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INTRODUCTION

The forest industry in Atlantic Canada is facing enormous pressures.
Global conditions such as a steady stream of low cost producers and weak
demand in key markets such as the U.S. have eroded the profitability of
many firms, with little improvement anticipated in market conditions
over the next 12 months. Local factors such as a rapidly aging labour
force, high energy costs, and pressures on the wood supply from
hurricane damage, insect infestation and competing land use are adding
new dimensions to the competitiveness challenges for the forest industry
in Atlantic Canada. The rapid appreciation of the Canadian dollar in
2007 added to the woes of many exporters. Temporary or permanent

closures are evident across many parts of the industry.

Yet the forest industry remains an important industry across Atlantic
Canada, one on which many communities continue to depend as their
cornerstone of employment. New Brunswick in particular has the most
forest intensive economy of any province in Canada. Some forestry firms
have been successful in adopting innovative approaches to reduce input
or transportation costs. Others are moving out of low value-added
commodities and into products in which they can better protect their
investment and withstand market fluctuations. These are all signs of an
industry under threat, but one in which many of the key players will be

able to rise to the challenge and make a successful adjustment.

The longer term horizon suggests that there will be many new
opportunities in global markets, as demand for forest products grows
from a burgeoning and increasingly affluent middle class in Asia, Russia
and South America. However, for Atlantic firms and producers, the
transition from a narrower focus on North American markets to full
global partnership is challenging. The restructuring process is painful,
and the outcomes can not always be predicted. What is certain is that the
forest industry ten years from now in Atlantic Canada will look very

different from the industry today.

For those concerned about the future of the forest industry in Atlantic

Canada, many questions are on the table.



Where does Atlantic Canada’s comparative advantage lie in the
global forest industry?

What steps can companies take to meet the continuing
challenges of volatile markets?

How can government best assist the industry to make the
transition to the new global reality?

What is the right balance between optimizing the wood supply
for industry and ensuring that environmental values are
respected?

What role should government play in supporting those affected

by industry rationalization?

Over the past year, the Atlantic
Provinces Economic Council has
been engaged in a study on forest
industry
Atlantic Canada.

competitiveness  in
The study has
been carried out with the ongoing
participation of many from the
forest industry across Atlantic
Canada. I want to thank in
particular the Forest Products
Association of Nova Scotia and the
New Brunswick Forest Products
Association who supported the
research process, the consultants
and research team at APEC and
the industry and government

representatives from all four
provinces who provided feedback

and new ideas.

Chapter 1 provides a profile of the
industry and its importance to the

economy of Atlantic Canada. In

Forest Industry Definitions

The forest industry is defined to include three key industries: primary
forestry, the wood products industry and the pulp and paper industry.

Primary Forestry - includes firms and workers primarily engaged in
growing and harvesting timber on a long production cycle.
Consequently, Christmas tree production is not included. The primary
industry includes commercial timber tract operations and forest
nurseries. Logging is the main activity of this industry. Firms that
largely provide forestry support services are not included within this
industry. However, because of the aggregate nature of the available
data, estimates in this report for employment and the number of firms
in primary forestry do include forest support services.

Wood Products — includes firms and workers principally engaged in
manufacturing products from wood. This category is composed of
sawmills; mills and manufacturers that improve the natural
characteristics of wood (such as veneer and plywood mills and particle
board and fibreboard mills); and other wood product manufacturers
(e.g., wooden doors and window frames, flooring, mobile homes and
prefabricated buildings). Firms making wooden furniture, such as
kitchen cabinets and office chairs and desks, are not included in this
industry.

Pulp and Paper - consists of firms and workers engaged in
manufacturing pulp, paper and paper products. It includes pulp,
newsprint, paper (such as coated paper, fine paper and tissue paper),
and paperboard mills. It also includes manufacturers of paper and
paperboard products such as boxes, containers, bags, stationary
products and sanitary paper products.

Forest Products - includes both the wood products industry and the
pulp and paper industry.

Note: A larger list of forest industry terms is in the Appendix of this report

Chapter 2, the competitiveness challenges facing the industry are

analyzed. Chapter 3 explores new directions for the industry while a final

chapter summarizes the

findings

and highlights the key




recommendations. Of particular interest to readers will be the views of
those engaged in the forest industry in Atlantic Canada, gathered from
six industry roundtables held across the Atlantic provinces between April
and June of 2007 as well as from individual interviews. These are
profiled in the green Industry Perspectives boxes which can be found
throughout the report.! The views of those with the greatest stake in the
future of this industry add a rich dimension to this report, illuminating

the challenges but also the great potential for this industry.

This study was carried out under the auspices of the APEC Forum on
Competitiveness, a five-year policy research initiative which focuses on
ways to strengthen the competitiveness of Atlantic Canada. This is the
first sector study released under the Forum and is expected to provide a

model for future studies on other sectors.

Elizabeth Beale
President and CEO
APEC

! See Appendix B for a list of Industry Roundtables and Participants






Chapter1

Profile of Atlantic Canada’s Forest Industry

1.1 Atlantic Forestry in the Global Context

The forest industry has been a key contributor to the economy of Atlantic
Canada? since the early days of European settlement. The high quality of
trees in the Acadian forest and shipping access through numerous small
ports around the region gave Atlantic forest products an initial reach into
many corners of the world. Although today most of its exports are
designated for U.S. markets, the industry has remained a globally
focused industry, with periods of expansion and contraction following

trends in international markets.

The Atlantic forest industry enjoyed a strong period of growth in the
1980s in both the pulp and paper and wood products sectors, and then
again in the mid to late 1990s, as U.S. demand grew and softwood lumber
exporters were able to take advantage of their exclusion from the U.S.
tariffs on softwood lumber. However, Atlantic forestry firms are now
facing a very different environment, with demand and supply growing
rapidly beyond North America.

China is now the fastest growing market for forest products, accounting
for nearly 50% of the growth in global paper and board demand over the
past five years. China has also switched from being a net importer to a
net exporter of paper, with a number of large mills now in operation and
several others scheduled to come on stream. Other competitors from
Eastern Europe, Asia and South America have also encroached into
traditional markets, in products ranging from building products to
newsprint. As a result, North America’s forest industry has been steadily
losing its share of global markets. As an example, the North American
share of global newsprint production fell from 44% in 1996 to 31% in
2006, while the Asian share of production grew from 19% to 30% over

the same period.

% The four Atlantic provinces are Newfoundland and Labrador, Nova Scotia,
New Brunswick and Prince Edward Island.



These changes in global markets have led to an inevitable process of
forest industry restructuring across North America, with an intense effort
over the past decade to improve productivity, cut costs, develop new
partnerships and reposition key components of the industry. As the
internet has displaced newspapers as a source of news and information,
demand for newspaper has fallen sharply in North America and Europe:
as a consequence, North American newsprint shipments dropped by 40%
between 2000 and 2007. This has triggered a significant reduction in

newsprint capacity in Atlantic Canada.

Over the past ten years, most of the new investment in Atlantic Canada’s
pulp and paper industry has been directed at product diversification (in

the case of pulp), mill

conversions (from newsprint to .
North America

Fig. 1.1 - Newsprint Production Shifts Away From

higher quality paper), or Share of world newsprint production (%)
advanced machinery (i.e. a 60 1
super-calendared paper 50 4 W 1986 (11991 M 1996 2001 M 2006

machine). However, the strong 40 |

Canadian dollar, up about 60%
against the U.S. dollar since %7
2003 negated most of the gains 20 1

in pulp, paper and newsprint 10 1

prices over this period, and o

exports fell for the third year in a North America Asia Europe

row in 2007. The forest industry

Other

Source: UN-FAOSTAT

faces a particular challenge around the appreciation of the Canadian
dollar as most of its inputs are priced in Canadian dollars while its
products are priced in U.S. dollars. The industry hit a low point in 2007,
when the rapid escalation in the currency's value triggered
rationalization and mergers which led to plant closures across the region.

Further declines are expected throughout 2008.

The increase in the Canadian dollar has been particularly hazardous for
lumber exporters, who have faced depressed prices for several years
including an 11% drop over the past year. 3 With the correction in U.S.

housing markets much deeper and longer than anticipated, Atlantic

¥ BMOs Commodity Watch for May, 2008. Lumber prices currently average US
$210/mbf.




lumber exporters are likely to face continued weak demand and low
prices in their major markets in the northeast U.S. Atlantic exports of
lumber and other wood products were cut in half between 2004 and
2007, a loss of nearly $700 million, paralleling a decline in U.S. housing
starts of 31% over the same period. With a large supply of existing homes
for sale, new home construction in the U.S. is expected to drop a further
30% in 2008 before levelling off in 2009. Atlantic exports of wood
products have continued their freefall into the first quarter of 2008 as
values have fallen a further 50%. Competition has also intensified from
other Canadian lumber producers (following the settlement of the
Softwood Lumber Agreement) as well as from global producers of

alternative building products.

1.2 The Importance of Atlantic Canada’s Forest

Industry

Despite its challenges, the forest industry remains a vitally important

industry to Atlantic Canada and a major contributor to the region’s

manufacturing base. In

total, the forest industry Fig. 1.2 - The Forest Industry is Most

Important to the New Brunswick Economy

contributes an estimated Forest industry real GDP as a share of the total by province, 2005 (%)

4.5% to the region’s GDP4, 8.7

produces the most
significant  source  of
export earnings after the

energy sector ($3.1 billion

45
in 2007), and employs 2.8 s 26
about 28,500 peoples
around the region, about ’E‘

CA AT NL PE NS

70% of whom live in rural

areas.

NB QC ON MB

SK AB BC

Source: Statistics Canada

But the industry’s significance goes well beyond its immediate footprint.
Forest industries also have important linkages to other parts of the
economy: purchasing goods and services from local suppliers, inducing

spending in local retail and contributing to government revenues. An

* Data for 2005, most recent year available for all of Atlantic Canada.
® Data for 2007.




earlier APEC study found that for every 100 direct jobs created in New
Brunswick’s forest industry, 35 jobs are indirectly created in other sectors

of the provincial economys.

The industry has a particular significance to New Brunswick, Canada’s
most forest-dependant provincial economy. New Brunswick is the
dominant player in the forest industry in Atlantic Canada, accounting for
63% of total output in 2005. Nova Scotia and Newfoundland and
Labrador follow with 23% and 13% of Atlantic forest industry output
respectively. Prince Edward Island’s small forest industry accounts for
about 1% of the Atlantic total. New Brunswick’s share of output in
Atlantic Canada’s forest industry ranged from 58% in pulp and paper to
72% in the wood products industry in 2005.

1.3 Pulp and Paper

The pulp and paper sector dominates industry output and exports in

Atlantic Canada. In 2005, pulp and

paper accounted for an estimated ‘I;Lgi)./:lé.go-sAtlantic Canada’s Pulp and Paper Mills,
46% of total forest output and 70% of
industry exports in Atlantic Canada.
New Brunswick, which continues to
control the majority of pulp and paper
production in the region, has
experienced the greatest loss of
productive capacity, with four mill
closures since 2004 and another
announced late in 2007. Output
contracted by 11% in that province
between 2004 and 2006: with the
closure of the Dalhousie mill in
January 2008, it is estimated that total
capacity in that province’s pulp and
paper industry is nearly 40% below
that achieved in 2003. Output has also

¢ APEC, (2003) The New Brunswick Forest Industry: The Potential Economic
Impact of Proposals to Increase the Wood Supply



fallen in Newfoundland and Labrador following the closure of the
Abitibi-Consolidated mill in Stephenville in 2005, although two other
newsprint mills in that province remain in production (one with reduced
capacity). In Nova Scotia, pulp and paper production was dampened in
2006 by the 10 month shutdown of the Stora Enso mill (now NewPage)
in Port Hawkesbury, however output in this province has increased since

that mill has reopened.

Currently, 13 pulp and paper mills are operating across the region.”
Commodity grade products (such as pulp and newsprint) represent the
largest share of output, mills that are highly vulnerable to competition

from low-cost producers.

Losses in the U.S. and the U.K. markets have been partially offset by
rising exports to other markets: Atlantic newsprint exports to India were
about $60 million in 2007, approximately double the average annual
exports to India during the 1990s. South American countries Venezuela,
Brazil and Columbia are also growing their markets with combined

export revenues of $120 million in 2007. Nevertheless, declines in

newsprint exports have accelerated

over this decade. Newsprint exports Newsprint

v . Atlantic Canada’s paper product exports
were $725 million in 2007, a drop of
CJExports, $billions (left axis)

Fig. 1.3 — Higher Value Paper Has Offset Declines in

: : 2.5 1 - 16
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Source: Strategis Trade Data Online

paper exports (i.e. magazines,
catalogues) are the second largest component of Atlantic paper exports.
In general, higher quality products have been more resilient to shifting

markets: nevertheless, revenues from Atlantic exports of coated and

! Including improved newsprint; supercalendared paper; uncoated freesheet
paper; light and heavy weight coated paper; and dissolving specialty grade pulp.




uncoated paper products fell from over $1 billion in 2000 to about $850

million in 2007.

Across North America, producers have reorganized and reduced supply

(including Canadian pulp capacity): Abitibi and Bowater merged in 2007

in the hopes of lowering costs and strengthening pricing power in the

newsprint sector. This merger and other production cuts have helped to

boost newsprint prices significantly, up 29% since last November.

However, with further declines almost certain to occur in U.S.

consumption, rationalization in the newsprint industry is likely to

continue. This could be a challenge for the four newsprint mills that

remain in operation in Atlantic Canada. 8

Table 1.1 - Atlantic Canada’s Pulp & Paper Mills, July 2008

Output
(tonnes
Owner Location /year) | Products
s Newsprint
AbitibiBowater Grand Falls, NL 211,000 Uncoated Freesheet
Kruger (CBBP) Corner Brook, NL 360,000 Standard Newsprint
360,000 Supercalendered (SCA)
NewPage Port Hawkesbury, NS 190,000 Standard Newsprint
AbitibiBowater Liverpool, NS 253,000 Standard Newsprint
% : Kraft Softwood Pulp
Neenah Paper Pictou Co., NS 265,000 Kraft Hardwood Pulp
Minas Basin Pulp & Power Hantsport, NS 100,000 Recycled Linerboard
AV Cell Atholville, NB 127,000 Dissolving/Fluff/Specialty Pulp
Kraft Hardwood Pulp
AV Nackawic Nackawic, NB 263,000 Sulfite Pulp
Specialty Pulp
Sulfite Pulp
Fraser Papers Edmundston, NB 323,200 Mechanical Pulp
. .. . Uncoated Freesheet
Irving Paper Limited Saint John, NB 430,000 Supercalendered (SCA)
. - . Kraft Softwood Pulp
Irving Pulp & Paper Limited Saint John, NB 330,000 Kraft Hardwood Pulp
Irving Tissue Saint John, NB 75,000 Tissue
Lake Utopia Paper/Irving Saint George, NB 182,000 Semichemical / Virgin

Corrugating Medium / Fluting

Source: RISI - Lockwood Post Directories, Other Industry Directories, Industry Association lists, and Halifax Global.
* Neenah announced in May 2008 that it would be selling its mill in NS to Northern Pulp Nova Scotia Corporation.

Converted paper, including boxes and paper bags, is a relatively minor

segment of the Atlantic paper industry, with exports worth $54 million in

2007. However, in contrast to newsprint, its growth has been steady over

# BMO Commodity Watch, 2008. Pulp prices are currently NBSK

US$880/tonne, while newsprint prices are currently averaging US$665/tonne.
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the past decade. The bulk of converted paper products are shipped to the
U.S. Major converted paper exporters include Maritime Paper in Nova
Scotia and the new Master Packaging plant which opened in Prince
Edward Island in 2005. Growth has also occurred in consumer products
such as toilet paper, tissue and diapers: exports in this category reached
$67 million in 2007, primarily originating from a new J.D. Irving plant in

Moncton.

Atlantic pulp manufacturers have

Fig. 1.4 - Pulp Products Struggling Along

faced substantial headwinds this Atlantic Canada’s pulp product exports
decade. Export revenues declined 14 4 - _ T18
I Exports, $billions (left axis)
from over $9OO million in 2000 124 M -8—-Share of Canada, % (right axis) T16
114
to about $650 million in 2007. 10

The closure of UPM Kymmene’s 0.8 - "—.\,/-\P

Kraft pulp mill in Miramichi has 06 4

contributed to the decline, while 04 N
the re-opening of the AV 0.2 1 [
Nackawic mill as a fibre producer o0 LI P IE )] IRINININ] | Z
for the textile industry has 90 91 92 93 94 95 96 97 98 99 00 O1 02 03 04 05 06 07

mitigated the losses to some

Source: Strategis Trade Data Online

extent. The U.S. is the main market for Atlantic pulp (about 50% in
2007), but shipments are growing rapidly to Asia. India, China, South
Korea, Indonesia and Thailand accounted for 27% of pulp exports in
2007, up from 4% in 2000. That growth may be more muted in 2009, as
pulp prices are expected to soften as new global capacity comes on

stream.

1.4 Wood Products

The Atlantic Canadian wood products sector expanded rapidly during the
1990s, with lumber exports behind much of that growth. Lumber exports
rose from $179 million in 1992 to more than $1 billion in 1999, with total
production capacity in the region reaching about 2,500 MMfbm, which
under normal operating conditions represents about 10% of Canadian
productiond. Although most of the growth in the 1990s was consolidated

in New Brunswick, Nova Scotia also expanded lumber production: it

® For provincial detail, see Appendix 1.
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accounted for 28% of the region’s output in the early to mid years of this
decade. Most of the lumber production in the other two provinces

supplies local markets.

Several factors gave rise to the substantial expansion of lumber

production in the 1990s. Greater integration between sawmills and pulp

mills during the mid-1990s improved the allocation and quality of wood

supply to sawmills. Instead of competing  Fig. 1.5 - Atlantic Canada’s Largest Wood
for roundwood, sawmills increasingly Product Mills, July 2008

had first access to this supply while pulp
mills used the by-products (i.e. wood
chips) or the lower quality roundwood
not used by sawmills. This enabled the
production of superior lumber that
generated higher export revenues.
Growth in lumber exports was also
fuelled by strong U.S. economic
expansion and housing construction,
and the Atlantic region’s exclusion from
the softwood lumber tariffs imposed by
the U.S.

In the last three years, the downturn in
U.S. housing markets combined with the

strong Canadian dollar and competition

from other sources has led to a slump in

* currently closed for a definite or indefinite period

Atlantic lumber markets that was more
severe than in the rest of the country. This has led to the closure of large
and small sawmills in all four provinces, including several in New
Brunswick. Exports have fallen from over $850 million in 2004 to $450
million in 2007. Further declines have occurred this year: Atlantic
lumber exports are down nearly 54% in the first five months of 2008, and
prices are expected to remain low until the U.S. housing market stabilizes

in mid-2009.
Until very recently, lumber shipments were almost exclusively shipped to

the U.S. However, with the slump in U.S. housing markets expected to

continue, lumber producers are gradually extending their reach into

12



other international markets. Exports of lumber to the U.K. totalled $4
million in 2006, but jumped to nearly $23 million in 2007. In the first
five months of 2008 exports are still at a high level but about 20% behind
2007 shipments.

Other segments of the wood Fig. 1.6 - Wood Products Hit Hard by U.S. Slowdown

pI‘OduCtS sector also expanded Atlantic Canada’s wood product exports
over the past decade: leading to 167 = Exports, $billions (left axis) T8
higher value—added production 1.4 1 -®—Share of Canada, % (right axis) [ ] — T 7
)-_*\I—l\./‘.\_-;
in the engineered products 121 - \-\. I
sector, such as Oriented Strand 107 M T°
Board (OSB), particle board and 081 T4
. 0.6 -3
fibreboard and other wood
. . . 0.4 L5
products, including windows
) 0.2 |
and doors, wood flooring, pre- H ﬂ H H
OO T T T T T T T T T T T T T T T T O
fabricated wooden building 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07

components and other

Source: Strategis Trade Data Online

millwork. Total exports of wood products peaked at $550 million in
2004, but fell to just $270 million in 2007. With 90% of the region’s
production occurring in New Brunswick, current losses in this sector
(including the closure of the Weyerhaeuser OSB mill in Miramichi) are
concentrated in this province. As with lumber, wood products exporters
are starting to reduce their almost total reliance on U.S. markets, and are
finding new markets in western Europe. However tough competition
from Chinese producers on lower cost products, particularly windows

and doors, makes it difficult to sell to the rest of the world.

1.5 Other Forest Sectors

The primary forestry is an important contributor to Atlantic Canada’s
economy especially in rural areas of the region. The primary sector
consists mainly of small woodlot owners or small harvest operations.
Over 1,900 of the 2,200 businesses in the primary forestry in 2006 had
less than five employees. The primary forestry industry benefited from
the increased demand for fibre in the late 1990s as a result of the
expansion in the wood products and pulp and paper industries. However,
primary forestry output has stagnated since 2004. The restructuring of

the forest industry has led to an 11% reduction in output in the primary

13




forest sector between 2004 and 2007. Similarly, employment has

declined by 3,300 over the same period, a reduction of more than 30%.

The Christmas tree and maple syrup industries are also centred in rural
areas of Atlantic Canada. With a value of $17 million in 2007, the
Christmas tree industry in the region is an important contributor to the
forest sector. Nova Scotia accounts for $10 million of the total and New
Brunswick for more than $6 million. Nova Scotia trails only Quebec in
total value and volume of production. Industry revenues have stagnated
in recent years and are down about 6% since 2000. The value of the
region’s maple syrup industry has improved significantly up from $4.5
million in 2000 to $11.7 million in 2007. The largest share of the industry
is in New Brunswick which accounted for $10.7 million of the total in
2007. While the industry has seen improvement, it pales in comparison

with Quebec where sales totalled $142 million in 2007.

1.6 Industry Integration

One of the most important characteristics of the forest industry is the
high level of integration among the different sectors. Residues or by-
products from one sector form a key input to another. Forest products
manufacturers for example, generate slightly more than six million m3 of
mill residues and other products. The primary product in this category is
wood chips, of which approximately 3.4 million m3 are produced by
sawmills in the region and sold to pulp and paper mills. Sawdust and
shavings are also sold to non-structural panel producers, (eg. Flakeboard
and CanExel). Most of this activity occurs on a localized basis, although
some interprovincial shipments do occur. Some by-products also have a
market in other industries: for example, the agricultural sector uses wood

shavings for animal bedding.

At larger mills, bark and other wood by-products are used as fuel to
generate heat for use in the manufacturing process. The volume of
available bark, and potentially other residues may be sufficient to
support the operation of a co-generation facility in which electricity and
heat may both be generated. Such operations are common in the pulp
and paper industry: most of the mills in the region operate some sort of

energy generating capacity. At some facilities where there is also biomass

14



or hydro-generating capacity'°, electricity that is surplus to the mill’s
needs may be sold into the provincial grid system. A biomass-fired
cogeneration plant has operated in association with the AbitibiBowater
newsprint mill in Liverpool, Nova Scotia since 1993. The company
recently purchased the plant from Brooklyn Power to make that mill

more energy self sufficient.

A revived interest in pellet production has created a new market for
sawdust residues. One mill in Nova Scotia® produces fuel pellets for
export to electricity producers in Scandinavia, using sawdust from
several other mills in its area. Several other proposals for pellet plants are

in various stages of development throughout the region?2.
Industry integration at times also has its downside: the loss of key
markets in certain products has triggered cost increases in others, at

times leading to a domino effect in terms of mill closures.

1.7 The Loss of Employment and Its Impact on

Communities

Employment in Atlantic Canada’s forest industry increased steadily

between 1992 and 2004, largely driven
by job growth in wood products.

However, the recent downturn in the
industry has had a direct impact on %7
employment, with Statistics Canada *
reporting a loss of over 7,000 jobs 2(2)
between 2004 and 2007, a decline of 28 |

close to 20%. All three forest industry 26 |
subsectors; primary, pulp and paper; o4 |

and wood products, are sharing in the 22 -

Atlantic job losses. Several closures in 20 A

98 99 00 01 02

the latter part of 2007 will likely be

03

Fig. 1.7 - Forest Employment Declines Sharply

Forestry employment in Atlantic Canada, thousands

04 05 06 07
Source: Statistics Canada/APEC

reflected in the 2008 figures. New Brunswick has the largest number of

forest industry employees (16,500) and the highest share of total

19.e.Corner Brook Pulp and Paper (Kruger).
1 The Enligna AG sawmill
12 see expanded discussion in Chapter 3
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employment in the Atlantic forest industry (4.6%). However, it is
Newfoundland and Labrador that experienced the greatest proportional
loss of employment in this industry over the period - a 35% decline in
that province between 2004 and 2007 compared to 19% for Canada as a

whole.

In Atlantic Canada, about 70% of the forest industry’s labour force lives
in rural parts of the region. Typically, forest industry jobs in Atlantic
Canada are well paid, especially compared to other alternatives in rural
areas. In the pulp and paper industry, mill workers typically earn more
than $1000 per week, about 40-60% more than the all-industry
averages. High levels of unionization in this sector ensure that there is
very little variation in compensation levels across the country. There is
greater variation in the average earnings of the wood products industry
across the country (with lower earnings in Atlantic Canada), but average
earnings for wood products employees are still above the all-industry

average.

Many communities across Atlantic Canada are dependent on the forest
industry as their primary employer. Of the 300 forest dependant
communities across Canada'4, over 50 are estimated to be in New
Brunswick alone. The closure of forestry-related operations can have a
devastating impact on employees and communities alike given the

difficulty in replacing these high-paid jobs.

The closures have had a major impact in Miramichi, New Brunswick
where a pulp mill, a paper mill, and an OSB mill have closed in the past
three years. The combined employment loss for the three mills is
estimated to be 1,240, in a town with a labour force of less than 9,000
people; and this does not include indirect employment losses associated
with support services or related operations. The nearby communities of
Bathurst and Dalhousie have also been hit by mill closures. The high
concentration of job losses in this part of New Brunswick is of particular

concern, and governments are under increased pressure to provide

13 In 2007, workers in pulp and paper in Nova Scotia earned $1,211 per week,
compared with $1,034 in New Brunswick and $997 nationally.
14 As defined by the Canadian Council of Forest Ministers
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transitional assistance to individuals and economic diversification

support for communities.

1.8 First Nations

First Nations communities in Atlantic Canada are becoming increasingly
engaged in forestry. The heightened interest is partially due to legal
rulings allowing aboriginal people increased access to crown forests for
communal purposes. The federal government has supported the
development of an aboriginal forestry sector through the federal First
Nations Forestry Program that provides funding primarily for forest
management and career development. Trained and skilled workers from
aboriginal communities are a growing source of talent for forest

industries in many parts of Canada.

Some initial projects in Atlantic Canada are providing an entry point for
First Nations communities in commercial forest operations. One such
endeavour is the 2002 forestry management contract that Stora Enso
(now NewPage Corp.) signed with the Unama’ki Institute of Natural
Resources (UINR), which represents the Mi’kmaq people of Cape Breton.
The deal gave UINR access to act as a contractor and harvest up to 10%
of the annual allowable cut on Cape Breton with an added clause for a
potential increase in the harvest volume. The two parties also agreed to
establish a joint UINR/Stora Enso forest planning committee that would

make recommendations for a long-term forest management plan.

Although the landholdings of First Nations groups in Atlantic Canada are
typically small, some have instituted modern forestry practices to
improve the commercial capacity of their own woodlots. One example is
Pictou Landing First Nation in Nova Scotia: its acquisition of FSC

certification in 2000 has generated interest among European buyers.

1.9 Government’s Role in Supporting the Forest
Industry

With a profound industry restructuring underway and the large number
of employees subject to job losses, it is perhaps no surprise that federal
and provincial governments are under pressure to provide increased

support to the forest industries. Yet most business owners and employees
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Community-Based Assistance Programs

Communities and individuals that have lost their main employer can
access a range of support from federal and provincial sources. When the
mill closed in Stephenville, Newfoundland and Labrador in December
2005, the province established a task force to address the need for an
economic diversification strategy for the town. This was funded in part
through federal regional development programs. Federal support was
also made available for training and tax breaks helped community

members to relocate.

A six-month plan announced in August 2007 has helped New Brunswick
communities when a sawmill operation closed. The company selling the
mill has been able to transfer their wood allocation for a fee of $10 per
cubic metre to a provincial economic development fund, which will be

spent in the area affected by the closure.

Communities hit hard by forest closures will see some funding from the
Community Development Trust program announced by the federal
government in 2007. This provincially-managed program is aimed at
one-industry towns facing major downturns. Atlantic Canada will receive
about $100 million through the program and it is expected that it will
support programs that improve productivity and competitiveness,
technology development and training for workers and communities

facing challenges in forestry and other industries.

In north-eastern New Brunswick, the provincial government has also
established community, business development and employment
strategies to mitigate the job losses associated with the recent closure of

several mills.

Other Directions for Government

The federal government is taking a greater role in supporting forest
innovation by bringing together its forest research agencies under one
umbrella, with the creation of FP Innovations (announced in 2007, with
a budget of $100 million). Some of the environmental challenges facing

the industry are being addressed through federal aid packages intended
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to combat the spread of the mountain pine beetle infestation in British
Columbia and support research on the brown spruce longhorn beetle in
the Maritimes. However, in general the federal government has backed
away from providing incentives for land management, including
silviculture: the last federal-provincial forest management agreement

ended in 1997.

Forest management strategies are currently under review in two of the
four Atlantic provinces. In New Brunswick, the province is expected to
shortly release two reports, one from its forestry task force on alternative
scenarios for long-term forest management strategies on crown lands,
addressing topics such as forest diversity and the supply of wood for
different industrial applications and a second from CIBC World Markets
which will focus on competitiveness and future opportunities. A report is
also expected In Nova Scotia, the provincial government is developing a
new natural resources strategy under its “Opportunities for Sustainable
Prosperity” initiative, and has held extensive public consultations to
provide input on topics such as sustainable forest practices, biodiversity

and industrial applications.
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Recent Developments in Atlantic Canada’s Forest Products Industry

St. Anne-Nackawic Pulp Co. closed its Nackawic, NB mill in September 2004 due to bankruptcy, with the loss of 400
jobs. The Nackawic mill was reopened in January 2006 by Aditya Birla with 250 employees. The company is
spending $45 million to upgrade the mill to produce a fibre product for the textile industry.

UPM Kymmene closed its aging Miramichi, NB, Kraft pulp mill in January 2005, with the loss of 400 jobs. The mill
was considered too expensive to modernize.

Smurfit-Stone closed its Bathurst, NB corrugated paper mill in August 2005, with the loss of 270 jobs. Demand for
packaging has been slowing in North America, as manufacturing is being shifted overseas.

Abitibi closed its Stephenville, NL newsprint mill in October 2005, forcing 280 people out of work. High energy costs
and an unstable wood supply were given as reasons for the closure.

Fraser Papers closed its paperboard operation in Edmundston, NB in October 2005, putting 100 people out of work.
Increasing competition in global markets forced the company to sell its equipment and shut the mill. Most of the
paperboard produced in Edmundston was used in the frozen food industry.

The Stora Enso Port Hawkesbury mill in Nova Scotia was shut down in December 2005. The newsprint and super-
calendered paper mill was threatened with closure unless labour costs, electricity costs and taxes were reduced. A
deal with employees, concessions from the provincial government and a ruling on electricity rates were sufficient to
restart the mill in October of 2006. Nova Scotia’s paper exports were down over $300 million in 2006 largely due to
the shutdown.

Weyerhaeuser announced in June 2007 that it will not reopen its oriented strand board mill in Miramichi, with the
loss of 140 jobs.

In August 2007, UPM-Kymmene closed its paper mill in Miramichi and announced its permanent closure in
December. The closure also shut down the company’s groundwood mill. In total 600 jobs have been lost.

The sale of Stora Enso’s Port Hawkesbury mill and its other North American assets to NewPage Corp. is being closely
watched as the new owner will be evaluating all of its assets. The older newsprint machine is considered more at risk
of closure than the newer supercalendered machine.

Corner Brook Pulp and Paper(Kruger) shut down its oldest and lowest producing machine at its Corner Brook, NL
mill in November 2007 putting 100 people out of work.

The merger of Abitibi and Bowater was completed in October 2007. The new company reviewed all of its operations
and closed eight mills in North America in November including its Dalhousie, NB mill which employed 300. The
company still operates two mills in the region (Liverpool, NS and Grand Falls, NL) which will face further reviews in
the months ahead.

Most sawmills in the region have been hit with either reductions in output or temporary or permanent closures. A
mill survey completed by the New Brunswick Forest Products Association in March 2008 found that; of the 61
sawmills in the province, only 13 are operating at full capacity; 14 are operating at significantly reduced shifts; 33 are
shut down (17 temporarily, 8 indefinitely, 8 permanent closures). In Nova Scotia several of the largest mills have
reduced shifts or have had to layoff employees. The provinces largest mill in Upper Musquodoboit, NS closed
indefinitely in December 2007.

Neenah Paper announced in May 2008 that it would be selling its mill and associated woodlands operation in Pictou
Co., NS to Northern Pulp Nova Scotia Corporation. Neenah will retain ownership in its 500,000 acres of timberlands
in the province

22

























































































































































