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PROCEEDI NGS

MR. LINDSEY: Good norning. Wlconme to this Cato
I nstitute-sponsored event. M nane is Brink Lindsey. | amthe
Director of the Center for Trade Policy Studies at the Cato
Institute. W are having an event today to | ook at the
U. S. - Canada softwood | unber dispute. The fact that you are here,
| think, indicates that you realize the inportance of this
di spute, the inportance of this issue.

| want to start our proceedi ngs by underscoring the
i nportance of this issue, so you can go out and tell vyour
col | eagues why they should care about this as well. | was
talking with a journalist not too |long ago, trying to sell himon
the inmportance of this story. He was a little skeptical. He
said, "I amhard pressed to think that ny editors are going to be
terribly excited about any story whose primary el enents are
Canada and wood." But | swung himaround. The reason is that
this is a very big deal. It has inplications far beyond the

di rect players.

First of all, just onits own terns, this is an
enornous trade dispute. It is our biggest ongoing dispute with
our biggest trade partner. In dollar terns, the anount of

sof twood | unber that we inport from Canada is roughly equal to
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t he amount of carbon steel that we inport fromthe whol e world.
And we all know the kind of attention that steel inports get and
are getting right now. The lunber issue is every bit as big. It
is just that it is with one country rather than dozens.

Furthernore, this is a big deal to many, nmany people
who really have no idea that this dispute is even going on
Because as our research and others' have shown, relatively small
increases in the price of a hone can nean exclusion fromthe
dream of hone ownership for hundreds of thousands of Anericans.
So, their dreanms and hopes hang in the balance of how this
di spute is resol ved.

Furthernore, it is big for our involvenent in regiona
and nultilateral trade liberalization. Next nonth we are going
to have a big summt in Quebec, to try to revitalize the Free
Trade Agreement of the Anericas. The host country for that
event, Canada, is of course the other principal in this dispute.
If this dispute goes badly, then we risk alienating the biggest
FTAA partner we have, and setting a bad exanple to other
countries about caving in to protectionist interests.

And furthernore, if we handle this dispute in a way
that does not take seriously our existing obligations under NAFTA
and the WO, we wll end up adding to the growing threat to the

integrity of the U S. commtnent to those agreenents, and
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therefore to the world trading systemthat is so profoundly in
our interest.

| amgoing to wap up at the end with a few concl udi ng
comments, but right now!l would like to turn the podiumover to
Congressman Ji m Kol be, who is a representative of Arizona's Fifth
Congressional District and a real hero to the free trade cause.

| first had the opportunity to work with Congressman
Kol be back in 1993. The two of us were paired up as debate
partners on NAFTA. It was the Congressnman and nysel f agai nst
Duncan Hunter and Pat Choate. Not to put too fine a point onit,
we won.

REPRESENTATI VE KOLBE: Well, subsequently, we won it
| egi sl atively.

MR. LINDSEY: Absolutely. And ever since the NAFTA
fight, where Congressman Kol be was a real |eader in the bl oody
battle to get NAFTA approved, he has taken a | eading role,
particularly striking for the fact that he is not a nenber of
Ways and Means or the Trade Subconmittee, but he has taken this
as a labor or love to push for free trade in a variety of
different ways. He was very inportant in |ast year's successful
battle to get pernmanent normal trade relations with China.

He has been constantly putting his shoulder to the
boul der of what sonetinmes seens to be the Sisyphusian task of

renew ng fast track, or what we now call "trade pronotion
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authority.” And now he is the | ead cosponsor of a House
resolution calling for the end of trade restrictions on softwood
| umber. There was an equi valent resolution in the | ast Congress
whi ch attracted well over 100 cosponsors.

Currently, this new one, | think, is up to
70-sonet hing, and indicates a real strength of support for the
free trade cause, which is sonetinmes unusual in these kinds of
trade disputes. It is a credit to the Congressman's | eadership

that this strength has been di spl ayed.

So, now !l will turn the podiumover to Congressman Ji m
Kol be.
REPRESENTATI VE JI M KOLBE
( R ARl ZONA)
REPRESENTATI VE KOLBE: Well, Brink, thank you very
much. You just gave away the suspense. | know everybody here

was in doubt as to which position | was going to take on the
sof twood | unber agreenment. You just said | was the cosponsor of
the resolution to do away with it. So, the suspense is gone.
You know what the conclusion is here, so we can cut away to the
chase here.

It is true, all the years that we worked together on

those trade things, | didn't have a portfolio on trade. | have
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al ways argued that | had to kind of elbow ny way into the roomto
get a place at the table. Well, it is kind of an ironic thing,
because now | have a place at the table by virtue of the fact
that | chair the Subconm ttee on Foreign Operations. And ny
place at the table is assured by the fact that we fund two
agencies that this organi zati on doesn't care too nuch about,
which is the Export-Ilnport Bank and OPIC. But at |least it gets
me a place at the table when it cones to tal ki ng about trade.

VWll, let nme just say that | am an unapol ogeti c,
unregenerate free trade advocate. | have an hour-Ilong speech, a
Castro-style speech, which | could give you about why free trade
is both inportant and beneficial and why it is holy and right and
all those good things there. But today we are focusing on one
particul ar exanple of limtations on trade, whether they conme in
the formof tariffs or quotas or |icensing agreenents, and why
they are so bad.

| think that when Brink was tal king about "this is big"

and "this is inportant,” he is absolutely right. He is talking
internms of its macro inplenmentations. But it is big and it is

i nportant al so because it illustrates all the things that we need
to understand about trade and what is wong when you try to
interfere with the marketpl ace.

Now, what is the background of this? Well, really, it

goes back a long ways, to the tinme when we were first negotiating
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the U. S.-Canadi an Free Trade Agreenent, back in the m d-1980's.
Sonehow | unber, a rather big product when you tal k about trade
between the United States and Canada, |unber got |eft out of the
agreenent. It was renoved.

There are lots of stories about how that happened, but
the bottomline is that the |lunber industry here in the United
States hired a couple of big, big high-powered aw firns here in
Washi ngton to make sure that that happened. And sure enough, it
di d happen.

So, even though we have had a Free Trade Agreenment with
Canada since 1989, when that cane into being, and of course the
North Anerican Free Trade Agreenment which supplanted that between
Canada, Mexico and the United States, since 1994, even though we
have that, we still don't have anything that covers |unber. So,
| unber is kind of dangling out there as this issue which can
al ways be brought up and be subject to the kind of nanipul ation
whi ch you see precisely is going on

As a result, three tines the opponents to the trade
wi th Canada on | unber brought up countervailing duty cases before
the Commerce Departnent and the International Trade Comm ssion,

t he ones that have the responsibility for investigating those.
And twice they lost. The third one was dism ssed in 1996, when

we entered into the Softwood Lunber Agreenent.
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That brings us to the current situation that we are in
now. It was 1996 when we entered into this. Canada just got
tired of fighting these things and said, all right, let's just
enter into an agreenent with the United States about how nuch we
W ll export to the United States in the way of softwood | unber
And that is what we agreed on. And it was rem niscent, | m ght
add, of the voluntary quotas that Ronald Reagan initiated or
agreed to with Japan on autonobile inports back in the 1980's.

Wi ch, by the way, cost the Anerican consuner, including nost of
the people here in this room if you bought a car over a
five-year period during that time, it cost literally hundreds of
mllions of dollars. But you never sawit. You didn't realize
it. But we could get into a whole other issue here if we start
tal ki ng about this.

The whol e purpose of this Softwood Lunber Agreenent was
of course to supposedly protect the Anerican tinber industry by
[imting the amount of this softwood |unber. Softwood |unber is
how we refer to it because it is what is used nostly in
construction, the building of homes and fram ng and so forth, and
al so for furniture and other things. There is hardwood | unber,
but that is tiny, much, nmuch smaller, and not a big issue between
Canada and the United States.

By limting the anount that could enter into the United

States at a conpetitive price, the rationale was that this was
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going to offset the inpact of the Canadi an Governnent's
subsi di zati on, purported subsidization, alleged subsidization of
their donestic tinber industry. And it's a whole other issue
about whether or not that is accurate or not. |If it is, and that
is very nmuch open to question, that can be addressed. But there
are ot her nechanisnms for doing that

Anbassador Zoellich has assured us that he will ensure
scrupul ous and tinely and effective enforcenent of U S. trade
laws. You know, the Anbassador to the USTR has got to say that
kind of thing. If I had nmy way about it, | would repeal all of
those things, so that he wouldn't have anything that he could say
he was going to be scrupul ous about enforcing, and we woul d get
rid of all of that stuff out there.

But the bottomline is that this is designed to help
217,000 workers. That is roughly the nunber that are in the U S.
ti mber industry. But the bottomline is that it has ended up
havi ng a negative effect on approximately 4 mllion other workers
i n lunber - dependent industry, not to nention the consuner, which
| will come back to, which is the bottomline of all of this.

There are thousands of workers that are invol ved.
Agai nst those 217,000, there are 600,000 or so workers that are
involved in building trusses and franmes and all that kind of

thing here in the United States that are inpacted when the cost
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of the lunber they could use is higher. Steel and al um num get
substituted for it, so they are directly effected by that.

Then you have all the people that are in the business
of retail selling, people down at the Hone Depot that sel
lunber. They are directly affected by this. Again, they are
directly affected but it is hidden. They don't see it. They
don't see it.

Then there are the 6 mllion people who work in the
home building industry, the construction workers. They are
directly affected. So, you have this huge nunber of people out
there that are very directly affected by this, but they don't see
it in quite the nost direct spotlight or highlighted way that
sonebody who is in the tinber industry does and who can say when
they get laid off, "I got laid off because of |umnber inports from
Canada.” Never mnd the fact that |unber inports from Canada
ended up creating 100 jobs over here in the hone buil ding
i ndustry. Those people didn't get hired and say, "I just got
hired because of lunber inports from Canada."

You can understand that. You can figure that out. And
you see that that is the great problemwe have in this issue of
trade always. Making the case for trade is nuch nore indirect
and nmuch harder to nake in a direct way.

Well, the bottomIline on consuners is that it has been

estimated, variously estimated, by groups that this has added
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bet ween $800 and $1,300 to the cost of a new hone. That
obviously, o it seens obvious to nme, | should say, but that
prices a certain nunber of people out of the market for buying a
new hone.

| had sonebody in ny office the other arguing agai nst
this thing. They said, "Wll, $800, that is not going to nmake
anybody ineligible to get a nortgage loan.” | said, "Wll, let
me ask you this. If it was $100,000 nore, woul d you agree some
peopl e probably couldn't qualify for a | oan?"

"Yeah, that's right." | said, "Well, it's sonewhere.
Where is the mark where anybody is affected by this?"

So, there are people. 1In fact, it has been estinated
that nore than a couple of hundred thousand famlies a year are
not eligible for a |loan sinply because of the added cost of the
| unber in here. So, there are people at the margi nal end that
are just there, whether they can qualify for a |loan, and don't
make that home nortgage | oan because, thank you, for their
conrades up in the Northwest and a few | unber States that have
this protectionismfor softwood | unber

| mght add that the final point in all of this is that
this agreenent hasn't worked. | nean, it is bad enough that it
is aterrible bureaucracy and it is horrible in the way this kind
of thing gets inplenented. But it hasn't worked. Wat they

found out was that the softwood |unber classification that we
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agreed on applied to board lunber. So, what they said was, "Aha,
we drill one hole through it, and now we have a finished stud
here. That doesn't cone under the qualification.” So, of
course, we rushed around to redraw the classification and say,
"Oh, it applies to that." So, then they went to the other end
and they drilled another hole through the other end of it, and
then it was outside of that classification.

So, what you have, of course, is a cottage industry for
Washi ngton | awyers in the trade industry here who have fi gured
out ways to get around the softwood |unber classifications, to
figure out just exactly what they could do, if they sawed a
little corner off or sonething like that, then it woul dn't
qualify for the limtation there. Again, it just illustrates the
whol e craziness of all of this kind of thing. So, we have
governnent -reqgul ated trade that harns consuners, drives up the
prices, pushes homeowners out of the market, and encourages
mani pul ati on of our Custons decl assification system and
j eopardi zes the econonmic well-being of all of us.

It istime for it to end. And | amhappy to be able to
say tonorrow night at mdnight, on March 31st, it is over. It is
done with and this admnistration is not going to continue it.

Under standing the inportance of this to hone buil ders
and honmeowners and everybody el se out there who is affected by

this, Steny Hoyer and | introduced House Concurrent Resol ution
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45, which calls for an end to the U S.-Canada Softwood Lunber
Agreenent. We can kind of put that in the dust bin over here on
Monday. But we will be able to put it in the dust bin knowing it
has been successful. It was just put out there as a marker to
anybody on the other side, because you have the letter from
Senat or Baucus and a bunch of other Senators saying it should be
renewed or we should do other kinds of things, inpose other taxes
on softwood lunmber. We just want to put it out there as a narker
to show that there are a | ot of people out there who believe that
no, this is not a good deal, that we should not have this
cont i nued.

So, | applaud the admi nistration, and thank God for
this adm nistration having the guts to say no to this industry,
we shouldn't continue this thing. | hope that this case
illustrates to all of us in a very clear way why free trade is
important, how it benefits us, and how t hese ki nds of
mani pul ati ons of the market end up hurting consuners, end up
hurting people in the industry, and distorts the market pl ace,
which all of us, at least in theory, say that we believe in.

So, | urge the adm nistration not to cave in by giving
in to new taxes or new ways of providing for these linmtations.
| f we can have the Commerce Departnent and the International
Trade Conm ssion that has sone guts and they can stand up to the

pressures to do sonet hing about countervailing duty cases, |
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think we can see the Anerican consuner be able to go down to
their Honme Depot in a few weeks and buy lunber at a | ess
expensi ve cost than was the case before.

So, that is the bottomline of this. The good news is
on the way here. And it is an illustration as to why this kind
of agreenent shoul d never have been done in the first place, and
why the sooner we let it expire, the better off we are.

Thank you very nuch, Brink

(Appl ause.)

MR. LINDSEY: Back in July, the Cato Institute
publ i shed a study on the soon-to-expire Softwood Lunber
Agreenent, a study whose title gave the title to today's event,
"Nai ling the Homeowner? The Econom c | npact of Trade Protection
of Softwood Lunber.™

Here to tell us about that study and our findings is
one of its coauthors, Mark G oonbridge, along with nyself,
anot her coaut hor, and Prakash Loungani, of the M-, who is in the
audi ence here today.

Mark is a Research Fellow with the Center for Trade
Policy Studies at Cato. He has been here for a couple of years.
W stole himfromthe Anerican Enterprise Institute, where he was

Assistant Director of their Asian Studies Program
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He has a doctorate from Colunbia in Political Science.
And he will tell you what we found out about softwood | unmber and
the costs of trade restrictions.

Mar k G oonbri dge.

MARK GROOVBRI DCE,

CENTER FOR TRADE POLI CY STUDI ES, CATO | NSTI TUTE

MR. CGROOMBRI DGE: Thanks, Brink.

| want to describe our study in alittle bit nore
detail, but I wanted to acknow edge Prakash, just as Brink did,
who was a coaut hor of the study and who hel ped with a great deal
of the econonetric analysis. So, if you have any in-depth or
i n-detail questions about nmulticollinearity or
het eroskedasticity, | amgoing to defer to Prakash on that.

Before | begin, though, | have to pay tribute to a
hi gher authority. And it mght get ne into alittle bit of
trouble with the Trade Policy Center, but mnmy nother heard that |
was speaki ng al ongsi de Congressman Kol be. And she and ny fat her
live in his District. She asked ne to informyou that on Oracle
Road and Saddl ebrook Road, there is a stop sign. They would
prefer a stoplight. So, they want to direct your attention to
t hat .

(Laughter.)
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MR. GROOMBRI DGE: As Julia Roberts said, | may not get
this chance up here again, so | amgoing to take advantage of
t hat .

The central nessage we have in the Center for Trade
Policy Studies at Cato is one that is not often heard in the
United States. Quite sinply, that nessage is: |Inports are good.

| don't think there is very nuch doubt that trade
policy in the United States, the rhetoric of it, is so often
export-oriented focused. Wen you talk about the trade deficit,
you tal k about it being bad for U S. exporters. O when you talk
about the inportance of WIO agreenents or bilateral free trade
agreenents, so often that | anguage is focused on export
opportunities for U S. industries.

The other side of the story, though, is the U S
consunmer. Frankly, that is a side that in this particul ar debate
has not been heard, or has been neglected. A lot of people in
the past few years, | know Susan, with the Alliance, and Jenna
and Kyle, you guys have been, particularly in the past few years
since the SLA was signed in 1996, have been refocusi ng our energy
on the other neglected side of the story. And that is the U S
consunmer. W certainly applaud the work that you are doing.

The reason is because, as Brink articulated, this is an
i nportant issue. About 300,000 famlies, according to our data

and anal ysis, are priced out of the housing market every single
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year. Needless to say, this has a disproportionate inpact on

| ower-incone famlies. It is not the famly that is buying the
$300, 000 house that this has a significant inmpact on. It is
famlies which do not have high incones, and oftentines those
happen to be mnority communities, as well. So, this is an

i nportant issue, both froman econom st's perspective, but also
froma social justice perspective, as well.

Let me begin just by saying, then, that the central
message | want to deliver today is that, first off, there is
little evidence that Canada unfairly subsidizes its |unber
industry. | will go into nore detail on that in a nonment.

However, even if you do agree that Canada subsidi zes
its lunber industry in an unfair way, the best policy for the
United States is to continue a policy of free trade. The
econoni ¢ anal ysis has nmade very clear that just because other
countries choose to throw rocks in their harbors does not nean
that we should throw rocks in our harbors, as well. And if you
take into account the interests of the U S. consunmer, | think the
nmessage is pretty clear that trade restrictions agai nst Canadi an
| unber inports have a negative inpact overall on the U S
econony, and, in particular, sonme of the poorest comrunities.

Let's discuss briefly, though, a little bit of the
hi story of the trade restrictions we have had agai nst Canada on

| unmber inports. Essentially, we have had what has been popul arly
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known as Lunber 1, 2, and 3. The first CVD case was filed in
1983. At that time, the U S. Commerce Departnent actually ruled
that Canada did not confer a subsidy through its stunpage system

For those of you who might be a little bit unfamli ar
wth the topic, just to illustrate briefly, nost of Canada's
forests are Crown | ands, or are essentially owned by the
government. Wat individual Provinces do is they set a stunpage
rate, where they tell a lunber producer or a tinber harvester
that for each tree you cut down, you nust pay the governnment a
particular fee. Sone in the United States say that Canada
charges too low of a fee for each stunp that they cut down and
that, in effect, constitutes a subsidy.

In 1983, Commerce ruled that in fact Canada's system
did not confer an unfair subsidy. Three years later, in what was
popul arly known as Lunber 2, Conmerce did reverse itself and did
find a 15-percent subsidy. But what is inportant to note about
this particular reversal is that it is not that Canada changed
its practices in any way whatsoever. What happened was t hat
Commer ce changed the rules by which it determ ned whet her or not
a subsidy was actually being conferred.

In other words, Conmerce unilaterally nmade the decision
to make it easier to find evidence of a subsidy. A nmenorandum of
under standi ng was signed in 1986, whereby Canada voluntarily

agreed to inpose an export charge on its |unber exports to the
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United States, roughly in the nei ghborhood of 15 percent, simlar
to the subsidy rate that Commerce found.

When Canada unilaterally term nated that nenorandum of
understanding in 1991, it was not surprising that another CVD
case followed. Gven that the rules were sort of stacked agai nst
Canada, it is not surprising that both Comerce and the I TC found
that dunping, if you wll, was taking place and that Canada was
subsidizing its industry.

What happened after that, though, is notable. At the
time, the U S. and Canada had a free trade agreenent, and
therefore there was essentially a dispute settlenent nmechani sm by
whi ch you coul d have a binational panel review the findings of
both Conmerce and ITC. At every appellate | evel decision, the
bi nati onal panel rul ed against Commerce and ITC in their finding
that a subsidy actually was in place. Consequently, the United
States was forced to return roughly $800 million in duties
collected to Canadi an harvesters.

In 1996, however, it seened that Canada caved. And if
there is another nessage that | want to send to sone of ny
Canadi an friends here in the audience, that would be "Don't cave
this tinme."

Yes, the legal fees will be exorbitant and it is going
to be a long, drawn-out battle. And while it is pretty clear

that the agreement m ght expire tonorrow at mdnight, | don't
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think it is going to be an April Fool's Day joke when they file
the CVD case against Canada. | think the producers have already
made that position pretty clear. Fight the case.

| think the economic evidence will clearly support you,
and it wll be a long, drawn-out battle, and it m ght take
several years. But, over the long term | think you will w n,
and that will be a strong victory for free trade and al so for
U. S. consunmers. That is the area that | would |ike to focus on
right now That is: W suffers fromsoftwood | unber protection
here in the United States? The answer in short is: US.
consuners, particularly the poorest in our country.

When we did this detail ed econonmetric analysis, it is
difficult to quantify the exact inpact that a particular trade
restriction has on the price of a home. Comon sense tells you
there are a ot of variables which go into the price of a hone.
Some of it mght just be the overall econony, inflation, et
cetera. There are a nunber of variables that go into the price
of a hone. One thing which we made a point of doing in our
study, which was attacked, and | will respond to those criticisns
inannent, is that we tried to be very up-front and very cl ear
about how we conducted our study, in terns of the nethodol ogy.

W had a very detailed |list about the variables that we
used, both the independent and the dependent variables. And I

will stop the jargon in a nonment, | promse. But the point is
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that everything is out there for everybody to see. To be sure,
sone people say, well, you say it is a range of $50 to $80 per
t housand board feet that the price goes up because of our trade
restrictions against Canada. That is a pretty broad range.

The answer is: Well, yes, but it is at mninmm we
t hi nk, $50 per thousand square board feet. | would al so say that
several other studies have concluded in a simlar fashion to us.

But, nore inportantly, if you wish to question the
met hodol ogy, it is all outlined right there in the paper. |If you
have, as our study concludes, this particular increase in |unber
prices upwards of about 20 to 35 percent above their free trade
| evel , what does this actually nean?

Wel |, as Congressman Kol be was suggesting before, about
when he was debating with a nenber in his office, well, gosh, it
is only $800 to $1, 300 per hone and that is really not that nuch.
What is the threshold? Wo does this have an inpact on?

Well, here | amgoing to rely on what the U S.
Governnent says. That is, according to the U S. Census Bureau,
for every $1,000 that the price of a hone goes up, the U S
Census Bureau concl udes that 300,000 Anerican famlies are priced
out of the housing market. That is a statistic that the U S.
Gover nnent puts forward.

So, in other words, there are 300,000 famlies in the

United States that are denied the dream of owning their own hone

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



2

every single year. That is something that | think is of profound
public policy inportance here in the United States. And Brink
and | have tal ked about this a | ot before when we tal ked about
trade protectionist policies. Wen you see oil or gas prices go
up, consuners imedi ately know this because there is a direct

i npact because you see it at the gas station.

Sonetinmes this nessage gets | ost, though, when you are
tal ki ng about steel as an input into a car. And this is
certainly the case here in terns of softwood |unber and its
i npact on the price of a home. It mght seemto you
insignificant, but when you begin to add up this cost and you
| ook at the aggregate inpact nationwide, it actually is quite
significant.

The other inportant point to remenber, and Congressman
Kol be already nentioned this and | will just reiterate it, is

that there are roughly about 217,000 payroll jobs in the |ogging

and the sawm || industries here in the United States. This
contrasts with about 6 mllion workers in | unber-using
industries. In other words, enploynent in |unber-using

i ndustries exceeds enploynent in |unber production by a ratio of
25-to-1.

To be sure, you can say that these 217,000, there is a
nore concentrated inpact on them But | am saying you need to

| ook at the other side of the picture, too. There are a nunber
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of honebuil ders, enpl oyees at Home Depot, et cetera, and just
i ndependent contractors, who feel the pinch because of our trade
policy restrictions.

The other thing that | just want to nention, too, and
here just to provide a little bit of ammunition, hopefully, to
our Canadian friends, is to sonme extent the hypocritical position
of the United States. The United States is required to report
subsidies to the WO as part of our obligations to that
i nternational trade organization, which, | think, everyone here
wi |l agree has served the case and cause of free trade well.
According to the U S. CGovernnent's own figures, we essentially
confer the equivalent of $600 mllion at the Federal |evel in
subsidies to our own harvesters here in the United States.

Here you can get into this sort of gane of semantics
about what is a subsidy and what is not. The way the United
States typically confers the support is actually through capital
gains, or changes in the way you cal cul ate capital gains taxes,
special |oan provisions. So, essentially one way to think about
it inlayman's terns is: |If you are a |unber producer here in
the United States, | m ght change the way you cal cul ate your
taxes or the tax schedul e by which you have to pay such that you
don't have to give ne as nuch noney in a given year

Essentially, it is a question of, well, you nay not be

giving nme that noney; is that really synonynous or the equival ent
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of me witing a check out to you for X anpbunt of nopney, which
woul d be a direct subsidy? From an abstract |evel, | would say
the answer is yes. And the U S. Governnent agrees, which is why
we report that figure to the WO

At the local and State level, there are a nunber of
nore specific subsidies that we give, as well. Both Georgia and
Mont ana gi ve direct assistance, financial assistance, in the
purest form of subsidy possible to their producers. And severa
other States, such as lIdaho and Al aska, place export bans on
particular types of wood. The United States has accused Canada
before of this practice and has said that that constitutes an
illegal subsidy under WO rul es.

So, | would just point out that, to sone extent, we are
living in a glass house here in the United States, and we shoul d
be careful about criticizing the practices of other governnents
when we ourselves are guilty of many of the same policies.

Finally, I would just like to respond briefly to a
letter that sone of you H Il staffers m ght have received from
Representative Charlie Norwood of Georgia. Wen our study cane
out, he issued a "Dear Colleague" |etter against our study,
guestioning its methodol ogy and questioni ng sonme of the
conclusions we raised. | would just say that in terns of the
nmet hodol ogi cal defense, everything is outlined on the paper.

Al so, Brink, nyself and Prakash have written a response to that,
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where we get into the really jargonish topics of
mul ticollinearity and heteroskedasticity. If you are at al
interested in that, please consult Cato's Wb site and you w |l
be bored to tears, but maybe not. And the response is out there
on the table.
| want to conclude by saying that in this letter
Represent ati ve Norwood nade clear that he didn't think that the
i npact was that significant, and that |unber prices haven't been
severely affected because of the trade restrictions we have in
pl ace agai nst Canada. And here | just want to take this
approach. Pretend you are a man from Mars, objectively | ooking
at the situation, or just the comon sense approach. Wy would
the [unber industry in the United States be | obbying so hard for
this, spending mllions of dollars in | obbying fees and | awer's
fees to inpose restriction on Canadi an wood unless it was goi ng
to raise prices here in the United States? That is the only
reason why they woul d be doing that. That is just conmpn sense.
When they say that it doesn't have a significant
i mpact, it begs the question, well, then why are you fighting so
hard to do this? |If it is not going to have any significant
i npact on the price, why are you spending mllions of dollars on
| awyers and | obbying fees? | have yet to hear a good answer from

t hem on that question.
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Now, | will turn it over to ny colleague, Brink
Li ndsey.

(Appl ause.)

MR. LINDSEY: The Congressman is under a tine
constraint, so we are going to let himfield a couple of
qguestions now before I wap up.

REPRESENTATI VE KOLBE: (Go ahead.

MR. WHI TNEY: Peter Wiitney. | work with a consulting
firmand | teach econom cs.

REPRESENTATI VE KOLBE: Well, you have a head start on
me. | amnot a professional econom st.

MR. WHITNEY: MW famly has a small tree farmin
Ceorgia. | agree with the free trade benefits to our econony. |
teach that in ny class. But our laws and the WO does al | ow
protection against unfair trade practices. Oherwi se we could
never even get those agreenents signed.

In the study here it says that only a few hundred
producers would be hurt inthe US. M question is, in saying
this, have you not ignored the many thousands of growers of |ob
lolly pine who have grown this in many, many States for 35-40
years before harvesting? They use our private |ands, so they pay
taxes on the land every year. |In Canada, it is Crown |ands and |

don't know how the taxing works. And | can't give it to you
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right now, but | have heard that the stunpage fees -- you say
that they are not a subsidy -- | don't know.
| lTove Cato. | aman admrer of Cato, but you usually

you have both sides, and you don't have both sides here today. |
woul d lIike to hear the argunent on the other side. Because |
have seen that and heard that, in south Georgia and Al abama and
North Carolina and M ssissippi, that there is a real subsidy. In
that case, our laws call for a countervailing duty.

Why do you say it is only 300? It is probably way over
that. It is in the tens of thousands. So, people who own 50
acres to 1,000 acres and are saving that for all these years,
i ncludi ng the environnmental benefit, if you will, to nake a

product to pay for when junior goes to college or what have you

And if it is unfair, and I amwlling to study it, if you allow
an unfair subsidy to cone in here, you are killing those people,
as wel | .

REPRESENTATI VE KOLBE: | am gl ad you spoke. Because |
think you are right, I think we need to be able to hear the other

side. And at |east you are pointing out some questions here.

| am going to duck the specifics of their study,
because | didn't do that study. But I would ask a rhetorical
question, | guess. | don't know how many thousands, either,
whether it is hundreds or it is thousands of people who raise |ob

lolly pine. But whatever it is, does that still justify harm ng
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and putting a restriction on the price of |unber that harns
mllions of Anerican consuners who use lunber? Cearly, a |larger
nunber use it than are producers or are directly in the |ogging

i ndustry. How can you possibly justify that?

Now, as to the subsidy that the Canadi ans have, | w ||
leave it to themto argue whet her or not it is greater. | think
the studies are fairly convincing to ne that the Canadi an subsi dy
is not that nmuch greater than the United States. It is very hard
to conpare. It is not apples to apples. Because on our |ands,
which are nostly private, there are different kinds, as he
poi nted out, nostly through the tax code.

On the Federal |ands we have all kinds of subsidies,
where there is harvesting on the Federal |ands. The
reforestation is done by the U S. taxpayer. The building of al
the roads -- and serving on the Interior Subcommttee of
Appropriations as | do -- is a controversial issue every year as
to how nmuch building of roads for forestry should we be doing.
Carvi ng these roads through these wonderful forestlands there,

t he Federal Governnent, the taxpayers, pay for that. The U S
Forest Service pays for that cost. Those are clearly subsidies
that are involved in that. So, there are subsidies and there are
subsidies in this.

| don't know that you can ever find exactly whether

they are equal, because they are not the sane kind of subsidy.
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But | would say that, regardl ess of what they are, they don't
justify, in ny opinion, putting the kind of harmon Anmerican
consuners that this does. That would be ny argunent.

| wll certainly let you respond. Then | wll| take one
nmore question before |I have to go.

MR. WHI TNEY: | think the rhetorical question for us
is: Wuld we have WIO and NAFTA, these agreenents which
support, if we couldn't get people to sign then? Wen we did the
Kennedy round in 1962, we had to do that horrible thing to
protect textiles to get Congress to be able to give the President
the authority. And that is always the case in our denocracy.
What are you going to say to these people who have been grow ng
these trees for all these years?

And as to the nunbers, | have given a speech to one of

t he softwood | unber associations in Mssissippi, and they had

many thousands of growers. | don't renenber the nunber, | am
sorry, but it may have been 3,000 or 8,000. | don't renenber.
That was just one area. Those people, | think you could convince

them if soneone did the study and really conpared the subsidies.
| know it is hard.

REPRESENTATI VE KOLBE: Since you cane back around in a
circle again with the sanme argunent again, | amgoing to take the
first part of that, which we didn't talk about. And that is,

could we have gotten the WO agreenents, or the original GATT
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agreenents, or the NAFTA agreenents, the WO agreenents, wi thout
t he kinds of dispute settlenent nechanisnms that we have or the

i ssues of countervailing duties, those kinds of provisions and
anti - dunping | ans?

As far as dispute settlenent, | favor that. | think
you have to have a nechanism for resolving disputes. But on the
ki nds of sanctions that we have in countervailing duties and
anti - dunpi ng provi sions, you have to understand, | can say this

because | amnot the USTR. He has to be nore political about

this. But | can say it. | amfor unilateral disarmanment on this
issue. | would get rid of those things.

No, we could not have passed them | recognize that
politically. | understand it. | know why they are there. But

frompurely an econom st's point of view, they do not nake any
sense, those provisions. So, | would personally get rid of them
| think they are bad, and | think they have been terribly
distorting to the marketpl ace.

By the way, | think they are now bei ng abused terribly
in the WO And | amvery worried about that. Because | see an
unraveling of a lot of this going on in the WIO. The ideais to
bring a case against the other side, and the other side says, "o
stuff it," and "Stick it tous if you want.”" So we sanction

them and then they sanction us.

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



31

So, while it is provided for under the terns of the
WO, you have conpletely negated what we were trying to do in
opening up trade. W have this right now. Try going out and
buyi ng Roquefort cheese. You can buy blue cheese, but it is not
Roquefort cheese, because we have a ban on that because of
bananas. There is a 100 percent tariff on Roquefort cheese
because of our banana dispute. So, you can't get Roquefort
cheese here in the United States right now.

These are the kind of crazy things that go on, and
these kinds of distortions. | just disagree with them

Yes, sir. Then | really will have to go.

QUESTI ON:  Coul d you give us your nessage in
governnment? Do you share M. G oonbridge's viewthat Otawa
shoul d stay and fight, stand its ground and not conprom se?

REPRESENTATI VE KOLBE: | would conpletely agree with
that. As he said, tonorrowis a significant day, in my opinion
because formally we end this agreenent. But we go right back to
where we were before with these kinds of disputes, the filing of
the CVD, the countervailing duty, in the case agai nst Canadi an
lunmber. And ny viewis we should not cave on that.

Don't say, okay, let's talk about a new agreenent, or
let's talk about a substitute, which you hear people talking
about. It's a new kind of an export tax which Canada woul d

inmpose. | think that would be very wong and harnful to the U.S.
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consuner, so | don't want Canada to do that. | think we should
stand up here and fight this thing. | hope we wll do so.
Thank you very nuch, Brink

(Appl ause.)

BRI NK LI NDSEY,

CENTER FOR TRADE POLI CY, CATO I NSTI TUTE

MR. LI NDSEY: Thank you.

| want to address a few ancillary issues that we have
not touched on so far. But, before | do, | want to say just a
coupl e of things about your question. You raised the nunber of
ti mber owners in addition to the nunber of sawm || jobs.

The fact is the product in dispute is softwood | unber.
The product dispute is not logs. Producing | ogs and producing
sof twood | unber are two different industries. So, yes,
protectioni smof softwood | unber hel ps upstream suppliers of
sof twood | unber products. It hel ps | oggers or tinmber owners.

But, in the same way, we can take all of the
| unber-using jobs that we cal cul ated and bunp themup with all of
their suppliers. So, you still have, industry to industry,
| umber producing to |unber using, a 25-to-1 ratio. Fluff up

| unber producing with its suppliers, fluff up lunber using with
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gr ound.

As far as the politically necessary exi stence of U S
trade laws, | think it is worth pointing out that U S. trade |aws
have absolutely anything to do with the Softwood Lunber
Agreenent. The Softwood Lunber Agreenent's trade restrictions
were not arrived at pursuant to any countervailing duty
i nvestigation or pursuant to any known reasoni ng process. The
guota limts and the fee structure for above-quota shipnments were
pl ucked out of a hat. They had no basis in anything. There was
no CVD case. The nunbers were just negotiated politically,
peri od.

QUESTI ON:  Commerce investigated it.

MR. LINDSEY: Conmerce had nothing to do with it.

Let ne address another issue that has cone up in this
recent go-around to the softwood | unber dispute. Traditionally,
it has been just a head-on confrontation between | unber producers
and | unber users, but now environnentalists have entered the
fray. And there are many environnental groups that are defending
trade restrictions on the ground that the Canadi an forestry
practi ces subsidize |ogging and subsidi ze | unber production, and
t hereby encourage over-cutting and environnmental defoliation.

So, a nunber of environnental groups have supported

trade restrictions, at least until Canada agrees to dramatic
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changes in its forestry practices. This environmental issue is a
100 percent red herring, because there is no connection at al
between the policies in dispute and any possi bl e environnent al
effects.

The two nmain all eged subsidies are | ow stunpage fees
and a ban on exports of |logs. Low stunpage fees don't have
anything to do with how nuch lunber is cut in Canada. The system
is not "Set stunpage fees and then | et producers deci de how nuch
to cut domn." If that were the case, then indeed it m ght be
true that bel owmarket stunpage fees would result in above-narket
harvesting, thereby encouraging over-cutting and, by the way,
encouragi ng, froma market perspective, excessive exports to the
United States. But that is not how the system works.

There are two admi nistrative deci sions made by Canadi an
officials that are totally independent of each other. One is the
stunpage fees and two is the harvest anobunts. Every year a
different part of the Canadi an Governnent tells |oggers how nuch
ti mber they can haul away. And that isn't influenced by stunpage
f ee.

So, you can have a | ow stunpage fee, but it doesn't
encourage over-cutting and it doesn't encourage excessive
producti on, because there is another governnment agency telling
t hem how nmuch they can cut and how much they can produce, and it

doesn't have anything to do with the price. So, that is the
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bottom | ine of why econom sts say that there isn't any subsidy.
Because it doesn't have any effect. The only thing that is
goi ng - -

[End Side A. Begin Side B.]

MR. LINDSEY: The fact is that stunpage fees, which is
what the industry conpl ains about, don't have any effect on
over - cutti ng.

Li kewi se, a ban on exporting logs, | think, discourages
| oggi ng, because it elim nates one of the possible uses for
cutting tinmber. So, the argunent that that is encouraging
over-cutting, | think, is just obviously specious.

Meanwhi l e, totally ignored is the effect of trade
restrictions on the U S. environnent. Forget about Canada for a
second. W are Anericans. Wat is happening here? |If Canada is
artificially restrained in the anmount of our |unber needs it can
supply, then obviously we are cutting nore of our forests to
supply needs. So, if you are worried about over-cutting here in
the United States, you ought to be on the free trade side.

What the environnental argunent really boils down to,
then, is that sonme groups in the United States, rightly or
wongly -- and | am agnostic on the issue -- they disapprove of
Canadi an forestry practices, and they think we ought to punish
Canada with trade restrictions until they change their ways.

This is the nost blatant kind of protectionist idea, which is
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policies we agree with. And if they have any policies we

di sagree with about anything, environnental or whatnot, then we
shoul d cut inports fromthat country to punish them

If we followed that |ine across the board, we woul dn't
trade with nmuch of anybody. |In particular, not even the steel
i ndustry, which is second to none in its aggressive pursuit of
prot ectioni st renedi es, not even the steel industry pursues this
argunent. They could argue, let's cut inports of steel from any
country whose steel mlls exceed sone sort of |[imt for em ssions
of pollutants into the air. That would be the same |ogic as the
envi ronnental case for restricting |unber from Canada.

| hope | haven't given steel |awers any ideas. But
t hey haven't even had the guts to try that one out. Yet, the
environnmental groups and their current friends in the |unber
industry are trotting that out with a straight face.

What should the U S. do? Let's say that it is
politically inpossible to ignore these allegations of subsidies
and over-cutting. What should they do? What is constructive to
do about this?

| don't think a CVD, a countervailing duty, or
anti -dunping duties, are a constructive approach. The whol e
theory of those laws is that two wongs nake a right. Another

country is doing sonething bad and so we will offset that with
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trade protectionism So, at the end of the day, we still have
the bad thing going on in Canada, assuming it is bad, plus, now
we have a bad thing going on in the United States, protectionism
and hurting downstream industries and hurting consuners.

That doesn't strike nme as a proposition whereby anybody
wins. |If we think there is sonething wong with Canadi an
practices, let's do sonething that would actually have sone
chance of influencing Canada to change them which would be to
take Canada to the WIO. Canada, like the United States, is a
signhatory to t he WO agreenent on subsidies and countervailing
measures. There is a provision for actionable subsidies,
subsi dies that are not export subsidies, not banned subsidies,
but, nonethel ess, have a detrinental effect on other nenbers.

The United States coul d say that stunpage fees or |og
export bans or whatever are actionable subsidies. They could go
to a disinterested group of experts that would have |egitinmacy on
both sides of the border, and they could hash it out. And if the
WO found that Canada was in violation, then Canada, for the
first tinme ever, would be under an international obligation to
mend its way. That strikes ne as a constructive approach to the
problem The CVD approach, | think, is just two wongs to nmake a
right.

But what is going to happen, according to the industry

at least, is that anti-dunping and countervailing duty cases are
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adm nistration with a very inportant choice. Thus far, they have
been standi ng back and saying, "No new agreenent.” Wiichis a
good thing and we are happy to see it expire. But this issue is
by no neans over.

Now, the fun part begins, which is these anti-dunping
and countervailing duty cases. The adm nistration has a choi ce.
It can either conduct these investigations according to the |aw,
conduct themfairly and scrupulously, with attention to |iving
Wi thin our existing NAFTA and WO obligations; that is, to apply
our law as we have agreed to apply it in NAFTA and in the WO
In which case, | think it is quite likely that we will end up
with very | ow dunping findings and subsidy findings, if any at
all.

O the administration can decide to just give the
industry what it wants. There is a lot of discretion in these
investigations. They can exercise this discretionin a way to
punmp up the findings of subsidies or dunping. And then they can
just leave it for the NAFTA binational panel or the WO dispute
panel to sort it out. O even worse, even nore cynically, they
can come up with such egregiously unfavorable results that Canada
is forced to knuckle under and settle the dispute so that it

never, ever gets reviewed.
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If it does that, then shanme on the U S. Gover nment,

shane on the adm nistration. It will set a terrible exanple to
our FTAA partners. It wll set a terrible exanple as we are
trying to rev up a new WO round. Indeed, if this does get

reviewed and gets overturned by a NAFTA panel or a WO panel,
then what the U S. Governnment will have chosen to do is put al

t he heat on those bodies, and force themto take all the
political flack that they should have taken in the first instance
to do the right thing.

So, we already have a huge string of |osses at the WO
regarding our trade laws. And it is getting bigger every tine.
Wth every one, there is increased intensity of politica
opposition to the WIO for having the tenerity to overturn U S
laws and U. S. decisions. So, we will just add sone nore fuel to
that fire. And, before you knowit, we wll have trashed the WO
di spute settlenment systemthat we worked so hard to create.

So, | think those are the big stakes coming up in this
di spute, beyond the stakes sinply for American downstream
i ndustries and consuners.

Wth that, thank you very much. W would |ike to have
sonme questi ons.

QUESTI ON:  The speakers referred to tax assistance to
t he donestic producers and road construction assistance. Have

donesti c producers asked for any other form of governnment aid to
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hel p them adjust to the facing of the inequity of this? And how
successful have they been in getting such governnent assistance?

MR. LINDSEY: In the $600 million that the U S. reports
to the WIO, the main thing is a tax provision. That accounts for
the main dollar anmounts. Sub-federal assistance is not included
inthe US. reports. So, the State |level or Iocal |evel
assistance, in terns of just outright grants or free | ogging
roads, that is not covered in that amount. And it is very
difficult to dig out that information and put a total price tag
on it.

The main approach the U. S. industry has taken has been
trade renedies. But the details of that approach have been

changing over time. First off, it was stunpage fees, and that

was the big deal. First, they got a "no" answer. Then they got
the answer they were |ooking for. But the next tinme around, they
were worried that a nethodol ogically sound deci sion on stunpage
woul dn't give them nuch satisfaction. So, they added the | og
export ban to the m x.

Now, Canada has preenptively brought a case to the WIQ
chal I engi ng whet her or not |og export bans would be a subsidy.
So, the industry is worried about that. They are also worried
about stunpage. So, now they have decided, for the first tine,

to threaten, and presumably to bring, an anti-dunpi ng case. So,

t hey have been broadening the arsenal of trade weapons that they
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have been using, and we will see what else they will cone up with
if these don't work out to their satisfaction.

QUESTION: | wanted to ask you about this idea -- [off
m crophone]. Secondly, on the question of "stick to your guns
and live through it," obviously the Canadi an industry is hurting
enornmously with these constant pressures that are put on them
They don't see the ITC -- [off m crophone]. They see them as
rigging the outcone and com ng back with nore -- [off
m cr ophone] .

So, what gives here? CCbviously, in the end, one of the
things that you have to | ook, after it goes on, is settling
things in sone way.

MR. LI NDSEY: The suggestion of an em nent persons
group, | think, goes to a fundanental problemwth U S. |aws that
maybe many fol ks in Washington are not excited to admt. \Wich
is that the findings of U S. agencies, under U S. trade |aws,
have no | egitinmacy outside our borders. No one gives them any
respect. They think they are politically fixed determ nations.
And sonetimes they are and sonetinmes they are not. Oten,

t hough, even if they are done dutifully and in good faith, they
are done under standards that tend to be heavily slanted toward
findings of unfair trade.

So, because of that, the theory behind the

countervailing duty case, which is that it will give an incentive
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to the subsidizing party to change its ways, doesn't really pan
out. Because Canada doesn't believe in the findings of the
Comrerce Departnent. So, instead of saying, yes, you are right,
you caught us with our hand in the cookie jar. W have been
subsi di zing our industry, and we all know that industrial
subsi di es are wong, they say, your findings are bogus.

So, an em nent persons group is one idea for comng up
with a factual analysis of the dispute that has |egitinmacy on
both sides of the border. | think that is an ad hoc arrangenent.
| think we already have an institutional arrangenent that can
fill the bill, which is the WIQ | think a WO case has nore
going for it, because the WO is already up and running. There
have been hundreds of disputes brought before it, indicating that
countries around the world regard its judgnent as sound.

QUESTI ON:  But you yourself nmentioned that you equally
have the right to ignore the WIQ whi ch you have done on nany
occasi ons.

MR. LINDSEY: Right. But if we won, if the U S.
Governnent won and Canada | ost, then, for the first time, Canada
woul d be under the onus of having been found guilty by an
authority it respects. So, fromthat perspective, fromthe U S.
perspective, it is much nore constructive to go to the WO if the
goal is really for Canada to change its ways. |If the goal, as |

suspect it mght be for sone people, is just to hand out
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political favors to the |unber industry, then obviously the WO
doesn't do thema | ot of good.

As far as sticking it out, it is tough. Provisions in
the U S. |aw have been changed nowto nake it nore difficult to
give refunds to industries, assumng the U S ultimtely |ost.

So, the industry would have to hunker down and survive a couple
of years of an unfavorable situation before it finally prevail ed.
The question is whether you are going to give up your |unch noney
every day or eventually take a few punches in the face to get rid
of the bully.

QUESTION: | know that you have tried to disassociate
the lunber industry with sone of the upstreamindustries, but
absent the stunpage rates, wouldn't you suggest that the |og
export ban, in conjunction with the harvest nunber, has actually
created a subsidy or a full utilization programfor the sawm |
i ndustry in Canada; and, as a result of that, conpetition for
sawm | I's just north of the border we could say, or approxinmately
just south of the border, has sort of been unfair and is having
the effect of closing the mlls that are just south of our
bor der ?

MR. LINDSEY: Let ne say, just to back up, I amfrom
the Cato Institute. Any systemthat has the governnent owni ng 95
percent of a resource is not one that is going to get the Cato

Institute's seal of approval. W are not up here at all to
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def end Canadi an forestry practices. And there are nany of them
that are certainly prima facie objectionable froma Cato
perspective, and many of which are market distorting.

O course, a ban on exports of logs is bad policy. W
have it, too. Many of our States have bans on the export of
logs. It is a bad policy here. It is a bad policy there. The
issue is: |Is it a subsidy under the rules that the U S. has
negotiated with other countries that define what actionable
subsi di es are?

| think it is a very serious question as to whether an
export ban, which, even if it is neant to favor a downstream
processing industry, as surely this one is, there is a serious
di spute as to whether a ban of exports of an upstream product
counts as a subsidy under currently negotiated definitions.
Canada is trying to sort that out right nowin the WO

If the U S. loses that fight, that is, that under
current rules bans on exports of upstream products are not
actionabl e subsidies, then our solution is to go out and
negoti ate agreenents that cover this |oophole. Qur solution
isn't to conmpound the problemw th protectionismat hone in
addition to bad policies abroad.

QUESTION:. If it has created a situation where all the
mlls in the north part are closed, which neans that tinber

producers and loggers in the north actually ship their raw | ogs
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out for cutting, we are in a unique position where, since they
are processed up there, it now falls under the -- [off

m crophone]. What woul d be the econom c effect to our tinber
producers be if they export, if they send their |ogs to Canada
for processing, upon the expiration of this agreenent? It al nost
seens |ike we should be happy to just have it in place.

MR. LINDSEY: Again, our take on this is not dependent
on whose ox is getting gored. W want good policy. And bad
policies distort econom c outconmes. And clearly distortions are
goi ng on where you are tal king about.

There are definitely interests on both sides of the
border that |ove the current arrangenent. Because if you have
guot a under the current Softwood Lunber Agreenent, if you are a
Canadi an producer and you have quota, and you have artificially
inflated prices because of the trade restrictions, then you are
doing great. So, there are internal disputes within the Canadi an
i ndustry between quota- haves and quota have-nots. There are
di sputes in the U S. between U S. |unber producers that have
substantial assets in Canada and those that don't. And they are
| ocated in different parts of the country, so that these kinds of
very conpl ex cost/benefit anal yses work out, "Hey, I'mfor free

trade," or, "Hey, |I"'mnot."
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As far as the details of that, | really have not
t hought it through. But the interests are very conplex. | think
the ideas are pretty straightforward.

QUESTION: | question whether the study got into the
potential effects once the agreenent ends this weekend.

Certainly the donestic industry is predicting a resurge of
exports from Canada. Do you have any idea what the scope wl|
be?

Because if you | ook at what the effect of the agreenent
has been, | think the market share for Canadi an producers was
roughly 20 to 25 percent sonetine ago, and nowit is well over 30
percent. So, what effect will that have when the agreenent goes
out? Could you get into the pricing effects and the vol une
effects?

MR GROOMBRIDGE: W didn't for a nunber of reasons
when the study was witten. And one of the things that | tried
to make clear during ny presentation was that there are a nunber
of variables which go into the inports of |unber and | unber
prices.

| think it is logical to predict two things, though.
And this speaks to one of our central nessages, which is sort of
t he uni ntended consequences or even the threat of a CVD case.
One, | think Canadians are going to exercise self-restraint, and

there won't be this wall of exports that has been spoken of.
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Again, that is market distorting and that is sonething that is
not a formal law of the United States, restricting inports from
Canada, but | would certainly be critical of that.

The other big variable going on right now, of course,
is housing starts in the United States. Wich is to say that,
gi ven our econony right now, I amnot building a new home. So,
don't anticipate a great deal of fluctuation, personally. But
that is alittle bit of using a Quija board.

MR. LINDSEY: All things being equal, free trade wll
| ower prices and increase inports from Canada. But all things
are not equal. There are many other factors that could swanp
this particular one, including, | think, the sort of
under-the-tabl e export restraint. Wich nmeans that the
protectionist win even without flaws. They win just fromthe
fear of protectionism They get the results that they want.

MR. GROOMBRI DGE: I n which case the consuners here
still suffer.

MR. LINDSEY: | think we will wap it up there. Thank
you very nuch for attending and stick around for sandw ches.

(Appl ause.)

(Whereupon, the Cato Policy Forum was concl uded.)
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