got very strong environnmental groups up there, and | think
it's foolish to assune that the Canadi an public is not as
interested in protecting their environnent as we are down here.

Another thing to consider is, to the extent one
restricts the amount of tinber entering the United States from
Canada, but U.S. demand for |unber increases, where else is that
demand going to be net? It's going to be comng frominports
fromother countries, to a large extent. You're going to see
inmports fromChile increase. You're going to see inports from
t he Russi an Federation increase.

Let ne ask you another question. Wwo in this audience
t hi nks that environnmental performance and standards and
enforcenent is better in the Russian Federation right now than it
is in Canada? | think that's a no-brainer. Al | have to do is
| ook at the condition of the Siberian tiger, which is probably
headi ng toward extinction if the situation doesn't turn around,
and conpare that with the Canadi an grizzly bear or the grey wolf
or the Canada | ynx.

So |l would like to nmake a brief plea here in defense of
our fellow North Anmericans. | think it's fallacious to suggest

t hat environnental standards and environnmental performance in
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Canada is inferior to that in the United States, and a real
stretch to say that, were the SLA to go away, that woul d produce
significant environnmental damage north of the border

Thank you.

MR. LINDSEY: Thanks, Scott.

Now it's tinme for the other side of the fight. It is
wth a great deal of personal synpathy, if not synpathy for his
position on this particular issue, that I want to introduce Dave
Modi. | know what it feels |ike to be the designated skunk at
t he garden party.

(Laughter.)

MR. LINDSEY: M own worst experience was during the
hei ght of Ross Perot's anti-NAFTA jihad back in 1993. | was
call ed upon to do a debate with a protectionist policy wonk on
free trade versus fair trade at a UAWunion hall in Flint,

M chi gan.

(Laughter.)

MR. LINDSEY: So it's not going to be that bad.

Dave Modi is Vice President for CGovernnment Affairs at
the Georgia Pacific Corporation, here in Washi ngton, and has been
in that position since about this tinme in 1998. 1In this
capacity, Dave manages all of Georgia Pacific's governnent

affairs efforts for the conpany.
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Before hol ding this position, he was Senior Director of
Governnment Affairs here in Washi ngton, where he had
responsibility for issues including solid waste recycling, the
Clean Air Act, the Cean Water Act, Super Fund, taxes, antitrust,
product liability, global warm ng, and corporate governance,
al nost all of which we would probably find great deals of common
ground here at Cato. But today, Dave gets to play dissident.

Everybody, pl ease wel conme Dave Modi

(Appl ause.)

DAVE MODI

GEORG A PACIFI C

MR. MODI: Brink, thank you at |least for offering ne

your personal synpathy. | appreciate that.
The source of this problem-- and | didn't hear any of
t he speakers before ne dispute this -- is the fact that Canada

subsidizes its tinber industry. As Brink nmentioned, over 90
percent of the land in Canada is owned by the governnent. The
gover nnent does not sell this tinber to the tinber mlls at a
market price. It is kind of admnistered to themat a
governnent-set price. It is, if you wll, classic Eastern

Eur opean, Soviet-style econom cs. And even folks in Canada admt

t hat .
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The way the tinber process works here in the U S., if a
ti mber owner has tinber that they want to sell, they open it for
a conpetitive auction. And if the market is robust, as it is not
now, you may get 10 or 12 conpanies or individuals show up to bid
on that auction and it goes to the highest bidder -- pure narket
price. |If the market is lousy, as it is now, you may not get so
many conpani es show up. Three or four maybe show up. Maybe even
fewer than that.

Even what tinber is sold fromthe Federal CGovernnent
| ands now, public lands, is sold in the sane way. They'll offer
that for auction, and whoever is interested in bidding will cone
bid onit. 1In Canada, that's not the way it works. 1In Canada,
the price is set by the governnent, given to the mll at "the"
price, and "the" price is set based upon what they can get for it
at the other end.

One of the handouts outside had a list of charts. |If
you | ook at chart one, it looks like this. You can see the
difference in the stunpage -- the stunpage price, by the way, is
the price that's paid for the tinber -- the difference between
stunpage in Canada and in bordering States in the US. And this
is an appl es-to-apples conparison. It is roughly the species in
Canada versus the conparable species in the U S. down below And

you can see pretty clearly that the Canadians offer their tinber
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at a much lower price than it is sold for at market prices in the
U. S

The other point that's inportant to nmake here is that
t he Sof twood Lunber Agreenent, as it is now, applies only to four
Canadi an Provinces. That's British Colunbia, Al berta, Ontario,
and Quebec. In the other Provinces, not all of them practice
mar ket econom cs. Saskat chewan and Mani toba have a few probl ens.
But in the Maritinme Provinces, for exanple, nost of the
tinberland there is owned by private individuals, and it is sold
at conpetitive market prices, the way it is in Mine.

And we have a mll in Maine that is on a river. Right
across the river is New Brunswick. And we buy wood over in New
Brunswi ck, on Prince Edward Island. W bring it back across the
border in Maine. Canadian mlls cone into Maine and buy wood.
And it's the way the market ought to work. [It's a back-and-forth
system the way it should work.

The other part of the subsidy systemin Canada t hat
operates is that they do not allow exports of this subsidized
wood to come to the United States. You can understand why. Wy
woul d t he Canadi an taxpayer want to have their subsidized tinber
going to U.S. mlIls? So not only do they give the tinber away to
the mlls, but they don't allowany U S. mlls to cone up there
and have the opportunity to bid on or to even get access to any

of the tinber up there.
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And there has been a lot of talk about what this may do
to housing prices. Again, if you ook at this same thing, chart
nunmber two, you'll see at the very bottom that little dark |ine
-- it didn't copy very well -- that is the lunber cost. The line
above it, this big gap here, that's the cost of housing. You can
see that the cost of l|unber has not had a very big inpact at all
in the cost of housing.

Chart three, on the next page, has it in a table form
And you can see, again, pretty clearly the nunbers there. The
price of lunmber is not a very big inpact on the price of housing.
In fact, if you look at the nunbers, get into this alittle bit,
you'll see there was a fairly significant junp in lunber in the
early nineties. The Hone Builders have on their Wb site that
the primary cause of that was the restrictions on |lunber in the
Nort hwest as a result of the spotted owl. So, again, not much of
an i npact on housing prices.

The way the Softwood Lunber Agreenment works now is 14.7
billion -- that's "b," billion -- board feet of |unber fromthe
four Provinces that are covered by the Agreenent are allowed to
cross the border tariff-free. Above that, as | think M chae
mentioned, 650 mllion board feet are subject to a fee, a tariff.
And i nports above that are subject to a higher fee.

The inpact of all this is that of all the | unber

consuned in the United States -- and it's about 55-56 billion

ARTI Transcripts
(202) 347-0030 and wwwe.artitranscripts.com



32

board feet; that's with a "b" again, billion -- over 98 percent
of that is sold without any sort of tariff attached to it at all.
It's either |unber produced here in the U S., lunber that cones
in under the 14.7 billion board feet that's allowed in
tariff-free, or lunber that conmes in fromthe Canadi an Provinces
that are not covered by the Agreenment. Less than 2 percent -- in
ot her words, of all the lunber consunmed in this country -- has
any kind of fee attached to it as a result of the Softwood Lunber
Agr eenent .

Now, | et ne nake one thing perfectly clear -- as the
President once said -- the lunber industry in this country does
not want trade restrictions with Canada. W don't |ike the
Sof t wood Lunber Agreenent and we don't want this. Qur goal --
and | hope everybody on the panel would agree with nme -- the goal
was to elimnate the subsidies in Canada.

| f you were to elimnate the subsidies in Canada, this
i ssue would go away. Honme buil ders would have to find sonething
el se to conplain about, Cato would find sone other industry to
bash, and we would no | onger have a conplaint to nmake with this
thing. That is the source and root of the problem The Softwood
Lunber Agreenent is, at best, second best. Qur solution, our
goal, our desire is to get rid of the subsidies in Canada, to put

it on a level playing field.

ARTI Transcripts
(202) 347-0030 and wwwe.artitranscripts.com



Finally, there has been sone discussion -- and | have
to, as Chris did, caveat that |I'mnot an econonmi st and I'mnot a
statistician, but I'll throw the big words out, if | can, because
| like to use them-- in ny thing in chart six, | was going to
tal k about what the Softwood Lunber Agreenent does to the
volatility to lunber prices. This chart shows that there really
has not been. |If you | ook at the coefficient of variation --
don't ask nme what that is -- you'll see that the variation in
| umber prices has not been significant. No nore variation before
t he Agreenent than after the Agreenent.

The fact is that lunber prices in this country are set
by the ol d-fashioned invisible hand that Adam Sm th once
descri bed, which is supply and demand. \Wen supply is high and
demand is low, you' re going to have prices go down, as they are
now. When supply is | ow and demand is high, the exact opposite
wi |l happen: prices are up. As it is now, and Mchael referred
toit briefly, prices are at a low. They are the | owest they' ve
been now since the early nineties, since 1991-1992. They are so
bad now that we at Georgia Pacific, by the end of this year, we
w Il have shut down 20 percent of our capacity, because we sinply
can't make any noney at these prices.

Now, when the market returns and if supply goes up and
demand constricts, that price will go back up and we'll be there

again. But the bottomline is that if Canada did not subsidize
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its industry -- you have to | ook at what the inpact on housing
prices would be if that were to happen. |f Canada had an open,
free system the way that we do in this country, where the tinber
were offered at a market price, and they were forced to conpete
according to the market dictates, how nuch Canadi an | unber woul d
come across the border?

As M chael said, and we woul d agree, we need Canadi an
imports in this country. The U S. |unber industry understands
that. W could not survive. W do not have the capacity, in
this capacity in this country, to supply all the lunber that this
country needs. But we have the capacity to supply enough, and we
have the capacity to supply enough to conpete, with those
countries that conpete with us on a fair basis.

Brink, thank you.

MR. LINDSEY: Thanks, Dave.

|"mgoing to open it up to questions in just a second.
Let me just nake one comment on the subject of subsidization,
because | want to be quite clear that we at the Cato Institute
hold no brief for a systemin which the governnment owns all the
|l and. But, nevertheless, it needs to be pointed out that the
current |levels of quota | evels and the fee levels set by the
Sof twood Lunber Agreenent are not based on any kind of
cal cul ati on of the degree of subsidization, real or inmagined, in

Canada. They are nunbers plucked out of a hat.
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There are nechani sms for cal cul ati ng whet her Canada
does engage in market-distorting subsidies. One unilateral U S.
avenue is the U S. countervailing duty |aw, which has been used
in the past -- not terribly satisfactorily in this dispute
because of politicization of the dispute -- but at |east there
are nmechanisns in place for neasuring whether a subsidy exists
and neasuring how big it is. Those nechanisnms were not used in
negoti ating the SLA

A superior alternative is to go the Wrld Trade
Organi zati on, which has an agreenment on subsidi es and
count er vai | abl e neasures, under which the Canadi an system coul d
potentially be challenged. |If an inpartial WO tribunal found
t hat Canada was subsidizing its industries to the detrinment of
the United States, then Canada woul d be under an international
obligation to change its practices.

So, if we are truly interested in finding out
definitely whether Canada subsidizes its forestry industry and
t hen doi ng sonet hing about it, rather than using Canadi an
forestry practices as an excuse for trade barriers, | would
suggest the best alternative is to urge the U S. Governnent to
take this case to the WO

Ri ght now, | would |like to open the floor up --

[End Side A. Begin Side B.]
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MR. LINDSEY: W' ve got an intern comng around with a
m crophone. So, after | recognize you, wait until he cones
around. Then give your nane and affiliation, and direct your
guestion to one of the panelists, or to all of us. |If any of you
happens to have a question about our Cato paper, |'m happy to
field questions on that.

Questions?

MR. MERCURI O Thank you. M nanme is Matthew Mercuri o.
I'"'mwi th Econom sts, |ncorporated.

| have a two-part question, which refers to sone points
brought up in your paper, but it's basically to anyone here on
the right-hand side. 1In the first place, as to the issue of the
Canadi an subsidies, isn't invoking a Comrerce result sort of a
clear indication that maybe the argunent there has gotten a
little bit desperate -- if we're relying on Comrerce to say what
the effect of the subsidy is?

And, second, |ooking here with regard -- it seens that
t he point about the |og export restriction in Canada seens to be
especially quickly dismssed. 1Isn't the fact that the Canadi ans
are categorically unwilling to get rid of the subsidy and the |og
export restrictions at odds with the notion that they don't have
any effect?

MR. LINDSEY: Let ne handl e your first question, and

t hen maybe M chael m ght want to tal k about the | og export ban.
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As to citing Conmerce's opportunity, | did that for a particular
reason. The Commerce Departnent is historically wdely

recogni zed for a ninbleness in bending over backwards in favor of
the U S. industry and to find unfair trade practices. So the
fact that the Comrerce Departnent, in its initial investigation,
before the subsequent political firestorm inits initial

i nvestigation, found that there was no subsidization, to ne, is
extrenmely telling on | og exports.

But, of course, it's not the end word on the subject,
but it's an interesting datumon the |og export ban. Do you want
to tal k about that, M chael?

MR. CARLINER: Yes. In terns of the Commerce
Departnment finding, |I'mnot quite sure which paper you are
referring to, but listening to Brink's explanation, | was just
| ooki ng at a paper that was witten by the Congressional Budget
Ofice a few years ago that indicated that between 1980 and 1992,
in 93 percent of the cases where a U S. industry said that a
foreign industry was subsidi zed, the Commerce Departnment agreed.
So they don't tend to say that there is no subsidy.

In terns of log exports, | think there are a couple of
things that are interesting about that. One of themis that we
have | og export restrictions, as well. Not only are there
restrictions on exports of unprocessed | ogs that cone frompublic

lands in the US. -- restricted fromexport -- in fact, it's a
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nore stringent restriction, | believe, than the Canadian. There
are restrictions on exports of logs fromldaho to Washi ngton,
fromAl aska to other States -- which | don't understand why
that's |l egal, but anyway. So that what we're saying is, well,
ignore the fact that we do the sane thing, but if you do it, it's
an unfair practice. Wich | guess is peculiar.

Secondly, the 1994 Uruguay Round Agreenent defined what
were subsidies. And it was witten with the intention that |og
export restrictions would not be a basis for saying that that's a
subsidy. The U S. Governnent said, well, we're going to
interpret that as the exact opposite of what the WO said, and
we're going to say that can be a subsidy.

We were kind of |ooking for sonebody else to get us a
test case on this, some other product, where restrictions on
exports of raw materials were a subsidy. Because when it was
first inposed, it was based on a precedent on |eather from
Argentina. But the U S. has dropped that duty on | eather from
Argentina. So there was no ot her case where we could try to
chall enge this interpretation of the law. But | think that there
are several reasons, then, for thinking that this is not a basis
on which to all ege subsidy.

As | said, |I've only got two under the foreign
countervailing duty law, but there are sonme limts on where you

can inpose a countervailing duty. But there are certain conmon
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sense ki nds of considerations that | think should be
countervailing duty policy but are not. One of them as |

di scussed earlier, was it should have sone effect on the price or
the quantity of the goods inported into the U S. That's not a
requi renent. Another is that there should not be conparable
benefits provided to the U S. industry, but that's not a

requi renent. Another is that it should be consistent with

i nternational agreenents. That's not exactly a requirenent; it's
sort of a requirenent -- you know, there is sone reference to

t hat .

But, | think nost inportantly, there should be sone
consi deration about whether a trade restriction would have an
adverse inpact on downstream industries to consuners that goes
far beyond the benefit that m ght accrue to the conpl ai ni ng
donmestic producers. And that is not a requirenent. In fact, we
were involved in this 1992 case, and we wanted to testify. And
we were able to testify kind of as a nmenber of the public. But
there is a certain category of people who participate that are
called interested parties. And even though we buy two-thirds of
the lunber, we're not considered an interested party. So | think
all of those things ought to be part of any sensible trade
policy, and none of them are.

MALE VO CE: Let me just add, on the | og export issue,

that Mchael is correct. Sone States in the U S. do restrict
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exports of raw, unprocessed logs fromtheir State. But the
effect is that there are no restrictions on private lands in the
US And as aresult, the U S is the |argest exporter of
unprocessed | ogs and tinber in the world.

MR. LINDSEY: Questions?

MR, MCGUI RE: Robert McGuire. |I'man internationa
| awyer .

| was listening to the debate. And we tal ked about how
all the consuners and the carpenters are hurt fromthis. And I
think, as a matter of both U S donmestic |aw and WO | aw, those
people are not factored into the analysis; it's the producers of
i ke product. But, leaving the |aw aside, it seens |like the real
problemis this Canadi an subsidy, whether or not it's a subsidy.

So, since they're our neighbors and we want to help
them out, why don't we give themthe benefit of our experience,
when we were selling the crude oil fromthe Strategic Petrol eum
Reserve or from our Naval Petrol eum Reserves? W sold it at
auction. W got a fair price. It went into the U S
mar ket pl ace. It depressed the price. It seened to work pretty
well for us. Maybe the Canadi ans m ght benefit fromthat and use
that sanme type of auction process to sell their tinber and al so
reap the sane nonopoly profits.

But the other one is, if they didn't like that

t hought - -
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MR. LINDSEY: A great idea, by the way.

MR. MCGQU RE: Yes, a great idea. It worked. It's what
we're all trying to do to get around this problem

O be nore inmagi native -- because there are a | ot of
peopl e who are nore imaginative than | amhere -- and cone up
with sone sort of commodity futures contract that they can sel
on sone commodity futures exchange for Canadian tinber. But
there are a | ot of ways that they can get away fromtheir current
practice of setting an adm nistered price.

| used to sell crude oil for the U S. Government, and
we were held accountable on how well did the sale go, how many
participants, did you get the market price. And as |long as we
could show that it was a wlling buyer and a wlling seller, that
was the market price. It mght be low, it mght be high, it
m ght be indexed over the Iife of the contract, but you can cone
up with sonme pretty creative ideas, rather than the government
arbitrarily setting a governnent -adm ni stered price

Have we tried to do that to then?

MR. LINDSEY: Well, | did not invite to join on our
panel any representative of the Canadi an Governnent, and so |
don't believe you' re going to find on this panel or in the
nmoder ator a defender of the current Canadian policies. There is
no doubt that a better adm nistered system could be devised. The

guestion is, what effect does it have on the U S. industry? And,
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furthernore, the question is, does the fact that country A does
dunmb things entitle or justify country B to conpound those dunb
t hi ngs by doing further dunb things; nanely, hurting its
consunmers with trade restrictions?

On the first point, the effect on the U S. industry, |
think it's worth hanmering down this disconnect between stunpage
| evel s and the price and inport volunes of softwood |unber. If
t he Canadi an Provi nces set stunpage fees and then | et fol ks cone
in and harvest as nmuch tinber as they wanted at that particul ar
price, then of course bel ow- market stunpage fees woul d increase
the volunme of tinber cut and depress prices. But that's not how
it works. One decision is nmade as to stunpage fees and a
separate decision is made as to how nuch i s harvested.

So even if the prices are bel ow market, that does not
necessarily cause above-market harvesting |evels, because the
harvesting amounts are set administratively, as well as the
price. And so what the effect then is, is that if stunpage fees
are set at bel ow nmarket |evels, then |oggers nay have
super-normal profits; but then, in their downstream
profit-maxi m zing capacity, they're going to sell their tinber at
mar ket - cl eari ng rates.

So, according to economc logic, there is no reason to
expect, in a regine of adm nistered stunpage fees and

adm ni stered cut allowances, that you're going to have any
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connection between the stunpage fees and the |unber production

volumes. So | just wanted to hammer down that point.

MR, CARLINER | just wanted to nention one ot her
thing. 1'mnot sure that | want to defend the Canadi an
practices. |'mnot sure | could even figure themout. But there

is one other conplication in addition to what | nentioned about
kind of there not being very many mlls to conpete, which is that
the way that the Canadi ans adm nister the public forests, unlike
what's done in the U S. These conpanies that have licenses in
the forests are responsible for building the roads thensel ves,
they're responsible for planting trees and replanting trees and
doi ng other things, fighting fires, which all of this is done at
t he taxpayer expense in the U.S. or by the private | andowner.

It's kind of hard to say, well, you went in and built
the roads, but now we're going to open this tinber up to
everybody and it will probably go to a different mlIl. So it is
conplicated for themto nake a change. |'mnot sure that we
woul d have any problemw th them doi ng so.

MR. LI NDSEY: Yes?

MR. BRI SCOE: Pat Briscoe; Garvey, Schubert and Barer.

| just had a quick question. If a new agreenent were
reached, what sort of changes would any of you be willing to see
as conpared to the current agreenment with regard to, for exanple,

the tariff levels, the quotas, that kind of thing?
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MR MODI: Well, as | mentioned, our goal is not to get
anot her agreenent. Qur goal is to elimnate the subsidies in
Canada. And we have been Johnny-One- Note on that, maintaining
that drunbeat for as long as we could. |If the Canadi ans are
unwi | ling or unable politically to do that, then we would |isten
to what they propose to countervail the effect of the subsidies.
And | can't begin to speculate as to what that m ght | ook |ike.

MR. LI NDSEY: M chael ?

MR. CARLINER W don't want to see another agreenent,
but we particularly don't want to see another quota. For one
thing, the situation nowis one where we feel the U S. producers
and the Canadi an producers ganged up on the consuner. And so we
want at | east that any negotiation where the Canadi ans don't have
an interest in making things worse for consuners, and that the
cost of any trade restriction is borne by themrather than by the
consuners primarily.

MR. LINDSEY: So if indeed the Agreenent does | apse,
the reality is that Georgia Pacific and others will very likely
file a countervailing duty claimagainst Canada? You're willing
to hash it out there rather than in negotiations between USTR and
Canada?

MR. CARLINER: G ven the choice between those two
options, absolutely.

MR. LI NDSEY: Yes?
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MR. HERMAN: Chris Herman, with the Environnental
Prot ecti on Agency.

How woul d a new package approach -- would it include or
how could it include incentives -- how should | put it -- efforts
to neutralize the incentive that the Canadi an producers have to
over - produce under the current reginme, or deal wth the
under-regul ation situation there?

MALE VO CE: That's a difficult question to answer, but
let ne at least take a stab at it. First of all, under NAFTA,
there are environnental side agreenents, environnmental protocols.
Presumably, the two governnents could deal with each other in
that di plomatic context rather than through sonmething Iike a
trade agreement, which | would argue is an inappropriate vehicle
for dealing with these environnental issues.

Secondly, | think one has to acknow edge the fact that
t he Canadians are likely to say, well, you' ve got sone subsidies
t hat are producing environnental problens in your own forest
products industry in the United States. This is not a situation
where we are perhaps totally w thout sonme opportunity for
criticismhere. 1In fact, | hate to be an apol ogist for the
environnmental groups, but nost people in the U S. environnental
community would say there are a whole stream of policies that are
in place, tax incentives that are in place, patterns of

appropriated funds that are in place, that are doing
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envi ronnment al danage donestically and that are benefitting the
forest products industry.

|"'mnot saying that's true or not. Wat I'msinply
saying is it's a matter up for considerable debate. And in fact,
it has been vibrantly debated fromtine to tinme just a few bl ocks
away from here and other places. But | don't think that the
forumfor resolving essentially an environnental issue is through
a trade deal. You should use existing environnmental mechanisns
t hat exi st between the two nations.

MR. LINDSEY: | just want to clarify something. Dave,
you say that your Johnny-One-Note position is to get rid of the
subsidies. Does that nean just go to an auction-based system and
then, if all the Provinces went to a pure auction-based system
for selling of harvesting rights, that's the end of your |ist of
demands?

MR MODI: | would say yes. | don't know whet her
alternatives to an auction-based system would be just as market
based and just as conpetitive, but our goal is conpetitive
pricing of tinber in Canada, yes.

MR MNC. Alan Mnc, with the Canadi an Enbassy.

| notice that there is this flurry of interest in the
i ssue of the crossover between the allegations, true or not, of
subsi di zation in Canada and the inpact or inplications in terns

of Canada's stewardship, froman environnental point of view of
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its forests. | find, really, the rationale behind that argunent
is basically fallacious, the reason being as follows: Basically,
we' re bei ng accused, on the one hand, as soneone nentioned, of
having a systemof forestry in Canada that replicates an Eastern
Eur opean command or centralized system and then, on the other
hand, we are being accused of pillaging the forests and not
havi ng any controls.

Now, either we have a highly controlled centralized
systemor not. |In fact, Canada does have a very highly regul at ed
systemin place to nanage the forests. There is an enornous
anount of governnent regul ation, both at the Federal and
Provincial |evel, to manage forests, and there is extensive
consul tation. Soneone used a netaphor of weight. The B.C
Forest Practices Code is the largest piece of |egislation, |
t hi nk, of any Provincial piece of legislation in Canada. Wen it
conmes to enforcenment, the B.C. Forestry Service is |arger than
t he Provincial police.

So |l think it's good to really take a step back from
this idea -- | nean, just take a sinple, commobn sense view of it
-- and say the concept that Canada is not regulating these
forests, is not policing it, is sonething that is circunspect.
That was just a comment. |I'msorry it's not a question. But |
didn't say anything the other day on the Hill, but I couldn't

resist it now
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MR. LI NDSEY: Any responses?

(No response.)

MR, LINDSEY: | think then we'll wind it up on that
note. Thanks again to all of our speakers for com ng here and
presenting their views. | don't think we settled anything today,
but I do hope that we cast sone light on this debate as it goes
forward. And |I thank all of you for comng. There is a
reception upstairs for further conversation.

Thank you.

(Appl ause.)

(Wher eupon, the Policy Forum was concl uded.)
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