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Introduction

While the United States has long been the most important destination for
western Canada’s forest products, markets in Asia have also played an important
role in the development of western Canada’s forest industry. Japan has been an
especially significant market, although demand for western Canada’s exports in
Japan has fallen in recent years. Western Canada’s reliance on U.S. demand has
increased as a result, and a strong economy and a widespread construction boom
in the United States have provided a further pull toward this market. However,
U.S. demand has recently weakened, creating risks to the sustainability of an in-
dustry that plays a critical role in western Canada’s economy. At the same time,
the economic landscape in Asia is shifting, creating both opportunities and threats
for western Canada’s forest sector.

This article will discuss several topics related to the role of East Asia’s markets
in western Canada’s forest industry. First, the history of western Canada’s forest
industry and export trends will be reviewed. The current state of forest product
markets in Asia will then be examined. Some specific trends that may affect fu-
ture demand for forest products in Asia will be identified, and overall economic
trends in some key markets will be summarized. Examples of initiatives to improve
Canada’s forest product trade with Asia will be outlined. Finally, advantages that
western Ganada’s forest product exporters have and some of the challenges they
face in the region will be discussed.

The Early Development of Western Canada’s Forest Industry

The first recorded export of forest products from western Canada took place
in 1788, when a ship set sail from Vancouver Island’s Nootka Sound carrying
planks and spars to be sold in China (Mackay 1982). While the value of western
Canada’s forests was recognized by early explorers and settlers, shipments such
as this were incidental through the late 18th and early 19th centuries, and most
timber was harvested for local use. Indeed, western Canada’s Aboriginal people
have harvested timber and other forest products for local use for thousands of
years. Aboriginal communities historically used timber for constructing houses,
canoes, totem poles, and boxes, and made items such as baskets, hats, mats, rope,
and clothing from yellow and red cedar. They also used timber and other vegeta-
tion for fuel, food, medicines, and a variety of other domestic uses (Turner and
Cocksedge 2001). However, by the early 1860s, some of the newly arriving settlers
on Canada’s west coast had established sawmills on southern Vancouver Island
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and the mainland (around what is now the City of Vancouver), and shipments
to a variety of destinations in the Pacific Rim began to occur. Lumber and spars
were shipped to markets in the United States, Mexico, Hawaii, China, Australia,
Peru, and Chile (Lawrence 1957). Beams made of prime British Columbia timber
were shipped to China for use in the Imperial Palace in Beyjing (Mackay 1982).
The early industry struggled: many sawmills operated for only a year or two before
going out of business or changing hands.

The arrival of the Canadian Pacific Railroad in 1886 “swept the industry out
of its pioneer stage and into growth and change” (Mackay 1982, 16). The timber
needs of the railroad itself were a source of demand, and once in operation,
the railroad provided a ready means for transporting products outside the region.
The railroad also helped financial and human capital flow into western Canada,
facilitating the region’s economic growth (Lawrence 1957). However, the arrival
of the railroad also shifted the focus of western Canada’s forest industry toward
supplying markets in the east, especially in the rapidly growing prairie region,
rather than overseas.

By the end of the First World War, markets in the east had declined, and lum-
ber manufacturers on Canada’s west coast once again looked across the Pacific
for opportunities. Grain shipping from the prairies via the Panama Canal had led
to the development of Vancouver as a major shipping port. The ease of shipping
from Canada’s west coast (along with some government subsidies for timber ship-
ments) allowed forest product exports from the B.C. coast to grow once again.
Australia became a significant destination for B.C. wood, and a 1923 earthquake
in Japan led to over 1 billion board feet of wood exports from British Columbia
(Lawrence 1957). U.S. demand also grew in the 1920s, and by the end of the de-
cade the United States had become British Columbia’s most important purchaser
of forest products. The subsequent Great Depression and the introduction of U.S.
tariffs on Canadian lumber caused western Canadian exporters to shift temporar-
ily their focus away from the United States, and trade agreements with the UK.,
Australia, and New Zealand (known as the “Ottawa Agreements”) helped make
these countries the most significant destinations for forest product exports dur-
ing the 1930s. However, with the outbreak of the Second World War, the North
American market once again boomed, and the forest industry expanded in British
Columbia’s interior. The forest sector in Saskatchewan, Manitoba, and Alberta
also grew during the postwar period, though in contrast to that sector in British
Columbia, pulp and paper production (rather than lumber) was the main driver
of the industry.

Consolidation in western Canada’s forest industry took place during the sec-
ond half of the 20th century, and large integrated companies emerged with vast
timber holdings and complementary processing facilities, including pulp and pa-
per mills, lumber mills, and panel mills (producing veneer, plywood, and particle
board, and more recently medium density fiber board [MDF] and oriented strand
board [OSB]). Some secondary manufacturing facilities also developed, produc-
ing products such as cabinetry, furniture, housing components (e.g., roof trusses),
log homes, and prefabricated housing. Although furniture manufacturing is only a
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small part of British Columbia’s industry profile, the furniture industry is signifi-
cant in Alberta and Manitoba. In fact, Manitoba is western Canada’s largest fur-
niture exporting region, with an estimated US$200 million® in wooden furniture
exports during 2005 (Industry Canada 2006).?

Postwar Markets in Asia: The Rise and Decline
of Western Canada’s Forest Product Exports to Japan

Western Canada’s forest product producers continued to focus primarily on
exports to the United States through the rest of the 20th century, and the domi-
nant role of the U.S. market in western Canada’s forest industry continues to this
day. However, forest product markets in Japan also began to play an important
role in western Canada’s forest industry through the postwar period. Japan’s forest
product market had an especially strong influence on the development of B.C.’s
coastal industry. Although some shipments of forest products to Japan had oc-
curred prior to the Second World War, regular trade with Japan did not begin to
grow until the mid-20th century (Edgington 2004). In the 1950s Japan’s economy
grew rapidly and demand for forest products increased, soon outstripping the ca-
pacity of Japan’s domestic forests. Southeast Asian nations such as the Philip-
pines, Indonesia, and Malaysia initially met much of the demand in Japan, mainly
through the export of raw logs. Concerns over forest depletion and a lack of local
economic development subsequently constrained shipments of raw logs in many
of these countries. Manufactured products were increasingly imported to Japan,
and log imports began to arrive from other nations in the region, such as Papua
New Guinea. However Japan’s rapidly growing timber demand could not be met
by the forests of Southeast Asia alone, and a variety of other nations, such as Rus-
sia, New Zealand, Australia, the United States, and Canada, began to export both
logs and manufactured forest products to Japan.

The Japanese forest product market differs in several ways from the North
American market, and some special considerations have been required for North
American companies doing business there. These include a willingness to tailor
products to the sometimes unique needs of Japanese purchasers and a commit-
ment to forging long-term relationships with importers (CWEP 2004). Distribu-
tion networks in Japan can be complex and exclusive, which has created additional
barriers to some offshore exporters (Cohen et al. 2001; Owari 2004). However,
despite these challenges, Canada went on to become one of the largest forest
product exporters to Japan. The British Columbia coast became particularly reli-
ant on Japan’s market, and in the 1980s largely oriented itself toward supplying
green western hemlock “baby-squares” used in traditional post-and-beam hous-
ing (Clarke 2001). High-quality coastal Douglas-fir, western red cedar, and yellow
cedar products were also exported to Japan. Although green hemlock 1s subject
to warping and shrinkage during shipment, traditional carpenters in Japan typi-
cally hand-carve timbers at the building site, and correcting for such defects is
considered part of the normal process of constructing traditional homes. The aes-
thetic qualities of North American hemlock soon made it the preferred product
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for traditional home building. When forest management costs in British Columbia
began to rise in the early 1990s due to regulatory changes, B.C. coastal exporters
found that they even had a certain degree of “pricing power,” enabling them to
raise prices and pass costs along to Japanese purchasers (Edgington 2004). Lumber
producers in the B.C. interior and the other western provinces also sold a portion
of their timber into Japan’s market, though exports from these regions consisted
mainly of high-quality lumber (known as “J-grade”) for use in non-traditional
“western-style” wood frame housing,

Although western Canada’s forest product manufacturers enjoyed consider-
able success in the Japanese market during those years, a great deal of change has
occurred since the early 1990s:

1. In 1995, asevere earthquake struck the city of Kobe. Over 100,000 struc-

tures collapsed, many of which were traditional post-and-beam houses
(Risk Management Solutions Inc. 2005). While many of these homes
were over 50 years old and were likely built in the absence of building
codes, the reputation of hemlock as a durable building material suffered
as a result (Edgington 2004).

2. In the early 1990s, European exporters began marketing kiln-dried lum-
ber and engineered wood products in Japan, including products that
were pre-cut for the post-and-beam market. Several factors allowed these
manufacturers to quickly penetrate the Japanese market, including ris-
ing prices for North American products, favorable exchange rates, and
the declining reputation of hemlock. In addition, the supply of skilled
labor in Japan for traditional post-and-beam construction was in decline,
furthering the trend toward factory-cut products produced in Europe
(Daniels 2005).

3. During the 1990s, Japan’s economy went into decline, and by the late
1990s Japan was in a protracted period of economic instability. Housing
starts dropped from a peak of 1.6 million in 1996 to less than 1.2 mil-
lion by 2001 (Japan Lumber Journal 2006). Although a modest recovery
in housing starts has occurred in recent years, they are expected to re-
main flat or even continue declining due to Japan’s shrinking popula-
tion (Daniels 2005, Owari 2004). Japan’s economic slowdown also led
to an increased price consciousness among Japanese consumers. While
previously known for a willingness to pay high prices for the best qual-
ity products, Japan’s consumers began favoring less expensive products
(Daniels 2005).

4. Regulatory changes occurred at the end of the 1990s with the introduc-
tion of the Government Housing and Loan Corporation Manuals, revi-
sions to the Building Standard Law, and the introduction of the Housing
Quality Assurance Act. The latter required a 10-year warranty on new
homes, and this requirement in particular provided another setback to
British Columbia coastal producers. Home builders in Japan, worried
about liability under the warranty, began to feel that kiln-dried lumber
and engineered wood products sold by European manufacturers provid-
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ed more credible long-term performance than North American hemlock
(Edgington 2004).

For all of these reasons, demand fell for the product that was a key driver
of the forest industry on Canada’s west coast. In British Columbia, this shift in
demand is evident in the quantity of exports from coastal producers as compared
with interior producers (Figurel). Annual exports of lumber to Japan from the
British Columbia coast have fallen from roughly 1.7 billion board feet in 1996 to
less than 800 million board feet in 2003. Exports to Japan from the B.C. interior
are also lower than the peak experienced in 1996, but remain close to the 10-year
average of 670 million board feet.

Figure 1
Lumber Shipments to Japan from the B.C. Coast and B.C. Interior (1987—2003)
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Source: CFPA (2005a).

Product prices in Japan also reflect this shift in demand. Between 1993 and
2003, prices for both hemlock and Douglas-fir baby squares declined by over 40
percent. During the same period, prices for SPF J-grade lumber declined by only
29 percent (Random Lengths [various years]). British Columbia coastal producers
also faced a double-edged sword when Japan’s market collapsed. Not only had their
largest market disappeared, but because of their strong orientation toward the Jap-
anese market, their share of the U.S. export quotas under the 1996-2001 Canada-
U.S. softwood lumber agreement was comparatively small. This factor constrained
access to the most significant alternative market for coastal producers.

During this time, exports to other Asian economies, such as South Korea,
Singapore, Indonesia, China, Taiwan, and Hong Kong, were also occurring,
mainly consisting of pulp and paper products. However, in 1997-1998, a sharp
downturn occurred in several of those economies. In what became known as the
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“Asian financial crisis,” a series of currency devaluations, combined with a loss of
confidence by foreign investors and widespread loan defaults and bank failures,
led to an economic downturn across the entire region.* Although the economies
of these nations did begin to recover after 1998, the magnitude of the downturn
constrained the scope for growth in Canadian exports to many Asian nations for
several years afterwards.

Figure 2 (a-d) summarizes Canada’s exports of major forest products to Asia
since 1990. While growth in Canada’s wood product exports (especially pulp) to
China has occurred (panel b), the ongoing dominance of Japan’s market (panel a)
1s also clearly evident.

Figure 2
Canada’s Forest Product Exports to (a) Japan; (b) China; (c) South Korea; and (d) Indo-
nesia, Malaysia, Philippines, Singapore, Thailand, Vietnam, Taiwan, and Hong Kong
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Source: Industry Canada (2006) (HS Codes 44, 47, and 48).

The Current State and Outlook for
Forest Product Exports to East Asia

The importance of Asia’s forest product market to western Canada has de-
clined since the series of market shifts in Japan during the 1990s. Furthermore,
the widespread economic downturn in Asia that occurred in 1997 and 1998 has
limited western Canada’s potential to export forest products to the wider East
Asia region. Reliance on the U.S. market has increased as a result, which has
been aided by a robust economy and a strong housing sector in the United States.
Since the mid-1990s, the percentage of Canada’s forest product exports going to
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the U.S. has risen from less than 70 percent to over 80 percent. At the same time,
the percentage of Canada’s combined exports to Japan, South Korea, China, and
Taiwan has declined from over 15 percent to less than 9 percent (Figure 3). De-
spite declining in relative importance, forest product markets in Asia still absorb
a sizable quantity of Canada’s exports, and are especially significant when exam-
ined in terms of western Canada’s industry. In 2005, the combined value of forest
product exports to Japan and China from the four western provinces amounted
to over US$2 billion (CFS 2006). Roughly 16 percent of British Columbia’s for-
est product exports went to these two markets. In Alberta and Saskatchewan, Ja-
pan and China accounted for 10 percent and 7 percent of forest product exports
respectively (CFS 2006). On the other hand, exports to Asia play only a minor
role in Manitoba’s forest industry, which is geared almost entirely toward the U.S.
market. However, new opportunities may be emerging in Asia. Furthermore, the
shifting economic landscape of the region may have a growing impact on west-
ern Canada’s forest product manufacturers, including those currently focusing on
markets outside Asia.

Figure 3
Canada’s Forest Product Exports to the U.S. and Select Asian Markets (1990-2005) as
a Percentage of Total Forest Product Exports
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Source: Industry Canada (2006) (HS Codes 44, 47 and 48).

China: Will This Be Western Canada’s Forest Product Market of the Future?

While Japan remains Canada’s largest market for forest products in Asia, Chi-
na is the market that is currently generating the most attention in Canada. Breath-
taking statistics on China’s growth are now a regular feature in the media, and
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many people are paying close attention to opportunities being created by China’s
industrial growth and the sizable pool of middle-class consumers emerging from
China’s large population. China’s real GDP has grown at an annual rate of 8 to
10 percent since 2001 (IMF 2006), and China’s economy is now considered to be
the fourth largest in the world, behind only the United States, Japan, and Ger-
many (though followed closely by the UK.). Despite the positive contribution of
this growth to the global economy, concern is also mounting that over-investment
in China may lead to a rising number of bad loans, asset price bubbles, or over-
capacity that will eventually need to be retrenched. Currently, the government in
China is putting restrictions on investment in some industries, raising interest rates,
increasing the reserve ratios required by banks, and allowing the yuan to appreciate
somewhat in an attempt to engineer a “soft landing” to China’s growth. Forecasters
expect that China’s rate of growth will moderate as labor costs rise and as export-
oriented manufacturing begins to shift to other low-cost labor markets. Other risks
to China’s economy have been noted, such as the potential for increased protec-
tionism from China’s major trading partners (especially the U.S.); the possibility of
social unrest from those who have yet to share in the benefits of China’s boom; and
the mounting environmental costs of China’s industrial and urban expansion. In
the meantime, China has come to dominate discussions of Asia’s shifting economic
landscape, and the emergence of new opportunities in the region.

In the recent term, the most significant impact on western Canada’s forest
industry has been from China’s paper industry (Wang et al. 2004a). The paper
industry in China is growing and modernizing rapidly, with many of the newest
facilities being among the largest and having among the highest productivity in
the world. Rather than utilizing logs or residues from other wood manufacturing
industries, China’s paper industry relies heavily on imports of wood pulp, wood
chips, and recovered paper (Flynn 2006). As a result, Canada has become a major
supplier of pulp to China. China’s elimination of pulp tariffs has helped Canadian
pulp exports grow, rising from US$292 million in 1998 to over US$990 million
in 2004 (Statistics Canada 2006). Canada is now the world’s leading supplier of
pulp to China (Sun et al. 2004), and China has become second only to the United
States as an export market for Canada’s pulp. Canada is also exporting a growing
quantity of solid wood products to China. Since 2000, the value of these exports
has risen from approximately US$14 million to nearly US§90 million (Industry
Canada 2006).

Residential construction in China is also on the rise. With the rapid pace of
urbanization currently underway, government initiatives are being developed to
help boost the supply of houses in China’s largest cities (Government of China
2006). However, wood-frame housing (which drives the demand for western Can-
ada’s solid wood exports to most other economies) does not form a significant part
of the housing profile in China. Wood-frame housing currently represents only
1,000 or so housing starts per year, a small fraction of China’s estimated 10 million
annual housing starts (Woodbridge 2006). Concrete, brick, and steel construction
predominate in China; wood-frame housing remains unpopular due to consumer
preferences and concerns over the durability of wood (Roberts et al. 2004). Al-
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though growth in Canada’s solid wood exports to China appears promising, these
exports are still quite small relative to the size of China’s economy and the total
value of Canada’s exports. Unless wood-frame housing begins to grow in popular-
ity in China, this situation is unlikely to change.

Furthermore, it has been estimated that roughly 85 percent of Canada’s wood
exports to China are used in remanufacturing, and that many of these products
are then exported to other overseas markets such as the U.S. and Japan (CWEP
2005). While this does create opportunities for some Canadian exports, it also pos-
es threats to others. For example, it was recently noted that low-grade yellow cedar
purchased from the B.C. coast is being remanufactured in China and is now com-
peting directly with B.C.’s higher-value yellow cedar products in Japan (Hamilton
2006). Export-oriented wood manufacturing is booming in China, dominated by
products such as furniture, plywood, flooring, and moldings (White et al. 2006).
China is now the top exporter of wooden furniture to the United States, with a
greater share of U.S. wooden furniture imports than the number-two and num-
ber-three exporting nations (Canada and Italy) combined (Figure 4). Although
furniture and plywood are currently the dominant wood-based exports coming
out of China, exports of engineered wood products, other wood-based panels
(especially MDF), and secondary products such as flooring, doors, moldings, and
cabinets are expected to form the “second wave” of China’s wood product exports
to global markets (Jahraus 2006).

Figure 4
Exports of Wooden Furniture to the U.S. from Canada, China, and Italy, as a Percent-
age of Total Exports of Wooden Furniture to the U.S.
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This booming forest sector obviously requires a large input of harvested tim-
ber, and many of China’s neighbors are meeting this need by exporting logs to
China. It is estimated that roughly two-thirds of China’s timber needs currently
come from Russia (Woodbridge 2006), and Russia’s eastern forests are believed to
have the capacity to supply even greater quantities of timber in the future (Taylor
2005). Other Asian nations such as Malaysia, Indonesia, Cambodia, Papua New
Guinea, Thailand, Myanmar, and Laos are also supplying timber to China (Sun
et al. 2004).

China does have significant forest resources, with approximately 175 million
hectares of forestland that contain a growing stock of some 12 billion cubic me-
ters of standing wood volume (Butterworth and Lei 2005). However, the 1998
floods that occurred in China were linked to forest degradation, and the Chinese
government subsequently banned or restricted logging in many of China’s for-
ests (Wang et al. 2004b). Although China is promoting the establishment of fast-
growing plantations to help reduce its reliance on imported timber, China is not
expected to meet its targets for plantation wood supply in the near future, and it is
also believed that the capacity of domestic forests to supply timber is being further
eroded by illegal harvesting (White et al. 2006). China’s demand for imported logs
and timber can thus be expected to continue. What remains unclear is whether
this will lead to opportunities for western Canada’s forest industry, or whether
ongoing raw material supplies from China’s neighbors will leave Canada’s forest
sector on the sidelines. Competition from China’s manufactured forest products
in Japan, the United States, and other markets also has implications for Canada’s
forest product exporters, and clearly has the potential to outweigh the benefits of
any new opportunities from Chinese raw material demand.

Japan: A Recovering Economy, but a Challenging Market Nonetheless

Although the future of Japan’s economy remains uncertain, evidence is be-
ginning to mount that a recovery 1s finally taking hold. From 2003 to 2005, Japan’s
real GDP growth averaged over 2 percent annually, and by 2005 unemployment
fell to 4.4 percent (IMF 2006). Deflation (which can discourage domestic spend-
ing) also appears to be ending, and land prices in Tokyo have begun rising for the
first time in 14 years (Porter 2005). Reforms planned for Japan’s largest public
financial institution, Japan Post, are expected to improve the allocation of capital
and encourage competition. Significant challenges do remain, including public
sector reforms to control Japan’s large public debt (Economist 2005). The cost
of servicing Japan’s public debt will grow as interest rates rise, and rising interest
rates themselves (along with the recent exit from “quantitative easing”) pose risks
to a sustained recovery (Roach 2005). Japan’s demographics are creating other
challenges. A looming surge in the number of retirees is expected to put further
strain on government finances through pension and health care costs; however, any
rapid changes in taxation or other areas of government spending to address this
1ssue also pose risks to the economy (Mihleisen and Farugee 2001). Nonetheless,
Japan’s economy is growing again, and tentative predictions are now being made
that Japan has finally turned the corner toward a gradual but lasting recovery.
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Despite the forecast for weak growth in overall housing starts in Japan, other
trends may be creating new opportunities, some of which may gather further
strength if Japan’s economic recovery continues. For example, the home renova-
tion market in Japan is expected to grow in the coming years (Cohen and Gaston
2002). A rising demand for exterior decking and other “outdoor living”—oriented
products 1s also expected (Eastin 2002). Opportunities exist for wood flooring and
window framing, due to the growing popularity of western-style house design
(Wahl et al. 1999). Concerns over “healthy housing” may also present opportuni-
ties, because wood can be marketed as a safer alternative to products containing
plastics and other synthetic materials that are perceived to carry air-quality risks.
A recent upgrade in the fireproof performance ratings of wood frame structures
in Japan has also created opportunities: it will allow the use of wood frame con-
struction in larger houses and buildings in Japan’s strictest fire protection zones,
as well as in other building types such as hospitals, schools, and hotels (Ivanoff
2004).

New regulations in Japan are creating challenges for exporters to that country,
but they are also creating opportunities for those exporters that can demonstrate
adherence to the strict performance standards that are now required (Cohen and
Gaston 2001). Another consequence of regulatory changes has been a wider ac-
ceptance of new construction techniques, which has contributed to an increased
use of western-style building methods and imports of engineered wood products
(Daniels 2005). During the 2002 fiscal year (April 2002—March 2003), Canada
was the largest supplier of “imported housing” (foreign-designed housing using
imported materials), followed by the United States and Sweden (JETRO 2003).
Imported homes from Canada are proving especially popular in Hokkaido due
to their performance during cold winters (Hokkaido Shimbun 2003). In the post-
and-beam segment, the emergence of large developers (known as “power-build-
ers”) 1s also an important trend. Using efficient building methods and cheap land,
power builders are producing inexpensive built-for-sale houses aimed at first-time
buyers, and are contributing to the rising demand for pre-cut post-and-beam com-
ponents (Sasatani et al. 2006).

Japan’s aging population, noted earlier, is also creating new trends, such as
three-generation families (where grandparents reside with their children and
grandchildren) requiring larger houses that meet the needs of a wide range of
occupants (Cohen et al. 2005). Other examples of opportunities in the senior mar-
ket exist. Two facilities for seniors were recently constructed near Nagoya using
Canadian timber (Nikkan Mokuzai Shimbun 2005), and Canadian yellow cedar is
currently being used by P&S Shigetomi in Japan to construct revolving highchairs
for the elderly (Shimotsuke Shimbun 2005).

Japan’s distribution network for wood products 1s also changing (Cohen et
al. 2001). In response to decreasing profit margins that can no longer support the
multi-tiered system, the supply chain is consolidating, with layers being eliminated
where they fail to add sufficient value to products. Furthermore, “big-box” retail-
ers are establishing a presence in Japan, offering an additional choice to small-
scale builders outside the traditional distribution chain. Small-scale builders now
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have greater access to credit in Japan, which has reduced their reliance on the
credit provided through purchases from traditional distributors. Because of these
changes, opportunities now exist for manufacturers to sell further down the sup-
ply chain, or even directly to homebuilders. This may increase the potential for
offshore manufacturers to introduce new products to Japan by appealing directly
to builders or consumers.

Demand for pulp and paper in Japan is tied to trends in demand for various
end-uses. As in many other regions, demand for newspapers is expected to contin-
ue to decline in Japan (Egawa 2002). However, demand for other paper products,
such as office paper and packaging, are more closely linked with overall economic
growth. Assuming the government of Japan’s official predicted growth rate for
2006 of 1.9 percent, the Japan Paper Association predicted 2006 demand for
paper to grow by 0.3 percent, and demand for paperboard to grow by 0.2 percent
(Japan Paper Association 2006). Demand for coated printing paper is expected to
be the strongest area of growth, driven by its use by the retail industry in flyers,
brochures, and instruction manuals.

Although the market for forest products in Japan has declined overall, it is im-
portant to note that Japanese imports of forest products remain the fourth largest
in the world, behind only the U.S., China, and Germany. Japan remains a sizable
market. However, competition for market share in Japan has intensified. In addi-
tion to European producers, Russia, New Zealand, Brazil, Chile, and Australia are
also major suppliers to the Japanese forest product market. West African nations
export some tropical roundwood to fill the niche left by the decline of log exports
from Southeast Asia. China has also become a major exporter, in 2003 exporting
nearly US$462 million in forest products to Japan (FAOSTAT 2005). From 2003
to 2004, China’s volume of plywood exports to Japan rose by 22 percent (Naga-
hama 2005), and overall, China is now considered to be the largest exporter of
plywood in the world (White et al. 2006). Canada’s market share in Japan has de-
clined as a result. In softwood lumber alone, Canada’s market share has dropped
from over 60 percent in 1993 to 42 percent in 2004 (Forintek 2006). While Japan
remains a market with significant opportunities, maintaining a share in the Japa-
nese market is now much more challenging.

Other Opportunities in the Region

In addition to the large markets of China and Japan, other nations in the
region also have some notable trends and possible opportunities. For example, in
South Korea, initiatives to develop alternatives to urban concrete high-rises (whose
neighborhoods have become known as “concrete canyons”) are expected to cre-
ate a rising demand for wood-frame housing. South Korea’s demand may also
gain momentum from the growing interest in “healthy housing” (Leung 2006a)
as well as building code changes that will allow wood to be used on a wider range
of building types (APFC no date[b]). Despite mixed economic performance since
the Asian financial crisis (which hit South Korea especially hard), the CIA World
Fact Book currently states that “moderate inflation, low unemployment, an export
surplus, and fairly equal distribution of income characterize this solid economy”
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(CIA 2006). South Korea’s government is also planning to help boost the supply
of housing, in an effort to rein in rapidly rising property prices (Lam 2006). The
Korean market remains comparatively small; however, the above trends, coupled
with a strong economic outlook, clearly make this a market with some potential.

In Indonesia, rebuilding following recent earthquakes and the 2004 tsunami
1s still far from complete. With the growing recognition of wood-frame housing
for its structural stability during such disasters, some are suggesting that imported
wooden housing from Canada may be a positive alternative to the brick structures
that predominate in the region (Leung 2006b). In addition to its strength, wood
is also lightweight and flexible. With proper building design, these characteristics
can help buildings absorb and dissipate the energy and stresses generated during
an earthquake (Rainer and Karacabeyli 2000). Taiwan is also still in the process
of reconstruction following a 1999 earthquake, and the introduction of new build-
ing codes, along with the increasingly positive image of wood-frame construction,
1s expected to create a rising demand in Taiwan for construction grade lumber
(APFC no date[a]).

Some of Southeast Asia’s other nations have small but growing wood product
markets based on domestic consumption, as well as export-oriented manufactur-
ing industries. In particular, Vietnam appears to be following in China’s footsteps
as an attractive low-cost manufacturing base for a variety of export products,
including those made from wood (Barney 2005). As is the case in China, raw
materials for these manufacturing industries will likely be obtained largely from
sources in the immediate region. However, economic growth and rising incomes
could lead to demand for western Canada’s structural wood products or pulp and
paper products in the future. In the near term, Vietnam’s anticipated membership
in the WTO i1s expected to encourage foreign investment and further economic
expansion (Economist 2006). While small at present, these markets clearly deserve
our attention; and, like China, they may grow in importance as a source of both
demand and competition.

Initiatives to Grow Canada’s Markets in Asia

Along with the above-mentioned trends in Asia, Ganadian forest product ex-
porters, forest companies, and government agencies are undertaking several initia-
tives to position Canada as a strong competitor in the region. Many of these initia-
tives are aimed at facilitating potential opportunities in China, though significant
efforts to promote Cianada’s wood products across Asia also exist.

Canada 1s improving its transportation network on the Pacific coast, in an
effort to facilitate exports to (and imports from) Asian markets. Known as the “Pa-
cific Gateway Strategy,” this initiative aims to provide the infrastructure necessary
for increased trade with Asia. Projects include improvements to major trucking
routes and rail crossings that provide links to Canada’s west coast ports. A major
new container terminal is also being developed in Prince Rupert to provide an
alternative shipping link with markets in Asia. Geographically, Prince Rupert is
in fact North America’s closest port to many of the major destinations in East
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Asia, and the new container terminal is expected to reduce congestion at other
west coast ports as Canada’s trade with Asia grows (PRPA 2006). Canadian For-
est Products Ltd. (Canfor) has also consolidated its export facilities in Vancouver
into a single facility, a step aimed at better serving markets in Japan, South Korea,
Taiwan, and China (APFC no date[b]).

To help develop markets for Canada’s solid wood products in Asia (as well
as other overseas markets), the Government of Canada established the Canada
Wood Export Program (known as “Canada Wood”). Canada Wood brings the
major industry associations that represent Canada’s forest industry together under
a single banner, and provides funding for these groups to help develop markets
overseas. Currently, Canada Wood has offices in Tokyo, Beijing, Shanghai, and
Seoul, as well as a representative in Taipei. In addition to promoting Canada’s
wood products, Canada Wood is working directly with overseas governments to
develop building and fire codes that recognize the safety and performance of
wood. For example, in China, Canada Wood is assisting with the development of
Shanghai’s municipal building codes for wood-frame construction. They are also
supporting the construction of a multi-story hybrid (concrete and wood) dem-
onstration building in Shanghai, and are helping to provide instruments to the
Chinese Academy of Forestry to demonstrate the moisture and temperature per-
formance of wood-frame buildings (CWEP 2005). Canada Wood is also collabo-
rating with Natural Resources Canada and the Canada Mortgage and Housing
Corporation (CMHC) to build demonstration houses in China using “Super E®”
design specifications. Super E® houses use Canadian construction techniques and
building components to provide energy-efficient houses that are adapted to a wide
range of climates (Canadian Consulate General Shanghai 2005).

The Canada Wood office in Shanghai is housed within the Dream Home
China demonstration project, which was built by a partnership between several
B.C. forest companies and the B.C. government’s Forestry Innovation Investment
(FII). The Dream Home China project provides a demonstration of the quality
and aesthetics of buildings that incorporate Canadian wood. By the fall of 2005,
media coverage of the demonstration home had reached an estimated 5 million
Chinese consumers (Dream Home China 2005). A wood-frame demonstration
home has also been built in Beijing by the Chinese Academy of Forestry using
wood donated by several of British Columbia’s forest companies (CWEP 2005).
FII also plans to initiate a reroofing demonstration project in Shanghai to show-
case the advantages of wood-truss roofing on larger buildings. With the problems
associated with flat concrete roofs in China’s municipal apartments, the market
for exported roof components could represent another significant opportunity in
China (APTC 2006). Furthermore, Canfor now has a sales office in Shanghai
and is working with the Chinese Academy of Forestry and the Shanghai School
of Construction Engineering to establish a vocational program for wood-frame
construction (Canfor 2005).

Outside of China, the British Columbia government’s FII program is promot-
ing the use of wooden housing in Indonesia by offering free construction training
in areas where B.C.-made prefabricated housing is purchased. Ten demonstration
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homes have been erected, and a B.C. company subsequently won a US$1.8 mil-
lion dollar contract to ship 300 prefabricated homes to the city of Banda Aceh
(Leung 2006b). B.C. forest companies are also trying to reestablish market ac-
ceptance of coastal hemlock in Japan under the Canada Tsuga brand name. The
Canada Tsuga program is promoting green, kiln-dried, and engineered wood
products made from coastal B.C. hemlock, and is demonstrating their compat-
ibility with the latest building standards and market trends. The Canada Tsuga
program has even enlisted the help of the well-known Japanese wrestler Mai-no-
Umi, who is providing a celebrity endorsement of the strength of B.C.’s hemlock
products (CFPA 2005b). Furthermore, coastal producers have recently introduced
anew grade of kiln-dried hemlock that is geared toward the Japanese market. The
E120-F330 grade is now recognized by Japan’s Ministry of Land, Infrastructure,
and Transportation, and its appearance and strength ratings are expected to make
it an attractive choice for high-end post-and-beam housing (Kennedy 2006a). The
JadeStar brand of lumber has also been introduced by Canfor, and is geared to-
ward the tastes of Japanese consumers (Canfor 2005).

Western Canadian forest products have several attributes that, even aside
from proactive initiatives such as these, may strengthen their competitive position
in Asia. The existing stocks of old, slow-growing, extensively managed forests in
Canada yield high-quality wood, and Canadian companies are known to excel
at providing a high level of customer service to purchasers. Canada’s significant
progress toward sustainable forest management may also have the potential to set
Canada’s products apart from many of those from lower-cost suppliers. If con-
cerns over environmental and social sustainability grow in Asia’s markets, this may
become one of the most highly marketable attributes of Canada’s wood products.
Although controversy over western Canada’s forest practices has been an issue in
the past (especially on the B.C. coast), significant progress in forest practices, land-
use planning, and public involvement has been made over the past two decades. A
recent report by Yale University researchers found that British Columbia’s forest
practices are now in fact among the most stringent in the world (Cashore et al.
2006). Furthermore, protected areas on the B.C. coast now cover a greater area
than that available for commercial forestry (Jeffery 2006).

Many of western Canada’s forest companies have succeeded in obtaining
third-party certification, verifying the sustainability of their forest management
practices. In fact, Canada has the largest area of certified forest and produces
the largest volume of certified fiber of any nation (Canadian Sustainable Forestry
Certification Coalition 2006). The total area of certified forest in Canada amounts
to some 119 million hectares, and by the end of 2006 it is estimated that roughly
75 percent of Canada’s working forest will be under some form of forest manage-
ment certification. Certification schemes include those developed by the Forest
Stewardship Council (FSC), the Canadian Standards Association (CSA), and the
Sustainable Forestry Initiative (SFI). The latter two are the dominant systems in
use, accounting for 86 percent of Canada’s certified forest area. Recently, the CSA
and SFI systems were endorsed by the internationally recognized Programme for
the Endorsement of Torest Certification (PEFC).
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Certification is increasingly becoming a prerequisite for market access. Many
of the major international “big-box” retailers now have policies that give preferen-
tial treatment to products made with wood from certified forests (see, for example,
Home Depot [no date]; B&(Q 2006). Furthermore, some of these corporations are
now establishing a significant presence in Asia. The U.K.-based B&(Q now has one
store in South Korea, 21 stores in Taiwan, and 49 stores in China (Murphy and
Ladham 2006). In the United States, the use of certified wood can help building
projects achieve the Leadership in Energy and Environmental Design (LEED)
designation (USGBC 2005), and some of the large U.S. residential developers
have also introduced policies that promote the use of certified wood (Fletcher et al.
2002). In time, this trend may make its way to Asia’s markets. Several governments
around the world are also introducing “green procurement” policies to favor the
purchase of environmentally sustainable products by public institutions. Japan’s
government recently introduced guidelines that aim to promote the use of such
products; these guidelines recognize all three of the certification schemes in use in

Canada (MAFF 2006).
Summary and Discussion

Japan remains Canada’s largest market for forest products outside North
America, and future trends in Japan will likely drive the most significant opportu-
nities in the region. Since the early 1990s, a slowing economy, stagnating popula-
tion growth, regulatory changes, foreign competition, and the shifting tastes of
consumers have all combined to change the nature of the forest product market
in Japan. While demand for forest products in that country may grow once again
in the coming years, a return to the market conditions that Canadian exporters
enjoyed 1n previous decades seems unlikely. In particular, exclusive demand for
North American green hemlock would seem to be a thing of the past. However,
opportunities do exist for exporters that can supply products for which demand
may be growing. These include home renovation products and other non-struc-
tural specialty wood products. Although new housing starts may remain low or
even decline in the future, a sizable market for high-quality structural sawn wood
and engineered wood products will continue to exist in Japan. In addition, regula-
tory changes that are allowing wood-frame building in a wider range of building
types and locations may create some new sources of demand for structural wood.
As Japan’s economy recovers, opportunities to expand pulp and paper exports
may also grow. Furthermore, the changing distribution and retail environment
may be creating opportunities for exporters to more easily introduce and market
a wider range of products to Japan’s consumers, and respond quickly to newly
emerging trends. Summarizing the outlook for B.C. coastal producers in Japan’s
market, Coast Forest Products Association President Rick Jeffery recently stated
“The future will be about aligning a set of appealing products with the preferred
attributes Japanese buyers and specifiers want... New products, offered alongside
our nucleus of existing Canada Tsuga products, could potentially help to turn
volumes of coastal product sales in Japan upward” (Kennedy 2006b).
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Canada’s forest product exports to China are also growing. While several chal-
lenges currently exist to boosting the quantity of these exports, China nonetheless
deserves our attention due to the sheer scale of its markets. For the time being,
exports of pulp to China’s growing paper industry represent the most promising
area for Canadian exporters, although future demand from wood-frame housing,
hybrid construction, or building renovation may also present opportunities. While
opportunities exist to supply primary products to China’s manufacturing sector,
this sector also poses threats to the competitiveness of many of Canada’s higher-
value products in Asia, and may even affect the competitiveness of Canada’s prod-
ucts within North America. Canada’s furniture exports to the U.S. appear to have
already lost significant ground to imports from China.

Outside of Japan and China, South Korea may also have new opportuni-
ties based on demand for alternatives to urban concrete high-rises and regulatory
changes that are now allowing wood-frame multi-story residential construction.
Interest in earthquake-resistant building may also boost demand in Korea, and
indeed may become a growing source of demand across the entire region. Much
of East Asia is prone to earthquakes, and recent events attest to the vulnerability
of many of the non-wood structures predominating in the region. With effective
marketing, there is potential for this to become a new driver of wood product
demand. Wood is also becoming recognized as a positive choice in terms of air
quality and overall environmental impact. As the trend toward “healthy housing”
and green consumerism grows, the inherent qualities of wood may make it an at-
tractive choice for a growing number of consumers.

However, European exports remain popular in Japan, and competition from
new supplying nations will likely continue to grow throughout the region. While
opportunities in Asia exist, Canadian companies hoping to recapture or expand
their market share clearly need to ensure that their products are competitive rela-
tive to those from other suppliers. At the same time, technology is allowing lower-
quality fiber to be used in a wider range of high-value products, reducing the
competitive advantage of products made with the high-quality slow-grown timber
of western Ganada. Expected increases in pulp production from the developing
world may also erode the market conditions for this commodity in Asia (though
questions have been raised over the sustainability of some of these new facilities
[Spek 2006]). Furthermore, the recent weakening of the U.S. dollar may provide
opportunities for U.S. producers to expand their exports to Asia (Eastin 2006),
providing additional competition for western Canadian companies. The com-
bined effects of a strong Canadian dollar and stiff competition will clearly provide
challenges to significant expansion into Asian markets.

Despite these challenges, some positive trends and advantages also exist that
may benefit Canadian companies trying to compete in the region. Canada’s west
coast is geographically well positioned to deliver exports to Asia, and Canada is
developing the infrastructure required for a growing volume of Pacific Rim trade.
Industry restructuring and consolidation is also occurring in western Canada’s
forest industry, helping forest companies achieve the efficiencies and access to
capital required in today’s globalized wood products market. The environmental
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record of western Canada’s industry may also be a highly marketable strength. If
the importance of sustainable development to consumers and retailers continues
to grow, this may become an increasingly effective way to set western Canada’s
products apart from lower-cost alternatives. Although the continuing strength of
the Canadian dollar is impacting the profitability of Canada’s forest sector, it is
also reducing the cost of some capital investments and providing an opportunity
for western Canadian companies to diversify through foreign acquisitions. Finally,
the long history of western Canada’s ties with Asia is another asset: many western
Canadians are familiar with business customs and consumer needs in the region.

Although western Canada continues to benefit from an abundance of high-
quality timber and a location that provides easy access to the large U.S. market,
these factors cannot guarantee that the current scale of western Canada’s for-
est industry will be sustained. While the size and proximity of the U.S. market
will no doubt keep this the most significant destination for Canada’s forest prod-
ucts for the foreseeable future, Canada is now looking to strengthen trade with its
neighbors across the Pacific. However, while Canadian companies do have some
important strengths and advantages, they also face a multitude of challenges in
this market. Competition in the global forest product market is now much more
intense, and western Canadian exporters will need to work hard to find opportu-
nities and grow their market share in this region. Some of Canada’s advantages,
marketing strategies, and unique product attributes may help, but the ability of
western Canada’s forest sector to deliver the right products at competitive prices
will ultimately determine that sector’s success in the region.
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