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About This Industry
COVID-19
(Coronavirus)
Impact Update

IBISWorld's analysts constantly monitor the industry impacts of current events in real-time – here is an
update of how this industry is likely to be impacted as a result of the global COVID-19 pandemic:

· In the Canadian Sawmills and Wood Production industry, the combination of the mountain pine beetle
infestation, wildfires in harvestable forests, border closures due to the spread of COVID-19 (coronavirus),
tariffs enacted by large trading partner and volatile lumber prices have been offset by pent-up demand
international over the five years to 2021. For more detail, please see the Current Performance chapter.

· A poor economic landscape in 2020 related to the coronavirus pandemic is expected to result in
hindered profit growth in 2021. For more detail, please see the Cost Structure Benchmarks chapter.

· As a result of the coronavirus pandemic, North American construction markets declined in 2020;
however pent-up demand, along with a surplus of production, have caused a sharp recovery in 2021. For
more detail, please see the Revenue Volatility chapter.

Industry Definition The Sawmills and Wood Production industry in Canada manufactures a range of wood products, including
boards; rough, dressed or dimension lumber; fuelwood; timber; poles; and ties, from logs and bolts. The
industry also includes enterprises that preserve wood.

Supply Chain Supply Industries

Plastic & Resin Manufacturing

Electric Power Transmission

Power Tools & Other General-Purpose
Machinery Manufacturing

Construction Machinery Manufacturing

Organic Chemical Manufacturing

Inorganic Chemical Manufacturing

 - Timber Services

Logging

 - Industrial Supplies Wholesaling

Chemical Wholesaling

Demand Industries

 - Paperboard Mills

 - Millwork

 - Wood Pulp Mills

 - Cardboard Box & Container Manufacturing

 - Wood Panelling Manufacturing

 - Lumber Wholesaling

 - Paper Mills

 -
Other Wood Product Manufacturing In
Canada

 - Homebuilders

 - Home Improvement Stores

 - Hardware Stores

 - Lumber & Building Material Stores

Major Players Canfor Corporation

West Fraser

Resolute Forest Products

Western Forest Products Inc.

Main Activities The primary activities of this industry are:

Sawing and planing hardwood logs

Sawing and planing softwood logs

Preserving or treating lumber with chemicals and resins

The major products and services in this industry are:

Lumber products

Wood chips

Wood product preservation

Other
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Similar Industries 11331CA - Logging in Canada

Companies in this industry cut timber, transport timber and produce wood chips in the field.

32121CA - Wood Panelling Manufacturing in Canada

Companies in this industry manufacture veneer or plywood, engineered wood products and reconstituted
wood products.

32191CA - Millwork in Canada

Companies in this industry manufacture hardwood and softwood cut stock and dimension stock timber
(i.e. shaped wood products), wooden windows, doors and other millwork including flooring.

32212CA - Paper Mills in Canada

Companies in this industry manufacture paper from wood pulp.

32739CA - Precast Concrete Manufacturing in Canada

Companies in this industry manufacture precast and prestressed concrete products, as opposed to wood,
for use in various construction markets.

Related International
Industries

32111 - Sawmills & Wood Production in the US

Companies in this industry primarily saw dimension lumber, boards, beams, bolts, poles, shingles, siding
and wood chips from logs. Industry operators also chemically treat lumber to preserve and protect it from
fire, moisture, mold and insects. This industry excludes establishments that plane purchased lumber and
manufacture shapes, veneer and engineered lumber products and cut and transport timber.

C1411 - Log Sawmilling in Australia

Industry firms operate sawmills and produce rough sawn timber, sleepers, palings and scantlings. The
industry also includes resawn timber produced in the same establishments as sawmilling. Resawn timber
that is manufactured after it has been sold to a specialist resawing operation is not included in the
industry.

C1412 - Wood Chipping in Australia

Industry firms produce softwood and hardwood woodchips from logs and pulplogs owned by the same
firm, or as a service to other companies that supply their own logs. Most of the manufactured woodchips
are exported to China and Japan, with a smaller proportion used in Australia’s paper and paper products
manufacturing industries.

2011 - Sawmills in China

The Sawmills in China industry comprises establishments that saw raw logs lengthwise into lumber of
standardized width and depth with sawing machines or woodwork devices. Industry operators also
process lumbers chemically in preservatives and other soaks, and manufacture rough floorings.

C16.100 - Sawmilling & Wood Planing in the UK

Firms in this industry saw and plane wood in preparation for use in construction, furniture and
unassembled flooring manufacturing, heating, power generation, fencing, pallets and as railway sleepers.
Kiln drying timber and impregnating wood with preservatives and other chemicals activities are also
included in the industry.

C1411NZ - Log Sawmilling in New Zealand

Players primarily operate sawmills that produce rough sawn timber, boards, palings, scantlings and other
basic timber products. Resawn timber produced after being sold to specialist resawers is excluded from
the industry.

C1412NZ - Wood Chipping in New Zealand

Industry operators produce softwood and hardwood woodchips specifically for export, with some
woodchips from logging and sawmilling activity used domestically. Industry firms export a high portion of
woodchips to Japanese paper manufacturers, and sell a smaller proportion to domestic customers.
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At a Glance
Key Statistics
Snapshot

Total Revenue
2021

$18.9bn

Annual Growth
2016-2021

1.6%

Annual Growth
2021-2026

-0.2%
  Profit Margin

2021

4.9%

Wages as a share of Revenue
2021

12.2%

Number of Businesses
2016-2021

-2.7%

Key Trends Exports have historically generated the majority of industry revenue

Rising home prices and disposable income helped prompt growth in home improvement projects

The industry has recently experienced heightened consolidation activity

Canadian officials are expected to seek additional development opportunities in Asian

The mountain pine beetle infestation will likely continue causing problems for the industry

Supply constraints should serve to boost industry profit

SWOT in the
Industry

Strengths

Low & Increasing Level of
Assistance

Medium Imports

High Revenue per
Employee

Weaknesses

High Competition

High Volatility

Low Profit vs. Sector
Average

High Customer Class
Concentration

High Product/Service
Concentration

High Capital
Requirements

Opportunities

High Revenue Growth
(2016-2021)

Canadian effective
exchange rate index

Threats

Low Revenue Growth
(2005-2021)

Low Outlier Growth

Low Revenue Growth
(2021-2026)

Low Performance Drivers

Housing starts

Executive
Summary

The Sawmills and Wood Production industry in Canada has
experienced revenue growth over the five years to 2021.

 

The industry has experienced complicated operating conditions due to the lingering effects of several
wildfires in the area, the spread of COVID-19 (coronavirus) and the mountain pine beetle infestation in
British Columbia that killed an estimated 58.0% of merchantable pine in the region by 2017. The industry
has experienced strong demand from key downstream consumers during most of the period, such as the
US housing market, which is the largest buyer of industry goods. However, increased operating costs
related to a fibre shortage and volatile exports are expected to reduce industry profit. Profit, measured as
earnings before interest and taxes, is expected to decrease during the period, accounting for 4.9% in
2021. While volatile downstream demand and difficult operating conditions toward the end of the period
have somewhat constrained growth, industry revenue is still forecast to rise an annualized 1.6% to $18.9
billion over the five years to 2021 due to revenue rebounding 14.9% in 2021 alone.

Domestic operators have endured a fibre shortage in recent years, after the destruction caused by the
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mountain pine beetles and an increase in wildfire activity across Canada. In response, operators have
pursued acquisitions to boost their total wood supply to maintain or increase production. This has
prompted some operators to expand operations across North America. Major players, such as Canfor
Corporation and West Fraser Timber Co. Ltd., have acquired US sawmills over the past five years as a way
to diversify their portfolio.

Over the five years to 2026, the industry is expected to benefit from growing demand for lumber, both
domestically and internationally, as housing markets are expected to recover. However, the US housing
market is projected to peak in 2021, consolidating during the rest of the period. Further, Canada and the
United States have yet to finalize a new softwood lumber trade agreement. In 2017, the United States
instituted a series of tariffs on Canadian lumber goods. This led to higher prices and revenue for the
industry in the short term, but US clients may eventually seek alternatives. Therefore, industry revenue is
forecast to fall an annualized 0.2% to $18.7 billion over the five years to 2026.

Industry Structure   Level   Trend  

Life Cycle Mature   

Revenue Volatility High   

Capital Intensity Medium   

Industry Assistance Low Increasing 

Concentration Level Low   

    Level   Trend  

Regulation Level Medium Steady 

Technology Change Medium   

Barriers to Entry Medium Increasing 

Industry Globalization High Steady 

Competition Level High Steady 
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Key Industry Data
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Major Players

Products & Services
Segmentation



Sawmills & Wood Production in Canada December 2021

IBISWORLD.COM 9

Industry Performance
Key External Drivers

  o Canadian effective exchange rate index

The Canadian effective exchange rate (CEER) index measures the strength of the Canadian dollar
compared with the currencies of major trading partners. As the CEER index rises, Canadian goods
become more expensive on the world market. Generally, sawmills benefit from a declining CEER index
because it makes products less expensive, and therefore, more competitive in domestic and
international markets. The CEER index is expected to increase in 2021, posing a potential threat to the
industry.

o Housing starts

The number of housing starts measures the construction of new single-family homes and multifamily
residential apartment buildings. Single-family homes, in particular, use large quantities of lumber for
both internal construction, such as room studs, and external structure, including framing beams. As a
result, the health of the housing market is strongly correlated with demand for sawmills and wood
production. Housing starts are expected to rise in 2021, representing a potential opportunity for the
industry.

o Value of nonresidential construction

Nonresidential construction includes expenditure on office buildings, hospitals, factories, power plants,
mining shafts, communication lines, farms, railroads and schools. While larger than single-family homes,
these structures use more concrete, steel and other high-load materials than wood. However, lumber is
still used in high quantities during internal construction, and the strength of nonresidential construction
can have a substantial effect on industry demand. The value of nonresidential construction is
anticipated to decline in 2021.

o Residential renovation expenditure

Residential renovation expenditure measures spending on home improvements by homeowners and
property managers. Additions to single-family homes and multifamily apartment buildings typically
make use of substantial volumes of lumber, though far less than that is used in new construction.
Residential renovation expenditure is expected to increase in 2021.
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Industry Performance The Sawmills and Wood Production industry in Canada manufactures
boards, lumber and a variety of other wood products, and thus,
revenue growth is reliant on demand from downstream residential and
nonresidential construction markets.

 

Industry performance is closely tied to domestic construction markets and the construction sectors in
key export markets, such as the United States and China, which are expected account for more than
80.0% of exports in 2021 combined. The industry has recorded relatively strong performance over the five
years to 2021, with a constrained timber supply helping to increase prices and housing starts during the
beginning of the period. The appreciation of the Canadian dollar has not hindered export growth since
demand from Canadian construction markets has risen. Overall, industry revenue is estimated to rise an
annualized 1.6% to $18.9 billion over the five years to 2021. Rising housing starts in the United States and
Canada are forecast to contribute to industry revenue increasing 14.9% in 2021 alone.

Trade uncertainty

Due to the relative scale of construction markets in countries such as the United States, China and Japan
when compared with domestic markets, exports have historically generated most industry revenue. In
2021, exports are expected to account for 112.5% of revenue, and have been above 50.0% during most of
the period. By far the largest export market is the United States, which is expected to account for 85.8%
of industry exports in 2021.

According to the Idaho Forest Products Commission, the average 223.0-square metre single-family home
in the United States is constructed with 16,000 board feet of lumber and 1,300 square metres of other
downstream wood products. Natural Resources Canada estimates that 90.0% of US homes are built with
softwood. The United States is not able to meet all of its softwood lumber needs and almost the entirety
of its remaining softwood lumber needs is fulfilled by Canadian exports. US housing starts are expected
to grow an annualized 6.2% over the five years to 2021, aiding the industry's moderate revenue growth.

More recently, a changing trade environment has created more complicated market conditions for
industry operators. The most recent softwood lumber agreement between the United States and Canada
expired in 2015, and following pressure from US lumber lobbyists, the US administration has applied a
series of preliminary tariffs on certain Canadian goods, with final tariffs being levied on various lumber
producers in November 2017. While domestic operators have been able to pass these increased prices
along to US customers, leading to higher prices and increased industry revenue in 2017, the value of
exports to the United States fell 19.5% in 2019, indicating that high prices may have begun to prompt US
operators to seek other sources of supply. While both the United States and Canada have engaged in
various trade talks, there have been no new developments since 2017.

However, the industry features several other prominent trade partners. Chinese markets have willingly
accepted lower quality lumber affected by the ongoing mountain pine beetle infestation in British
Columbia, much of which was not acceptable for US markets, although slower Chinese growth has
resulted in exports to China to fall during the five-year period. Recent trade tensions with the United
States have placed an extraordinary amount of pressure on industry products, and tariffs on softwood
have begun to hurt industry exports as most US consumers can buy lumber at a lower price overseas than
from directly across the border. The combination of the mountain pine beetle infestation, wildfires in
harvestable forests, border closures due to the spread of COVID-19 (coronavirus), tariffs enacted by the
industry's largest trading partner and volatile lumber prices have all offset revenue growth generated by
pent-up international demand during the period. Canada is expected to operate at a trade surplus, with
industry exports rising an annualized 12.1% to $21.2 billion over the five years to 2021.

Canadian markets

Lumber wholesalers, wood panelling producers and other consumers in Canada account for the
remainder of industry revenue. These markets, in turn, primarily depend on the strength of domestic
residential and nonresidential construction markets, which have had mixed results over the past five
years. While residential construction performance varies widely by province, Canadian housing starts
have been volatile. The number of housing starts expanded during the first half of the period. However,
recent interest rate increases, high household debt levels and lower consumer spending activity as a
result of the coronavirus pandemic have prompted weakening conditions between 2018 and 2020. During
most of the period, rising home prices and per capita disposable income helped prompt growth in home
improvement projects, and thus, residential renovation expenditure will likely increase an annualized 2.3%
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over the five years to 2021. This market has a much smaller influence on demand for lumber because
home renovation projects often use a fraction of the wood compared with the amount of wood needed for
a new home.

Likewise, nonresidential construction uses less wood per structure as a percentage of total construction
materials than houses. Nonetheless, the size of most commercial structures and the heavy use of lumber
for interior framing has a strong influence over industry demand. Rising domestic housing markets are
forecast to result in heightened demand for imported goods, with the value of industry imports expected
to rise an annualized 3.0% to $1.2 million over the five years to 2021.

Industry consolidation

The industry has recently experienced heightened consolidation activity, largely due to a series of
mergers and acquisitions as larger operators have acquired smaller sawmills in an effort to boost market
share. Consequently, the number of industry enterprises is expected to decline an annualized 2.7% to
1,030 companies over the five years to 2021. Fewer enterprises will likely result in industry employment
falling at an annualized rate of 2.8% to 33,056 workers during the same period.

Despite industry consolidation, volatile operating conditions during the period have resulted in declining
industry profit. As a result of fibre shortages, several Canadian sawmills have been closed or had
production curtailed, reducing operator profit further. Industry profit, measured as earnings before
interest and taxes, is expected to fall over the five years to 2021, accounting for 4.9% of revenue in 2021.
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Industry Data
Timeseries

 
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

Canadian
Effective

Exchange
Rate Index

(Index)
2005 23,876 5,322 2,132 1,907 53,969 14,728 1,121 3,463 10,269 119
2006 21,276 4,178 2,051 1,832 50,576 12,784 1,041 3,198 9,534 126
2007 16,760 2,958 2,046 1,833 43,849 10,106 1,013 2,671 7,667 129
2008 12,896 2,323 1,980 1,766 36,681 7,137 907 2,126 6,666 125
2009 10,136 1,721 1,865 1,652 30,625 5,388 740 1,784 5,488 120
2010 11,531 2,418 1,807 1,595 32,635 6,580 828 1,880 5,779 130
2011 10,897 1,981 1,778 1,577 30,638 6,763 752 1,772 4,886 131
2012 11,708 2,225 1,642 1,456 30,828 7,227 792 1,803 5,273 131
2013 14,384 3,214 1,530 1,349 35,207 9,047 866 1,991 6,203 127
2014 15,502 3,485 1,473 1,289 37,414 10,007 968 2,094 6,463 119
2015 16,233 3,146 1,428 1,238 40,936 10,405 1,061 2,262 6,889 110
2016 17,455 4,082 1,368 1,182 38,124 11,993 1,055 2,382 6,518 108
2017 19,123 5,073 1,346 1,164 36,607 12,142 981 2,382 7,961 110
2018 20,037 5,065 1,308 1,133 35,861 11,610 1,015 2,371 9,441 109
2019 16,530 2,597 1,250 1,083 33,619 9,046 993 2,202 8,477 109
2020 16,401 2,363 1,197 1,042 30,489 11,062 916 2,092 6,255 108
2021 18,852 3,782 1,186 1,030 33,056 21,200 1,222 2,295 -1,127 117
2022 18,470 3,707 1,155 1,002 32,380 23,795 1,280 2,248 -4,044 116
2023 18,315 3,665 1,130 980 31,876 23,371 1,267 2,216 -3,789 115
2024 18,462 3,685 1,116 966 31,794 23,236 1,269 2,215 -3,504 114
2025 18,594 3,707 1,101 953 31,730 23,468 1,290 2,215 -3,584 113
2026 18,695 3,723 1,088 940 31,652 23,683 1,309 2,213 -3,680 112
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Industry Outlook
  The Sawmills and Wood Production industry in Canada is expected to

modestly slow over the five years to 2026.

 

The US housing sector, the largest market for industry products, is projected to experience faster growth,
and the imposition of tariffs in 2017 is likely to cut into demand until a new agreement is reached.
Industry revenue is projected to decline at an annualized rate of 0.2% to $18.7 billion over the five years
to 2026.

Demand from export markets

Most industry revenue is expected to continue to be generated by sales to export markets, primarily to the
United States and China. US housing starts are forecast to decline at an annualized rate of 3.9% over the
five years to 2026, with much of the development occurring in 2021. However, the latest trade dispute
regarding Canadian softwood lumber imports has complicated export markets. Preliminary tariffs were
levied on Canadian lumber in 2017, with final tariff determinations made in November 2017, levying
duties of more than 20.0% on some of the largest lumber producers. Negotiations regarding a new
agreement are ongoing and could continue for some time, during which the final tariffs decided upon in
November 2017 will remain in effect. This has served to increase prices of Canadian goods in foreign
markets. Demand for industry products has remained strong, but without an agreement being reached,
US markets may turn to products from other countries that can offer lower prices.

Canadian officials are expected to seek additional development opportunities in Asian markets as many
major operators have increased shipments to countries, such as China and Japan, since 2017.
Softwoods' status as an environmentally friendly building material makes it an attractive resource.
Countries such as China have begun to place an increasing focus on such issues, which is expected to
bolster demand for industry products. In fact, Canada and China have begun discussions regarding the
pursuit of a free trade agreement. Such positive developments are expected to fuel industry export
growth, which will likely rise at an annualized rate of 2.2% to $23.7 billion over the five years to 2026,
alongside recovering global construction markets. Canada is expected to operate at a trade surplus
during the outlook period.

Domestic markets

The number of housing starts in Canada is forecast to shrink moving forward after growing an estimated
29.9% in 2021 alone. Thus, housing starts are expected to fall an annualized 4.8% over the five years to
2026, shrinking at a rate faster than the global average. In nonresidential construction markets, a growing
economy will likely prompt increased construction investment and growing per capita disposable income
will likely continue to stimulate residential renovation expenditure.

Lingering complications

The effect of the mountain pine beetle infestation in British Columbia will likely continue causing
problems for industry operators. By late 2017, National Resources Canada estimated that 58.0% of the
merchantable pine in British Columbia was affected. While this is lower than originally feared, it
represents significant damage to the forest sector. Affected wood can still be harvested and processed
into certain types of lumber, although it must be harvested more quickly before it degrades. As a result,
industry operators will likely continue to be forced to salvage as much of the deadwood as they can
before it has completely expired, often by manufacturing it into wood chips to be sold to pulp and paper
mills and engineered wood facilities. While most of the expected damage caused by this infestation has
already occurred, annual timber harvests are not expected to approach harvests prior to the attack and
the diminished supply is expected to continue difficult operating conditions for companies with
operations in British Columbia. This constrained supply, alongside a forecast depreciation of the
Canadian dollar, will likely result in domestic consumers increasing spending on imported goods. Overall,
the value of imports is expected to grow an annualized 1.4% to $1.3 billion over the five years to 2026.

Industry landscape

The industry is expected to continue its consolidation activity, as larger operators attempt to increase
market share and revenue by acquiring smaller companies, particularly those with their own timber
tenures. This will likely boost the available supply of fibre as well. The number of industry enterprises is
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expected to fall an annualized 1.8% to 940 companies over the five years to 2026. Employment is also
expected to decline, decreasing an annualized 0.9% to 31,652 workers during the same period.

Supply constraints should serve to boost industry profit, as will efficiency and productivity improvements
as a result of automation in the industry. The lingering effects of the mountain pine beetle infestation and
wildfires will likely lessen over the next five years, further aiding a recovery in profit. Ultimately, IBISWorld
expects industry profit, measured as earnings before interest and taxes, to account for 5.1% of revenue in
2026.

Revenue Outlook

   
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

Canadian
Effective

Exchange
Rate Index

 (Index)
2021 18,852 3,782 1,186 1,030 33,056 21,200 1,222 2,295 -1,127 117
2022 18,470 3,707 1,155 1,002 32,380 23,795 1,280 2,248 -4,044 116
2023 18,315 3,665 1,130 980 31,876 23,371 1,267 2,216 -3,789 115
2024 18,462 3,685 1,116 966 31,794 23,236 1,269 2,215 -3,504 114
2025 18,594 3,707 1,101 953 31,730 23,468 1,290 2,215 -3,584 113
2026 18,695 3,723 1,088 940 31,652 23,683 1,309 2,213 -3,680 112

Industry Life Cycle The life cycle stage of this industry is    Mature

 

NOTE

Key Considerations: An industry's life cycle stage is determined by multiple factors, such as IVA vs. GDP performance and establishment
growth. Other qualitative factors must also be considered, which mean that the indicative life cycle stage shown above may not reflect the
industry's actual life cycle stage as determined by the analyst. Please refer to the below analysis for more information.

Life Cycle Reasons

o Industry operators have increased
consolidation activity to increase
market share

o Lumber is an essential and widely
accepted building material across
the construction sector

o No dramatic technological
changes have occurred in the
industry

The Sawmills and Wood Production industry in Canada is in the mature phase of its life cycle,
characterized by its cyclicality, widespread market acceptance of industry products and moderate
technological change. IBISWorld estimates that industry value added (IVA), which measures an industry's
contribution to the overall economy, is expected to decrease at an annualized rate of 0.9% over the 10
years to 2026. In comparison, Canadian GDP is projected to grow at an annualized rate of 1.9% during the
same period. Industry performance is closely tied to downstream housing markets and construction
spending, both of which are highly cyclical. IVA changing at a slower rate than overall GDP is typically
indicative of a mature industry.

Timber is one of Canada's key economic resources and softwood lumber harvested and processed in
Canada is used as a construction material for structural framing, windows and doorframes in buildings
across the world. As a result, industry products are fully accepted in downstream markets, domestically
and internationally. While improvements in lumber processing techniques and technologies have
increased productivity, industry activity is fundamentally the same compared with a decade ago, which is
characteristic of a mature industry. Low levels of technological change also characterize the industry,
further indicating industry maturity.
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Products & Markets
Supply Chain

Products & Services

  The Sawmills and Wood Production industry in Canada manufactures
a range of lumber products including boards, beams, poles, ties,
shingles, shakes, siding and wood chips.

 

Companies may also treat sawed, planed or shaped wood with creosote or other preservatives to protect
against fire, moisture, insects and mould.
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Lumber products

Hardwood and softwood lumber are the primary products created in the industry, and the lumber segment
accounts for an estimated 85.6% of revenue in 2021, up from 81.1% in 2016. Spruce, pine and fir trees,
which are the dominant species of timber in Canada, are all considered softwood. Softwood lumber is
used primarily for construction, furniture and paper manufacturing. Softwood lumber is significantly less
expensive than hardwood lumber because the trees that produce it grow much faster than their hardwood
counterparts and are more widely available.

Wood chips

Wood chip production accounts for an estimated 6.9% of industry revenue in 2021, down from 9.0% in
2016. Wood chips are pulpwood that has been processed into small slivers. While higher quality trees are
usually used for lumber production, inferior trees are harvested for pulpwood production. Wood chips are
an input in manufacturing-oriented strand board, particle board, furniture, mulch and paper. Wood chips
are also used as a source of renewable energy in the bioenergy sector. While wood chips production has
increased, it has not done so at the same rate as other types of lumber. This is due to the segment being
held back by consistently declining demand from paper markets, which is one of the key final
downstream markets for this product.

Wood product preservation

Wood product preservation involves the application of chemicals and resins, such as creosote and
copper-based substances, to lumber to prevent decay and protect against fire, insects and water damage.
Uses for treated wood include signposts, utility poles, animal enclosures, fencing and, in areas with high
precipitation, building structures. This segment also includes wood preservation that is undertaken for
other companies, typically lumber wholesalers that own their own wood products. This segment is
relatively resilient during downturns because demand for treated wood, given its broad range of uses, is
less dependent on domestic building cycles than demand for untreated lumber. Preservation wood is
estimated to account for 5.5% of industry revenue in 2021. Sales from wood product preservation have
decreased over the five years to 2021 primarily due to a rise in the lumber and wood chips segments.

Other

Sawmills produce other specialized wood products, including wood ties, siding, shingles and shakes.
Companies also gain revenue by sawing logs owned by other establishments. In 2021, this segment is
estimated to account for 2.1% of revenue, a figure that has fallen over the past five years.
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Demand DeterminantsDownstream domestic demand for products produced by the
Canadian Sawmills and Wood Production industry is mainly driven by
activity in the residential and nonresidential construction sectors.

 

Activity in these sectors drives lumber purchases from the industry's main buyers, which are lumber
wholesalers and producers of veneer, plywood, engineered wood products and millwork.

Residential construction generates the most downstream demand for wood products. According to the
Idaho Forest Products Commission, the average 223.0-square foot single-family home in the United
States is constructed with 16,000 board feet of lumber and 1,300 square feet of other downstream wood
products. This lumber is mainly used in frames, decks, windows and doors. Therefore, trends in
residential construction are highly correlated with demand for timber products. Similarly, population
growth is a key demand determinant in demand as a projected increase in population is expected to
equate to growth in demand for industry products in the future. According to the Food and Agriculture
Organization of the United Nations, the population of the world grew 18.4% between 1995 and 2010,
representing a fresh base of consumers for industry products into the foreseeable future.

Activity in the nonresidential construction sector is a major demand determinant because sawmilled
lumber is used in building frames, decks, windows, doors, counters, work benches, walls and bars.
Nonresidential construction is a lesser demand determinant for industry products than residential
construction because nonresidential buildings tend to have fewer walls per square metre of floor space.
Also, timber frames are less common in nonresidential structures than in homes. However, 2021 poses
as a year for increased housing starts and demand for nonresidential construction. These external drivers
can drive growth across the industry

An additional downstream market is pulp mills, which purchase wood chips produced at industry
sawmills to manufacture them into wood pulp, which is then processed into a variety of goods, including
paper, sanitary products and paperboard. A trend that threatens this industry is the increasing preference
among businesses and consumers for electronic communication. Environmental concerns and improved
technology have caused more businesses and consumers to switch to electronic communication and
information storage, reducing demand for paper products produced by pulp mills. This trend has been
accelerated by the spread of coronavirus, with many businesses instituting work-from-home options for
employees, in an effort to adhere to government quarantine protocol. However, increased demand from
sanitary paper manufacturers and producers of other disposable paper products has buoyed demand
from pulp mills.

Printed publications have long been in decline due to the rise of electronic media. Changing
communication preferences have been reflected in the revenue losses of domestic paper mills and the
print media industry. As a result, demand for wood chips used in paper has fallen, though wood chips
have uses beyond paper manufacturing. One potential opportunity for this market exists in the usage of
wood chips as a renewable energy source. As demand for these energy sources increases, it is likely to
increase demand for wood chips.

Increasing competition from substitute building materials has a negative effect on demand for industry
products. Lumber is the oldest structural material used in modern buildings and is well established due to
its strength in tension and compression and long burning time, which preserves burning buildings'
structural integrity. However, it has mainly been supplanted by steel, masonry and concrete as a
structural material in nonresidential buildings. Additionally, common wood substitutes used in flooring
and countertops include recycled plastic lumber, linoleum ceramic tile, stone and strawboard. For the
internal cladding of buildings, wood has been almost entirely replaced by gypsum wallboard due to its
superior fire resistance. Also, the availability of substitute products has reduced wood use in office
partitions, prefabricated buildings and shop fronts. These trends have been motivated largely by price-
based competition. While rising substitute competition has detracted from industry revenue over the five
years to 2021, unique structural properties of wood have resulted in continued demand for industry
products and will likely continue to do so.
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Major Markets

  Lumber wholesalers

In 2021, lumber wholesalers are expected to comprise 59.8% of revenue for the Canadian Sawmills and
Wood Production industry. Lumber wholesalers sell sawn wood to residential and commercial
construction markets, carpenters and furniture makers. Wholesalers also distribute products to home
improvement stores that supply do-it-yourself builders and contractors. Demand from lumber
wholesalers is determined by downstream demand from residential construction, nonresidential
construction, improvement and renovation projects and demand for wood furnishings. This market's
share of revenue has increased over the five years to 2021 due to strong domestic residential
construction activity during most of the five-year period.

Wood panelling manufacturers

Veneer, plywood and engineered wood products are an important source of demand for lumber products.
Manufacturers require sawn wood to make softwood veneer and plywood, medium density fibreboard,
laminated or fabricated wood roof and floor trusses and arches. This downstream industry is dependent
on residential and nonresidential construction. Due to significant growth in renovation expenditure during
most of the period, wood panelling manufacturers have grown as a share of the domestic market over the
past five years, accounting for an estimated 19.7% in 2021.

Wood pulp mills

Pulp mills use wood chips to produce paper, tissues and similar products. Byproducts generated by
sawmills supply most of the input requirements of pulp and paper manufacturers. However, pulp mills
also purchase pulpwood or wood chips produced in the field by logging companies. Some of the
industry's larger players such as Canfor Corporation and West Frasier Timber Co. Ltd. are also vertically
integrated and supply their pulp mills with wood chips from their sawmill and forestry operations.
Domestic pulp mills have risen as a share of revenue over the past five years due to larger declines in
export markets. As a result, revenue generated by wood pulp mills is expected to fall during the period,
accounting for 6.9% in 2021.

Millwork manufacturers

Millworkers produce wooden window frames, doors, door frames, specially cut lumber and ready-for-
assembly wood flooring. Demand from this industry is primarily linked to residential construction. This
market's share of revenue is estimated to account for 13.6% in 2021, down from 14.3% in 2016.
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International Trade

  Exports in this industry are    High  and Increasing

Imports in this industry are    Medium  and Decreasing

The Sawmills and Wood Production industry in Canada has a high level of international trade, particularly
with the United States. The industry generates most of its revenue through exports, with imports typically
accounting for less than 12.0% of domestic demand over the five years to 2021. Operators depend
heavily on the health of the US housing market, which is substantially larger than Canada's housing
market. Another major factor affecting international trade in the industry is the Canadian effective
exchange rate (CEER) index, which measures the strength of the Canadian currency compared with its
major trading partners. When the CEER index is high, the loonie is more valuable, making Canadian-made
goods more expensive on the world market and making imports from other countries less expensive for
domestic customers. As a result, domestic sawmills benefit from a depreciating Canadian dollar, which
makes domestic products relatively less expensive, and thus, more attractive globally, raising the relative
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cost of imports.

Exports

Exports account for an estimated 112.5% of industry revenue in 2021, up from 68.7% of revenue in 2016.
The value of exports is projected to increase at an annualized rate of 12.1% to $21.2 billion over the five
years to 2021, rising 91.6% in 2021 alone as pent-up demand from international customers looms. The
United States has historically been the primary destination for Canadian lumber, and its share of industry
exports has risen from 74.9% in 2016 to 85.8% in 2021. Japan also accounts for a high level of exports,
making up an estimated 5.9% of exports in 2021. Canada is expected to operate at a trade surplus in
2021, which comes from the ramp up in production from domestic manufacturers.

Imports

The value of imports of industry products is projected to rise at an annualized rate of 3.0% to $1.2 billion
over the five years to 2021. Imports as a share of demand are expected to operate at a loss of 108.4% in
2021, declining during the period in response to strong domestic production. The United States accounts
for almost all imported lumber, at 89.3% of imports in 2021. In addition, high quality lumber from
Germany (2.2%) is also consistent trade partners.
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Business Locations

  Establishments in the Canadian Sawmills and Wood Production industry are concentrated in provinces
that have large tracts of harvestable timber. Establishment distribution also depends on proximity to
downstream construction markets, where lumber wholesalers and home improvement stores typically
operate. Proximity to these downstream markets directly affects the amount of transportation costs that
an operator needs to pay.

British Columbia is the epicentre of lumber production and logging in Canada, accounting for 28.8% of
industry establishments in 2021. This level is far above the province's share of the national population, at
an estimated 13.6% in 2021. While British Columbia is home to the largest share of Canada's total forest
and merchantable wood, over the past two decades, an infestation of pine beetles has affected huge
swathes of the province's merchantable timber. Natural Resources Canada estimates that 58.0% of the
mature, harvestable timber in the region was killed by 2017, at which point the infestation had mostly
subsided. This has damaged prospects in the region, and as a result, IBISWorld forecasts that most new
establishments entering the industry will locate in other regions if possible and seek supply contracts
from different timber sources. In fact, industry participation in British Columbia has steadily fallen in
recent years.

Quebec and Ontario also contain the large shares of industry establishments, home to 30.1% and 20.1%
of establishments, respectively, in 2021. These two provinces are the most populated and boast Canada's
largest housing markets, providing local industry operators proximity to a primary downstream market.
Other regions with a significant number of industry establishments include Alberta (6.4%), New
Brunswick (5.3%) and Nova Scotia (4.0%). In general, the distribution of facilities closely mirrors the
overall distribution of domestic forestland.
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Competitive Landscape
Market Share
Concentration

Concentration in this industry is    Low

 

  The Sawmills and Wood Production industry in Canada has a relatively low level of concentration. The
four largest companies in the industry, Canfor Corporation, West Fraser Timber Co. Ltd., Western Forest
Products Inc. and Resolute Forest Products Inc., are expected to account for 41.8% of industry revenue in
2021. Most industry operators are large vertically integrated forest products companies, as almost all
have significant logging operations and many operate several sawmills and pulp or paper mills.

Industry concentration has increase over the five years to 2021, as difficult operating conditions across
the forestry sector have resulted in significant losses across a variety of segments for smaller operators.
Consequently, many of the largest operators have invested in expanding capacity, with the end result
being that facilities are getting larger as smaller establishments are forced out of the industry.

Key Success Factors IBISWorld identifies 250 Key Success Factors for a business. The most important for this industry are:

 Prompt delivery to market: Downstream manufacturers and wholesalers of wood products need to
receive raw material orders on time to meet their own shipment dates.

 Upstream vertical integration: Vertically integrated companies own their own timber stands and
perform their own logging operations, enabling these companies to avoid markup fees charged by
timber owners and logging companies.

 Access to the most efficient sawmill technology and techniques: The use of more advanced mills will
likely enable industry operators to increase worker productivity and reduce labour expenses.

 Access to the necessary amount of timberland: Companies must secure timber tenures from
provincial governments to harvest enough raw wood to meet demand.

 Appropriate climatic conditions: Industry products require the appropriate climate to develop.
Unexpected changes in climate could hurt operators’ ability find the lumber supply required to satisfy
consumer demand.

 Strong cash reserves: Demand conditions in the industry have been volatile over the past decade.
Operators without strong cash reserves will likely struggle to remain operational during economic
downturns.
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Cost Structure
Benchmarks

  Cost structure for the Canadian Sawmills and Wood Production industry is indicative of the average
industry operator. Purchases consists of the largest cost component, as companies buy logs and bolts to
manufacture industry products. Larger companies exhibit economies of scale, as a result of higher
operating efficiencies and relatively lower purchasing costs.

  Profit

The average industry profit margin, measured as earnings before interest and taxes, is projected to
account for 4.9% in 2021, down from 6.9% in 2016. A poor economic landscape in 2020 related to the
COVID-19 (coronavirus) pandemic is expected to result in hindered profit heading into 2021.

  Wages

In 2021, labour expenses are expected to account for 12.2% of industry revenue, down from 13.6% in
2016. The rising productivity of workers, caused by higher investment in capital machinery, is leading to a
less labour-intensive industry and causing wages as a share of revenue to fall.

  Purchases

Accounting for an estimated 58.8% of revenue in 2021, purchases are the main expense for industry
operators. Wood product companies purchase hardwood and softwood logs and bolts from logging
companies to saw into dimension lumber, wood chips, boards, beams, poles, shingles, siding and other
products. Industry operators also purchase chemicals, such as creosote, to treat and preserve wood. The
cost of transporting logs and bolts is also a major purchase for operators and the high cost of fuel during
the first half of the period made transportation more expensive. Purchases have fallen slightly as a share
of revenue over the five years to 2021, primarily because industry product prices have increased at a
faster rate than input prices during most of the period.

  Marketing

In 2021, marketing expenses are expected to account for 1.2% of industry revenue, up from 0.9% in 2016.

  Depreciation

Depreciation of capital equipment is estimated to account for 3.0% of revenue in 2021. Similar to other
manufacturing industries, the industry requires heavy machinery to create its products. These machines
require maintenance to remain productive and slow the rate at which their productivity diminishes. While
operators have invested in technology over the five years to 2021 to make the manufacturing process
more efficient, strong growth in prices has pushed revenue up significantly. As a result, depreciation
costs, which tend to be fairly fixed, have fallen as a share of revenue during the period.
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  Rent

In 2021, rent expenses are expected to account for 0.4% of industry revenue, remaining unchanged during
the period.

  Utilities

In 2021, utilities are expected to account for 3.2% of revenue, down from 3.3% in 2016. Some of the
largest industry operators, such as Canfor Corporation and West Fraser Timber Co. Ltd., have pursued
projects to generate electricity at their own facilities from wood waste. This has helped lower utility costs,
as have recent declines in fuel prices.

  Other Costs

Other expenses include administrative costs, legal fees, advertising, repair and maintenance and
insurance, including workers' compensation insurance. Companies must also pay for timber tenures, the
right to harvest timber from certain areas. The fee for timber harvested, known as stumpage, can be a
substantial part of operators' cost structures. Companies are also required to carry out reforestation
projects in harvested areas and must plant one tree for every that is harvested. Other expenses are
expected to account for 16.3% of industry revenue in 2021, up from 12.3% in 2016.

Basis of Competition Competition in this industry is    High  and the trend is  Steady

  Internal competition

Competition in the Canadian Sawmills and Wood Production industry is high. Price is the dominant form
of competition for sawmills and wood preservation companies, since products are held to uniform
standards for aesthetics and durability. Many of the primary downstream industries, such as lumber
wholesalers, pulp mills and veneer, plywood and engineered wood product mills operate with low profit.
As a result, consumers are primarily interested in the least expensive lumber available.

Proximity to downstream buyers, such as lumber wholesalers, pulp mills and engineered wood products
and millwork companies, make a sawmill more competitive by reducing transportation costs, which can
be considerable. Proximity between different company establishments can also be crucial. For instance,
all Western Forest Products Inc.'s sawmills are located on Vancouver Island, making it easy to transport
semifinished products between different establishments to use its different operational advantages to
create different types of products. Further, operating near timber land can reduce the price of raw
materials that industry operators purchase, enabling them to offer more competitive pricing without
jeopardizing profit.

Companies can take steps to manage their supply chain in a way that maximizes their market share. For
example, industry operators compete with one another to establish supply contracts with downstream
wood product manufacturers and wholesalers. Therefore, a successful sawmill must produce a wide
range of products at a competitive price while employing a skilled sales force to negotiate these
contracts. Supply contracts offer a way to minimize risk if economic conditions should worsen, given that
these contracts can extend for several years.

Vertically integrated forest products companies have an advantage in the industry. These companies
have lower transaction costs between various levels of wood production and manufacturing, enabling
them to offer more competitive pricing. In addition, these companies have coordinated their timber
output level to meet their input demand at the sawmill level, leaving them with less risk of overproducing
or underproducing.

External competition

Lumber is well-established as a structural material due to its strength in tension and compression and its
fire resistance. However, it has mainly been supplanted by steel, masonry and concrete as a structural
material in nonresidential buildings. In flooring, industry products compete with recycled plastic lumber,
linoleum ceramic tile, stone and strawboard. Also, wood has been almost entirely replaced by gypsum
wallboard as an internal wall cladding due to gypsum's superior fire resistance. The availability of
synthetic substitute products has reduced wood use in office partitions, prefabricated buildings and shop
fronts, largely through price-based competition.

Imports represent another source of external competition, with more than 80.0% of imports traditionally
coming from the United States. Imports' share of domestic demand has decreased over the five years to
2021 due to pent-up demand and a ramp up in production from local manufactures.

Barriers to Entry Barriers to Entry in this industry are    Medium  and the trend is  Increasing
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  There are moderate barriers to entering the Sawmills and Wood
Production industry in Canada.

 

Start-up costs vary by the scale of operations, but new businesses need at least one facility with sawmill
equipment to operate. Essential machinery includes a debarker, a head rig, a planer and a kiln. A new
company must also hire specialized workers able to operate saw machines. Workers' compensation
insurance can be a substantial cost for new companies with little money to spare. Operators also need to
secure access to timber land capable of providing them with enough raw wood to mill and hire logging
companies to harvest the timber.

Once a new business enters the industry, barriers to success are higher. Gaining customers involves
securing access to an established wholesale and distribution network. Since existing players have
contracts in place to supply key lumber wholesalers and downstream wood product manufacturers, new
entrants may find it difficult to secure supply contracts. Therefore, new companies need to invest in a
skilled and well-connected sales staff. In addition, the industry is crowded, with many of the largest
industry operators capable of producing billions of board feet a year, permitting them to take advantage
of significant economies of scale not available to smaller operators. Due to raw-material fluctuations and
increased demand for large scale manufacturing, barriers to entry are expected to increase in 2021.

  Barriers to Entry Checklist

Competition High  

Concentration Low  

Life Cycle Stage Mature  

Technology Change Medium  

Regulation & Policy Medium  

Industry Assistance Low  

 

Industry Globalization Globalization in this industry is    High  and the trend is  Steady

  The Sawmills and Wood Production industry in Canada has a moderate to high level of globalization, with
exports typically accounting for about half of industry revenue. In addition, imports' share of domestic
demand is expected to operate at a loss of 108.4% in 2021, a figure that is fairly low due to the huge size
of the domestic forest sector. Sawmill operators depend heavily on the US housing market for demand.
While domestic operators supply construction markets in Canada, the volume of construction-grade
lumber required by the larger housing market in the United States creates lucrative contracts for
Canadian operators. Many larger industry operators sell goods in dozens of countries across the world,
with Asian markets and the United States making up most demand for domestic products. The industry is
expected to operate in a trade surplus in 2021, as production has ramped up and pent-up demand
internationally is met. Exports are expected to account for 112.5% of industry revenue in 2021. The
industry's largest companies are based in Canada, but many also maintain operations in the United
States, typically in the southeast states where southern yellow pine grows. The two largest companies in
the industry, Canfor Corporation and West Fraser Timber Co. Ltd., are headquartered in Vancouver.
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Major Companies
Major Players

  Canfor Corporation

  Market Share: 14.8%
 

 

  Founded in 1966, Canfor Corporation (Canfor) is a major integrated forest products company with
operations across North America. Headquartered in Vancouver, the company employs more than 6,000
employees across British Columbia, Alberta, Ontario and the United States, with about 4,000 employees
located in Canada. Canfor's primary operations include lumber production, but it has large interests in
panel and pulp mills in Canada, as well as a growing green energy business. According to the
company's 2020 annual report (latest data available), Canfor generated $5.5 billion in total revenue.

Canfor participates in this industry through its lumber segment and currently has an annual production
capacity of 6.6 billion board feet of lumber. In 2018, Canfor completed the acquisition of Vida AB and
Elliott Sawmilling Co. Inc., which will likely increase annual production capacity an estimated 2.0 billion
board feet per year in 2021 in the United States. While only about half the company's sawmills are
located in Canada, they account for most production. Most of Canfor's lumber production is made up of
construction and specialty grade lumber. Similar to other major lumber producers in Canada, most of
Canfor's revenue derives from sales outside of Canada. In 2020 (latest data available), about half the
company's lumber sales volumes were to or within the United States, while most of the remainder was
sold to offshore markets primarily in Asia.
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In recent years, Canfor has prioritized growing its business by expanding its geographical reach,
increasing its market share of value-added products and developing long-term relationships with
customers. It has pursued this strategy through acquisitions in both the United States and Canada in
recent years. For instance, the company has acquired six US-based sawmills over the five years to
2021 and has almost tripled its US production. Canfor has also divested assets over the past five years.
The company sold one sawmill and closed or curtailed several others in response to the effect of the
mountain pine beetle infestation on fibre availability in British Columbia.

Financial performance

Canfor's industry-relevant revenue is forecast to grow at an annualized rate of 3.8% to $2.8 billion over
the five years to 2021. The company has benefited from strong growth in demand from housing
markets in both the United States and Canada during most of the period and consistent demand from
China and other Asian countries. The company has experienced strong growth even as business
activity and consumer spending activity have been changed due to the COVID-19 (coronavirus)
pandemic. While revenue has been aided by growing lumber prices during the period, Canfor's
operating profit, measured as earnings before interest and taxes, is expected to also rise to $337.0
million over the five years to 2021.

  West Fraser Timber Co. Ltd.

  Market Share: 14.5%
 

 

  West Fraser Timber Co. Ltd. (West Fraser) is a major integrated wood products company with
operations across North America. The company was founded in 1955 and is now headquartered in
Vancouver. West Fraser produces lumber, panels, pulp, newsprint and wood chips, although most of its
revenue is derived from sales of lumber. West Fraser employs more than 7,500 people, of which most
are employed in its lumber segment. According to West Fraser's 2020 annual report (latest data
available), the company generated $5.9 billion in total revenue.

West Fraser participates in this industry through its lumber segment and has an annual lumber
production capacity of 6.7 billion board feet. The company produces primarily spruce-pine-fir, a
classification of lumber, in Canada and southern yellow pine lumber in the United States. The company
operates 33 sawmills, 12 of which are located in Alberta or British Columbia, with the remainder
located in the southern United States. While the company has more sawmills in the United States than
in Canada, its Canadian facilities are much larger and hold more than half the company's total lumber
capacity. However, in 2019, the company permanently reduced domestic lumber production capacity,
decreasing to about 600.0 million board feet, and closed the Chasm mill in British Columbia, citing fibre
shortages.

West Fraser's performance over the five years to 2021 has been complicated by the mountain pine
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beetle infestation, which has caused significant damage to some of its operating areas. While the
company focused on salvaging dead pine from affected sites during the early half of the reporting
period, the infestation has diminished the value and quantity of lumber that the company has been able
to produce from affected trees. More recently, West Frasier has transitioned away from beetle-killed
timber toward logging more green wood, which has increased purchase costs. In response to these
operating conditions, the company has pursued several strategies. For example, the company has
completed power generation projects at two of its sawmills that enable the mills to generate electricity
from waste byproducts, making them more fuel efficient while reducing costs.

Financial performance

West Fraser's lumber sales predominantly go to Canadian, US, Japanese and Chinese markets, with
most supplying the US housing market. Over the five years to 2021, the company's lumber production
and the total value of that production has increased. West Frasier's lumber segment has grown as a
share of company revenue, as sales in other segments have fallen at a faster rate. The difficult
operating environment caused by the coronavirus pandemic and fibre shortages across British
Columbia are the primary factors for this decline. West Fraser's industry-relevant revenue is expected
to rise at an annualized rate of 6.3% to $2.7 billion over the five years to 2021. Due to the company's
huge size, it has been able to maximized competitive advantages. West Fraser's operating profit,
measured as earnings before interest and taxes, is expected to grow to $430.9 million in 2021.

  Resolute Forest Products Inc.

  Market Share: 7.2%
 

 

  Resolute Forest Products Inc. (Resolute) is a Canadian company founded following the merger of
Bowater Inc. and Abitibi-Consolidated. Resolute is a vertically integrated forest products company with
logging operations that also produces products including pulp, tissue, wood products, newsprint and
specialty papers. Resolute owns about 40 total facilities across the United States and Canada,
employing an estimated 7,500 workers. According to the company's 2020 annual report (latest data
available), the company generated $3.6 billion in total revenue.

Resolute has five different operating segments and it participates in this industry through its wood
products segment. This segment consists of 14 sawmills in Canada with a total capacity of more than
2.4 billion board feet. This segment also includes two remanufactured wood products facilities and two
engineered wood products facilities, although these are not industry relevant. Its sawmills primarily
produce dimension spruce-pine-fir lumber and wood chips, which are provided to its downstream pulp
and paper mills.

The company's operations have evolved slightly over the five years to 2021, as it has closed or sold
some of its domestic sawmills, although its total domestic capacity has fallen only slightly in response.
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Regardless, the company does not have access to enough timber to run its facilities at full capacity all
year. The company has not made any significant industry-relevant acquisitions or divestments in recent
years. Notably, it is slowly pivoting away from newsprint and other paper products, and its wood
products segment has grown as a share of total company revenue.

Financial performance

Resolute is expected to perform well during the period, and IBISWorld estimates that its industry-
relevant revenue will grow an annualized 13.7% to $1.35 billion over the five years to 2021. Between
2015 and 2018, rising lumber prices and strong growth in lumber shipments have resulted in strong
revenue and profit growth. In 2019, Resolute's industry-relevant revenue declined as a result of less
demand for industry products related to the coronavirus pandemic and production difficulties caused
by fibre shortages in British Columbia.

While the company has primarily been known as a paper company, it has shifted its focus in recent
years, with wood products growing as a share of revenue. Wood products were traditionally Resolute's
most profitable segment, and strong growth in the United States housing market have aided operating
profit. Similar to other major players in the industry, the company's industry-relevant operating profit,
defined as earnings before interest and taxes, is expected to increase during the period, generating
$505.6 million in 2021.

  Western Forest Products Inc.

  Market Share: 5.3%
 

 

  Western Forest Products Inc. (Western Forest Products) is a major integrated softwood forest products
company headquartered in Vancouver and located primarily in the coastal region of British Columbia.
The company's operations include timber harvesting, reforestation, forest management and lumber and
wood chip manufacturing, employing about 3,00 people. The company's lumber products are sold in
more than 25 countries worldwide, with Canada, Japan, the United States and China comprising the
largest markets for the company's products. According to the company's 2019 annual report (latest
data available), it generated $964.9 million in total revenue in 2020.

The company participates in this industry through its lumber segment, which consists of seven
sawmills and one remanufacturing facility, all located on Vancouver Island, with an annual production
capacity of more than 1.0 billion board feet. The company's sawmills process hemlock, balsam,
Douglas fir and yellow and western red cedar into long-length, wide-width and high-grade lumber, in
addition to commodity grades of lumber and residual wood chips that are sold and used for pulp
production. Western Forest Products also operates a custom cut division that can create custom
lumber to exact client specifications. The company produces a variety of appearance-grade and
specialty products that can command premium prices.
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Over the five years to 2021, Western Forest Products has invested in operational improvements at its
facilities to reduce costs and expand capacity. Prior to the current period, in 2011, Western Forest
Products announced a $125.0 million strategic capital plan to reduce costs, increase efficiencies and
improve product flexibility. As part of this plan, Western Forest Products invested significantly in a
variety of installations of new systems at all of its sawmills that enable the mills to produce a wider
variety of products and capture a larger consumer base. While the company has numerous capital
projects in the planning phase, it has decided to wait for further clarity on the Canada-United States
softwood lumber dispute before making any new announcements. In July 2019, a strike by the United
Steelworkers Local 1-11937 (United Steelworkers) commenced, further harming the company's
operations in British Columbia and leading to industry-relevant revenue falling 36.0% that year. The
strike contributed to a reported decline of 43.2% in annual production in 2019, alongside higher input
costs for fibre. Although the company and the United Steelworkers were able to arrive at an agreement
in February 2021, the negative effects of the strike, coupled with the coronavirus pandemic, harmed the
company's performance in 2020.

Financial performance

Western Forest Products' industry-relevant revenue is forecast to rise at an annualized rate of 0.9% to
$993.1 million over the five years to 2021, growing steadily prior to the strike in 2019. The company
has rebounded steadily from the obstacle with revenue recovering in 2021. The company's focus on
cost cutting helped to reduce volatility in profit between 2015 and 2018, but falling lumber prices
beginning in 2018 and trade uncertainty with the United States resulted in an operating loss in 2019.
However, the overall expected V-shape recovery has led the company's industry-relevant operating
profit, measured as earnings before interest and taxes, to rise, increasing at an annualized rate of 1.0%
to $92.7 million over the five years to 2021.
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Operating Conditions
Capital Intensity

The level of capital intensity is    Medium

  The Sawmills and Wood Production industry in Canada exhibits a moderate level of capital intensity,
spending an estimated $0.24 on capital expenditure for each $1.00 spent on wages in 2021, up from
$0.21 in 2016. Depreciation, which is a proxy for capital expenditure, has remained much unchanged over
the five years to 2021, although this has been primarily due to rising revenue pushing down depreciation
expenses as a share of industry revenue. Wages as a share of revenue will likely decline slightly over the
five years to 2021, even as establishments employ more people. Companies are also making more money
per employee partly due to rising lumber prices and strong demand. During the period, companies have
continued to improve their technological systems and networks, which has strengthened quality control
and increased production speeds.
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Technology &
Systems Level Factor Disruptive

Effect Description

 Medium Rate of
Innovation

Potential A ranked measure for the number of
patents assigned to an industry. A faster
rate of new patent additions to the industry
increases the likelihood of a disruptive
innovation occurring.

 Very
Low

Innovation
Concentration

Very Unlikely A measure for the mix of patent classes
assigned to the industry. A greater
concentration of patents in one area
increases the likelihood of technological
disruption of incumbent operators.

 High Ease of Entry Likely A qualitative measure of barriers to entry.
Fewer barriers to entry increases the
likelihood that new entrants can disrupt
incumbents by putting new technologies to
use.

 Medium Rate of Entry Potential Annualized growth in the number of
enterprises in the industry, ranked against
all other industries. A greater intensity of
companies entering an industry increases
the pool of potential disruptors.

Market Very Unlikely A ranked measure of the largest core
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 Very
Low

Concentration market for the industry. Concentrated core
markets present a low-end market or new
market entry point for disruptive
technologies to capture market share.

Technology &
Systems

The level of technology change is    Medium

  Technological developments have led to greater automation within the
Canadian Sawmills and Wood Production industry over the five years
to 2021, as industry operators have sought to implement systems that
monitor and control operations electronically.

 

Examples of this include precision cutting instruments and programmable logic controllers that can cut
logs and bolts to exact specifications, ensuring products that are more uniform and of a higher quality.
Overall, the industry exhibits a moderate amount of technological development.

Also, researchers have pioneered sophisticated colour vision technology and geometric scanning
techniques, such as using CT scanners, that would enable operators to noninvasively gauge the quality of
logs and gauge the best way to cut them. This process involves generating 3D images, known as glass
logs, that help operators make cost-effective decisions regarding their log use. For example, logs and
parts of logs with low density variation are useful as high-grade lumber for structural pieces or as
furniture, where imperfections are not acceptable in the finished product. Lower grade logs or portions of
logs are better converted to wood chips and pulp. The United States Department of Agriculture (USDA)
estimates that the lumber value of logs can be improved 20.0% or more by using CT scans to select the
proper sawing strategy. Forestry 4.0 is an initiative undertaken by FPInnovations, a nonprofit aimed at
supporting the competitiveness of the Canadian forest sector, that wants to improve the reactivity and
resiliency of the industry supply through improved technology. Forestry 4.0 uses satellite imaging to
better estimate tree inventory across Canada and provide industry operators with a better ability to
forecast into the future and reduce supply volatility.

Other examples of new technologies to improve industry processes include high-speed lumber sorting
systems that can more quickly sort lumber by species, size and grade, boosting total production. Industry
participants have also begun identifying new uses for sawmill byproducts, such as bark, plane shavings
and sawdust. Some of the larger operators have begun developing power generators that can use these
products to create electricity to help run the mill. Operators can also choose to sell these products to the
energy sector, which has been pursuing opportunities to produce clean energy from renewable wood-
based fuel. In addition, these products can also be sold to paper pulp producers, particleboard
manufacturers, pellet manufacturers, compost producers, mulch producers and animal bedding
producers.

Revenue Volatility The level of volatility is    High

The Sawmills and Wood Production industry in Canada has a moderate to high level of revenue volatility.
Industry revenue is dependent, to a large extent, on the residential and nonresidential construction
sectors in both Canada and the United States, which is the industry's primary export market. These
sectors are highly cyclical and during recessionary periods, construction projects can decline sharply,
limiting industry revenue. Conversely, new construction projects surge during recovery periods and lead
to increased demand for industry products. Trade is also a significant feature of the industry and
performance is closely linked to downstream demand in US markets. For example, the industry
experienced particularly strong growth between 2016 and 2017, due to a fluctuating value of the loonie
alongside rising US housing starts prompting growth in exports. As a result of the COVID-19 (coronavirus)
pandemic, North American construction markets declined in 2020, however pent-up demand along with a
surplus of production have caused a sharp recovery in 2021.

Revenue volatility is also connected to the quantity and quality of sawlogs that are supplied to sawmills.
This depends on conditions in timber supply areas, which can be affected by events such as wildfires and
insect outbreaks, as well as government policies for log extraction and trade. For example, the mountain
pine beetle infestation that began in the early 2000s has damaged huge swathes of forest land in British
Columbia, decreasing supply in parts of the United States and Canada. Since timber availability plays a
part in determining sawmills' costs and output, their variability affects industry revenue and the
diminished supply of available logs has helped drive up timber prices in recent years, thus boosting
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industry revenue. Overall, industry revenue is expected to fluctuate an average of 12.3% during the period.

 

Regulation & Policy The level of regulation is    Medium  and the trend is  Steady

The Sawmills and Wood Production industry in Canada has a medium level of regulation, which is similar
to other wood product manufacturing industries. Upstream logging companies experience a higher level
of regulation regarding land use and harvesting techniques, but companies in the industry also operate
under forestry and resource management laws. The industry must also adhere to workplace safety
regulations.

Securing timber to supply sawmills is a tightly regulated process. Almost all forestland in Western
Canada, the industry's primary region, is publicly owned and the right to harvest this timber is granted
through provincial licences. These licences, known as timber tenures, typically have a time frame of 15 or
25 years and may or may not be renewable. Operators are also required to pay a fee known as stumpage
for timber tenure, which varies based on the size of the tract and the type of wood growing there. Most
large industry players try to own timber tenures for as much of their needed supply as possible.
Otherwise, operators must acquire timber from third parties that hold harvesting rights on smaller tracts.
Finally, companies are required to undertake reforestation projects and plant a tree for each that is
harvested.

Occupational safety codes vary from province to province and operators must adhere strictly to rules that
improve manufacturing safety. The Canadian Centre for Occupational Health and Safety provides
research and information that helps provinces create the most effective laws, but there is no central
agency that creates national codes, such as the US Occupational Safety and Health Administration.

Industry Assistance The level of industry assistance is    Low  and the trend is  Increasing

Currently, the Canadian government does not impose tariffs on imports of lumber from countries with
most favoured nation (MFN) status, especially those that operate in the Canadian Sawmills and Wood
Production industry. The United States, Japan and China, the three most important trading partners for
the industry, all trade with MFN status. However, lumber trade disputes between Canada and the United
States stretch back to the 1980s and many developments regarding these disputes have occurred over
the past decade.

In response to industry complaints that Canadian lumber was unfairly subsidized and sold below market
prices, the United States imposed duties of 27.0% on Canadian softwood lumber in 2002. Industry
assistance was alleged to come in the form of low stumpage fees, which are the licences required to
harvest timber. In Canada, these are determined by the government rather than a competitive
marketplace, as is the case in the United States, resulting in a cost advantage for loggers and
downstream lumber producers. In 2006, the two countries signed the Softwood Lumber Agreement,
which required the United States to return 80.0% of the more than $5.0 billion in duties it had collected on
lumber imports.

The agreement removed tariffs on lumber, but included export taxes that kick in and get collected by
Canada if the price of Canadian lumber drops below $355.00 per thousand-foot board. The agreement
was terminated in October 2015, with no replacement agreement yet in place. In 2016, the US Lumber
Coalition called for an investigation into Canadian softwood lumber practices. In early 2017, the US
government applied preliminary countervailing duties on Canadian lumber exporters, followed by final
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tariffs on certain goods and companies being levied in November 2017. While the two countries have
engaged in discussions regarding solving this situation since then, there have been no changes in tariff
structure since that time.

In response to these complications, the Canadian government announced $867.0 million in measures to
support the industries and communities that may be affected. These include a loan and loan guarantee
program valued at up to $500.0 million to assist viable forestry companies. In addition, the Business
Development Bank of Canada has made $105.0 million in financial available to forestry companies, while
$285.0 million in funding is available to support efforts to expand export markets overseas, provide a
temporary extension of the maximum period for work-sharing agreements to reduce layoffs and expand
job training services to help affected workers find new employment opportunities.

Other industry assistance

Canada has several national and regional organizations that assist industry operators through providing
research, training and lobbying efforts. The BC Lumber Trade Council and the BC Council of Forest
Industries both assist in these efforts, as does the Forest Products Association of Canada.

Due to the COVID-19 (coronavirus) pandemic, the Canadian government has instituted a variety of
assistance programs that various industry operators are expected to qualify for. For example, the Canada
Emergency Wage Subsidy provides up to $847.00 per week for eligible employers that have been
negatively affected by the pandemic. Additionally, operators can take advantage of tax deferrals and
improved access to credit and loans to remain liquid. The Canada Emergency Business Account provides
interest-free loans to small businesses of up to $40,000. Large operators can apply for bridge financing
through the Large Employer Emergency Financing Facility.
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Key Statistics
Industry Data

 
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

Canadian
Effective

Exchange Rate
Index  (Index)

2012 11,708 2,225 1,642 1,456 30,828 7,227 792 1,803 5,273 131
2013 14,384 3,214 1,530 1,349 35,207 9,047 866 1,991 6,203 127
2014 15,502 3,485 1,473 1,289 37,414 10,007 968 2,094 6,463 119
2015 16,233 3,146 1,428 1,238 40,936 10,405 1,061 2,262 6,889 110
2016 17,455 4,082 1,368 1,182 38,124 11,993 1,055 2,382 6,518 108
2017 19,123 5,073 1,346 1,164 36,607 12,142 981 2,382 7,961 110
2018 20,037 5,065 1,308 1,133 35,861 11,610 1,015 2,371 9,441 109
2019 16,530 2,597 1,250 1,083 33,619 9,046 993 2,202 8,477 109
2020 16,401 2,363 1,197 1,042 30,489 11,062 916 2,092 6,255 108
2021 18,852 3,782 1,186 1,030 33,056 21,200 1,222 2,295 -1,127 117
2022 18,470 3,707 1,155 1,002 32,380 23,795 1,280 2,248 -4,044 116
2023 18,315 3,665 1,130 980 31,876 23,371 1,267 2,216 -3,789 115
2024 18,462 3,685 1,116 966 31,794 23,236 1,269 2,215 -3,504 114
2025 18,594 3,707 1,101 953 31,730 23,468 1,290 2,215 -3,584 113
2026 18,695 3,723 1,088 940 31,652 23,683 1,309 2,213 -3,680 112

Annual Change

 
i Revenue

(%)
i IVA

(%)
i Establishments

(%)
i Enterprises

(%)
i Employment

(%)
i Exports

(%)
i Imports

(%)
i Wages

(%)

i Domestic
Demand

(%)

i Canadian
Effective

Exchange Rate
Index  (%)

2012 7.43 12.3 -7.65 -7.68 0.62 6.85 5.28 1.74 7.90 -0.16
2013 22.9 44.4 -6.83 -7.35 14.2 25.2 9.41 10.4 17.6 -3.51
2014 7.77 8.43 -3.73 -4.45 6.26 10.6 11.8 5.17 4.18 -5.77
2015 4.71 -9.72 -3.06 -3.96 9.41 3.97 9.53 7.98 6.59 -7.88
2016 7.52 29.8 -4.21 -4.53 -6.87 15.3 -0.52 5.31 -5.39 -1.46
2017 9.55 24.3 -1.61 -1.53 -3.98 1.24 -7.03 0.02 22.1 1.47
2018 4.77 -0.17 -2.83 -2.67 -2.04 -4.39 3.46 -0.49 18.6 -0.55
2019 -17.5 -48.7 -4.44 -4.42 -6.26 -22.1 -2.19 -7.15 -10.2 -0.65
2020 -0.79 -9.00 -4.24 -3.79 -9.32 22.3 -7.69 -5.00 -26.2 -0.56
2021 14.9 60.1 -0.92 -1.16 8.41 91.6 33.3 9.72 N/A 7.87
2022 -2.03 -2.00 -2.62 -2.72 -2.05 12.2 4.77 -2.05 259 -0.86
2023 -0.84 -1.14 -2.17 -2.20 -1.56 -1.79 -1.04 -1.42 -6.32 -0.87
2024 0.80 0.55 -1.24 -1.43 -0.26 -0.58 0.20 -0.05 -7.51 -0.62
2025 0.71 0.59 -1.35 -1.35 -0.21 1.00 1.59 -0.02 2.29 -0.71
2026 0.53 0.43 -1.19 -1.37 -0.25 0.91 1.50 -0.09 2.66 -0.71

Key Ratios

 
IVA/Revenue

(%)

Imports/
Demand

(%)

Exports/
Revenue

(%)

Revenue per
Employee

($'000)

Wages/
Revenue

(%)

Employees per
estab.
(units) Average Wage  ($)

2012 19.0 15.0 61.7 380 15.4 18.8 58,489
2013 22.3 14.0 62.9 409 13.8 23.0 56,563
2014 22.5 15.0 64.6 414 13.5 25.4 55,979
2015 19.4 15.4 64.1 397 13.9 28.7 55,250
2016 23.4 16.2 68.7 458 13.6 27.9 62,475
2017 26.5 12.3 63.5 522 12.5 27.2 65,080
2018 25.3 10.7 57.9 559 11.8 27.4 66,111
2019 15.7 11.7 54.7 492 13.3 26.9 65,484
2020 14.4 14.7 67.4 538 12.8 25.5 68,599
2021 20.1 -108 112 570 12.2 27.9 69,425
2022 20.1 -31.7 129 570 12.2 28.0 69,426
2023 20.0 -33.4 128 575 12.1 28.2 69,526
2024 20.0 -36.2 126 581 12.0 28.5 69,674
2025 19.9 -36.0 126 586 11.9 28.8 69,801
2026 19.9 -35.6 127 591 11.8 29.1 69,913
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Additional Resources The Sawmill Database
http://www.sawmilldatabase.com

Random Lengths
http://www.randomlengths.com

US International Trade Commission
http://www.usitc.gov

Binational Softwood Lumber Council
http://www.softwoodlumber.org

Western Wood Products Association
http://www.wwpa.org

Northeastern Loggers' Association Inc.
http://www.northernlogger.com

Industry Jargon SOFTWOOD LUMBER
The primary kind of lumber produced by the industry. Softwood lumber includes pine, spruce, fir and other
coniferous trees.

STUMPAGE
The fee associated with timber tenures. Stumpage rates vary by the value of the tract and are usually
determined at tract auctions.

TIMBER TENURE
A licence granted by provinces that enables certain tracts of timber land to be harvested for a certain
length of time.

Glossary BARRIERS TO ENTRY
High barriers to entry mean that new companies struggle to enter an industry, while low barriers mean it
is easy for new companies to enter an industry.

CAPITAL INTENSITY
Compares the amount of money spent on capital (plant, machinery and equipment) with that spent on
labour. IBISWorld uses the ratio of depreciation to wages as a proxy for capital intensity. High capital
intensity is more than $0.333 of capital to $1 of labour; medium is $0.125 to $0.333 of capital to $1 of
labour; low is less than $0.125 of capital for every $1 of labour.

CONSTANT PRICES
The dollar figures in the Key Statistics table, including forecasts, are adjusted for inflation using the
current year (i.e. year published) as the base year. This removes the impact of changes in the purchasing
power of the dollar, leaving only the "real" growth or decline in industry metrics. The inflation adjustments
in IBISWorld’s reports are made using Statistics Canada's implicit GDP price deflator.

DOMESTIC DEMAND
Spending on industry goods and services within Canada, regardless of their country of origin. It is derived
by adding imports to industry revenue, and then subtracting exports.

EMPLOYMENT
The number of permanent, part-time, temporary and casual employees, working proprietors, partners,
managers and executives within the industry.

ENTERPRISE
A division that is separately managed and keeps management accounts. Each enterprise consists of one
or more establishments that are under common ownership or control.

ESTABLISHMENT
The smallest type of accounting unit within an enterprise, an establishment is a single physical location
where business is conducted or where services or industrial operations are performed. Multiple
establishments under common control make up an enterprise.

EXPORTS
Total value of industry goods and services sold by Canadian companies to customers abroad.

IMPORTS
Total value of industry goods and services brought in from foreign countries to be sold in Canada.
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INDUSTRY CONCENTRATION
An indicator of the dominance of the top four players in an industry. Concentration is considered high if
the top players account for more than 70% of industry revenue. Medium is 40% to 70% of industry
revenue. Low is less than 40%.

INDUSTRY REVENUE
The total sales of industry goods and services (exclusive of excise and sales tax); subsidies on
production; all other operating income from outside the firm (such as commission income, repair and
service income, and rent, leasing and hiring income); and capital work done by rental or lease. Receipts
from interest royalties, dividends and the sale of fixed tangible assets are excluded.

INDUSTRY VALUE ADDED
The market value of goods and services produced by the industry minus the cost of goods and services
used in production. IVA is also described as the industry's contribution to GDP, or profit plus wages and
depreciation.

INTERNATIONAL TRADE
The level of international trade is determined by ratios of exports to revenue and imports to domestic
demand. For exports/revenue: low is less than 5%; medium is 5% to 20%; and high is more than 20%.
Imports/domestic demand: low is less than 5%; medium is 5% to 35%; and high is more than 35%.

LIFE CYCLE
All industries go through periods of growth, maturity and decline. IBISWorld determines an industry's life
cycle by considering its growth rate (measured by IVA) compared with GDP; the growth rate of the
number of establishments; the amount of change the industry's products are undergoing; the rate of
technological change; and the level of customer acceptance of industry products and services.

NONEMPLOYING ESTABLISHMENT
Businesses with no paid employment or payroll, also known as nonemployers. These are mostly set up by
self-employed individuals.

PROFIT
IBISWorld uses earnings before interest and tax (EBIT) as an indicator of a company’s profitability. It is
calculated as revenue minus expenses, excluding interest and tax.

REGIONS
Prairies | AB, SK, MB <br/> Atlantic | NB, NS, PE, NL <br/> Territories | YT, NT, NU

VOLATILITY
The level of volatility is determined by averaging the absolute change in revenue in each of the past five
years. Volatility levels: very high is more than ±20%; high volatility is ±10% to ±20%; moderate volatility is
±3% to ±10%; and low volatility is less than ±3%.

WAGES
The gross total wages and salaries of all employees in the industry.
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