

Industry Snapshot
Logging, among the oldest of American industries, has become one of the most controversial.  Environmentalists have severely attacked harvesting practices, and they have scored significant victories.  Much of the dispute thus far has centered on protecting government forests in the Pacific Northwest to ensure the survival of the northern spotted owl.  The strife between the industry and its opponents extends far beyond the well-being of a single species, however, and prolonged hostilities on several fronts appear likely.  While most observers believe the industry itself is not endangered, it will probably be transformed by the battles it faces.

The fight has already had a major impact on the geographic distribution of logging within the United States.  The South and, especially, the Pacific Northwest have been the two traditional logging centers.  In the South, loggers have relied on private holdings, which account for some 90% of all timberland in the region.  In the Pacific Northwest, however, much of the supply has come from Federal forests.  With harvesting of government-owned land down sharply, the Pacific Northwest has accounted for a shrinking proportion of the nation's production.  Leadership in the industry thus continues to shift to the South.

Interestingly, the curtailment of harvesting on Federal lands has had a disparate impact on firms in the wood products industry.  In general, the major forest products companies performed poorly during 1991 and had mixed results in 1992, as the recession took its toll.  In the first half of 1993, however, large firms that had extensive land holdings of their own recorded sharply higher earnings, as they benefited from the price increases that accompany shrinking supply.  Other companies, however, including many small sawmills without timber assets, face increasing margin pressure as their raw material costs rise.
Organization and Structure  

A diverse group of economic entities and individuals are involved in logging.  Among the participants are the giant, integrated forest products firms, like Weyerhaeuser or Georgia-Pacific, which may own millions of acres of private timberlands; small sawmills that may harvest relatively few trees on Federal lands for their own use; and independent cutters, who are compensated depending on how much of the trees they fall make it to the mill.  Logging activities are thus distributed among different types of firms and individuals, but they can also be integrated with other operations within a single, large company.

According to the government, the value of products and services sold by the logging industry in 1992 was an estimated $12.7-billion.  Broad estimates of the total size of the forest products and related industries, of which logging is but a small segment, run to about 4% of gross national product, or $200-billion dollars.  

Background and Development  

Wood was a commodity of great value in ancient Rome, and in Athens its export was banned -- a harbinger of the recent controversy over sending U.S. logs abroad to Asia.  In the U.S., of course, logging is older than the country itself, and wood products have played a central role in the economy's development.  

The clearing -- and revival -- of the U.S. forest has been extraordinary.  The land area of the coterminous United States is 1,903 million acres.  Between 822 and 850 million acres, or about 45%, was originally covered by commercial forest.  By 1920, owing to agricultural clearing, lumbering, and other activities, the original cover had fallen to about 470 million acres, of which only 138 million acres were original forest (some 250 million acres were significantly disturbed through grazing, cutting, and burning and could not sustain second growth, while 81 million acres were both nonrenewable and nonrestoring).  By 1977, however, because of better management, suppression of fire, replanting, and other factors, the trend had reversed itself:  the commercial forest had grown to 483 million acres.  The Forest Service estimates that there were 490 million acres of timberland in 1992.

Logging in the great forests of the Pacific Northwest was begun by the Hudson's Bay Company at its Fort Vancouver trading post on the Columbia River in 1820.  In 1825, the Royal Horticultural Society of London sent out a Scottish botanist, David Douglas, to the area; he returned to England with a sprig of what is now the most important commercial tree of these forests, the eponymous Douglas fir.  Logging as an industry began in the region at the time of the Gold Rush, which produced a new market for timber in California.  It was the timber barons from the East who saw the potential of the Pacific Northwest forests.  Most famous among them was George Weyerhaeuser, who incorporated his company in 1900 in Tacoma, Washington; today the firm has over $9 billion a year in sales.  Often a pioneer in the industry, Weyerhaeuser began the practice of hand-planting new trees on clearcuts in 1938.

Current Conditions

The most important issue that faced the industry in 1993 was the future of the timber supply.  While the national recession during the early 1990s hurt the wood products sector badly, business cycles come and go; in the past, at least, the economy has eventually picked up, and profits turned upward.  Indeed, on the strength of higher housing starts and firmer timber prices, the wood products operations of the major forest products companies did better in 1992 than in 1991.  In the first-half of 1993, profits at those companies that rely most heavily on wood products were up 179% year over year, according to Business Week.  Nevertheless, the prospect of sustained cutbacks in the timber supply raises significant questions about the long-term health of the industry -- at least that of smaller firms without their own timber holdings.

Environmental constraints on logging have not had a major impact in most of the South, the Northeast, and North Central regions.  It is important to remember, however, that about half of the country's timber for wood products has come from the Pacific Northwest.  The deterioration of the climate for timber harvesting in that region has been so dramatic that it has already had a significant impact on the nation's overall supply.  More important, the political and social forces that have caused the industry such problems in the Northwest should continue to haunt it in the future.

Most of the nation's timber supply has come from softwoods, which are used especially in housing construction; hardwoods, which have a variety of uses, are harvested primarily in the South. In 1987, some 35% of America's softwood lumber came from sales of timber on Federal lands in the Pacific Northwest.  By 1992, that contribution had dropped to 25%.  Sales of timber from Federal forests in the region fell from 6-billion board feet in 1987 to 1.5-billion in 1992.  

It has been estimated that once the environmental controversies in the Northwest are settled, government timber sales in the West will be at about 40% of historical levels.    Given that 35% to 40% of the U.S. timber supply has historically come from Federal lands in the area, these curtailments would represent a 22% decline in the national timber harvest.  A drop in the timber supply of that magnitude portends higher log prices, as well as narrower margins for wood products firms that do not own timber acreage.  

The Spotted Owl Controversy    On June 26, 1990, the government listed the northern spotted owl as a threatened species under the Endangered Species Act.  Unlike most other species protected by the Act, the spotted owl covers a much larger area:  its habitat ranges from southern British Columbia, Canada, to Marin County, California.  Under the terms of the Act, more than five million acres of forests were designated as conservation areas; these generally contained conifers of mixed varieties that were over 200 years old, i.e., old-growth forests.  

Technically, logging was still allowed within the conservation area as long as it did not threaten the spotted owl, but as a practical matter much of the owl's habitat was off-limits to loggers.  The U.S. Forest Service reported that in total it sold 4.45 billion board feet of timber in fiscal 1992 -- less than half of its sales in 1990.  The agency managed to sell only 20% of the Congressionally approved volume in the Pacific Northwest and 40% in California.  Most if not all of this shortfall stems from measures taken to protect the spotted owl and other species.  Loggers cut 61% more national forest timber in 1992 than was sold during the year.  

Some observers believe that the timber industry has only itself to blame for its problems with the owl.  They argue that at first the industry ignored the bird.  When that failed, it attempted to discredit research that showed the owl was truly endangered.  They also say that the timber on the federal lands the spotted owls inhabit represent public assets -- assets that, in their view, have often been sold at below cost by the Forest Service and the Bureau of Land Management for the industry's benefit.  

But some industry supporters say there is much evidence that spotted owls of one subspecies or another are thriving on millions of acres of privately and publicly managed second-growth forests.  They note that counts of the northern spotted owl per se have risen substantially over the past several years.  And even if the spotted owl was indeed endangered, they argue, it does not provide sufficient reason to throw thousands of workers out of their jobs and destroy dozens of timber communities.    

The Continuing Debate  While the clash between the timber industry and environmentalists (or preservationists, the term the industry prefers) has centered on the survival of the northern spotted owl, campaigns to protect other species may affect the industry.  Timber executives are also worried about the impact of the salmon, since the streams in which they spawn are often damaged by logging.   Listing of one of the various salmon as an endangered species would be a further setback for the industry in the Northwest.  

Some observers, both within the industry and the environmental movement, believe that efforts to save individual species are merely tactical devices in the battle to curtail logging.  The environmental movement needed a weapon to shut down logging on Federal lands, they say, and the Endangered Species Act merely happened to be conveniently at hand.  Andy Stahl, an environmentalist, is quoted in the book The Final Forest as saying "I've often thought that thank goodness the spotted owl evolved in the Northwest, for if it hadn't, we'd have to genetically engineer it."  The real debate, it may be said, is about forests:  how we think about them, and how we treat them.   

Environmentalists recognize that the total amount of woodland in the United States is not contracting -- new plantings more than offset cuttings.  But many are concerned that the way the nation's forests have been managed reduces biodiversity.  When loggers cut down mixed forests with trees of different ages, they often replant with a single species (eg,  Douglas fir, which reaches maturity in a relatively fast 50 years) of the same age.   Some environmentalists argue that in a naturally regenerating forest, there are dead trees, clearings, old trees, and young trees, and each attracts its own group of plant and animal species.  But when a forest consists solely of one tree type, all of the same age, only one set of species is attracted.  Ecologists believe that this hurts the forest's ecosystem, as well as leaving it prone to pest infestations.

In rebuttal, the industry's supporters point to the expansion in total timberland over the last fifty years, and the millions of acres, including much old-growth (trees over 200 years old), in national and state forests that are protected from logging.  

They also call attention to the significant advances in forestry management over several decades.  For example, after the volcano of Mount St. Helens on May 18, 1980, Congress in 1982 established a 110,000 acre National Volcanic Monument.  Here nature would be allowed to take its course, and the land would be left undisturbed.  On the acreage adjacent to it,  Weyerhaeuser and other companies salvaged the downed trees and planted new seedlings.  According to some observers, the result of this effort is a forest not significantly different from the original (pre-1980) cover below the slopes of the volcano.  By 1992, many of the trees Weyerhaeuser had planted were already 25- or 30-feet high.  Next door, the National Volcanic Monument was recovering much more slowly -- but, some would argue, more completely.

Others in the industry say that the uncertainty that surrounded harvesting in 1993 will have long-term repercussions for the industry.  In this regard, The Economist has cited the words of a Weyerhaeuser economist: "Planting trees is an act of faith."  It takes some 80 or 90 years for a forest to regrow on its own after cutting, versus 50 to 60 years in a managed forest.  So if timber firms lose confidence that they will be able to harvest the tree they have sown, they are unlikely to put much effort in expensive forest-management techniques.

In February 1993, news reports indicated that the Clinton Administration was trying to modify the policies of the Interior Department so that "national train wrecks" (in the words of Secretary Bruce Babbitt), like the one over the spotted owl in the Pacific Northwest, may be averted.  Instead of protecting single species, the Department would seek preventive measures to insure long-term protection of whole ecosystems and all of their species.  The theory behind such an approach is that both conservation and business interests are better served by such preplanning of the fate of entire ecosystems before any single species is threatened.

Winners and Losers  Cutbacks of harvesting on federal lands has had a diverse impact on industry participants.  Some believe that the largest companies -- at least those with substantial timber holdings of their own -- have been less than vigorous in fighting curtailments of logging on federal land.  These firms have huge plantations of genetically improved trees, which afford them ample supply.  Their reliance on federal sales of old-growth trees is relatively small, and the spotted owl doesn't appear to thrive on their own second- and third-growth forests.  It has been argued, therefore, that these companies have been willing to -- or even happy to -- accept restrictions on logging of Federal lands.  

Small, independent sawmill owners, on the other hand, have since World War II relied on public lands to supply the old-growth logs that can be turned into specialty products.  The trees they want are as much as five centuries old, ie, those that the spotted owl finds especially congenial.  The trees that have been engineered by big corporations are but a tenth the age and half the height.  Often they are too small for the saws and conveyor belts of the old-time sawmills.  

Therefore, curtailments of supply tend to drive out smaller firms that counted on Federal sales for their logs, as well as to send prices upward.  Already there are strong indications that this phenomenon is occurring.  Lumber prices rose sharply in the first-quarter of 1993, and while they fell back in the spring, they were still significantly above 1992 levels.  Some observers believe that the election of President Clinton bodes well for the large companies, since both the President and, especially, Vice-President Al Gore are deemed sympathetic to the environmental movement.  

Meanwhile, however, smaller sawmill companies in the Pacific Northwest are hurt by contracting supply and continue to decline in number.  Some observers argue that the companies themselves are to blame, since they tended to disregard forecasts, dating back to the 1970s, of a looming timber shortage during the 1990s.  They also suggest that at the rate the loggers were cutting, the Pacific Northwest would have had severe supply problems by the year 2000, spotted owl or no spotted owl.  Some in the industry, however, say they are being sacrificed for a bird they have never seen during their entire lifetimes in the woods.  Many feel it is they who work in the forest that are the true environmentalists, and they do not understand why their jobs and way of life are being threatened.

The South  Level terrain, frost-free winters, and numerous highways make logging much easier in the South than it is in the  Northwest.  The relatively warm winters also make for faster-growing trees.  Since most of the South's acreage was logged years ago, there is little of the old-growth forest that has aroused such strong environmental opposition in the Northwest.  Most notably, some 90% of Southern timberland is privately owned.  

The war between the environmentalists and timber interests that has halted logging in much of the Northwest has been comparatively rare in the South, where the two sides have worked together to balance environmental and economic concerns.   Georgia-Pacific, which moved its headquarters from Portland, Oregon, to Atlanta in 1982 and has an important presence in the region, believes that it is successfully dealing with the red-cockaded woodpecker, which some see as a potential "spotted owl" of the South.  Others, however, believe it is only a matter of time before the environmental movement begins to become more aggressive in opposing logging in the South.

In early July 1993 the Clinton Administration issued a plan that would reduce timber harvests on national forests in the Pacific Northwest to 1.2 billion board feet per year, down 75% from peak levels in the mid-1980s.  At the same time, the proposal would make available $1- to $2-billion in funds to help retrain loggers and aid lumber communities.  Both environmentalists and industry officials attacked the plan, and it was unclear whether it would offer a long-term solution to the controversy.   

Industry Leaders  

The business operations of the large, integrated forest product companies are usually divided into three areas:  paper, pulp, and packaging; wood and building products; and other activities.  The three largest forest products companies -- International Paper, Georgia-Pacific, and Weyerhaeuser -- are notably larger than other firms, and each had more than $8-billion in sales in 1991.  Only about 10% of International Paper's sales came from wood products, however, so the industry leaders in this segment are Georgia-Pacific (where wood products are 47% of sales) and Weyerhaeuser (33% of sales).  Among the smaller of the top ten companies, Louisiana-Pacific derived some 90% of its $1.7-billion in sales from wood products, the highest percentage among industry leaders.

Weyerhaeuser is a company that stands to benefit from any shortages in the timber supply.  In 1991 the company had more than 5,500,000 acres in timber holdings, so it has much to gain from any run-up in prices owing to curtailed supplies.  In fact, during the first-half of 1993, when lumber prices surged, the company's profits rose 100%.  Still, the environmental movement has not been an unmixed blessing:  logging on some 320,000 acres of its land is restricted because of federal and state rules protecting the spotted owl, and the company will still have to worry about any further restrictions on its supply.  Further, there is a growing movement to restrict log exports to Japan and other countries, which could hurt the company longer term.

In the 1980s the company had embarked on a diversification program that is generally considered to have been ill-conceived.  Among the failed operations were garden supplies, lettuce factories, mortgage banking, and dog food.   As a result, while the timber industry as a whole posted a combined 18.5% return on equity in the 1980s, Weyerhaeuser posted just 10%.  Although the proportion of "other activities" among all of its businesses was still higher than most of its competitors in 1992, it had slimmed down considerably and shed many of its noncore operations.    

As logging on public lands in the Northwest came under increasing attack from environmental groups in the 1980s, Georgia-Pacific began to increase its holdings of fast-growing pine forests in the Southeast, where it had logged extensively earlier in the century.  Losses from the paper side of the business, which had been expanded significantly with the purchase of Great Northern Nekoosa in 1990, more than offset gains from logging in the early 1990s.  The acquisition also saddled the company with debt.  In 1992, however, operating profits from the building products division reached a record level of $691-million, more than double the 1991 total of $344-million.  

Among the ten largest forest product companies, Willamette has turned in the strongest consistent performance.  Return on equity averaged 21% over the 1987-91 period, compared with the industry median of 15%.  Debt in early 1992 was a modest 39% of total capital.  The company began to expand eastward in the early 1980s when it realized that opportunities for growth were drying up in the West.  In 1992, the company generated more than 60% of its sales on products made east of the Rockies.

Work Force  

Total employment in the lumber and wood products industries was estimated at over 670,000 people in May 1993.  According to government statistics, about 65,000 people worked in the logging segment alone, down from 72,000 in 1987.  

Estimates of the number of jobs that will be lost owing to restrictions on harvesting of Federal lands to protect the spotted owl vary widely.  In early 1993, before the release of the Clinton Administration's proposal in the summertime, the U.S. Fish and Wildlife Service attempted to estimate cuts in timber-related employment if the level of owl protection remained at existing levels.  They forecast that by 1995 about 32,000 jobs would be lost, including 6,500 in Washington, 21,600 in Oregon, and 4,300 in California.  The Clinton Administration estimates that under its plan 6,000 jobs would be lost, while some in the timber industry say that the number would be ten times that level.   

Even without the threat of continuing job losses due to environmental concerns, employment in the industry would be under pressure because of increasing automation.  Between 1979 and 1989 timber employment fell from 160,000 to 130,000 in Oregon and Washington, while the wood harvest in both years was roughly the same.  Most of the decline had little to do with protecting rare species or setting aside old-growth, but rather increasing mechanization in the industry.  

In 1991, for the first time in decades, more people worked in the food industry in Washington state than in forest products.  The number of forest workers had fallen to 36,500 from 41,000 in 1988, while food industry workers climbed from 33,100 to 37,400.  Both sectors trailed the transportation equipment industry, which includes employment at Boeing.

Some loggers are searching for alternative sources of revenue within the industry itself or in related businesses.  Loggers have gotten work collecting pine cones; gathering up sticks covered with green moss for sale to floral designers; and harvesting herbs for use in the decorative, culinary, and medicinal markets.  These activities, however, tend to pay less than cutting trees, and some loggers say they cannot be compared to the jobs they used to have, both in terms of psychic and monetary rewards. 

Logging is in fact one of the most dangerous of endeavors, and many within the industry have suffered injuries and have had friends and relatives killed on the job.  These risks are apparent in workmen's compensation rates for loggers.  In Maine, for example, they run about $37 for every $100 in salary, compared with about $12 for carpenters.

Some logging communities are now looking to the Clinton plan to revive their economic base and enhance job opportunities.  If the funds are approved by Congress, money would be available for retraining programs.  Some ideas for economic regeneration on the Olympic Peninsula in Washington state, an area that has been hurt by logging restrictions, include docks for cruise ships, Indian cultural centers, and industrial parks.

America and the World  

Exports
Total log exports from Pacific Coast ports in 1992 were 2,732 million board feet, down from 3,148 million feet in 1991.  The drop continued the decline in log shipments since 1988, when exports peaked at 4,331 million feet.  Log exports to Japan totaled 2,031 million feet, or over 70% of total shipments.  It is estimated that U.S. log exports in the first three quarters of 1992 represented 57% of all softwood imports by Japan.  Other important destinations were China and South Korea, although exporters faced increasing competition from New Zealand for those markets.

The issue of log exports, especially to Japan, has become a source of controversy.  It has been estimated that about 40% of all logs felled in Washington state were being shipped overseas in the early 1990s.  Sawmill operators have complained that they are unable to get wood because of the large number of logs being sent abroad.  While the export of logs from Federal lands is prohibited, some mill operators say that companies substitute logs from private holdings for export and saw the government logs for domestic use.  Indeed, the issue has become embroiled with the spotted owl controversy, with environmentalists suggesting that overseas shipments are the reason for any lumber shortages, while major exporters cite the impact of the Endangered Species Act.

Imports  Despite potential problems in the domestic timber supply,  imported logs are not likely to take significant market share in the United States.  The American market is huge, and far beyond the capability of most overseas timber producers to supply in quantity.  Almost all U.S. imports currently come from Canada, particularly British Columbia.  But the province's forests have been more aggressively cut than U.S. acreage, and Canada's environ​mentalists are trying to reduce harvests.  

Russia has bountiful forests, but it lacks the infra​structure to make harvesting worthwhile.  It would take billions of dollars in roads as well as a stable government for Russia to become a major producer.  Moreover, some Russian acreage is believed to be infested with pests that could harm Northwest trees.  Earlier attempts to process Russian logs in California were stymied by long delays and costly antipest treatments before the logs were allowed into the country.

Ironically, the first logs to be imported in quantity may be transplanted Californian natives.  New Zealand and Chile have  large plantations of radiata pine, and both countries already export large volumes of logs.  The radiata is known as Monterey pine in its native California, where it is not grown commercially.     

Research and Technology

As a result of mechanization and automation, timber companies can now log more efficiently while doing less harm to the environment.  Huge "feller-bunches" now often replace individual loggers in second-growth forests.  These vehicles are built like tanks and have enormous "scissors" mounted in front; they are able to snip mature trees and lay them down carefully to avoid smashing small, still-growing ones.  Mechanized skidders that are used to haul logs out of the forest are being fitted with extra-wide tracks or oversized tires to spread their weight and reduce damage to the forest floor.

Timber companies are also experimenting with different forestry techniques.  After harvesting, some loggers are leaving behind the odd mature tree, dead-sun-silvered trunks, and the usual litter of the woods.  The hope is that, as new trees grow, their surroundings mimic what would follow a natural fire or windstorm, which the forest can survive.

Timber shortages and the possibility of higher lumber prices long-term are encouraging the creation of new offerings and the promotion of relatively inexpensive existing products.  Forest products companies face a threat from the steel industry, which is promoting steel studs as replacements for wood in residential construction.  To fend off this and other challenges to its position, the industry is looking to such engineered wood products like oriented strand board and particleboard.
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