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Despite multiple legal setbacks before 
WTO and NAFTA tribunals, American 
softwood lumber producers are still call-
ing for the imposition of limits and tariffs 
on Canadian imports, arguing that they 
represent unfair competition because 
they are subsidized.1 If no agreement is 
ratified before October 12, 2016, im-
ports from Canada could be subject to 
tariffs of up to 25%.2 The case of soft-
wood lumber is a good illustration of 
how protectionism provides benefits for 
a limited group, all while harming a 
majority.

IS CANADIAN LUMBER SUBSIDIZED?
The absence of a market mechanism that is 
deemed appropriate for determining the level 
of royalties charged by the provinces is one of 
the main elements of the softwood lumber 
dispute, which has lasted for over 30 years.3 
In Canada, nearly all wood is harvested from 
public forests, whereas 90% of American soft-
wood lumber comes from private forests. A 
NAFTA ruling indeed confirmed the existence 
of a subsidy for Canadian softwood lumber. 
However, it was below the threshold required 
to justify sanctions according to American 
law.4 The existence of harm or the threat of 
harm caused to the industry has therefore 
never been demonstrated beyond all doubt 
by the American government.

Given this situation, negotiations had led to 
the ratification of the latest Agreement be-

tween the two countries, stretching from 2006 to 
2015, which proposed two options to the provinces 
concerned.5 The first was based on export charges 
going from 5% to 15%, while the second involved 
lower charges, but combined with a volume limit. The 
two kicked in whenever the price of softwood lumber 
was at or below US$355 per thousand board feet.6 
For the period covered by the Agreement, the tariffs 
were applied 77% of the time.7
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Distribution of the Agreement’s costs and 
benefits for the groups concerned, 2006-2015 

 
Note: The amounts indicated in the graph are based on the estimates of Rajan Parajuli 
and Daowei Zhang and are expressed in constant 2015 dollars, according to the inflation 
and exchange rates for each year.  
Sources: Federal Reserve Bank of St. Louis, Producer Price Index by Commodity for 
Lumber and Wood Products: Softwood Lumber (WPU0811), 1982-2015; Federal Reserve 
Bank of St. Louis, Canada / U.S. Foreign Exchange Rate, 2006-2015; Rajan Parajuli and 
Daowei Zhang, “Welfare impacts of the 2006 United States – Canada Softwood Lumber 
Agreement,” Canadian Journal of Forest Research, Vol. 46, No. 7, May 2016, p. 956.
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The Canadian wood product manufacturing 
sector is highly dependent on the American 
market. Manufacturing sales for this sector to-
talled $26 billion and supported 91,781 jobs 
in 2015. If we take the specific case of soft-
wood lumber targeted by the Canada-United 
States Agreement, the value of exports fell 
from $7.1 billion in 2006 to $5.6 billion in 
2015. Hence, 23% of this sector’s total sales 
and over 21,400 jobs were directly connected 
to American market conditions and to the 
terms of the latest deal on Canadian soft-
wood lumber.8

THE WINNERS AND LOSERS
By isolating the different factors that can influ-
ence the demand for Canadian softwood lum-
ber on the American market, it is possible to 
estimate the impact of the charges estab-
lished in the Agreement when prices were 
below the defined threshold. These charges 
reduced Canadian exports by 7.78%,9 which 
cost the Canadian forestry sector over $2 bil-
lion (see Figure 1).

Although their point of view is rarely men-
tioned when discussing this issue, American 
softwood lumber consumers are also victims 
of the protectionist measures put in place by 
the Agreement. Indeed, the lumber targeted 
by it is used primarily for residential construc-
tion on the American market. American con-
sumers therefore had to get their wood from 
an alternative and more expensive source 
when the tariff barriers led to reduced Can-
adian imports.10 Hence, between 2006 and 
2015, they had to spend an additional C$6.36 
billion.

American producers, for their part, made sub-
stantial profits thanks to the tariff barriers. 
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Whereas the market share occupied by Canadian im-
ports of softwood lumber fluctuated around 33% to-
ward the end of the 1990s, it had fallen to an average 
of just 28% between 2006 and 2013. At the same 
time, the share occupied by American production in-
creased considerably, taking up nearly all of the slack 
that was due to the drop in Canadian imports.11 
American producers thus registered additional net 
earnings of C$4.63 billion because of the restrictions 
imposed as a result of the 2006-2015 Agreement.

CONCLUSION
The softwood lumber dispute highlights a fundamen-
tal aspect of protectionism: it concentrates benefits 
within a limited group, whereas costs are spread over 
a large number of economic actors. In the case of 
softwood lumber, American producers have gotten 
richer since the start of the dispute, whereas Canadian 
companies and American consumers continue to pay 
the price.


