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NIEETINGWITH TENNESSEE ASSOCIATION. OF HOI\'IEBUILDERS .
Friday Wy 20, 1994 5:15 - 5:30 PM

EVENT -
You will be meeting with James Fisher of the Tennessee Association of Homebuilders.
He is interested in discussing the impact of federal forest policy on lumber prices and housing
affordability.

The Homebuilders are engaged in what we suspect is a nationwide campaign of pinning
the rise in lumber prices on the President's forest plan —— and thereby building opposition among
contractors, homeowners and the industry generally to our efforts in the northwest. Their
-information is knowingly false insofar as they state that the primary reason for rising prices is
the President's plan. You should be somewhat sharp with them about this, because they will
probably be pitching the "let's cooperate” approach while waging a major effort against us on the
outside.

The National Association of Home Builders has been eagerly seeking a meeting with you,
and the Tennessee group may use their "home court advantage” to try to set up such a meeting
. for the future. The national group has already met with Katie McGinty, and she has no objection

~ to your meeting with them.

BACKGROUND

The NAHB has been vocal about recent rises in the cost of lumber used in homebuilding.
They have also been critical of the Administration's Northwest forest plan, and its reduction of
timber harvests. They have asserted a correlation between these timber sale reductions and the
increase in lumber prices. This conclusion is completely unjustified.

In mid-February of this year, the Congressional Research Service (CRS) released a study
examining the impact of federal timber sales in the Northwest on lumber prices and homebuilding
~ activity. It found that, in the short run, the injunction on federal timber sales in the Northwest
imposed by Judge Dwyer has produced price increases, although their impact was deemed to be
small when compared to the impact of rises in housing starts associated with economic growth.
As the Administration has worked to lift the injunctions, controversy and uncertainty about future
harvests have caused prices to increase over the short term: "Finally, the national attention to
Federal timber in the Pacific Northwest exceeds its importance in US wood supplies, and also
contributes to speculative behavior to alleviate anticipated wood shortages.” (CRS, 1994: CRS-
11) L
_ The composite lumber price index' has fluctuated between $510 and $295 since October

1992.. The week of February 21, the composite price index was $474, identical to one year prior,
and as of May 6th, the composite was down to $389. One can expect prices to settle to lower
levels once Judge Dwyer lifts the injunction, and may fall farther once timber starts moving and
management in the region is stabilized (thus alleviating much of the uncertainty causing price
speculation and increases). However, it is important to emphasize that prices will not change
substantially, regardless of events in the Northwest. According to the CRS study, the

! The composite price index is an indicator of the price of framing lumber, maintained by
Random Lengths, Inc. of Eugene, OR.



overwhelmingly dominant factor. in the rise in lumber prices is economic growth, .not federal
timber managément in the Northwest. Some portion of the price fluctuation is due to normal,
seasonal variations in housing starts and lumber demand. A 1992 import tariff of 6.5 -percent on
Canadian lumber has also contributed to the price increases, although NAFTA implementation
could be expected to effect the eventual elimination of the tariff. Nearly 30 percent of US
lumber demand is satisfied by Canadian supply.

Extrapolation from the CRS study indicates that timber harvested on federal forests in the
Northwest can account for, at most, 0.5% of the cost of a new home (based on NAHB estimates
that construction wood costs account for less than 5% of the cost of a new house,’ and
considering that federal timber from the Northwest accounts for about 10% of total timber
demand). Given this relation, one could expect that restrictions on timber sales within the
range of the spotted owl could account for, at most, an increase of $500 in the price of a
$100,000 home. This amounts to an additional $3 per month assuming a 30 year mortgage at -
a conservative 8% interest rate.

Lumber prices are indeed higher than in the recessionary year of 1992. One effect of
higher lumber prices, as mentioned in the CRS report, is an increase in the use of alternative
building materials. While materials such as steel are produced from non-renewable resources,
other materials such as composite wood products present the attractive alterative of both using
less of the forest resource and stimulating employment in processing. Internalizing the true costs
of lumber make such value-added products more competitive, conserving the resource and
employing displaced timber workcrs

Secretary Cisneros, in a recent letter to Secretary Babbitt, expressed his concern about the
impact of restrictions of timber harvests on federal forests on the Administration's affordable
housing agenda. He was worried by the news that lumber prices had reached all-time high levels
at the end of last year. While lumber prices did reach these high levels last year in inflated
terms, prices in real terms have yet to reach those attained in the 1970s. Furthermore, as
indicated by the Random Lengths index, lumber prices have fallen by as much as 18% since -
February, 24% since the $510 high of the last week of 1993. The Secretary may be concerned
by statements of the NAHB and others, indicating that recent price increases of $4000 to $5000
on a median new home.> While this may be the case, the causes behind the increase seem to
lie in economic growth and increased housing starts (the number of housing starts grew by 72%
in 1993%).

2 NAHB, Public Affairs Division, Housing Backgrounder, Washington, DC: January 1989,
p. 24-25, cited in CRS, 1993.

* Testimony of Mr. Thomas N. Thompson, President, NAHB, before the House Banking,
Finance and Urban Affairs Committee —- Subcommittee on Housing and Community
Development, March 23, 1994.

* Testimony of Mr. David Lereah, Chief Economist, Mortgage Bankers Association of
America, Washington, D.C, before the House Banking, Finance and Urban Affairs Committee
~— Subcommittee on Housing and Community Development, March 23, 1994.



C S Congressional Research Service
esmmmemim  The Library of Congress

To: White House Office of
Environmental Protection

Attn: Matt Zinn

The attached information is forwarded in
response to your inquiry.

Sincerely,

s

oseph E. Ross
Director

Re: Request for a copy of the
report on lumber prices by
Ross Gorte, dated 3/10/93

The report you cite is actually

a memo -- a copy is attached.

Mr. Gorte indicated that he is

in the process of revising and
updating this memo and turning

it into a CRS Report. If you

are interested in getting a copy
of this report, Mr. Gorte suggested
checking with him, at 707-7266, in
about a month to see if it is done
yet.

From: Anne Gillis
Tel: 707-8984

5-156a (rev 4/89) ey,



CRS Congressional Research Service « The Library of Congress « Washington, D.C. 20540

MEMORANDUM March 10, 1993

SUBJECT. : Lumber Prices

FROM :  Ross W. Gorte
Economist and Natural Resource Specialist
Environment and Natural Resources Policy Division

The recent rise in domestic lumber prices has attracted attention. News
stories have discussed the price rise, and have cited various interest groups
claiming the price rise is due to protection of the threatened northern spotted
owl on the Federal lands of western Washington and Oregon and northwestern
California. Other groups have argued that the incipient economic recovery is
the cause of the recent price rise.

This memorandum describes the price rise, numerically and graphically, as
well as in words, and then examines the possible explanations for the price rise.
The economic recovery is probably the major cause of the lumber price rise, but
seasonal factors, the countervailing duty on Canadian lumber, and spotted owl
protection on Federal lands have also contributed. Although the lumber price
rise is substantial, existing evidence suggests that it will not significantly slow
housing starts or the economic recovery.

LUMBER PRICES

The attached tables and figures show monthly lumber prices from January
1975 through February 1993. The prices shown in table 1 and figure 1 are the
monthly weighted average for a variety of framing lumber sizes, grades, and
species, calculated weekly by Random Lengths, Inc. (a lumber price reporting
organization located in Eugene, OR). Table 1 and figure 1 show that framing
lumber prices have risen substantially over the past two months. The February
1993 composite price of $445 per thousand board feet (MBF) of lumber is a
record high, nearly 24 percent above the previous record -- January 1993. The
lumber price increase from January to February is the largest -- in dollars ($85)
and in percent (24%) -- over the past 18 years.

This memorandum was prepared in the Environment and Natural Resources Policy
Division for distribution to more than one client.
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Current prices can be misleading for making historical comparisons, because
inflation raises all prices. Adjusting prices to a common price level is a standard
economic practice for examining changes in real (deflated) prices. Real, deflated
lumber prices are shown in table 2 and figure 2; these prices are the Random
Lengths’ framing lumber composite prices adjusted with the Consumer Price
Index (CPI) to 1982-1984 average prices.! Table 2 and figure 2 again show that
the January-February 1993 price increase is the largest -- in real dollars ($60)
and in percent (24%) -- over the past 18 years. However, in real dollars, the
February 1993 price is still substantially below the peak real price of $402 per
MBF in August 1977. In fact, from August 1976 through October 1979, real
composite framing lumber prices were mostly higher than the February 1993
price.

Even if real lumber prices are below record high levels, they have risen
substantially over the past few months. Why? What has caused lumber prices
to rise by more than 70 percent since October 1992? Some have suggested that
spotted owl protection is to blame, but other assert that it is a normal response
to renewed economic growth.

SPOTTED OWL PROTECTION

Protection of the northern spotted owl has substantially reduced timber
sales by the Forest Service and the Bureau of Land Management (BLM) in the
Pacific Northwest over the past several years. For example, in May 1991, the
Forest Service was enjoined from selling timber in much of the area inhabited
by spotted owls (commonly called the "owl region”) until it had prepared a
management plan and environmental impact statement for the species. In
February 1992, the BLM was similarly enjoined from selling timber because of
its failure to prepare environmental impact statements. Contrary to conven-
tional wisdom, the litigation and injunctions have generally not been based on
protection under the Endangered Species Act (ESA), but rather on unfulfilled
requirements of the National Forest Management Act of 1976 (NFMA), the
National Environmental Policy Act of 1969 (NEPA), and other laws.

The impact of spotted owl protection on Federal timber sales is uncertain.
Estimates following the designation of critical habitat by the U.S. Fish and
Wildlife Service suggest that future Federal timber programs in the owl region
are likely to be near 2 billion board feet (BBF).2 This is down from the record
5 BBF harvested annually from these Federal lands in the late 1980s; however,
about half of this decline (1.5 BBF) was proposed in new land and resource

'The February 1993 CPI is not yet available; the February 1993 real price
for lumber was calculated assuming no change in the price level from January
1993 (i.e., no inflation or deflation for the month).

*See: U.S. Library of Congress, Congressional Research Service. Economic
Impacts of Protecting Spotted Owls: A Comparison and Analysis of Existing
Studies. [by Ross W. Gorte.] CRS Report for Congress No. 92-922 ENR.
Washington, DC: Dec. 7, 1992.
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management plans for the national forests required by NFMA. Some of the
decline in the NFMA management plans is likely due to owl protection, but such
protection is only one of many factors affecting future Forest Service timber sale
levels. That portion of the decline is not a result of protecting the spotted owl
under the ESA; owl] or no owl, Federal timber harvests in the owl region were
likely to decline, and that decline had been predicted for decades.®

Federal timber sales are currently less than is likely under the designated
critical habitat and spotted owl recovery plan. Both the Forest Service and the
BLM are under court injunctions severely restricting timber sales until they
complete the environmental statements required by the National Environmental
Policy Act of 1969 (NEPA). The Forest Service presented a management plan
and environmental impact statement to the court in March 1992, but the judge
rejected the effort, arguing that the agency had failed to consider new data,
indicating substantially faster owl populations declines that had been assumed,
and concurrent actions, such as the ESA exemption requested by and partially
granted to the BLM. For the BLM, the partial exemption from ESA for certain
FY1991 timber sales was granted, but prohibited the agency from further timber
sales until it had completed a new 10-year sale plan that was consistent with the
recovery plan, and had received public comment and departmental approval on
the plan. In any case, BLM sales were already enjoined based on the failure to
comply with NEPA requirements.

How important is the Federal timber in the owl region? The Forest Service
and BLM historically have provided about a third of the timber harvested in the
owl region, and the owl region produces about 30 percent of the lumber manu-
factured in the United States. Thus, Federal timber in the owl region histori-
cally has provided about 10 percent of total domestic timber supplies. If the
designated critical habitat and spotted owl recovery plan reduce Federal timber
sales in the owl region by about half from historic levels (with other factors
accounting for some additional declines), then spotted owl protection is reducing
historic supplies by about 5 percent. Because demand for lumber is relatively
inelastic, a 5-percent decline in supplies could increase lumber prices by about
10 percent, other things being equal. In addition, because Federal timber sales
currently are lower than is likely under the designated critical habitat and the
spotted owl recovery plan, at least until the agencies complete adequate environ-
mental statements, spotted owl protection may have increased current lumber
prices by more than 10 percent.

ECONOMIC CONDITIONS

Changes in economic conditions can also affect lumber prices. One change
is the annual cycle of lumber price changes. The lumber prices shown in table
1 are, on average, 10 percent higher in January and February than in October
and November. Lumber prices typically decline in autumn, at the end of the

3See: V. Alaric Sample and Dennis C. LeMaster. Assessing the Employment
Impacts of Proposed Measures to Protect the Northern Spotted Owl. Washington,
DC: American Forestry Assoc., Forest Policy Center, 1992. 65 PP
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building season, and then rise in winter, in preparation for the new building
season. Prices may jump in the summer, if construction is stronger than antici-
pated, such as in 1977, 1983, and 1991; alternatively, prices may decline, if
construction is weaker than expected, such as in 1984, 1985, and 1990. None-
theless, the seasonal pattern of lumber prices accounts for some of the recent
rise in lumber prices.

A more significant factor is the typical lumber price rise in the recovery
following a recession. For example, lumber prices in the first quarter of 1976
were more than 50 percent higher than prices had been in the first quarter of
1975, and 1976 average lumber prices were 32 percent above the 1975 average.
Similarly, lumber prices in the first half of 1983 were 40 percent higher than
prices had been in the first half of 1982, and 1983 average lumber prices were
31 percent above the 1982 average. This suggests that lumber prices will rise
by at least 30 percent in an economic recovery.

Although the recent rise in housing starts is relatively modest, indications
show that an economic recovery has begun. Thus, a 30-percent lumber price rise
should not be surprising. Lumber prices in December 1992 and in January 1993
were 35 percent above prices in the preceding year, and February 1993 prices
were 45 percent above February 1992 prices. The February price rise probably
understates the effective rise, because February 1992 prices were inflated by
fears of a countervailing duty on Canadian lumber, as discussed below.

INTERNATIONAL TRADE

In May 1992, the United States imposed a 6.51-percent countervailing duty
on imports of most Canadian softwood lumber. Since Canada supplies nearly
30 percent of the lumber used in the United States, the countervailing duty
probably raises U.S. lumber prices by an unknown amount (but certainly less
than 6.5 percent).

The pattern of lumber prices during the investigation by the Department
of Commerce, International Trade Administration (ITA), into Canadian practices
also illustrates the effect of speculation and concerns about future supplies on
the price of lumber. The ITA announced its investigation of Canadian softwood
lumber imports in October 1991. The preliminary finding of Canadian subsidies
to their lumber manufacturers was released in March 1992; the preliminary
estimate found subsidies of 14.48 percent of lumber prices, and therefore the
countervailing duty was initially set at 14.48 percent. The final finding was
then issued in May, and estimated subsidies of 6.51 percent, and therefore the
final countervailing duty was set at 6.51 percent.

Between October 1991, when the ITA announced its investigation, and
March 1992, when the preliminary finding was released, lumber prices rose 46
percent. Even discounting for the 10-percent seasonal price rise, lumber prices
increased by more than double the preliminary countervailing duty, despite
Canadian lumber accounting for less than a third of U.S. lumber use. Thus, it
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appears that U.S. lumber prices react strongly to fears about possible changes
in domestic lumber supplies.

Another factor that could be contributing to demands on U.S. lumber is the
potential economic recovery in Japan. Changes in the Japanese economy often
follow changes in the U.S. economy by several months, and Japan has been in
a recession. While the Japanese economy has not yet shown signs of a recovery,
some exporters may be beginning to acquire exportable logs and lumber in
anticipation of a recovery, and thus may be adding to the pressures on U.S.
lumber prices.

CONCLUSIONS AND IMPLICATIONS

Lumber prices have risen by 70 percent in the past few months. February
1993 prices reached historic highs, although after adjusting for inflation, the
prices are still substantially below real lumber prices of the late 1970s. Many
factors have contributed to the recent price rise, but the economic recovery is
probably the most significant cause, because lumber prices rose by more than 30
percent in the previous two recoveries, in 1983 and in 1976. Seasonal lumber
demand also contributes about a 10 percent rise in prices. The recent 6.51-
percent countervailing duty on Canadian lumber and the possible Japanese
economic recovery may also be contributing to the recent rises in U.S. lumber
prices. Finally, spotted owl protection on Federal lands is likely to raise prices
by about 10 percent; this price rise could be considerably more in the short run,
until the Forest Service and BLM have completed land management plans and
environmental impact statements that the courts determine have adequately
reflected the threatened status of spotted owls.

Some interests have warned that substantial lumber price rises might choke
off the U.S. economic recovery. They argue that homebuilding is typically a
major factor in an economic recovery, and that price rises for homebuilding
supplies could dampen the demand for housing, and thus cause a recovery to
falter. However, examining this possibility from two different angles suggests
that this result is unlikely. First, history suggests that rising lumber prices are
unlikely to constrain housing starts. Lumber prices rose by 73 percent between
1975 and 1978, while housing starts rose by 74 percent (from 1.16 million starts
in 1975 to 2.02 million in 1978). Similarly, lumber prices rose by 31 percent
between 1982 and 1983, while housing starts rose by 60 percent (from 1.06
million starts in 1982 to 1.70 million in 1983). Thus, rising lumber appear not
to have, historically, dampened homebuilding activity.

The second angle is the likely effect of rising lumber prices on housing
prices. According to the National Association of Homebuilders, construction
wood -- lumber, plywood, trusses, interior trim, etc. -- accounted for less than 5
percent of the price of a house.* Thus, doubling the price of lumber raises the
price of a house by only 5 percent -- $5,000 on a $100,000 house. On a 30-year

‘National Association of Homebuilders, Public Affairs Division. Housing
Backgrounder. Washington, DC: Jan. 1989. pp. 24-25.
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mortgage for a $100,000 house with a fixed interest rate of 9 percent, doubling
the price of lumber increases mortgage payments by less than $40 per month.
This increase is less than the impact of a 1-percentage point increase in the
interest rate; increasing the interest rate from 9 percent to 10 percent, in this
example, would increase the mortgage paymenis by slightly more than $40 per
month. Since small changes in mortgage rates have a greater effect on home
buyers than doubling lumber prices, it seems unlikely that changes in lumber
prices can have a significant effect on housing demand.



Table 1. Random Lengths’ Framing Lumber Composite Price
(prices in current dollars per thousand board feet)

Jan. Feb. March Aprii May June July Aug.  Sept. Oct. Nov. Deec.

1975 $104 $115  $118 $142  $161  $140 $142 $140 $139 $132 $137  $160
1976 $162 $1756  $172  $166  $162 $169  $177 $190 $189 $178 $186  $196
1977 $188 $189 $195 $191  $186  $194  $221  $246  $241 $214 $206  $218
1978 $224  $226 $226  $221  $232  $226  $230 $241  $237 $246 $243  $233
1979 $233 $241  $254  $248  $249 $250 $266  $291  $2856  $270 $229  $216

1980 $219 $228 $199 $159  $184  $210 $218 $2156 $193 $196 $209  $202
1981 $202 $200 $198  $215  $213 $211 $211  $194 $180 $170 $166  $177
1982 $171  $162 $168  $170 $166 $178 $174  $160 $159  $167 $176  $192
1983 . $229  $223  $227  $229  $2564 - $262 $240 $202 $189 $200 $194  $209
1984 $213  $228 $233 $216 $192 $188 $183 $190 $180 $180 $184  $186

1985 $200 $193 $187 $193  $223  $223 $205 $184 $186  $179  $177  $183
1986 $188  $187  $226  $234  $218 $200 $198  $206  $211  $198 $206  $197
1987 $209  $232  $231  $229  $223 $239 $240 $246  $262 $222 $216  $224
1988 $226 $236 $231  $239  $228  $240 $240 $214 $216 $216 $224  $225
1989 $241  $242  $242  $244  $247  $252  $262 $240 $239 $236 $216  $221

1990 $230 $243  $2561  $268  $248 $241  $236  $222 $213 $196 $197  $206
1991 $208 $204  $217 $234  $259  $302  $262 $225  $222  $220 $230 $237
1992 $266 $306 $321  $304 $282 $260 $254  $264  $277 $266 $290  $320
1993 $360  $445
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1975
1976
1977
1978
1979

1980
1981
1982
1983
1984

1985
1986
1987
1988
1989

1990
1991
1992
1993

Jan.

$200
$291
$321
$358
$341

$281
$232
$181
$234
$209

$190
$172
$188
$196
$199

$181
$165
$193
$262

CRS-10

Table 2. Random Lengths’ Framing Lumber Composite Price, Deflated
(prices in 1982-84 average dollars per thousand board feet)
(adjusted by the Consumer Price Index, 1982-1984=100)

Feb.

$219
$314
$320
$358
$349

$289
$228
$171
$228
$223

$182
$171
$208
$203
$199

$190
$151
$221
$312

March

$224
$308
$328
$356
$363

$248
$224
$178
$232
$227

$176
$208
$206
$198
$198

$195
$161
$230

April

$268
$296
$318
$346
$351

$196
$241
$179
$232
$209

$181
$215
$203
$204
$198

$208
$173
$218

May

$284
$287
$308
$360
$348

$225
$237
$173
$256
$186

$208

$200

$197
$194
$200

$192
$191
$202

- June

$261
$298
$320
$347
$346

$254
$233
$184
$263
$181

$207
$183
$211
$203
$203

$186
$222
$185

July

$262
$310
$362
$350
$364

$264
$230
$178
$240
$176

$190
$181
$211
$203
$211

$181
$192
$181

Aug.

$258
$331
$402
$365
$394

$258
$210
$164
$202
$180

$170
$188
$216
$180
$193

$169
$166
$187

Sept.

$2565
$328
$393
$366
$382

$230
$193
$162
$188
$1711

$171
$191
$219
$179
$191

$161
$162
$196

Oct.

$240
$307
$347
$365
$369

$230
$182
$160
$198
$111

$1656
$180
$193
$179
$188

$147
$160
$180

Nov.

$248
$321
$331
$361
$302

$244
$177
$178
$192
$176

$162
$186
$187
$186
$171

$147
$167
$204

Deec.

$270
$337
$351

 $344
- $282

- $234

$188
$197
$206
$177

$167
$178
$194
$187
$176

$164
$172
$226
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 Acoording to a study produced by Ross Gorte of the Congressional Rescarch Ser i
in March of 1993,! any conclusion indicating significant correlation of increased']
jumber prices with lower harvest levels on federal forests in the owl range must be:spurious.

DATE: - 16 February, 1994

He found that at most, *spotted owl protection on Federal lands is likely to raise prices by

about 10%.* (Gorte, 1993: CRS-5) Economic recovery was found to have the greatest

influence (>30%), followed by seasonal fluctuations (10%) and import tariffs on Canadian

wood (<6.51%). As of February 1993, Ilumber prices in current dollars had reached a - \93
historical peak ($445/kbf),? although prices in real terms were still 22% below their -

historical high of 1977. The study did indicate that price increases might be more severe in \

the short term, given the injunction on harvests, which this administration is currently '

seeking to lift. Lumber prices were $449/kbf (also in current dollars) as of Friday, February

4, 1994, showing virtually no change from last year.

The study went further, dismissing ‘claims that rises in lumber prices would affect QY‘J \;\Q
housing starts, thus causing economic Tecovery to stall. Mr. Gorte found, based on National =~
Association of Homebuilders (NAHB) figures,? that a doubling of lumber prices would
increase the cost of a new house by less than five percent. Given this relation, one could
expect that restrictions on harvests in the range of the owl could account for, at most, an
increase of 0.5% in the cost of a new house, or $500 on a $100,000 home.* This figure
directly contradicts the industry assertion that owl-caused increases in lumber prices have had
large impacts on housing costs: *The lumber crisis is having a severe effect on housing
affordability and on the whole economy...” (. Roger Glunt, NAHB President, quoted in
Nation’s Building News, 12/20/93, p. 7). The CRS study compared rising lumber costs
during economic recoveries to changes in housing starts, and found that housing starts had
actually increased simultaneously with increases in lumber prices: *...rising lumber [prices]
appear not to have, historically, dampened homebuilding activity.” (Gorte, 1993: CRS-5)

1 Ross Gorte, "Memorandum on Lumber Prices,® Congressional Research Serviee-,.2.11019.3 |

2 This figure is a composite index of framing jumber costs, complied by Random Leagths, Inc. of
Eugeae, OR. '

3 NAHB has indicated that lumber costs account for less than five perceat of the total cost of a house.
(NAHB, Housing Back_gr’ounder, p. 24-25, cited in Gorte, 1993: CRS-5)

4 This amounts to an addition of just over $3 per month on a 30 year mortgage at a conservative 8%
interest rate.



1)

2)

3)

It is thus reasonable to conclude that:

reductions in timber harvests on owl forests will not mgmﬂmntly affect lumber pnces
followmg the lifting of the injunctions;

the minimal price increases attributable to owl protection measures have little effect
on the costs of homebuilding, and therefore will not likely impact housmg starts
overall;

no significant impacts to overall economic recovery can be expected to follow from
owl mitigation measures.



CQ’s WASHINGTON ALERT 03/24/94

LUMBER PRICES & HOUSING AFFORDABILITY
(TESTIMONY 03/23/94; 1304 lines; House Banking, Finance and Urban Affairs Committee --
Subcommittee on Housing and Community Development) Item Key: 671

LUMBER PRICES & HOUSING AFFORDABILITY House Banking, Finance and Urban Affairs
Committee

Housing and Community Development Subcommittee (Chairman Gonzalez, D-Texas) held a hearing
on lumber prices and how increases in lumber costs impact housing costs.

COPYRIGHT 1994 BY FEDERAL DOCUMENT CLEARING HOUSE, INC.
WASHINGTON, D.C. US.A.

WITNESS LIST

HEARING ON

"Lumber Prices and Housing Affordability"

Wednesday, March 23, 1994

10:00 A.M. IN ROOM 128 RAYBURN HOUSE OFFICE BUILDING

Panel I:

Mr. Thomas N. Thompson, President, National Association of Home Builders, Washington, D.C.
Mr. David Lereah, Chief Economist, Mortgage Bankers Association of America, Washington, D.C.
Mr. Ted Swisher, Director, Sumter County Initiative, Habitat for Humanity International, Americus,
Georgia

Panel II;

Professor Bruce R. Lippke, College of Forest Resources, University of Washington, Seattle,
Washington

Mr. Alberto Goetzl, Consulting Forest Economist, American Forest and Paper Association,
Washington, D.C.

Mr. Michael Fritz, President and CEO, Rugg Lumber Company, North Hampton, Massachusetts, on
behalf of the National Lumber and Building Materials Dealers Association, Washington, D.C.

2 X X XX

STATEMENT OF THE

NATIONAL ASSOCIATION OF HOME BUILDERS

BEFORE THE

SUBCOMMITTEE ON HOUSING AND COMMUNITY DEVELOPMENT
COMMITTEE ON BANKING, FINANCE AND URBAN AFFAIRS

U.S. HOUSE OF REPRESENTATIVES

HEARING ON THE IMPACT OF LUMBER PRICES
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APPENDIX--DATA ON WETLANDS

Wetlands data that are available are not well-suited to distinguishing the
relative importance or functional values of various sites. If H.R. 1330 or any
other legisiation that calls for differentiating among wetlands is enacted. than
there will be numerous practical questions over how to apply the legislative

mandate on the ground. Potentially, there are many ways to differentiate the
more valuable from the less.

The implementing agency will need to translate the legislative language
into regulations, and the regulations will need to be further interpreted as
practical guidelines that wetland delineators can apply on the ground. Problems
over the past few years associated with delineating the exterior boundaries that
separate wetlands from other lands have been well documented. Given these
problems, it is hard to be optimistic that even the best experts will agree where
lines should be drawn through or within wetlands to distinguish the more
valuable portions from the less valuable. The possibility of compensation,
should H.R. 1330 be enacted, will increase the pressure on the delineators. That
pressure will demand that the rules be clear and precise.

Even if all parties have the best of intentions, several problems could be
encountered. First, larger wetlands generally change by very fine degrees of
gradation. Will the applicable variables be indicator plant species, depth and
coverage of water, certain soil conditions, or some combination of two or even
all of these factors? Once these factors have been articulated, how will they be
determined at a site? Second, how will these factors be applied to the variety
of wetlands, and to relative importance associated with specific functions
because of location within a water system? For example, virtually identical
wetlands at different locations in a single water system may have very different
values because of the functions they perform for that system.

While there still would be difficulties in delineating within wetlands, the
amount and quality of overall wetland data is improving rapidly. At the
national level, the FWS is confident that the overall estimate of 104 million
acres in the mid 1980s is accurate for the 48 coterminous States, citing a
standard error of 3.3 percent.! Also, FWS's national mapping inventory
continues and is now more than 70 percent complete (the entire suryey is due
in 1998). These data and mapping activities are based on the FWS wetlands
definition as laid out in the 1979 Classification of Wetlands and Deepwater
Habitats of the United States, not the regulatory definition under the section 404
program. Minimum size conventions and some variation between the definitions

used in the two activities result in different acreage totals under the inventory
and under the 404 program.

? See table 3 in Status and Trends of Wetlands in the Coterminous United
States, U.S. Department of the Interior, Fish and Wildlife Service. 1991, p. 9.
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ON HOUSING AFFORDABILITY
MARCH 23,1994

Mr. Chairman, Members of the Subcommittee:

My name is Tommy Thompson, and I am a home builder from Owensboro, Kentucky. As this year’s
president of the 170,000 member firms of the National Association of Home Builders (NAHB), I
sincerely appreciate the Subcommittee’s interest in focusing on the impact that rising and fluctuating
lumber prices are having on housing affordability, particularly as it impacts on low- and
moderate-income families. Mr. Chairman, I want to thank you for calling this hearing. I would also like
to recognize and personally thank Representative LaRocco for his efforts on this issue, and in helping
schedule this important hearing.

Our statement today is about housing affordability -- the impact of lumber prices on young families
seeking to purchase their first home. It is also about the impact of lumber prices on rents that low-
and moderate-income families, many with single-head of households, face as the result of increased
lumber prices. Finally, it is about the impact that these increased lumber prices have, or will have, on
federal programs such as assistance to the homeless, the elderly, and those who are looking forward to
increased homeownership opportunities -- indeed, even the National Homeownership Trust will assist
fewer families as the result of increased lumber prices. While I would be pleased to respond to
questions Members of the Subcommittee may have on the timber issue itself, our prepared statement
does not focus on old-growth forests versus new growth forests. Neither does our statement focus on
the Endangered Species Act or other federal policies that contribute to the drop in lumber supply.
Instead, Mr. Chairman, I will limit my remarks to the affordability issue.

BACKGROUND

Housing is a critical component to the overall health of our nation’s economy. This industry has led
this nation out of every recession since World War II and is a leading component in this recovery. In
fact, almost eighteen percent of the increase in Gross Domestic Product (GDP) over the last eight
quarters is a result of renewed housing construction.

Overall, new home construction, remodeling, and repair of homes account for more than two-thirds
of all lumber consumed in the United States each year. The cost of lumber and wood products account
for one-third of the materials cost of a new home (the median new home is a two thousand square
foot home costing $125,000). Given the fact that the typical new home contains 15,800 board feet of
lumber and 6,300 square feet of structural panel, it is easy to see how volatility and price increases
impact the market. Home builders depend on a steady and predictable supply of quality lumber at
reasonable prices. When prices increase dramatically, or are unstable and unpredictable, our ability to
provide affordable housing is hindered.

The volatility of wood product prices adds a unique dimension to the lumber price crisis that may
result in even higher home prices. While the current price of lumber is $443 for 1000 board feet, at
the end of 1993 prices had reached $510, setting an all-time high. Further increases are expected, and
by late spring prices over the previous record are well within the realm of the possible. As does any
commodity price fluctuation, this creates a speculative market condition. Builders being the middle
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men, must anticipate their lumber costs, and quote prices for delivery without any price protection.
This forces builders to price contracts at the highest recent lumber price in order to protect themselves
from possible price fluctuations. Then, even if we can give the buyer the benefit of lower lumber prices
at the time of delivery, the buyer must plan for finances, like qualifying for a mortgage and setting
aside sufficient down payment, on the basis of the higher contract price.

Mr. Chairman today’s price is 78% higher than it was in October of 1992, the point at which the
market truly began to feel the impact of supply shortages, and prices began to increase substantially. It
is 45% higher than it was on July 2, 1993, the day President Clinton released his Forest Plan. Most
importantly, the increase in lumber prices since October of 1992 has caused the price of an average
home to increase by between $4000 and $5000. This increase has been felt in every state of the Union,
and while it is obviously higher in larger homes, it is in the smaller home market--the first time
homebuyer market--where the housing consumer is more likely to be hurt. Indeed the impact of this
phenomenon goes even farther, as increased costs will affect rental housing prices as well.

IMPACT ON HOME BUYERS

An increase of $4000 to $5000 in the purchase price of an average home forces 80,000 to 100,000
people out of the housing market. Those effected are not the move-up, middle- and upper-income
home buyers. They are people who have built their savings to the point that they can afford a starter
home in middle America. To these consumers, even the slightest price increase can mean the
difference in realizing the dream of home ownership.

While the price increase in and of itself means a larger down payment requirement, and in some
instances the resultant inability to qualify for financing, this crisis has created a novel situation. In
many cases appraisers will not take increased lumber costs into account. This forces mortgage lenders
to insist that the entire cost of the price increase be included in the down payment.

In essence then, the lumber price crisis has exaggerated both the down payment and financing
qualification concerns that have long been the bane of first time home buyers. Furthermore, many
families have price thresholds that they do not wish to exceed. Home buyers often do not approach the
monthly debt burdens allowed by mortgage lenders because they want more disposable income for
savings, for greater protection against unforeseen changes in income, or for other purchases.
Households often choose not to deplete their cash reserves. Therefore, even if they pass a mortgage
lender’s requirements, the higher cost may exceed their personal limits thus removing them from the
market.

It is important to note that the impact of the lumber price crisis is felt not just in the new home
segment, but throughout the entire housing market. Indeed, a price increase for newly built homes
influences some home buyers to purchase existing homes rather than new ones.

The increased demand puts upward pressure on the prices of existing housing. This results in higher
prices for all homes and a consequent loss of sales. We estimate, based on the historical split of home
sales, that of the anticipated 100,000 decline in sales, 75,000 will come from existing homes and 25,000
from new homes.
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State Wetlands 20% Priority # of Sites | List as %

' of Total Acquisition on List | of State
List Total
Alabama 3,783.8 756.8 203.8 8 sites 5.4
1| Arizona 600.0 120.0 3.8 10 sites 6
Arkansas 2,763.6 552.7 905.8 61 sites 32.8
|| -California” 4540 90.0 66.0 5 sites 145
Il Colorado 1,000.0 200.0 106 8 sites 1.1
Connecticut 1725 35.0 9.3 21 sites 5.4
Delaware 223.0 44.6 18.6 16 sites 8.3
Florida’ 11,038.3 2,207.7 623.9 48 sites 5.7
Georgia’ 5,298.2 1,060.0 -620.9 54 sites 11.7
Idaho" 385.7 1.7 7.0 4 sites 1.8
Illinois 1,254.5 250.9 76.9 12 sites 6.1
| Indiana 750.6 150.1 28.8 4 sites 38
Iowa 421.9 84.4 13.6 5>sites 32
Kansas 435.4 87.1 7.0 7 sites 16
Kentucky" 300.0 60.0 60.8 7 sites 20.3
Louisiana 8.784.2 1,757.0 2,396.8 88 sites 21.3
Maine 5,199.2 1,039.8 114.8 71 sites 22
Maryiand 440.0 88.1 44.9 46 sites 10.2
Massachusetts 588.5 117.7 44.8 26 sites 7.6
|| Michigan 5,583.4 1,116.7 70 3 sites 1
Minnesota 8,700.0 1,740.0 59.5 6" sites a
Mississippi 4,067.0 813.4 299.3 72 sites 74
Missouri 643.0 128.6 77.1 11""sites 12.0
Montana 840.3 168.1 45.2 39 sites 5.4
Nebraska 1,905.5 3811 181.8 6 sites 1.0
Nevada® 236.4 47.3 104.2 5 sites 44.1
New Hampshire 200.0 40.0 20.5 22 sites 10.3
New Jersey 916.0 183.2 1104 34 sites 12.1
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IMPACT ON RENTERS

Lumber and wood products constitute about 8 percent of the cost of producing a multifamily unit.
Lumber is a slightly smaller component than in single family homes because multifamily units are
smaller and have less exterior wall space. The same increases in the cost of lumber which would add
$4000-$5000 to the cost of a single family home would add $1,600 to the cost of a multifamily unit.
These increased production costs will naturally be offset by higher rent charges. We estimate that the
$1600 in additional construction costs will ultimately increase monthly rents by $16 on the average
apartment.

This estimated $16 per month increase will extend to all rental units, not just to new construction, as
the cost of replacement and expansion of the rental stock drives up the value of the existing stock. A
$16 increase in monthly rent means about 1 million more renters would be forced to pay more than
the desirable 30 percent of their income for housing. Many renters are already stretching their limited
budgets and even relatively small increases can have significant impacts on those with limited incomes.

IMPACT ON GOVERNMENT ASSISTED HOUSING

A corollary of the lumber price crisis is its impact on government assisted housing. The increased
cost of producing rental housing will affect the number of units that can be subsidized through the
Low Income Housing Tax Credit (LIHTC). Under the present per capita allocation system, NAHB
estimates that the LIHTC is sufficient to produce about 50,000 new rental units and about the same
number of rehabilitated units. As the cost of the unit increases, the number of units that can be
assisted with a fixed amount of credit declines.

NAHB estimates that lumber price hikes experienced between October 1992 and now increase the
cost of a LIHTC unit by $1,600. This cost increase means that the program would support about 4,000
fewer units.

The National Home Ownership Trust, which has a proposed FY 1995 appropriations of $560
million, could suffer even greater declines in activity than the Low Income Housing Tax Credit as
home prices increase and more dollars are needed for every home buyer assisted. Under the
Chairman’s current funding proposal, the Trust could assist 140,000 first time home buyers with $4,000
in down-payment assistance. The lumber cost increases would completely eliminate the impact of the
$4,000 assistance if the entire price impact were required in the down payment. If the home price
increase could be entirely financed, then the home buyer’s mortgage amount would increase by $4,000,
and the home buyer would have to pay $28 per month more to support the increased mortgage
amount. If an additional Trust grant were used to buy-down the interest rate to keep the mortgage
payment the same as before the price increase, the cost of the buy down would add $2,500 or more to
the cost of the grant. An increase of $2,500 in subsidy costs per home buyer would reduce the
maximum number of Trust-assisted home purchases from 140,000 to 86,000.

ALTERNATIVES TO LUMBER
In the long term, NAHB believes that the continued rise in prices will lead to greater use of

alternative materials. Indeed, NAHB, through its research center, is exploring alternative materials
with a specific focus on the use of steel for framing. In fact, in our research park just outside of
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Wetlands data that are available are not well-suited to distinguishing the
relative importance or functional values of various sites. If H.R. 1330 or any
other legislation that calls for differentiating among wetlands is enacted. than
there will be numerous practical questions over how to apply the legislative

mandate on the ground. Potentially, there are many ways to differentiate the
more valuable from the less.

The implementing agency will need to translate the legislative language
into regulations, and the regulations will need to be further interpreted as
practical guidelines that wetland delineators can apply on the ground. Problems
over the past few years associated with delineating the exterior boundaries that
separate wetlands from other lands have been well documented. Given these
problems, it is hard to be optimistic that even the best experts will agree where
lines should be drawn through or within wetlands to distinguish the more
valuable portions from the less valuable. The possibility of compensation,
should HR. 1330 be enacted, will increase the pressure on the delineators. That
pressure will demand that the rules be clear and precise.

Even if all parties have the best of intentions, several problems could be
encountered. First, larger wetlands generally change by very fine degrees of
gradation. Will the applicable variables be indicator plant species, depth and
coverage of water, certain soil conditions, or some combination of two or even
all of these factors? Once these factors have been articulated, how will they be
determined at a site? Second, how will these factors be applied to the variety
of wetlands, and to relative importance associated with specific functions
because of location within a water system? For example, virtually identical
wetlands at different locations in a single water system may have very different
values because of the functions they perform for that system.

While there still would be difficulties in delineating within wetlands, the
amount and quality of overall wetland data is improving rapidly. At the
national level, the FWS is confident that the overall estimate of 104 million
acres in the mid 1980s is accurate for the 48 coterminous States, citing a
standard error of 3.3 percent.’ Also, FWS's national mapping inventory
continues and is now more than 70 percent complete (the entire survey is due
in 1998). These data and mapping activities are based on the FWS wetlands
definition as laid out in the 1979 Classification of Wetlands and Deepwater
Habitats of the United States, not the regulatory definition under the section 404
program. Minimum size conventions and some variation between the definitions
used in the two activities result in different acreage totals under the inventory

~ and under the 404 program.

? See table 3 in Status and Trends of Wetlands in the Coterminous United
States, U.S. Department of the Interior, Fish and Wildlife Service. 1991, p. 9.
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Washington we have constructed a home made entirely with steel studs. I would like to take this
opportunity to invite you and any of your colleagues to visit this project.

However, in the short term, alternative materials are not a viable option. The capacity for a rapid
transition to steel and other materials does not exist. At this time, alternative materials are simply not
cost effective.

CONCLUSION

It is clear, Mr. Chairman, that the reverberations of this lumber price crisis are being felt throughout
the housing industry. Indeed, our statement today is about its impact on young families and the elderly,
on those with low incomes and those with moderate incomes. It is also about the ever-increasing
regulatory barriers that continue to frustrate both the providers of affordable housing, and families
seeking to gain access to it.

Thank you for the opportunity to appear before the Subcommittee today on this important issue,
and I am pleased to respond to any questions you might have.

X ¥ ¥ x X
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of the COMMITTEE ON BANKING, FINANCE AND URBAN AFFAIRS
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Hearings on

Lumber Prices and Housing Affordability

March 23, 1994

Mr. Chairman and Members of the Subcommittee, I am David Lereah, Chief Economist and Staff
Vice President of the Mortgage Bankers Association of America (MBAA). Accompanying me today
are Sharon Canavan, MBNs Deputy Legislative Counsel, and Burton C. Wood, MBA’s Senior Staff
Vice President.

MBA appreciates the opportunity to appear before you to testify with respect to the effect of lumber
prices on housing affordability. I am here not as an expert on the lumber markets nor homebuilding,
but as a spokesperson for an industry that is committed to extending the opportunities for
homeownership as widely as possible. MBA is committed to developing and maintaining mortgage
credit program that will enhance housing affordability for people at all points of the housing spectrum
in this vein, MBA would like to express its views on the effects of recent erratic, upward movements in
lumber prices on housing market activity and housing affordability.

Recent Lumber Market Conditions
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intensive development, while more have relatxvely limited development potential,
even if they are in a non-rural setting.

The value of nonrural wetlands is affected by several factors. A wide
variety of regulations and programs change development or use potential, and
therefore value. The availability of Federal flood insurance, for example, may
increase vaiue, while State or local ordinances to protect wetlands, water
quality, or other resources may decrease value. In a few locations, such as the
Chesapeake Bay region where much of the surrounding land is classified as
urban, the numerous programs to protect water quality and the Bay ecosystem
have constrained opportunities for further modification of many wetland areas
that bound the Bay and its tributaries.

For larger developmenu in which wetlands are a portion of the site, value
‘may aiready have been transferred if the wetland serves as an open space or
recreation portion of a larger project. In the Washington D.C. ares, in planned
communities like Columbia, MD. and in some of the more recent mega mixed-use
projects, wetlands may be largely retained as a part of the larger project, whxle
benefitting the greater watershed by reducing flood or ‘nonpoint pollution.

Cost to the Federal Government

It is assumed that all land owners who have the opportunlty to be
compensated by the Federal Government would do so when offered this option.®

For the landowner, there is virtually no down side to compensation, unless they -

believe that future growth will raise the value of the wetland. The operational

7 Data for the average value of an improved lot in urban areas is compiled
by the Urban Land:Institute using a sampling of selected cities. Based on past
experience, the ruie of thumb for estimating the value average of raw land in
urban areas is 25 percent of the value of improved lots. Using these

relationships, the estimated per acre value of raw land in urban areas ranges

from a low of more than $10,000 to almost $55,000 for all but two States; in
California the estimated value is $163,000 per acre (5 percent of the State is
classified as urban), and in Massachusetts the estimated value is more than
$98,000 (22.5 percent of the State is classified as urban). Some examples convey
the magnitude of these values. In Connecticut, where 25 percent of the State
is considered to be urban, the average estimated price for an ummproved acre
of land within an urban area is $38,115. In Louisiana, where more than 3
percent of the State is classified as urban, the average value is almost $35,000.

! Acquisition under H.R. 1330 and from the priority list are alike in that
transactions must involve a willing seller. This creates a problem, from a
wetland protection standpoint, because sites that are ecologically most valuable
-or most threatened may not be made available by the owner. Further, if the
landowner knows that the site is a high priority for Federal acquisition, he may
conclude that he should be entitled to greater compensation, making
negotiations more difficult.
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According to most industry observers, current and impending supply restrictions are the primary
factors impacting lumber price movements. After averaging about $200 per 1,000 board feet during the
1980s, the price of framing lumber, as measured by the Random Lengths composite, has exhibited
erratic, upward movements. For example, lumber prices peaked at $506 on March 19, 1993; tumbled
after the Timber Summit in April 1993; and then surged again after President Clinton announced his
Forest plan.

Although the price of lumber, like any commodity, is determined by supply and demand, supply
conditions appear to be dominating price movements in today’s markets. There have been no
meaningful changes (i.e., increases) in demand in recent years to substantiate recent sharp price
movements. Although construction demand has been strengthening since the recession, lumber
consumption, according to the American Forest and Paper Association, still has not approached 1987
levels.

MBA is the national association representing exclusively the real estate finance industry.
Headquartered in Washington, D.C., the association works to ensure the continued strength of the
Nation’s residential and commercial real estate markets; to expand homeownership prospects through
increased affordability; and to extend access to affordable housing to all Americans. MBA promotes
fair and ethical lending practices and fosters excellence and technical know- how among real estate
finance professionals through a wide range of educational programs and technical publications. Its
membership of over 2,800 companies includes all elements of real estate finance: mortgage companies,
mortgage brokers, commercial banks, thrifts, life insurance companies and others in the mortgage
lending field.

On the supply side, lumber production is generated from three areas--private timber land, lumber
imports, and timber harvests from government land. Both private timber lands and imports exhibit
numbers that would suggest slight downward pressure on prices. Private harvests have increased
slightly during the past several years and imports (primarily from Canada) have increased since 1990.
On the other hand, the supply of timber from Federal and state government lands has declined
substantially during the past several years, exerting upward pressure on lumber prices. The harvest
declines were primarily concentrated in the Northwest region of the United States where activities
were restricted in an effort to protect the northern spotted owl. According to the U.S. Forest Service
and the National Association of Home Builders (NAHB), mills are not operating at capacity and
inventory levels of uncut timber are low. To make matters worse, because of court injunctions and
other environmental constraints much of the timber still under contract cannot be harvested.

The upward, but erratic, price movements in lumber reflect not only the cutback in timber supply
from federal and state lands, but from speculation about future supply due to the uncertainty
surrounding federal court actions and other government policy changes. A prime example was when
lumber prices climbed on President Clinton’s announcement of his upcoming Forest Conference
summit in March 1993, and then prices fell sharply after the Conference convened. Concern about
future policy decisions have become disruptive to the markets, generating speculative bubbles in
pricing that are inconsistent with the underlying forces of supply and demand for lumber. Eventually
speculative bubbles burst, sending prices falling, only to come back up again.



State Wetlands Priority - Average Value of Value of
Acquisition Farmiand Rurail Rural

List Value Farmlands Wetlands

(1,000 acres) | (1,000 acres) | ($l/acre) ($1,000)" ($1,000)™
New Jersey 916.0 110.4 3,805 . 420,072 315,054
New Mexico 482.0 15.3 175 2,678 2,009
New York 1,025.0 142.5 649 92,483 69,362
North Carolina 5,690.0 220.7 937 206,796 155,097
North Dakota 2,490.0 - 417 299 14,262 10,697
Ohio" 4828 165 - 890 14,685 11,014
Oklahoma 947.7 1744 400 69,760 52,320
Oregon 1,394.0 54 423 2,284 1,713
Pennsyivania 499.0 295 1,241 '36,610 27,458
Rhode Island 652 82 3,771 30,922 23,192
South Carolina 4,659.0 315.2 687 216,542 162,407
South Dakota 1,780.0 83.7 276 23,101 17,326
Tennessee 787.0 104.3 718 74,887 56,165
Texas 7,612.4 639.5 422 269,869 202,402
Utah 5580 558.9 314 175,495 131,620
Vermont 290.0 21.8 893 19,467 "14,601
Virginia 1,074.6 2738 1,082 296,252 222,189
Washington 938.0 19.2 616 11,827 8,870
West Virginia 102.0 18.8 425 7,990 5,993
Wisconsin® 5,311.4 23.6 511 12,060 9,045
Wyoming 1,250.0 941 | 126 11,857 8,893

Total of States 104,374.3 89757 |

N

Sources: Dahl, T.E. Wetlands Losses in the United States: 1780s to 1980s. U.S. Department of
Interior, Fish and Wildlife Service. Washington 1990; Agricultural Resources: Agricultural Land Values

Markets Situation and Outlook Report. US. Department of Agriculture, Economic Research Ser
Washington 1991, AR-22, p.15.

“States listing sites with acreage unknown (Illinois: 5 sites, Iowa: 2 sites, Minnesota: 1 site, Miss:
2 sites, Ohio: 1 site and Wisconsin: 4 sites). “January 1990. *“"Rural wetlands are less valuable than ave

farmland; therefore, the values derived are reduced by 25%.
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Impact on Housing Activity

The dramatic rise in lumber prices during this past year has been disruptive for home builders. On a
year-over-year basis, the price of lumber for both frame and structural panels rose by 54 percent and 8
percent, respectively. Frame prices surged to $492 per 1,000 board feet by year-end 1993 from a $320
price at year-end 1992, while structural panel prices rose to $374 in 1993 from a $345 price at the end
of 1992. The annual price increases for 1993 translate into about $3,200 additional cost for an average
new house.

In a competitive housing market, rising prices of new homes will eventually exert upward pressure
on prices for existing homes. That is, as new home prices rise, the relative values of existing homes will
increase, creating additional demand for existing homes which, in turn, raises existing home prices until
the relative values of both existing and new homes are back in balance. Also the price of existing
homes must be eventually affected by the cost of replacing those homes with new ones. However,
because existing homes are not perfect substitutes for new homes in all cases, increases in existing
home prices should be somewhat less than increases in new homes.

Did higher home prices due to higher lumber prices, noticeably impact housing market activity and
the economy in 1993? During the year, falling interest rates probably more than offset the inhibitive
impact of higher lumber prices on the housing sector. With 30 year mortgage rates falling to the lowest
levels in over two decades, total housing starts grew by 72 percent in 1993, while existing and new
home sales grew by 7.9 percent and 10.7 percent, respectively.

Going forward, a different story may unfold during 1994. Housing market activity is currently strong.
The MBBA forecast calls for 10 percent growth in total housing starts for the year, while existing and
new home sales are projected to register 7 percent and 8 percent growth rates, respectively. The
projected pickup in residential construction activity could boost the demand for building materials
including lumber during the year. Further, mortgage interest rates are climbing. According to MENs
Weekly Application Survey, 30-year mortgage rates have risen by about three quarters of a percentage
point (0.75 percent) since the beginning of the year and are currently hovering around 7.8 percent.

A projected boost in housing activity combined with rising mortgage rates is not a favorable
backdrop for housing costs. In this environment, the effect of higher lumber prices on housing activity
will no longer be shielded by the benefits of falling interest rates. Further, as the U.S. economy
continues to post 3 to 3.5 percent GDP growth numbers and the unemployment rate dips below 6
percent, inflationary pressures may build, particularly towards the end of the year. In short, the impact
of rising lumber prices on housing activity and the economy may end up being more harmful in 1994
than in 1993. Higher lumber prices would only serve to fuel the inflationary pressures that may build
in the economy towards the end of the year. Further, with rising mortgage rates already increasing the
cost of housing for potential home buyers, rising lumber prices are an unwelcome development.

Impact on Affordability
To reiterate an earlier point, MEBA is committed to seeking innovative solutions to ensure

adequate supplies of affordable mortgage credit to homebuyers and the communities in which we live.
It has been our experience that whenever there is an additional cost imposed on home building and/or
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Acres of Eligible Wetlands

The priority acquisition list identifies 8.98 million acres. The priority list
is probably smaller than the list of eligible lands because some portion of the
potentially eligible lands will likely be added to the list, as suggested previously.
But no more precise statement can be made until legislative language and
supporting congressional intent statements are completed. Also, this inventory
is not a precise fit with the criteria of H.R. 1330. Major reasons why it may
overcount or undercount were discussed earlier. : ' o

In addition, this may not be such a good fit because one of the three criteria.

that must be met for a site to be placed on the FWS priority list is that it is
threatened. There is no comparable element to the H.R. 1330 definition of
eligibility. -Some sites that would meet the H.R. 1330 criteria would probably
not make the FWS list because they are not threatened at this time.

The rate of conversion of wetlands to other uses is a dynamic process that
can change significantly, based on changing incentives and disincentives. If the
economy rebounds, economic pressures to convert wetlands are likely to
increase. This pressure could increase the rate of conversions, and a higher rate
would mean that fewer acres will remain. - Therefore, some additional areas
might be elevated to class A because of the "scarcity” consideration under H.R.
1330. It is unclear either how much the rate of conversion might accelerate or
which specified sites (if any) would be elevated to class A. Further, FWS data
on conversions lag five years or more behind the present, so measures of the real
effects of these or other changes on wetland conversions will become available
only long after they have occurred. ~ '

Value of Rural Wetlands

The value of rural wetlands is calculated to be 75 percent of the average
value of farmiand, or $5.35 billion. The value of rural wetlands was assumed
to be 25 percent less than the average value of farmiand in each State. This
percentage, while admittedly arbitrary, is based on discussions with several
experts in rural land markets at the Department of Agriculture and in academia,
as there is no standardized protocol for making such a calculation. Some States
would be a greater percentage and some less. A large percentage of rural
wetlands have a low market value in comparison with surrounding lands. This
low value is usually tied to location. In agricultural sites, the surrounding land
may be farmed in row crops while the wetland is uncultivated, or perhaps used
to raise hay and forage, or perhaps grazed. The value of these lands will also
depend on where they are located within the overall farm operation, how the
farmer has used or avoided them in the past, how water tables have been altered
to make these lands more productive (in an agricultural sense), and related farm
operation concerns. The capability to derive a more accurate multiplier will
grow as experience with bidding to enroll land into the Wetland Reserve
Program accumulates. These data are shown in table 1.
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the mortgage lending process, it is the consumer who ultimately bears the cost burden. Of particular
concern is the cost impact on the first time homebuyers which is disproportionately larger than on
others.

The attached table presents the effect of lumber price changes on 1993 affordability conditions.
Using the National Association of Realtors First-Time Buyer Affordability Index, we can clearly see
the impact of a $3,200 new home price increase on affordability conditions during the year. By
lowering the starter home price of $90,800 by $1,838 (this cost reflects both new and existing homes)
we are able to estimate what affordability conditions would have been in the absence of lumber price
increases. Unfortunately, the negative impact on the first-time homebuyer is significant. The
Affordability Index would have been almost two percentage points higher (90.5 versus 88.6) If lumber
prices had not risen. Rising lumber costs also forced first- time homebuyers to pay an additional $184
towards a downpayment for a starter home, as well as spend an additional $132 per year on mortgage
costs. Qualifying incomes for mortgages rose by $546, pricing an estimated 37,000 to 55,000 potential
first-time homebuyers out of the market.

One final point regarding the effects of lumber prices on first- time homebuyers and the mortgage
lending process. Rising and volatile lumber prices may have an adverse impact on the appraisal
process. In markets where homes are subject to erratic and upward surges in material costs, home
market values reflecting higher builder costs, may differ from appraised values, generating different
loan balance requirements for similar properties. If this situation arises, potential buyers may need to
qualify for a larger loan balance than the appraised value dictates, creating yet another obstacle to
homeownership.

Outlook

The outlook for lumber prices and housing activity differs depending on the near-term versus
longer-term perspectives.

In the near-term, it is apparent that the prospects for a significant increase in output of Federal
timber in the Northwest region of the U.S. are poor. Given that current inventory levels of uncut
lumber are relatively low and the prospects for residential construction activity remain optimistic, price
pressures are not expected to soften anytime soon. Further, duty on Canadian lumber imports remains
at 6.5 percent and may increase in the near future. And finally, we are anticipating stronger economic
growth in 1994 from the sluggish performance exhibited in both Europe and Japan last year. Any rise
in export demand could exert additional upward pressure on prices.

In the longer-term, rising and volatile lumber prices WHI obviously motivate some market
participants to explore alternative materials in an attempt to replace relatively expensive lumber
materials. Building behavior may also change over time. The building process and design plans could
be modified to accommodate higher material prices. For example, to save on lumber costs, smaller
homes may be built and/or features could be cut back (e.g., wood floors, decks, etc.) With regard to
housing market activity, the trade-up market may be inhibited somewhat because households may
decide to expand their homes rather than move up to a larger one.

In summary, it may take years for new wood substitute products to filter into the marketplace in any
meaningful manner. Ultimately, lumber will no longer be in short supply and prices will stop rising.



CRS-4

Acreage figures from the priority list are used to estimate acquisition costs
under H.R. 1330.¢ :

SETTING A VALUE FOR WETLANDS L

What is a wetland worth? H.R. 1330 requires that owners of Class A
wetlands be paid fair market value, and the bill contains general language that
further defines how that value is to be determined. Setting a market value is
more difficult than it may seem but usually is done on the basis of a land
parcel’s "highest and best use". '

One complicating factor is that a large majority of all wetlands are in rural
areas where land values are lower, and wetlands are at the lower end of these
values. The value for farmers may be further depressed because the costs of
converting wetlands to agricuitural uses are relatively high for them; that is, the
return on the land producing agricultural commodities can be low compared to

the expense of conversion. By contrast, the return for growing rows of houses
is much higher.

A large majority of all wetlands are in the rural and low value situation.’
But the remainder are generally in urban, suburban, and other developed areas,
and owners of many of these sites have expectations that, with physical
modification, these lands could be converted into other uses that offer a far
higher return per acre, most typically as building sites. The cost of
compensation for this relatively small portion of all wetlands probably would
equal or exceed Federal outlays for the much larger but less economically
valuable wetlands of rural America.

Several sourc:s of data could assist in setting values for wetlands in rural
areas. The one that is most precise is a State survey of farmland values
prepared by USDA’s Economic Research Service. Land market experts at the
USDA believe that this survey is more accurate than other sources because of

‘This assessment does not include Alaska and Hawaii. Including both thase
States would greatly increase the acreage and slightly increase the costs. Under
any circumstances, Alaska would be a special case, with more wetlands than all
other States combined (170 million acres), relatively little disturbance or
modification to date, a very high percentage of public ownership, and little or
no development pressure throughout the State.

$ Others may argue that a larger portion of wetlands are in higher value
locations. For example, in its February, 1991 report on wetlands, the National
Oceanic and Atmospheric Administration states that almost one-quarter of all
wetlands are in coastal counties. Wetlands account for 16 percent of the total
land area in these counties. Coastal areas are also likely concentrations of

intensive and extensive development pressures, according to U.S. Census and
other projections. .
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However, in the near-term as long as government timber harvest policies remain unclear and court
injunctions and other environmental constraints exist, uncertainty will remain in the markets, creating
upward and sometimes volatile pressure on prices. In order to maintain a high level of housing
affordability, we urge Congress and the Administration to pursue policies that promote greater price
stability in the lumber markets.

* % % % X
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Supply Constraints Causing Global Restructuring:
The Impact on Lumber Prices

I am Bruce Lippke, professor and director of the Center for international Trade in Forest Products
in the College of Forest Resources at the University of Washington in Seattle, Washington. We are
essentially the only research center focusing on global competitiveness in wood product markets. In my
earlier capacities as President of Wharton Econometrics and also as manager of Marketing and
Economic Research for Weyerhaeuser, my expertise was in economic and industry forecasting,
especially for housing markets as they provide the primary demand for wood products.

Prices have reached prior peaks with demand still low. This is not the first time wood product prices
have been high, but it is the first time they have reached prior peaks even though US housing is still at
least 30% below the two million-starts level reached in the *78-"79 business cycle peak. And, global
markets are still essentially at recession levels today, compared to 1979, when most countries were
contributing to very high levels of demand. Lumber markets are one of the most competitive markets
in the world, with prices continually being set by changes in demand and supply. Even though we know
that the demand for wood has been recovering slowly and US housing is just approaching its long-term
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being used for other purposes which would have provided a larger return.!
This bill defines eligible wetlands to include several characteristics, which can
be paraphrased as follows:

I.  Critical significance to the long-term conservation of ecosystems, and;

II. a. also serve critical wetlands functions,
b. are part of at least 10 contiguous wetlands acres, except as
specified, °
c.  are scarce,
d. have no overriding non-conservation interest, and
e. minimization of impacts will not conserve wetland values and
functions.

Forecasting the cost of this bill requires data on the number of acres that
might be affected. Two sources could be particularly helpful. One is using the
maximum percentage of wetlands that would be allowed in a jurisdiction, and
the other is the priority wetland acquisition list developed by the U.S. Fish and
Wildlife Service (FWS). These two sources are introduced below. They are
discussed in greater detail in the appendix, which is a ‘more general discussion
of wetland data and which also includes a table listing acreage by State using
both of these analytic methods.?

HR. 1330 states that no more than 20 percent of the wetlands in a
jurisdiction may be placed in Class A. The FWS reported on the number of
wetland acres in each State, most recently in the 1990 report, Wetlands Losses
in the United States: 1780s to 1980s. Using these data, the maximum amount
of land that could be placed in Class A is approximately 21 million acres. Data
for each State is shown in the second column of table 2 in the appendix.

Various interests .have contended that 20 percent has no special merit;
rather classification should be based on how much of the remaining wetlands
deserve further protection and should be classified as highly valuable. If the

! The bill specifies that landowners would have to seek a permit to initiate
the compensation process. If the Corps of Engineers determines that the area
affected by the proposed action is a Class A wetland, than the property owner
would have two years to initiate the compensation process. The owner would
then have six additional years to decide whether to accept the government offer;
if the offer is accepted, title for the land would pass to the Federal Government.

2 The only other national data set of wetland data that could be identified
as potentially useful for this analysis was that each State was required to
conduct a wetlands inventory as part of their Statewide Comprehensive Outdoor
Recreation Plan. This requirement, also to implement section 301 and 303 of
the Emergency Wetlands Resource Act, has been replaced by the more recent
FWS effort. A cursory review of a few plans shows that there was wide
variation in presentation of data from State to State; such inconsistencies would
cause problems when trying to develop a nationally-consistent data set.
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average, with the world demand for wood still very low, we can see in figure 1 that lumber prices have
already reached the level of prior cyclical peaks even adjusted for inflation.

[Figure 1: not included due to formatting limitations.]

There is no mystery as to the cause of this price increase. Demand is not nearly as high as it was in
prior business cycle peaks. Supply has been reduced.

Northern spotted owl conservation has reduced supply by withdrawal of over 10 million acres in the
Pacific Northwest (PNW). Not long after the owl was listed, in a study for the Governors of
Washington and Oregon, we estimated the harvest decline from proposed implementation plans to
save the spotted owl would reduce the harvest in Washington, Oregon, and Northern California by
25% (B. Lippke, et al, 1990). The Option 9 plan to save the owl will soon exceed those earlier
estimates (FEMAT, 1994).

Stumpage prices rose as soon as the USFS timber sales declined, as shown in figure 2. A statistical
analysis of Washington State Department of Natural Resource Sales data through 1991 showed a $200-
240/mbfs increase in stumpage as a direct response to the USFS sales declines (H. Lippke, 1993).
And, stumpage prices are much higher today than they were at the time of that study.

[Figure 2 not included due to formatting limitations.]

Now that prices are up, we are beginning to see a restructuring in global markets. While in the short
term local markets may move with local supply and demand changes, any long lasting change will
result in changes in global wood flows. Wood product markets are linked globally through
international trade. North America has a wood surplus and exports its surplus to world markets.

The first restructuring impact has been the decline in exports from the PNW. Log exports in
Washington and Oregon are off 53% since 1989, the first year litigation began to curtail timber sales.
Lumber exports are off 38%. If rising prices in the northwest had not diverted export logs to US
processors, prices would have been even higher because more northwest mills would have shut down.
The diversion of lumber exports to US markets has contributed to holding US prices down. Canada
was able to backfill the international short fall while global demand was weak but will not be able to
do so when international demand strengthens. And we also expect British Columbia’s harvest level to
decline as they rework their forest plans, forest unit by forest unit. That is expected to substantially
worsen the supply reduction.

International responses to the supply reduction are beginning to- have an impact on imports of
lumber, finished wood products, or logs from Sweden, Norway, Finland, Chile, New Zealand, and
Russia. As a consequence of high prices, all are increasing their sales to the US even as US exports
decrease. The earlier trade-flow pattern was to import construction wood from Canada for US housing
and export higher- quality wood from the US west coast to Asian markets. Consumers were provided
the lowest cost wood by that triangular trade flow.

The full market response to these changes will take some time to work out. New Zealand logs used
to sell at a big discount compared to US logs, but last fall, after the US product prices had been up for
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a few months, high quality New Zealand log prices shot up above US log export prices (figure 3). They
have since fallen back because of the weak international markets but should be expected to rebound
again as demand continues to recover. New Zealand has significant new volumes of radiata pine logs
ready to harvest over the next decade.

[Figure 3 not included due to formatting limitations.]

The adjustment process will eventually require investments in excess of $8 billion to replace the
capacity lost in the PNW; this will not be an overnight adjustment. So the full adjustment will take as
long as is required for new investors to step forward and take the risk that their investment is
competitive.

Prices are not just high; they are also extremely volatile. The prices of US lumber futures this time
last year for May delivery exceeded $450 per thousand board feet (mbf), or 110% above earlier
contract lows of $213/mbf. Then they fell back to $310 per mbf, still 45% above the earlier lows and a
dramatic decline. They stayed there through the summer and early fall. By December they were above
$450 again for March delivery. What are these prices signaling?

If demand is strong enough to need the high-priced wood from the constrained supply region, prices
rise to pull that wood into the market. If there is a flurry of supply increases from overseas, product
prices fall back in the confusion of determining what the ultimate price will be when new and higher
cost suppliers replace the lost supply from the PNW. The marginal cost producer sets the floor price in
markets. If we need the high-cost producers, prices go up. If we don’t need that volume, prices go
down to the level of lower- cost producers.

Margins increase for the stage of processing in short-supply motivating expansion. Southern lumber
production has increased about 10% over the last several years as west coast production has declined
about 25%. And Southern timber prices are rising with that expansion, but the lumber cost base for
Southern mills remains well below western mills. Recordhigh margins are accumulating to Southern
processors as a signal to expand and increase production even more. The high prices in the west don’t
stay with the mills which have excess supply; they get bid back to the timber owner where the shortage
has been created. In the west it is timber that is in short supply, not mill processing capacity. There is
still a surplus of mill capacity for the available timber even after many mills closures over several
years. So the prices are established by bidding for the scarce resource which in the US West is timber
and the US South is lumber processing capacity. As table I shows, the marginal cost of high cost
timber in the West is over $500, compared with less than half that 10 years ago.

Global production increases are triggered by high prices. Our trade research center, CINTRAFOR,
manages a global trade model for forest products that is an outgrowth of 10 years of research launched
by the International Institute of Applied Systems Analysis in Austria (ILASA) which had the support of
researchers from all over the world. By introducing the supply disruptions in the PNW, the global
trade model figures out who is the next best competitive supplier for the markets that are in short
supply and shifts the flow of products toward that region, back filling the supply that was diverted to
these markets from yet another set of next-best competitive sources. Using simulations of baseline
demand conditions before supply constraints are imposed and then alternatively incorporating the
supply constraints, the CINTRAFOR Global Trade Model (CGTM) estimates who makes up for the
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supply lost in the PNW and British Columbia and how it gets to the markets (Perez-Garcia, 1993).
Figure 4 shows where we can expect replacement wood to be harvested. Russia is left out, because no
economic history is available to judge their response.

The jobs we lose in the PNW will largely show up outside the US, with new suppliers which are
higher cost than the US supply that has shut down. Some of those job increases will be in the US
South. Also note the large reduction in wood demand that is shown in the figure, which is really
substitution by non-wood products like steel, aluminum, concrete, and brick.

Supply shifts to high-cost producers and substitutes also cause environmental negatives. There is a
growing body of research showing that whatever environmental gains are achieved in the constrained
supply region, the PNW in this case, those gains are likely to be offset by even more acres harvested in
other higher-cost regions around the world, with negative impacts on habitat perhaps more damaging
than the habitat saved in the PNW. And, if non-wood substitutes, which are several times more fossil
fuel intense, are used rather than wood products, the result is millions of tons of increased carbon
emissions, another undesirable environmental impact.

So we are essentially exporting our environmental problems to other forest regions or other product
impacts rather than eliminating them.

With current prices, US consumers are paying more than an additional $10 billion at annual rates.
The direct wood cost in an average home is up almost $6,000, but that may not be the most difficult
problem for builders. Availability problems will force many to change their plans, causing costly delays,
while they find alternative types of wood and even non-wood products to meet their building needs.
These disruptive impacts are frequently as much a problem as the cost of materials.

We have yet to see the full adjustment. There are a number of reasons to suggest that there is more
to come in lumber availability problems and prices:

* Market demand is still low in the US and will also begin to recover internationally.
* USFS harvest plans are still being revised downwards.

* Federal harvest levels are not yet down to the plan levels as purchasers are still cutting earlier
sales that are in the sold inventory.

* Forest practice rules are beginning to force the private sector to create habitat for owls and other
species.

* Canadians are following in the US footsteps with plans to take their harvest level down.

* Global adjustments are just beginning, but some of the new supply regions may also begin to
constrain supply.

* The non-industrial private forest owner has been liquidating their stands to avoid any chance of an
owl taking residence. Under current rules, private owners are forced to set aside large blocks of land if
an owl takes up residence. They are, therefore, liquidating any marketable wood to reduce the risk of
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creating any owl habitat. They cannot sustain such a high harvest level as their marketable timber
inventory is rapidly being depleted.

As a consequence of current policy, it appears that expectations should be for prices to remain
volatile for a considerable period of time and probably greatly exceed prior peaks for extended
periods. Eventually, there will be some downward adjustment in prices after all of the other supply
regions have had a chance to respond to the changing market conditions and to expand their capacity.
The US will become more dependent upon imports and have exported their jobs and environmental
problems to other parts of the world.
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Before the

House Subcommittee on Housing and Community Development
March 23, 1994

L. Introduction

Good morning. My name is Alberto Goetzl. I am President of Seneca Economics & Trade, a
consulting practice that specializes in natural resources economics and international trade. I serve as
an economics consultant to the American Forest & Paper Association and am representing that
organization today. Over the past fifteen years I have conducted numerous analyses of timber supply
and wood product markets.

The American Forest & Paper Industry represents companies engaged in the growing of trees and
the manufacture of wood and paper products. Many of these companies produce lumber, structural
and non- structural panels, engineered wood components, and other kinds of wood products used in
the construction of new housing, and the repair and remodeling of existing housing. You can hardly
talk about building affordable houses -- whether single family or project housing -- without talking
about wood for framing walls, for roof trusses, for concrete forming, for interior walls, for siding,
windows, doors and numerous construction components. Better than 95 percent of all residential wall
framing and roof trusses are constructed of wood and residential markets account for two-thirds of the
softwood lumber used in the United States. Housing is the "bread and butter" market for the lumber
and wood products industry. The industry, therefore, has a direct interest in promoting affordable
housing.

II. Average lumber prices have more than doubled over the Past two years and prices have been
extremely volatile.

During the past couple of years, the high/low swings in lumber prices have never been wider and
prices have spiked to new highs every several months. During the last week of December, 1993, the
Random Lengths composite reached $510 per thousand board feet. It has since fallen to $443, but
prices are averaging more than double what they averaged as recently as 1991.

The lumber market is highly competitive and approaches the economist’s model of a market in
perfect competition. On any given day, literally thousands of sellers are interacting with thousands of
buyers throughout the production and distribution pipeline. Any change in demand or in available
supply could, and usually does, have an impact in the market and is reflected in the price of lumber.

There are many factors that affect lumber prices. Some are as mundane as railroad route
rescheduling or extremes in weather. Changes in inventory in any number of points in the production
and distribution system can cause a reaction by buyers or sellers that affects price.

The market also reacts in anticipation of potential changes in supply or demand. In this way, the
lumber market is similar to the stock market. When interest rates are likely to fall or when a favorable
economic report is expected, stock prices will typically rise. The stock market is responding to what
economic conditions are expected to be like in the future. The same is true of the lumber market.



02/23/94 18:24 T

OEP

gjool

TX/RX NO.

INCOMPLETE TX/RX
TRANSACTION OK

ERROR

ERARF R R RSN AR SRR ER SRR R B E R AR AR
ET 3 MULTI TRANSACTION REPORT hRE
T T T P T TP R T 7

9021

92600279
94089674
93953261
93954639




During the past few years, as one development after another has unfolded in the spotted owl affair,
the market has reflected increased uncertainty through higher prices [Chart 1].

Demand for lumber plays a very important role and those sectors of the economy which typically
drive lumber demand have been strengthening over the past two years. The Congressional Research
Service has argued that higher demand is the principal reason lumber prices have been increasing. But
increased demand alone does not explain the increased volatility and generally higher lumber prices of
the past couple of years. There have been periods in the past when housing construction has increased
more sharply over shorter periods of time and, while price increases typically occurred, they were not
as steep or as persistent as they have been during this housing recovery. Neither construction activity
nor lumber demand is currently that extraordinary when compared with other years.

III. You cannot take 20 percent of the supply of timber off the market and not expect to see a big
impact on price.

What differentiates this period from any other in the past is the supply side of the market equation
and, specifically, the substantial decline in the availability of lumber from the western region of the
United States. This, in turn, is a direct consequence of the steep reduction in public sources of timber
available to the producing industry.

In the northwest, litigation over the management of federal lands in the northern spotted owl region
has brought the federal timber sale program to a virtual standstill. Other litigation and administrative
challenges have severely impaired the federal timber program in other regions. The CRS and
environmental groups have down-played the role federal timber supply has on lumber supply and
housing. The motivation to do so is to lend support for reducing forest management and timber
harvesting. But federal lands have been a major source of lumber for the United States.

Of the 489 million acres of timberland in the United States, the federal government controls directly
97 million acres, or 20 percent. More importantly, over half of the nation’s standing softwood
sawtimber inventory is contained on those lands.

Throughout most of the 1970s and 1980s, the national forests alone supplied between 20 and 25
percent of the softwood sawtimber harvest in the United States. This is the harvest of large diameter
trees that typically are needed to manufacture lumber, plywood and other solid wood products used in
housing construction. Last year, the contribution of the national forests to the nation’s sawtimber
supply was down to 15 percent, and it will decline again this year [Chart 21.

The volume of timber sold from Forest Service and BLM timberlands went from 12.5 billion board
feet in 1987 to 4.5 billion board feet in 1993 and is likely to drop to less than 4 billion board feet in
1994. That is an 8.5 billion board feet reduction in the timber available to the nation on annual basis
[Chart 3].

This is not a trivial volume of wood. It is equivalent to the wood used to construct over 635,000 new
single family homes each and every year, or nearly half of the homes that will be constructed in the
United States this year.
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Harvests will generally lag sales, but they too have followed the same downward trend. The volume
of timber under contract, which represents the volume of timber sold but not yet harvested, represents,
in a practical way, the pipeline of federal timber available to the sawmilling industry. The volume
under contract is rapidly being depleted and no longer provides any kind of "supply reserve" to respond
to demand changes [Charts 4 & 5].

IV. The management of federal forest land in the Pacific Northwest has become entangled in a legal
quagmire, the end of which does not appear to be realistically anywhere in sight.

Throughout most of the 1980s, the federal government supplied 5 billion board feet annually from
the national forests and BLM lands in western Oregon, western Washington and northern California.
For the past three years, court injunctions have halted all federal timber sales in the region.

Next week will mark the one year anniversary of the Forest Conference convened by President
Clinton in Portland, Oregon. The president’s goal was to take the controversy out of the courtroom by
developing a balanced solution that recognizes the economic importance of the resource while also
ensuring its ecological protection. The Forest Ecological Management Assessment Team (FEMAT)
developed a plan that dramatically reduces the timber program in the region to only 20 percent of its
previous level, but which, it surmised, could meet the requirements necessary to lift the court
injunction in effect since May, 1991 [Chart 6].

On July 1, 1993, when the FEMAT proposal was outlined in a draft Supplemental Environmental
Impact Statement, the Administration announced that it would expeditiously implement the strategy.
Administration spokesmen said that the plan would be submitted to the court expeditiously to seek the
lifting of the injunction. They also said: that as much as 2.2 billion board feet could be sold during the
first year of the plan; that the plan would comply with all existing laws; and that sales on the east side
of the Cascades could be increased to offset some of the impact from the drop-off in sales from the
west side.

As of today, the plan has not been submitted to the court. In fact, the Administration has requested
a second extension of the court-imposed deadline for submitting its Record of Decision. It is also
apparent that the land management agencies did not sell, nor can sell, 2.2 billion board feet of timber
in the affected region. With the exception of a few salvage sales, there have not been any new timber
offerings -- and there is not likely to be any in 1994 or 1995. The final FEMAT Environmental Impact
Statement states explicitly that it will take as much as three years before its prescribed average timber
sale level -- reduced to only 1.1. billion board feet in the final plan -- might be reached.

Nor have timber sales on the east side or in other regions been augmented to help offset some of
the impact from the reductions on the west coast. In fact, timber sales have been reduced in Eastern
Oregon and Washington, and throughout the National Forest System.

In short, the situation in the Pacific Northwest is not improving despite the publicity surrounding the
preparation and announcement of the FEMAT plan. And the controversy remains inextricably
entwined in the courts.



partial payment (easements, etc.) because the public desires active use of the land (eg.

hiking, hunting) or the restrictions are so great that no reasonable (nonnuisance) use

remains for entire properties. But, we do not agree with the approach set forth in HR
1330 for the reasons provide above.

(3) Designation of priority areas for purchase.

We favor designation of priority areas for such purchase or payments based upon

an overall willing seller concept and with consideration of

--the long term and short term functions and values of wetlands as part of broader
hydrologic and ecological systems and the natural hazards (flooding, wave action,

subsidence, liquefaction) posed by sites including the potential for nuisance impacts of
development to adjacent lands,

--the potential impacts of regulation on the reasonable use of private land,

--the restoration potential of the area including the possible use of sites for
mitigation banks and

--the land/water management capability for the units.
(4) Pull funding of acquisition and “in Lieu of* efforts.

We favor full funding of acquisition programs by Congress, state legislatures,
local governments and private organizations through fee or less than fee programs at
all levels of government including the federal Wetland Reserve and Water Bank
programs and the Land and Water Conservation Fund. We favor similar programs at
state and local level through bond issues or other approaches.

(S) Consolidation of lands in public ownership rather creation of tens of thousands of
additional small parcels in federal ownership.

We favor consolidation of lands in public ownership rather than the addition of
tens of thousands of small and unconnected wetland parcels throughout the nation
which will be impossible to manage, will result in increased "patchwork” of private and
public ownership, will remove land from the tax roles, and often will not result
protection of wetland functions and values.
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On the proposition that the FEMAT plan will comply with all existing environmental and other
federal law, the prospect is also in doubt. Remember, one of the underlying goals was to take this
controversy out of the courtroom. Just this week, a D.C. District Court judge ruled that FEMAT
violated the Federal Advisory Commission Act. Other court cases are pending. A number of
preservationist groups stand waiting to file legal challenges if the current injunction is lifted.

V. The adverse economic impacts in the affected region are substantial, but this is not only a
regional problem.

Literally thousands of rural workers and their families have already been dislocated by the sharp
drop-off in the federal timber program. It is worth dwelling on these impacts for a moment because of
their shear magnitude. Since 1990, a total of 160 mills have closed and 14,675 mill workers have lost
their jobs. This does not include the thousands of loggers and other workers dependent on the
industry.

When the dust settles, the lumber and wood products industry will lose 34,000 employees. An
additional 38,000 persons indirectly dependent on the forest products industry will also be displaced.
Annual income losses in the 3-state spotted owl region will conservatively approach $2 billion. Federal
payments to counties and school districts in-lieu-of-taxes will decrease by $209 million per year.
Federal income tax receipts will drop by $117 million per year and unemployment compensation
payments will cost $746 million to cover displaced workers for a twelve-month period.

These impacts would occur if the preferred option of FEMAT is implemented on schedule. As I
noted, it will not be, so the situation will likely be worse than calculated using our models. Because of
short supply, log costs continue to escalate, and hence lumber prices will continue to be a problem for
housing. '

Higher prices for lumber are passed on to the home-buyer. This particularly affects affordability at
the margin, where only a few thousand dollars can put home ownership out of the reach of thousands
families. Others on the panel will address that concern specifically, but one other consequence of
higher lumber prices has recently surfaced. At least one major national provider of home owners
insurance has raised premiums specifically because lumber prices have escalated. So not only are there
economic impacts in the region, and not only are home-buyers affected, but so too are existing home
owners who are now seeing insurance premiums escalate.

As lumber becomes more expensive, or in the worst case, shortages are experienced, builders can
opt for using other building materials. There is an environmental cost to be paid, however, as all of
the substitutes -- be they steel, masonry or plastic -consume far more energy and non-renewable
resources in their manufacture than do wood products.

VI. The reduction in federal timber supply has substantially altered the supply/demand dynamic for
lumber in the United States.

Housing starts are forecasted to number between 1.35 and 1.4 million units this year. All other
things being equal, the higher costs of materials this year has added between $3,000 and $5,000 to the
price of the average single-family house. Until now, lower interest rates have offset some of the
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The aéenéiés"statéfthat]thé'xlaska:hetiahdsﬁxnitiative addresses
several major 'aréas’'of “legitimate® ‘concern and - imply that these
areas are fear of the future, need for more regulatory efficiency,
and ' need ‘for broader and moére effective education. Tt should be
stated unequivocally that these are the only legitimate problems
documented by the regulated community. A decisive statement now
with respect to Alaska’s Section 404 program may forestall having
to ‘révisit the Véss legitimate concerns in the futufe, "and would
certidihly be supported by the exténsive administrative record.. '

Tt should also ¥e recognized that whilé the agencies have addressed
the complaints of the critics of the Section 404 program, they have
pot ‘addressed the équally real concerns of the many péople who wish
to improve wetlaids protection in Alaska. ~Although the record now
denonstrites ‘that the program is less protective here than in other
states, and°that federal authorization to fill wetlands is almost
a foregone conclusion, there is virtually nothing in this document
aimed at furthering the primary mission of the Section 404 program:

protecting wetlands and other waters of the United States.

Introduction and Key Issues and Comments

These sections are notable for their lack of substance. After such
an enormous expenditure of taxpayer money and agency resources, the
public is surely entitled to some specific findings and to know the
basea for the Administration’s actions. For example, there should
be an express finding that the Section 404 program in Alaska is not
inflexible and is not unfair. This finding should be supported by
a detailed account of permitting statistics and other data produced
during the course of the Alaska Wetlands Initiative. Complaints of
the regulated community should not just be repeated, they should be
analyzed in light of the evidence in the public record.

éonclusiogs andIRecommendatiogs
The Mitigation Sequence

NWF suggests deleting the first recommendation of the mitigation
sequencing section. That recommendation proposes to "clarify" the
applicability of mitigation in Alaska. Although the agencies say
that special exemptions are not needed, clarification that would
add "predictability by specifying when detailed alternatives infor-
mation is and is not required for the Section 404(b) (1) analysis"
and that would state "that compensatory mitigation will normally
not be required for f£fill in areas with abundant low value aquatic
areas" sounds distinctly exemption-like.

The proposed clarification would also be redundant. In addition to
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impact. However, with interest rates bottoming out, the impact of higher construction costs will
increasingly have an impact on affordability.

From a market demand perspective, all of the indicators are favorable. Housing starts are
increasing, with a high proportion of single-family units in the mix-, repair and remodeling
expenditures are increasing; and industrial production is in recovery.Under normal circumstances,
these indicators would suggest significant increases in lumber and wood products consumption. By
applying historical lumber end-use factors to the these indicators, U.S. softwood lumber consumption
should approach 51 to 52 billion board feet next year and continue to increase thereafter. However,
that is clearly not going to be the case in light of timber supply constraints and a contraction in North
American lumber-producing capacity [Chart 7].

This year, U.S. softwood lumber consumption will total between 46 and 47 billion board feet,
essentially the same as during 1992 and 1993, despite increases in home building and other demand
indicators. Consumption is likely to remain flat again in 1995 absent a change in policy affecting
federal forest management.

The major softwood lumber producing and supplying regions are in the west, the south and Canada
[Chart 8). The three western regions have lost about 7 billion board feet of lumber-producing capacity.
Neither higher output in the South nor higher imports can completely offset the reductions being
experienced in the western region. In the South, softwood lumber production has increased. This year,
southern pine production will total approximately 15 billion board feet, a modern-day record.
However, in many parts of the South, harvests are currently exceeding annual growth and the region’s
ability to increase output over the short-term is limited.

Softwood lumber imports have also been increasing in response to higher prices. Imports increased
14 percent in 1993 and accounted for 33 percent of U.S. consumption. This compares with 29 percent
in 1992. Canadian production is also being curtailed for environmental reasons. In British Columbia,
the major source of Canadian imports, allowable annual cuts (AAC) are being reduced by 20 percent
or more. Those reductions will begin to have a major impact during 1994 and 1995.

As you examine the history of lumber production and lumber prices, it is apparent that up until
about 1990, whenever prices rose, producers increased production to take advantage of the market.
Higher supply would then have a tempering effect on price levels. That has not been the case recently.
Unlike past cycles that saw western production increase when prices rose, western production has been
declining even as prices rise [Chart 9].

In 1993, despite rising demand, western lumber production actually fell by 7.5 percent, and will
likely fall another 5 to 1 0 percent feet this year.

VII. The problem is not confined solely to public lands, although clearly that is where the timber
supply situation is the most acute. The supply of timber from private lands is also affected by state
regulations issued in response to federal guidelines for preserving endangered or threatened species
and by federal wetlands Policy.
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‘Reéy Final Recommendations on the Alaska Wetlands
Initiative g

Dear- Mr..Zinnx “1T“’5? fi“f*"*

In the next few days ‘the White House Interagency Worklng Group on
Wetlénds: will be ‘developing and adopting its final recommendations on
the  Alaska -Wetlands - Initiative = ["Initiative"]. " Because ' your
participation in: “the Working - Group offers the unique opportunity to
influence and shape the final set of policies, we are providing an
analysis of ‘the’latest draft recommendations ‘and direct your attention
to:those areas méeding revision if ‘=<indeed-- the ‘Administration is to
adhere  to its pledge of : improving the wetlands regulatory program ‘in
Alaska without weakening its environmental safeguards.

Based on our review of what we understand to be the final Initiative
recommendations, there has been significant improvement of the original
“options" issued last December by the EPA and Corps. For example, the
agencies no longer promote blanket exemptions from the Section 404
(b) (1) Guidelines for abundant or allegedly "low value" wetlands, and
they have Jjudiciously abandoned such environmentally-insensitive
proposals as "circle general permits." We commend these and other
positive changes made to the final draft and recommend that you reject
any last-minute efforts to restore them.

Despite these laudable improvements, the final recommendations retain a
number of elements that =--unless deleted or modified-- will continue
undercutting wetlands protection in Alaska. We direct your attention
to, and request your action on, these issues, described below and in the
attached critique.
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This committee should be aware that timber supply from private lands which accounts for about half
of lumber consumed in the United States is also being constrained. In the northwest, forest
management activity on a substantial number of acres is restricted because of the presence of northern
spotted owls or marbled murrelets. In other regions, landowners must also restrict activity to avoid
violation of the Endangered Species Act. The irony is that landowners are becoming discouraged from
managing for long rotations which produces the biggest trees and the best lumber because as the trees
become older, they are more likely to form habitats for threatened or endangered species.

Wetlands can also be problematic from a forest management perspective. Although the Federal
Clean Water Act exempts "normal” forestry activities on wetlands from permitting requirements, the
exemption is increasingly being challenged in court and by reviewed by federal agencies.

The reauthorizations for both the Endangered Species Act and Clean Water Act are currently being
debated in the Congress with considerable debate about the impact of these laws on private forests
management.

VIII. Conclusion

This committee needs to be aware of the root causes for the unprecedented lumber price increases.
They are, in my view, primarily related to constraints on timber supply. The United States has plenty
of trees. We grow more wood every year than we harvest and have been doing so for at least 50 years
despite a growing population and millions of homes constructed. But federal policy affecting forest
management is seriously impairing the ability to provide wood for the nation’s housing needs.

Some additional restrictions on timber harvesting are unavoidable given the need for economic and
environmental balance. But resource issues are being viewed as regional problems. Environmental
groups want to believe that we can continue to preserve large blocks of forestland without ill effects.
Decisions are being made by the Administration and by the natural resources and appropriations
committees of Congress without complete regard for the broad impacts of policy.

The President is to be commended for tackling the controversy in the Pacific Northwest and for
attempting to design a solution. But the Administration has paid too little attention to the broad
economic impacts of the current policy direction. And it has made a tactical error by insisting that a
solution can be imposed on the region administratively. There are simply too many opportunities for
legally challenging any decision or decision-making process. The only way to get around the gridlock is
for Congress to intercede.

I welcome this committee’s interest and would be delighted to work with you in devising a
congressional strategy that can address the timber supply issues in a way that can help millions of
Americans.

Thank you very much for this opportunity to testify before the Committee.

[CHARTS (9) DELETED]
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This committee should be aware that timber supply from private lands which accounts for about half
of lumber consumed in the United States is also being constrained. In the northwest, forest
management activity on a substantial number of acres is restricted because of the presence of northern
spotted owls or marbled murrelets. In other regions, landowners must also restrict activity to avoid
violation of the Endangered Species Act. The irony is that landowners are becoming discouraged from
managing for long rotations which produces the biggest trees and the best lumber because as the trees
become older, they are more likely to form habitats for threatened or endangered species.

Wetlands can also be problematic from a forest management perspective. Although the Federal
Clean Water Act exempts "normal" forestry activities on wetlands from permitting requirements, the
exemption is increasingly being challenged in court and by reviewed by federal agencies.

The reauthorizations for both the Endangered Species Act and Clean Water Act are currently being
debated in the Congress with considerable debate about the impact of these laws on private forests
management.

VIII. Conclusion

This committee needs to be aware of the root causes for the unprecedented lumber price increases.
They are, in my view, primarily related to constraints on timber supply. The United States has plenty
of trees. We grow more wood every year than we harvest and have been doing so for at least 50 years
despite a growing population and millions of homes constructed. But federal policy affecting forest
management is seriously impairing the ability to provide wood for the nation’s housing needs.

Some additional restrictions on timber harvesting are unavoidable given the need for economic and
environmental balance. But resource issues are being viewed as regional problems. Environmental
groups want to believe that we can continue to preserve large blocks of forestland without ill effects.
Decisions are being made by the Administration and by the natural resources and appropriations
committees of Congress without complete regard for the broad impacts of policy.

The President is to be commended for tackling the controversy in the Pacific Northwest and for
attempting to design a solution. But the Administration has paid too little attention to the broad
economic impacts of the current policy direction. And it has made a tactical error by insisting that a
solution can be imposed on the region administratively. There are simply too many opportunities for
legally challenging any decision or decision-making process. The only way to get around the gridlock is
for Congress to intercede.

I welcome this committee’s interest and would be delighted to work with you in devising a
congressional strategy that can address the timber supply issues in a way that can help millions of
Americans.

Thank you very much for this opportunity to testify before the Committee.
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" 'The final recomtiendations repeatedly suggest'that lack of
‘'ragonrces ' 18, -'at Yeast, partly to blame for the
relatively ineffectual Section 404 program in Alaska. We
' - 'strongly ‘encourage amending the final recommendations to .
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T 'is Lhportahit 'td' recognize that there is broad public support for
taking' these actions' to strengthen --not weaken-- the final
recommeridations and protection of Alaska’s wetlands. Despite EPA’s
decision pot to formally notice the December 19, 1993
recommendations in the Federal Register, the agency has now

received almost 2,000 written comments. As of this writing, 85
£ he comments reviewed s _STRONG ]

In closing, we want to underscore the need and the importance of
revising the final recommendations in a manner that squarely and
adequate1¥ addresses our concerns. Failing to do so will continue
jeopardizing 'Alaska’s wetlands  and --once again-- call into
question the Administration’s oft-stated commitment to developing
fact-based solutions that respond to only legitimate problems. We
urge your assistance and support in ensuring that the final Alaska
Wetlands Initiative recommendations strengthen --not weaken--
wetlands protection in our Nation’s 49th State.

Sincerely,

Alaska Center for the Environment

Alacka Natural Resource Center, National Wildlife Federation
Alaska Regional Office, National Audubon Society

American Oceans Campaign

Anchorage Chapter, National Audubon Society

National Audubon Society, Juneau Chapter

National Audubon Society, Washington, D.C.

National Parks and Conservation Association

National Wildlife Federation

Northern Alaska Environmental Center
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PRESIDENT

RUGG LUMBER CO.

ON BEHALF OF THE

EMPLOYEES OF RUGG LUMBER CO.

THE NORTHEAST RETAIL LUMBER ASSOCIATION

AND THE

NATIONAL LUMBER AND BUILDING MATERIAL DEALERS ASSOCIATION

BEFORE THE

SUBCOMMITTEE ON HOUSING AND COMMUNITY DEVELOPMENT -OF THE
COMMITTEE ON BANKING, FINANCING AND URBAN AFFAIRS

OF THE

UNITED STATES HOUSE OF REPRESENTATIVES
MARCH 23, 1994

1. INTRODUCTION.

Good morning. Mr. Chairman, members of the Subcommittee, my name Is Michael A. Fritz. My
testimony Is presented on behalf of the employees of Rugg Lumber Co., the Northeast Retail Lumber
Dealers Association, and the National Lumber and Building Material Dealers Association. Together
these associations represent over 16,000 retail lumber dealers throughout the nation. I am the 5th
generation in a small family owned retail lumber business entering its 153rd year. Our business is
located in rural western Massachusetts. The business consists of two small retail home centers, a small
manufacturing facility. and an architectural woodworking shop. I am a Naval Academy Graduate, with
three combat tours in Vietnam. I have served as the Chair of our local Private Industry Council for the
past two years. I am currently serving on the Capital Access Committee of the Northeast Retail
Lumber Dealers Association. I have previously testified before the House Appropriations Committee
on timber supply and related Forest Service appropriations issues.

Our company, the shelter industry, and the members of the organizations that I am representing,
have been subjected in the last four years to some of the most difficult business conditions the industry



A lot great things have been done that
prevented damages and mitigated the
damages that did occur...we can’t lose

sight of this.

--Terry Branstad, Governor of Iowa



has ever seen. We’ve endured a severe housing recession in the Northeast; coupled with a banking
crisis, the Invasion of the new wave mass merchants, and on top of all that, extremely volatile
commodity wood prices. The turmoil has been more than many of our businesses could handle. I
would like to provide the Subcommittee with a view "from the trenches" of housing affordability,
construction trades employment, capital access, and community development as it relates to volatile
commodity lumber prices.

II. Large price increases in commodity building materials eliminate families from the new home
market. The price increases experienced over the last 16 months have eliminated an estimated 100,000
families from the new housing market. That’s a serious blow to their dreams, but also to the economy.
Basic economics tells us that money circulates 7-10 times through a community once it’s spent. The
average new home goes for about $140,000. That means that for just one lost start in a community. the
local economy looses $1-1.4 million in activity. The loss affects all levels of employment, particularly in
a rural community such as ours in Franklin County. The county is 30 x 40 miles in size, 77,000
population, 33-43% of the adults lack a high school diploma. The ultimate fallout, however; comes
when the family has to stay in their older home. The whole system backs up. leaving someone at the
bottom with a problem, either affordability or lack of availability.

Construction trades unemployment in Massachusetts is still hovering above 15%, even though the
Boston central artery project has improved the picture. A large number of the unemployed carpenters
and tradesmen are from the large Hispanic population in the Springfield- Holyoke area of western
Mass. A strong building market would put people to work.

III. The problem of capital access and rigidly fixed credit lines is hampering the housing market.
Most small lumber yards, like the ones that my company runs, don’t have access to capital via public
offerings and must rely on bank credit lines to finance inventory and accounts receivable. We tend to
be the only method a carpenter or contractor has of obtaining financing. The banks in New England
want nothing to do with the local tradesman, that builds 3 or 4 houses a year or relies on remodeling.

The volatility of commodity wood products has pinched us between the fixed credit lines available,
and the inflated cost of the commodity inventory we must carry to service the shelter market in our
trading area. The normal lumber yard has 50-60% of its inventory dollars invested in commodity wood
products and building materials. When the cost of the inventory inflates as much as it has in recent
months, something has to give. In some cases, the service level the yard could sustain for their
customers. suffered enough to push them over the edge and into bankruptcy. The price situation has
affected our ability to buy efficiently, truckload vs freight car, or from wholesalers vs manufacturer
direct. This directly affects the level of consumer pricing.

The situation has required many to completely give up the new housing market and direct resources
at a market they could afford the inventory to support. A good example comes from your own district,
Mr Chairman. Guadalupe Lumber from San Antonio, is now concentrating strictly on remodeling and
industrial sales. Another dealer in your area, Roy Campbell of Campbell Lumber, In San Antonio,
complains that he won’t be able to afford to carry the quality of product his customers prefer and may
have to switch to an inferior product.
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The tougher stance by the banks, particularly Fleet Bank, is costing my company $65,000 in
increased interest costs this year, plus $20,000 in legal fees. These expenses must be covered by
increased prices.

The same squeeze is occurring in the Pacific Northwest for the producers. Many small mills don’t
own their own timber. Understandably, the bank first asks, "Do you have a documentable supply of
logs for your mill?" When these mills do obtain credit. it’s at a higher cost. These mills have
traditionally relied on the Federal and private timber they could buy. With the availability of timber
dwindling, they are being driven out of business. There about 408 mills, each producing more than one
million board feet per year. in the Pacific Northwest. It is estimated that, only 1/3 third of that total
owns any standing timber. There are also hundreds of 3-4 man operations producing less than I million
board feet, in the same boat, without a reliable, affordable supply of timber.

IV. THE VOLATILITY OF COMMODITY WOOD PRICES SERIOUSLY JEOPARDIZES THE
FINANCIAL STABILITY OF THE SHELTER INDUSTRY.

I have a very short story to tell that has been repeated at our place of business several times in the
last few years. A young carpenter came into our store in Northampton, Mass in late August 1992 for
prices an a list of materials he needed for a small porch project he was asked to quote. The job came
to about $500, at his cost, for the materials. He and I talked for a while about his new wife, and the
baby they were expecting in September, and a about our favorite activity, YMCA noontime basketball.
After quoting his customer, he went on to a few other odd jobs, returning in early November, Three
months had passed, and his customer had finally decided to do the project. We generally held our
prices for 30 days, as noted on the quote. until our inventory had turned. The prices had now risen to
the point where his material cost and the quote he gave his customer were the same. He unfortunately
hadn’t put a time limit on his quote. He had a choice, to skip the job and risk a law suit, do the job
for nothing and not take any money home, or do the job and not pay us: not very attractive choices.
We compromised and sold him the material at our cost, with the promise that he would remember us.
On the small scale, we could follow the charitable approach. What can be done on the larger scale;
the answer is. "Not much" The only alternative in the commodity markets available, is to buy lumber
futures to lock in prices at some date in the future. That is a risky situation for small operations, like
the majority of our 16,000 members, and also for the majority of builders, small contractors and
carpenters that make up the shelter industry. The only real alternative is a predictable, reliable timber
supply. A supply that results in stable prices.

The issue at hand, affordable housing, is dependent on many different issues. The timber supply
issue, the capital access issue, the banking regulatory issue, and construction trades employment are all
interrelated. We are trying to sit on a stool that has one leg about half the length it needs to be, and a
second leg with a large crack in it. Mr. Chairman and committee members, you can fix the leg with a
crack, the banking problems, and maybe you can help reach a balanced solution for the short leg,
timber supply. I would ask you, for the sake of the small businessmen in the shelter industry, to
represent our views both in congress and with the current administration. A healthy housing market
means a healthy economy, and a happy electorate.
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MEMORANDUM TO WILL STELLE

FR: Matt Zinn
RE: Housebuilding Costs & Lumber Prices
DATE: 16 February, 1994

According to a study produced by Ross Gorte of the Congressional Research Service
in March of 1993,! any conclusion indicating significant correlation of increased housing and
lumber prices with lower harvest levels on federal forests in the owl range must be spurious.
He found that at most, "spotted owl] protection on Federal lands is likely to raise prices by
about 10%." (Gorte, 1993: CRS-5) Economic recovery was found to have the greatest
influence (>30%), followed by seasonal fluctuations (10%) and import tariffs on Canadian
wood (<6.51%). As of February 1993, lumber prices in current dollars had reached a
historical peak ($445/kbf), although prices in real terms were still 22% below their
historical high of 1977. The study did indicate that price increases might be more severe in
the short term, given the injunction on harvests, which this administration is currently
seeking to lift. Lumber prices were $449/kbf (also in current dollars) as of Friday, February
4, 1994, showing virtually no change from last year.

The study went further, dismissing claims that rises in lumber prices would affect
housing starts, thus causing economic recovery to stall. Mr. Gorte found, based on National
Association of Homebuilders (NAHB) figures,® that a doubling of lumber prices would
increase the cost of a new house by less than five percent. Given this relation, one could
expect that restrictions on harvests in the range of the owl could account for, at most, an
increase of 0.5% in the cost of a new house, or $500 on a $100,000 home.* This figure
directly contradicts the industry assertion that owl-caused increases in lumber prices have had
large impacts on housing costs: "The lumber crisis is having a severe effect on housing
affordability and on the whole economy..." (J. Roger Glunt, NAHB President, quoted in
Nation’s Building News, 12/20/93, p. 7). The CRS study compared rising lumber costs
during economic recoveries to changes in housing starts, and found that housing starts had
actually increased simultaneously with increases in lumber prices: "...rising lumber [prices]
appear not to have, historically, dampened homebuilding activity." (Gorte, 1993: CRS-5)

Ross Gorte, "Memorandum on Lumber Prices,” Congressional Research Service, 2/10/93

2 This figure is a composite index of framing lumber costs, complied by Random Lengths, Inc. of
Eugene, OR.

3 NAHB has indicated that lumber costs account for less than five percent of the total cost of a house.
(NAHB, Housing Backgrounder, p. 24-25, cited in Gorte, 1993: CRS-5)

This amounts to an addition of just over $3 per month on a 30 year mortgage at a conservative 8%
interest rate.
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It is thus reasonable to conclude that:

reductions in timber harvests on owl forests will not significantly affect lumber prices
following the lifting of the injunctions;

the minimal price increases attributable to owl protection measures have little effect
on the costs of homebuilding, and therefore will not likely impact housing starts
overall;

no significant impacts to overall economic recovery can be expected to follow from
owl mitigation measures.
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Public timber volumes
continue drastic declines

The close of 1993 saw a record low level of public timber

sales volume under contract. With the current forest gridlock

and high product demand, Forest Service and BLM contract
volumes may approach zero by the end of 1994. Of this
federal volume, about a third is currently unavailable for
cutting due to litigation, endangered species consultation and
conflicts with the proposed President’s Forest Plan. So the

Source. Timber Data Co.

US Forest Service
Volume Under Contract

87-91 Annual Avg. 92

SRR A e T o

Bureau of Land Management
Volume Under Contract

outlook for timber supply is even more critical than the charts
display.

The State of Oregon's volume under contract has also
declined dramatically due to reductions in their timber sale
program. Washington State on the other hand shows only a
slight dip. Continued gridlock on the federal lands and
uncertainty associated with the Endangered Species Act's
application to non-federal ownerships are likely to place more
demand on the state timber volume under contract.

State Timber Under Contrabt
87-91 Avg. 92

93 Est.

Source: Timber Data Co.

Measurements Board feet = a board 12" x 12" x 1”
mmbf = million board feet
bbf = billion board feet

* Note: Values are calendar year end (totals)

NERC Timber Facts is published monthly by the Northwest Forest Resource Council for the public.
For more information contact: (503) 222-9505
NFRC e 1500 SW First Ave. ® Suite 770 ® Portland, OR 97201
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Source: Timber Data Co.

Contract volume declines US Forest Service
The amount of federal timber sales sold and under contract VOIU me U nder CO ntract

for harvest continued to decline in 1993. There was only 1.87
billion board feet under contract at the end of 1993 in Oregon
and Washington on U.S. Forest Service lands. That’s 44% of
the timber under contract in 1991, just two years earlier.

Oregon Bureau of Land Management lands saw the same
declines. Only 388 million board feet of timber was sold and
was under contract to be harvested at year-end 1993. That’s just
31% of the amount under contract at year-end 1991.

To put these numbers into perspective Paul F. Ehinger &
Associates provides the following numbers. Oregon has 143
sawmills and plywood plants and Washington has 104 sawmills
and plywood plants. The average mill uses roughly 35 million
board feet of logs per year. While these mills receive logs from
a variety of ownerships, the current volume under contract will
not sustain the industry in these two states.

b o

i

YEST

£

State Timber Under Contract Bureau of Land Manageme
YE® YEW Volume Under Contract

Oregon down, Washington up
in state timber under contract

At the end of 1993 the amount of timber under contract on
state lands in Oregon was 137 million board feet. That’s only
48% of the volume under contract at the end of the year in 1991.
Volume under contract on state lands in Washington is up
slightly from 1991. At year-end 1993 the State of Washington
had 774 million board feet under contract. That’s about a 1%
increase over year-end 1991.

Measurements Board feet = a board 12" x 12" x 1”
mmbf = million board feet
bbf = billion board feet

Source: Timber Data Co.

NFRC Timber Facts is published monthly by the Northwest Forest Resource Council for the public.
For more information contact: (503) 222-9505
NERC » 1500 SW First Ave. * Suite 770 ® Portland, OR 97201
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Paper recycling
a 300-year tradition

Recycling may be a new concept in some U.S.
communities, but it’s been a paper industry tradition
for 300 years! It all started at the Rittenhouse Mill,
near Philadelphia, which began making paper from rags
in 1690.

Until 1860, the U.S. paper industry relied exclusively
on recycled fiber derived from cotton and linen rags, and
on recovered paper made from these textile fibers.
Economic growth soon led to greater demand for papers,
and techniques were developed to utilize wood fiber in
papermaking.

Today, more Americans are recycling than ever
before; and much of their effort is devoted to paper
recycling. A greater percentage of paper is recycled in
the Northwest than any other part of the country.

Source: AF & PA i

US Paper and
Paperboard
Production paper <>

(Thousands of tons)  Paperboard i

42,801
41,968 :

40,416
3

Recovered paper rises

The U.S. recovered 33.6 million tons of paper for
recycling in 1992, 38.1% of all paper and paperboard
- consumed. That’s enough to make a box-car train
7,600 miles long. Paper is by far the most recycled
of all materials.

Source: Random Lengths

‘Source: AF & PA
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SUMMARY

Lumber prices rose to record high levels in December 1993, more than 60
percent above their July 1993 levels. This rise follows an unprecedented price
rise from October 1992 to March 1993, with a substantial decline from March
to July. (March and December prices were nearly equal.)

Some have attributed the price rise to restrictions on Federal timber sales
in the Pacific Northwest to protect the threatened spotted owl. The Clinton
Administration’s forest plan has been singled out as a major problem. However,
Federal timber programs in the region have been constrained largely by court
injunctions based principally on forest management laws (not on the
Endangered Species Act). The Clinton plan would reduce Federal harvests to
a quarter of the level of the late 1980s, but is intended to resolve the litigation
and thereby to increase Federal sales from the level of the early 1990s.

Despite the attention to Federal lands in the Pacific Northwest, they are
a small contributor to U.S. timber supplies. Harvests on Federal lands else-
where have also declined, although not as precipitously, and harvests on non-
federal lands in the Pacific Northwest have declined, primarily because of the
weak economy. Nonetheless, Canadian imports and non-federal timberlands, es-
pecially in the South, have some potential for expanding production in response
to higher lumber prices.

The lumber price rise is at least partly, and perhaps substantially, due to
rising demand for lumber. Housing starts rose 25 percent between July and
December (coinciding with the lumber price rise), and gross domestic product
grew at a 5.9-percent annual rate in the fourth quarter of 1993. In addition,
lumber prices are quite volatile in the face of perceived changes or concerns in
supply or demand; the October 1992-March 1993 price rise has been called a
largely speculative price bubble. Concerns about Federal timber supplies are
likely to have contributed to the recent price rise. Furthermore, uncertainties
about the changing level and status of the U.S. countervailing duty on Canadian
lumber imports and about the economic recovery in Japan probably heighten
speculative behavior.

Some have expressed concerns that the lumber price rise could reduce
homebuilding and choke off the economic recovery, but this possibility seems
unlikely. The past two recoveries have proceeded despite 30 to 60 percent
lumber price rises. Furthermore, lumber accounts for only 5 percent of the price
of a house, and doubling lumber prices has less effect on mortgage payments
than a one percentage point increase in interest rates. Nonetheless, potential
substitution of some other products, such as tropical woods or steel studs, that
could cause environmental problems raises social concerns about a sustained rise
in lumber prices.
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LUMBER PRICES -- 1993

The recent rise in domestic lumber prices has attracted much attention.
Some groups assert that the price rise is due to protection of the threatened
northern spotted owl on the Federal lands of western Washington and Oregon
and northwestern California. Others argue that the incipient housing recovery
is the cause of the recent price rise. This report describes the recent price rise,
and then examines the supply and demand factors that contribute to lumber
price rises. The final section explores the various causes and assesses some
implications of the lumber price rise. '

LUMBER PRICES

In December 1993, lumber prices rose to peak levels that matched their
previous record highs, set in March 1993. The Random Lengths framing lumber
composite price averaged $492 per thousand board feet (MBF) for the month,
and reached $510 per MBF in the last week of 1993.! Figure 1 shows monthly
lumber prices from January 1975 through December 1993, and clearly demon-
strates that framing lumber prices have risen substantially over the past year,
with a large decline between the March and December peaks. Since a low of
$255 per MBF in October 1992, the framing lumber composite price has nearly
doubled.? The rise from October 1992 to March 1993 was the largest sustained
rise -- $238 per MBF, 93 percent -- over the past 19 years, followed by the sub-
sequent rise from July 1993 to December 1993 ($188 per MBF, 62 percent).?

! This measure of lumber prices is a weighted average for a variety of framing
lumber sizes, grades, and species, calculated weekly by Random Lengths, Inc., a lumber
price reporting organization located in Eugene, OR. Prices are reported in dollars per
MBEF (a board foot is 144 cubic inches, in nominal dimensions -- i.e., a 1-inch thick board
that is 12 inches wide and 1 foot long). Prices and price changes for specific species and
grades undoubtedly vary from this weighted average, but the composite price provides a
consistent, historical measure that reflects changes in all regions of the country.

2 The composite price has more than doubled when the weekly data are used; the
price in second week of October 1992 was $249 per MBF, compared to $510 per MBF in
the last week of December 1993. In between, the composite price reached $506 per MBF
in the third week of March, and dropped to $295 per MBF in the third week of July
before rising again.

3 The rise from January 1975 ($104 per MBF) to the August 1979 peak ($291 per
MBF) nearly matched the July-December 1993 rise in dollars ($187 per MBF), but was
a much greater relative rise (180 percent); it may even have been greater, if the low price
had occurred in 1974. (The framing lumber composite price was first calculated for
January 1975.) However, this rise was not continuous over the entire period.
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Current prices can be misleading when making historical comparisons,
because inflation raises all prices. Adjusting prices to a common price level is
a standard economic practice for examining changes in real (deflated) prices.
Real, deflated lumber prices are shown in figure 2; these prices are the Random
Lengths framing lumber composite prices adjusted with the Consumer Price
Index (CPI) to 1982-1984 average prices. The figure again shows that the price
increase from October 1992 to March 1993 is the largest in real dollars -- $163
per MBF, 91 percent -- over the past 19 years. However, in real dollars, the
March 1993 price ($343 per MBF) is still substantially below the peak real price
of August 1977 ($402 per MBF). In fact, from July 1977 through October 1979,
real composite framing lumber prices were mostly higher than the March 1993
price.

Even if real lumber prices are below record high levels, they have risen
substantially. Why? What has caused lumber prices to nearly double since
October 1992? Some have blamed spotted owl protection, but others assert that
it is a normal response to renewed economic growth. The following section
examines the various factors that affect lumber prices, and the recent changes
that might have contributed to the unprecedented price rises of 1993.

FACTORS CONTRIBUTING TO LUMBER PRICE RISES

Prices for a good or service are necessarily interrelated with the supplies of
and demands for the good or service. Prices are a reflection of supply and
demand factors in a given market; conversely, prices, along with a host of other
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factors, also influence supplies and demands. Prices also necessarily include
some measure of speculation, because buyers and sellers adjust to expectations
about future supplies and demands, as well as to current factors. Thus, expecta-
tions about timber supplies and lumber demands may be as important as current
situations in establishing prices for lumber.

Timber Supplies

Much of the attention over lumber price rises has focused on changes in the
timber supplies from Federal lands in western Washington, western Oregon, and
northwestern California. Figure 3 shows the importance of the Federal Govern-
ment as a source of timber in various regions of the United States.

4 This report focuses on lumber, because sawmills account for about 70 percent of the
volume of primary solid wood products in the United States. (U.S. Congress, Office of
Technology Assessment. Wood Use: U.S. Competitiveness and Technology, Volume II --
Technical Report. OTA-M-224. Washington, DC: U.S. Govt. Print. Off., November 1984.
p. 18.) Pulpmill products (for paper and building board) account for as much wood fiber
as solid wood products, but have not been part of the debates over product prices and
timber supplies, because (1) paper prices are generally less volatile than the prices of
lumber and other solid wood products, and (2) wood fiber accounts for less than 30 per-
cent of the cost of paper production, compared to 46 percent of the net cost of plywood
production and 72 percent of the net cost of lumber production. (Thomas P. Clephane
and Jeanne Carroll. Timber Ownership, Valuation, and Consumption Analysis For 87
Forest Products, Paper, and Diversified Companies. New York, NY: Morgan Stanley &
Co., June 20, 1980. p 3-4.)



Figure 3. Softwood Timber Harvests
by Landowner in Various Regions, 1986
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Source: U.S.D.A. Forest Service. An Analysis of the Timber Situation in the
United States: 1989-2040. Draft. pp. C-144 - C-145.

Federal Lands in the Pacific Northwest

Federal lands in the Pacific Northwest have supplied substantial volumes
of timber. Figure 3 understates their relative significance, because the Bureau
of Land Management (BLM, U.S. Dept. of the Interior) accounts for about half
of the other government timberland in western Washington and Oregon, and
because northwestern California is relatively similar to its northern neighbors
(and contains northern spotted owl habitat) but is included in other west.

Protection of the northern spotted owl has substantially reduced Forest
Service and BLM timber sales in the Pacific Northwest over the past several
years. In May 1991, the Forest Service was enjoined from selling timber in
much of the area inhabited by spotted owls until it had prepared a management
plan and environmental impact statement for the species. In February 1992, the
BLM was similarly enjoined from selling timber because of its failure to prepare
environmental impact statements. Contrary to conventional wisdom, the liti-
gation and injunctions have generally not been based on protection under the
Endangered Species Act (ESA), but rather on unfulfilled requirements of the
National Forest Management Act of 1976 (NFMA), the National Environmental
Policy Act of 1969 (NEPA), the Federal Land Policy and Management Act of
1976 (FLPMA), and other laws.
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The impact of spotted owl protection on Federal timber sales is uncertain.
Estimates following the designation of critical habitat by the U.S. Fish and
Wildlife Service suggest that future Federal timber programs in the owl region
would likely be near 2 billion board feet (BBF) annually.? This is down from
the record 5 BBF harvested annually from these Federal lands in the late 1980s;
however, about half of this decline (1.5 BBF) was proposed in new land and
resource management plans for the national forests required by NFMA. Some
of the decline in the NFMA management plans is likely due to owl protection,
but such protection is only one of many factors affecting future Forest Service
timber sale levels. The decline under the plans is not a result of protecting the
spotted owl under the ESA; owl or no owl, Federal timber harvests in the owl
region were likely to decline, and that decline had been predicted for decades.®

Federal timber sales in the past 2 years have been less than the 1.2 BBF
sale program proposed in the Clinton Administration’s "Option 9" for the forests
of the Pacific Northwest. This proposal was intended to fulfill the legal require-
ments identified by the courts, and the plan’s environmental impact statement
has been submitted for judicial review. Until the courts accept the plan as
fulfilling the requirements of NFMA, NEPA, FLPMA, and other laws, Forest
Service and BLM timber sales in the Pacific Northwest will continue to be
severely restricted. Thus, while the Clinton timber plan proposes to sell much
less Federal timber than was sold in the 1980s, it also proposes to sell more
Federal timber than has been sold in the past 2 years.

Other Lands in the Pacific Northwest

As shown in figure 3, non-federal lands in the Pacific Northwest -- State
lands, tribal lands, industry lands, and other private lands -- also contribute
substantially to the regional timber supply. During the 1980s, the BLM and
Forest Service provided 37 percent of the timber harvested in Washington and
Oregon. (Note that this overstates the importance of the Federal agencies in the
area occupied by spotted owls, since Federal lands are relatively less important
west of the Cascades.) Another 10 percent was harvested from State, tribal, and
other government lands, while the remaining 53 percent was harvested from
private lands.

Several factors could be significant in determining short-run future supplies
from non-federal lands. One is whether spotted owl protection under the ESA
will affect non-federal timberland management; one part of the Clinton forest
plan is to ease possible ESA restrictions on timber cutting from non-federal

5See: U.S. Library of Congress, Congressional Research Service. Economic Impacts
of Protecting Spotted Owls: A Comparison and Analysis of Existing Studies. [by Ross
W. Gorte.] CRS Report for Congress No. 92-922 ENR. Washington, DC: Dec. 7, 1992.

€ See: V. Alaric Sample and Dennis C. LeMaster. Assessing the Employment Impacts
of Proposed Measures to Protect the Northern Spotted Owl. Washington, DC: American
Forestry Assoc., Forest Policy Center, 1992. 65 pp.
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lands. Another is whether private landowners will respond to the higher timber
prices by accelerating harvests. This may be possible in the short run, but such
responses are unsustainable because of low timber inventories on private lands
in the Pacific Northwest.’

One factor raised by environmentalists is the substantial volume of unpro-
cessed timber (logs) exported from the Pacific Northwest. During the 1980s,
28.7 BBF of softwood logs from non-federal lands in Washington and Oregon
were exported to Japan, China, Korea, and elsewhere.? In total, about a third
of the timber harvested from non-federal lands during the decade was exported
as logs. From the peak, the volume of log exports and the proportion of harvest
exported without processing dropped sharply, from 3.7 BBF (39 percent) in 1988
to 2.2 BBF (26 percent) in 1992. This decline is most likely due to the economic
recession in Japan and to the restrictions on log exports from State lands
enacted in the Customs and Trade Act of 1990. It also seems likely that log
exports will rebound as the Japanese economy recovers, although exports of
unprocessed logs might never return to the peak levels of the late 1980s.

Federal Lands Elsewhere

While much attention has been paid to the decline in Federal timber levels
in the Pacific Northwest, relatively little attention has been paid to declining
timber programs in other regions. Timber sales and harvests have declined in
nearly every Forest Service region since the peak of the late 1980s. Outside
Washington, Oregon, and California, annual Forest Service timber sales and
harvests in 1991-1993 were only 77 percent of the average annual sales and
harvests in 1987-1990. The Forest Service cited administrative appeals and
litigation as a factor in the decline, although previous agency data on appeals
did not support this conclusion.? Environmental groups have asserted that the
decline was inevitable, because Forest Service timber programs in the late 1980s
were at unsustainable levels; this allegation is also undocumented. Finally, the
lower timber programs might also be in response to the relatively slow economic
performance in the United States since 1990.

7 For a discussion of these two factors, see: CRS Report No. 92-922 ENR, Economic
Impacts of Protecting Spotted Owls.

8 Logs from Federal lands generally cannot be exported without some domestic pro-
cessing. See: U.S. Library of Congress, Congressional Research Service. Restricting
Softwood Log Exports: Policy and Legal Implications. [by Ross W. Gorte and Kenneth
R. Thomas.] CRS Report for Congress No. 93-738 ENR. Washington, DC: Aug. 13,
1993. 24 pp.

® See: U.S. Library of Congress, Congressional Research Service. Administrative
Appeals of Forest Service Timber Sales. [by Pamela Baldwin and Ross W. Gorte.] CRS
Report for Congress No. 92-349 A. Washington, DC: April 8, 1992. 9 p.
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Other Non-Federal Timberlands

Non-federal lands are significant suppliers of timber in much of the United
States, particularly in the South. Lumber production has also been expanding
in the South, in relative as well as absolute terms. The South produced a
quarter of the lumber manufactured in the United States in the early 1970s, but
a third of U.S. lumber production through most of the 1980s, and 43 percent of
the U.S. lumber produced in the first three quarters of 1993; lumber production
in the South rose by 43 percent between 1977 and peak production in 1988.1°
Despite the rise in lumber production, softwood timber inventories in the South
have also risen, from 87 billion cubic feet in 1970 to 99 billion in 1977 and to
104 billion in 1987."" While it may prove impossible to continue to expand
both lumber production and timber inventories, these data suggest that lumber
production in the South could be expanded further. However, kiln capacity for
drying lumber could limit such an expansion in the short run.!?

Canada has also been suggested as an alternative source of additional
timber for the U.S. market. The United States has long been a major market
for Canadian lumber, and Canada has supplied about 30 percent of the softwood
lumber consumed in the United States since 1978. The potential to expand
Canadian lumber production and exports to the United States is uncertain.
Existing inventory data show that softwood inventories rose nearly 3 percent
between 1976 and 1986.> However, others note concerns about overcutting
in Canada, and one author stated that the 1989 harvest in British Columbia
exceeded the annual allowable cut by 13 percent.! Thus, it is unclear whether
Canada can respond to the higher lumber prices by expanding production, even
temporarily.

10 American Forest and Paper Association. Statistical Roundup: Quarterly Statistical
Supplement. Washington, DC.

11 U S. Dept. of Agriculture, Forest Service. An Analysis of the Timber Situation in
the United States: 1989-2040. Draft. p. C-42.

12 Doug Smyth. "Timber Supply Crisis Really Arrives in '94," Wood Technology, v.
121, no. 1 (Jan/Feb. 1994): 23-26.

13 7.G. Honer, W.R. Clark, and S.L. Gray. "Determining Canada’s Forest Area and
Wood Volume Balance, 1977-1986." Canada’s Timber Resources. [David G. Brand, ed.]
Information Report PI-X-101. Chalk River, Ontario, Canada: Forestry Canada, Peta-
wawa National Forestry Institute, 1991. pp. 17-25.

1 P.L.C. Reed. "Canada’s Timber Situation in 2050." Canada’s Timber Resources.
[David G. Brand, ed.] Information Report PI-X-101. Chalk River, Ontario, Canada:
Forestry Canada, Petawawa National Forestry Institute, 1991. pp. 135-143.

See, also: James P. Kimmins. "Forecasting the Growth and Yield of Canada’s
Forests to 2050." Canada’s Timber Resources. [David G. Brand, ed.] Information
Report PI-X-101. Chalk River, Ontario, Canada: Forestry Canada, Petawawa National
Forestry Institute, 1991. pp. 17-25.



CRS-8

Timber Demands
Construction Demand

Demand for lumber is a secondary demand, derived substantially from the
demand for new or remodeled houses and other buildings. Wood products are
a relatively minor component of construction costs; for example, structural wood
products accounted for about 5 percent of the price of a new house in the late
1980s."® In contrast, construction accounted for 80 percent of softwood lumber
used in the United States in 1992.'° As a result, construction demand greatly
influences lumber prices, but lumber prices have relatively little influence on
construction demand.

New housing starts are clearly a major factor in lumber demand. From
their 1986 peak of 1.8 million, new private housing starts declined to a low of
1.0 million in 1991. Starts rose to 1.2 million in 1992, and continued at that
level through July 1993. From July -- the low point in 1993 lumber prices -- to
December, housing starts rose 25 percent, to a seasonally-adjusted annual rate
of more than 1.5 million starts in December. Whether housing starts will con-
tinue to rise in 1994 is uncertain.

The general economy is also a factor in lumber demand, since remodeling
and nonresidential construction activity track changes in gross domestic product
(GDP). The fourth quarter of 1993 showed strong growth in real GDP -- an
annual rate of 5.9 percent. This was a sizable increase over the preceding
quarters of 1993 -- 2.9 percent in the third quarter, 1.9 percent in the second
quarter, and 0.8 percent in the first quarter -- and over the 2.6 percent growth
in real GDP in 1992. Thus, demand for lumber in this sector was increasing
while housing starts were rising.

Market Volatility

Lumber is a minor but critical component of construction. Thus, buyers
often respond quickly to perceived changes or concerns about future supplies of
or demands for lumber. Because of the time required to harvest, mill, dry, and
ship lumber, inventories at the various points in the production and distribution
system can be significant, and demands to expand or shrink inventory can
change quickly. Thus, lumber markets are often quite volatile in the face of

15 National Association of Homebuilders, Public Affairs Division. Housing Back-
grounder. Washington, DC: January 1989. pp. 24-25.

16 The Irland Group. Assessment of Pricemaking Forces in the US Softwood Lumber
Markets. Augusta, ME: April 1993. p. 19. (Hereafter referred to as Irland Group,
Assessment of Lumber Pricemaking Forces.)
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perceived changes or concerns in the short run, and "market overreaction” was
identified as a major factor in two-thirds of recent price bubbles. '

The July-December price rise has likely been fueled by the price spike that
occurred in March. Wholesalers have apparently been cautious about expanding
their inventories this fall, after being burned with substantial inventories of
high-priced lumber when prices collapsed in April and May.!® Michael Carliner
of the Ngational Association of Home Builders predicted the post-March price
decline:!

Although lumber prices are quite sensitive to small changes in
supply or demand, it’s hard to attribute a 90 percent price jump to
any recent changes in home building or forest policy. It is likely
that prices will drop back. In the past, it has been common for
quoted prices to shoot up due to panic buying and then to fall back
down again when the speculative bubble bursts.

More recently, Carliner noted that the July-December price rise might also be
fueled partly by speculation, although he asserts that the underlying trend is
toward higher average prices.?

International Trade

Finally, international trade in wood products influences U.S. lumber prices.
For example, log and lumber exports to Japan have declined since 1989, because
of the weak Japanese economy. A strong Japanese recovery would add pressure
on wood supplies, and would likely raise lumber prices further.

The uncertainty over U.S. duties on imports of Canadian softwood lumber
might be contributing to the speculative concerns noted by Carliner. The uncer-
tainty is due to the numerous changes and reviews announced by the various
interests since October 1991. At that time, Canada withdrew from the Memo-
randum of Understanding with the United States on softwood lumber, and the
U.S. Department of Commerce (DOC) initiated a review of Canadian lumber
imports. Periodic releases of findings of the DOC on Canadian subsidies and of
the U.S. International Trade Commission on injury to the U.S. lumber industry
by Canadian imports, appeals to binational panels as provided for in the U.S.-

17 Irland Group, Assessment of Lumber Pricemaking Forces, p. 215.

18 Jeffrey Taylor. "Commodities: Lumber Futures Prices Again J ump Daily Limit As
Wholesalers Struggle to Find Scarce Supplier,” The Wall Street Journal (Dec. 17, 1993):
Cl4.

19 Michael Carliner. "Lumber Crisis," Housing Economics (Feb. 1993): 5-8.

20 Michael Carliner. "What’s Driving Lumber Prices?" Housing Economics (Jan.
1994): 5-9.
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Canada Free Trade Agreement, panel decisions, reanalyses, and subsequent
reviews have created uncertainty about U.S. countervailing duties on softwood
lumber imports from Canada; a chronology of the events relating to the U.S.
countervailing duty on Canadian lumber is shown in box 1.

further’ analyms
33. DOC.i 1s_s 8 revxsed
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CONCLUSIONS AND IMPLICATIONS

Lumber prices rose substantially between July 1993 and December 1993.
At their peak in the last week of December, framing lumber prices had reached
historic highs, although after adjusting for inflation, the prices are still
substantially below real lumber prices of the late 1970s.

Many factors have contributed to the recent price rise. Short-term price
changes reflect the interaction of supply and demand, as influenced by expecta-
tions and concerns. Protecting spotted owls has reduced Federal timber sales
in the Pacific Northwest. The Clinton Administration’s forest plan proposes a
Federal timber program substantially lower than sale and harvest levels of the
late 1980s, but higher than in recent years under current court injunctions;
thus, the Clinton plan is intended to alleviate some of the current shortage from
Federal lands. Federal timber sales in other regions have also declined, for a
variety of reasons. However, even in the late 1980s, Federal lands accounted for
only about 20 percent of U.S. timber harvests, and a smaller share of supply of
construction lumber when one considers lumber imports from Canada. None-
theless, because of limited private timber inventories in the West and likely
declines in Canadian production, reduced timber programs on Federal lands will
contribute to higher lumber prices over the next several years.

The 62 percent price rise between July and December is probably more a
result of the economic recovery combined with uncertainties over U.S. duties on
Canadian lumber and fears about timber shortages. Lumber prices typically rise
during economic recoveries; during the previous two recoveries, in 1983 and in
1976, lumber prices rose by more than 30 percent. The strong growth in GDP
in the fourth quarter of 1993 and the rise of housing starts over the last 6
months most probably precipitated the price rise. The continuing uncertainty
over the U.S. countervailing duty on imports of Canadian lumber undoubtedly
contribute some to speculation in lumber prices. Finally, the national attention
to Federal timber in the Pacific Northwest exceeds its importance in U.S. wood
supplies, and also contributes to speculative behavior to alleviate anticipated
wood shortages.

Some interests have warned that substantial lumber price rises might choke
off the U.S. economic recovery. They argue that homebuilding is typically a
major factor in an economic recovery, and that price rises for homebuilding
supplies could dampen the demand for housing, and thus cause a recovery to
falter. However, examining this possibility from two different angles suggests
that this result is unlikely. First, history suggests that rising lumber prices are
unlikely to constrain housing starts. Lumber prices rose by 73 percent between
1975 and 1978, while housing starts rose by 74 percent (from 1.16 million starts
in 1975 to 2.02 million in 1978). Similarly, lumber prices rose by 31 percent
between 1982 and 1983, while housing starts rose by 60 percent (from 1.06 mil-
lion starts in 1982 to 1.70 million in 1983). Thus, rising lumber prices appear
not to have, historically, dampened homebuilding activity.
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The second angle is the likely effect of rising lumber prices on housing
prices. Construction wood accounts for less than 5 percent of the price of a
house. Thus, even doubling the price of lumber raises the price of a house by
only 5 percent -- $5,000 on a $100,000 house. On a 30-year mortgage for a
$100,000 house with a fixed interest rate of 9 percent, doubling the price of
lumber increases mortgage payments by less than $40 per month. This increase
is less than the impact of a 1 percentage point increase in the interest rate;
increasing the interest rate from 9 percent to 10 percent, in this example, would
increase the mortgage payments by slightly more than $40 per month. Since
small changes in mortgage rates have a substantially greater effect on home
buyers than doubling lumber prices, it seems unlikely that changes in lumber
prices can have a significant effect on housing demand.

Finally, higher lumber prices may stimulate substitution of other products
for lumber in construction, particularly if prices remain relatively high. Some
homebuilders have already switched to steel framing, and the steel industry has
stated it hopes to account for 25 percent of the homebuilding market by 1997
(up from 1 percent in 1993).2! However, such a change has social and environ-
mental ramifications beyond just homebuilding. For example, while many object
to the environmental damages caused by timber harvesting and processing, they
are also likely to object to the environmental damages caused by the mining,
smelting, and refining needed to produce steel. Another concern is whether
higher lumber prices may stimulate tropical deforestation, although tropical
woods have rarely been used for construction lumber in the United States.

On the other hand, higher lumber prices may stimulate greater private
investments in timber production and in wood processing productivity. There
may also be potential to reduce material use through conservation in construc-
tion practices and standards, that would be stimulated by higher lumber prices.
Thus, the positive and negative implications of higher lumber prices that are
stimulated in part by declines and fears about declines in Federal timber pro-
grams are widespread, and worthy of consideration in any actions to influence
lumber prices.

21 Maryann Haggerty. "With Lumber High, Builders Look to Steel,” The Washington
Post (Feb. 5, 1994): E1.
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According to a study produced by Ross Gorte of the Congressional Research ervice
in March of 1993,! any conclusion indicating significant correlation of increased housmg and
lumber prices with lower harvest levels on federal forests in the owl range must be spurious.
He found that at most, “spotted owl protection on Federal lands is likely to raise prices by y\
about 10%." (Gorte, 1993: CRS-5) Economic recovery was found to have the greatest L
influence (>30%), followed by seasonal fluctuations (10%) and import tariffs on Canadian
wood (<6.51%). As of February 1993, lumber prices in current dollars had reacheda | |/ \33
historical peak ($445/kbf),? although prices in real terms were still 22% below their \A)J Y,
historical high of 1977. The study did indicate that price increases might be more severe in N
the short term, given the injunction on harvests, which this administration is currently
seeking to lift. Lumber prices were $449/kbf (also in current dollars) as of Friday, February
4, 1994, showing virtually no change from last year.
The study went further, dismissing claims that rises in lumber prices would affect WJ \}\,\Q
housing starts, thus causing economic recovery to stall. Mr. Gorte found, based on National
Association of Homebuilders (NAHB) figures,® that a doubling of lumber prices would
increase the cost of a new house by less than five percent. Given this relation, one could
expect that restrictions on harvests in the range of the owl could account for, at most, an
increase of 0.5% in the cost of a new house, or $500 on a $100,000 home.* This figure
directly contradicts the industry assertion that owl-caused increases in lumber prices have had
large impacts on housing costs: "The lumber crisis is having a severe effect on housing
affordability and on the whole economy..." (J. Roger Glunt, NAHB President, quoted in
Nation’s Building News, 12/20/93, p. 7). The CRS study compared rising lumber costs
during economic recoveries to changes in housing starts, and found that housing starts had
actually increased simultaneously with increases in lumber prices: "...rising lumber [prices]
appear not to have, historically, dampened homebuilding activity.” (Gorte, 1993: CRS-5)

! Ross Gorte, "Memorandum on Lumber Prices,” Congressional Research Service, 2/10/93

2 This figure is a composite index of framing lumber costs, complied by Random Lengths, Inc. of
Eugene, OR.

3 NAHB has indicated that lumber costs account for less than five perceat of the total cost of a house.
(NAHB, Housing Backgrounder, p. 24-235, cited in Gorte, 1993: CRS-5)

This amounts to an addition of just over $3 per month on a 30 year mortgage at a conservative 8%
interest rate.
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2)

3)

It is thus reasonable to conclude that:

reductions in timber harvests on owl forests will not significantly affect lumber prices
following the lifting of the injunctions;

the minimal price increases attributable to owl protection measures have little effect
on the costs of homebuilding, and therefore will not likely impact housing starts
overall;

no significant impacts to overall economic recovery can be expected to follow from
owl mitigation measures.



the price communities get for an average ton of household trash
from $100 in 1988 to $35 in 1993. _

' The problem is "especially acute" for plastics. Despite the
"push by government to recycle," US factories have "actually
increased" output of plastic made of virgin materials in recent
years. About 6.5% of plastics packaging was recycled in 1992,
according to the plastics industry. But the "majority of that"
was plastic soda bottles, "largely due to state bottle laws
requiring reuse" (David Kalish, AP/Nashville TENNESSEAN, 2/16).

*14 CONSTRUCTION: RISING LUMBER PRICES GIVE ALTERNATIVES BOOST

As wood prices continue to "rise rapidly" in the US, many
home builders are considering alternatives to lumber. Some, fo
example, are experimenting with concrete walls, "a departure fro
the two-by-four wooden stud walls that are standard in home
building." But steel "may be the most talked about alternative
to wood." Although 45% of the nation's home builders have
considered using steel framing, according to a 1993 study by the
National Association of Home Builders, "few are using it today."
Across the US, lumber prices have been rising because home
construction increased "while the lumber output was held back by
environmental restrictions." Prices for lumber will rise again
this year as supply continues to "outstrip" demand, according to
Lynn Michaelis, an economist for Weyerhaeuser Co. (Ralph Bivin
HOUSTON CHRONICLE, 2/13).

==s==s========= STATE REPORTS sS=mo=====SEESS

*15 CALIFORNIA: STATE BEGINS AERIAL SPRAYS AGAINST MEDFLY wy
California "is fighting a two-front battle to save its Fk j¢

agriculture industry from an enemy invasion. On one side is the

Mediterranean fruit fly. On the other, humans who want the state

to stop spraying them with insecticides," reported CBS co-anchor

Dan Rather. Despite a court battle from Corona, CA residents, ko,

aerial spraying began the night of 2/15 to combat the Medfly,

reported CBS' Sandra Hughes. One study says that "left

unchecked, " the fly could cost the state's agriculture economy sl

billion a year. There are eight more aerial assaults planned,

but city officials plan to fight for a court order to stop the
spraying ("Evening News," CBS, 2/16). Corona had appealed to a
Riverside Superior Court Judge, arguing CA violated its own
enviro regs by failing to study the long-term health consequences

of the insecticide malathion. The judge said that malathion did

not pose a risk. City Councilman Jeff Bennett: "I'm advising

every resident to file a damage claim against the state. This is

dead-ass wrong" (Tom Gorman, L.A. TIMES, 2/16).

*16 MASSACHUSETTS: WASTE BEING SENT TO LOW-INCOME COMMUNITIES
Massachusetts, a state which "consistently tops" the
national list for "tough" enviro laws, is sending its "worst
waste problems to other states." The state's enviro laws have
"made it virtually impossible to dispose of toxic or radioactive
wastes" within its borders. State companies ship more than
200,000 tons a year of hazardous wastes to "places such as El
Dorado, AR, Sumter, SC, and Paulding, OH -- low-income
communities in states that ranked in the bottom third of one
national survey for environmental protection." Almost 40% of the
residents of both El1 Dorado and Sumter are African-American.
State enviros who "fight disposal facilities" sited in
Massachusetts say they are "quite aware of how poor and weak
communities" in other states "disproportionately receive" waste
from MA. "But they say they would rather reduce the amount of
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* dent Clinton's forest plan in over the President’s willingness to .
April, lumber prices have address the situation dropped

havealready lost their jobs due to | - that's traditionally harvested from

V! ; land and chairman of the North-
the lumber supply crisis and that the federal forests,” Glunt said.

west Forest Resource Council.

«

. risen 50%, more mills have closed prices to about $300 by the time
and more people have lost their the plan was announced. Since
jobs, said NAHB President J. then, they've risen steadily and B
Roger Glunt in a year-end analysis stood at $481 as of Friday, Decem- -
of White House timber policies. ber 10. (See accompanying Lum-
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- - ence with representatives from The problem is with supply, riot
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dens of endangered species
preservation. They resoundingly
rejected a $48.9 million local bond
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g cones Canyonlands Conservation
- Program (BCCP), which would
- have created endangéred species
_preserves in the region. _
A multi-species’ habitat conser-
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tions imposed by the Endangered ;
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1olatmg the Endangered Specres Act
just might be the best thing Michael
Rowe ever did. While most of Mr.

B to the October fires that destroyed an estimat-
- . ed $1 billion of property in Southern Califor-
nia, breaking the law saved his. By clearing a
firebreak in habitat designated for an “endan-
; gered” species, Mr. Rowe spared his family's
5 house from the blaze.

;  For fear of prosecution, Mr. Rowe will not
say that he actually broke the law. Even if he
did, he maintains, it is unlikely the govern-
ment would prosecute him. As he puts it: “I

})ome tragedy. -

; wxfe and three children moved into a cramped

' franch 80.miles east of Los Angeles. That same
{ their house, Mr. Rowe was told that his ranch
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Rowe s law-abiding neighbors lost their homes '

don't think they’re that stupid.” The Endan- . |
ered Species Act's mandates are directly -
licated in much of Cahformas recent fire-

i: Nevertheless, Mr Rowes anger is pa.lpable RE ~came up with $5,000 to

&nd perfectly justified. In 1991, Mr. Rowe, his
Bl ‘one-bedroom house on their 20-acre hilltop

year -after saving enough money to expand .
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‘With the listing of the California gnatcatcher
in March, more than 400,000 acres of South-.
ern California coastal sage' scrub were put off
limits (a third of them, incidentally, in River-
side County). Only 5% of the gnatcatcher's
total habitat can be released for constructive
use.
Amazingly, Interior Secretary Bruce Babbitt
says these examples present a “model” of
“ecosystem management,” which will actually
enhance the position of private property
. owners.” Mr. Babbitt and other, defenders-of
“'thé Endangered Species Act like fo' note how
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a= more accurately, a group "
80il: hna been 50 deprived of |

!
i

in the form of the Sierra Club. This
vegetation, they say, is important -
and must be preserved. In 1990s’ :
newspeak, the vicinity is romanti- /-

: | cized as a-"pygmy forest” that mer-

‘its:preservation for posterity.

. As a part of its Coastal Act, Cali-

- fomm,has a statute that provides

for the preservation of “Environ-’
7 mentally Sensitive Habitat Areas,” -
or ESHA. .The Sierra Club wanted ::
the pygmy forest declared an
ESHA and off-limits for use by =
_mortals:- ‘Under:.an ESHA designa- °
tion' the ‘county would have been
duty-bound: to prevent the area:

from being “degraded "

" liable for punitive” damages, court
costs, attorney, fees and _statutory
*Hptualic

1 3'higher:-The legisladon‘would also
: require credit bureausto supply a

the dataxfltswrong ' free copy of a disputed credit: C

The upshot: |, report after it was corrected’ =

The"}l‘a‘rn‘soqowj.wu o_make sure the deleted
lost the $110,000 in?mmwm&m 3
4 dream ' - house | |- 80N v :

3 they intended to''.’ R

S ...2»-&»-
The county's P

| erning body, howeverf,

dense'layer of hardpan Roots can- © | located on private property. Th

_-not penetrate the hardpan and the ;| were concernéd that 'the owne . The
trees that grow there are thus {:| of the property: had: some: r[ghts C 15 be: ‘*degraded™ by ¢
trapped in soil without nutrition }| and that they ought to take.those: developmént.—HdW) :

* and underlain by rock that pre- ;& rights into account when drafting ;tonaries ‘(go’ ahead.».pi ‘ath;
" cludes root growth. What survives ;o their long-range plans forth - random) deem’thé*word.™ desl'ud_'
is severly stunted. - | - area’s use. ed” to-be synoriymous with word

- Enter the environmental lobby [ . They were:also ;- dereaned,

-thought was appropriate
. preservation. They had read at
" constitutional lldsaﬁon*b vught!

i property owners, dghtitha
“| . stringent regulatiéR had ‘taken’;
3| their land. Ir-a-t.a.ldng‘fweré'fotmd
. | . then compensation: for;the val
ofthelandwouldbedue“u g .

To salve their conaclénced*hn ﬁ:,._

providing some recoglﬂdon
environmental ¢oncerns:of _
Sierra Club, the:county pervi-
. sors produced 'a’planthat:called
for scattered single-farnily‘ fasi:"
dences on two- to five-acre lots. :
Hardly Trump City. T

»

. ~'.7. B
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- the most severe action that a local '}

- remedy the problems. An associa-

has violated a particular standard
under the code of ethics, there
must be a clearly delineated
enforcement mechanism for mem-
bers who do not comply. Under no
circumstances should an associa-
tion “make up the rules as it goes
along™ when dealing with a com-
plaint. An association can be sub-
ject to liability for restraint of
trade if it applies its disciplinary
standards in a variable manner for

similar situations. The president of
the association must be treated
the same as a first-year member. .’
An association must ensure that
all members have been informed -
of the rules of the process before
any action is initiated. Association
members and staff who implement -
the grievance process must be
thoroughly familiar with the rules. .

In most instances, expulsion is -

association can take for a valid - ¢

grievance which a builder or asso- . §

ciate member refuses to remedy
However, expelling the membe
will not remedy the original prob-
lem. If the cause of expulsion is
builder/home owner dispute,;
home owners may ask what pur-'
pose such a process serves for.
them when their main concern is
getting the problems in thelr
__homes corrected. e
Nevertheless, associations are
strongly advised not to step in and -

tion that considers fixing such

problems after expelling a builder f:':'

should keep in mind the prece-

dent being set. Fixing a house for

one person may create an expec- ¥

tation in the community to fix all &
B8 inal and civil penalties” for discing

other homes built by a builder
who has been expelled. Also, the
association could face lability for :
warranties on the work, tort liabili-
tylfanyonelsmjured etc. = .

An expulsion needn‘t be for life.
An association may want to estab- _
lish criteria allowing reinstatement -
after a certain time elapses if the-

other party in the dispute is . :
' true, as Ms. Klimko discovered this

amenable. Expulsion should be |
used only in very serious lapses of

ethical conduct. Once members
have been expelled, an association
no longer has any authority in
dealing with them. Before expul-
sion, associations should try to
induce the builder to voluntarily
comply with the decision of the
ethics committee. -

Image Program. You may call the'

409, Consumer Affairs; ext. 359, =

consumer qffairs. This article is the fifth

800-368-5242, ext 409.

B following toll-free number for-;.';
b assistance: 1-800-368-5242: ext..

Legal ext. 463, Home Builder% s
Press Phone Orders _ -y_ .

William Young is NAHB's dtreclor o_f 3. .
and final article tn a series. For further |

tnformation, call William Younq at I-
we got to’keep the people away

(Cortiviad from'page 8) -

ronmentalists who don't let us clear. -
the brush,” commented Ishmael
Garcia, whose house was destroyed -
for ‘that very reason.-Anna Klimko,
another Riverside County rwdent
who lost her house, reported that -
“neighbors of mine who went ahead

anddmoedﬂ\elrpropertwsﬁllhave B
their houses.” o a =21 [T w5,

T

The issue of cleanng gmlmd to

Bprotect’ houses -has come up*

before, “of course During the fire

M season of 1992 the Riverside

County Fire Department ‘ordered

EMr. Rowe's. nelghbors'to “abate”
: t.he flammable: vegetation,” some-,
: g they were eager to do. But ~

he U.S. Fish and Wildlife Service

B (FWS) warned in a letter that
Jdiséing of the firebreak would
§¥ harm” the K rat, and thus *is not
¥ authorized” by the Endangered

Species Act.

In a separate. letter to Mr. Rowe
— whose property was ‘threatened -
by his neighbors’ vegetation —

FWS wrote: “It should be noted

that the act provides for both crim-

— in this case, going to federal

Morison or being fined up to
82100,000. (FWS sent a copy of the

"FWS Law Enforce-
" in Gardena, Calif.)

M trouble and protect his property, -

too. Unfortunately, that claim isn't

year. She mowed her property and
lost her home. “The mowed areas
still burned,” she laments angrily.

And that was the problem, not
just with the K rat in Riverside
County but with the gnatcatcher
in Orange and San Diego counties,
where fires took hundreds_ of
homes as they tore through “pro-

NAHB offers various semces;-l-’ Btected” habitat. The designation of .
that can help local associations to " -

f establish a Builder Professional . .
down — fueled: the ‘destructive-

ness of the fires.. According to the

i Orange County fire chief, clearing
brush *could have stopped" the |-

LagunaBeachﬁre

- This lesson waslost onMr Bab-'~ ‘

bitt, however. Rather, “the lesson

of these fires,” he told mediaata. .

Los Angeles fire statlon, “is that

q

from the ﬁ:e hazard." (Keepmg -

'. the fire hazard away from the peo-
" ple was apparently not worth con- -
' s1denng) With such declarations -

Mr. Babbiti-seems to endorse an
alarming principle: The property

‘may not be. :

“protect the public.” If such regu-

~ lations: protected the -public,
- Riverside .County’s fire hazard
" would have been mitigated. But it

_wasn't, and along’ ‘with many oth-
ers, Mr. Rdwe’s next-door neigh-
bors suffered the consequences.

" The October firestorm scorched

‘about 80% of their property, leav-

ing them and their cattle in the

middle of a cleared field at 2 a.m.
surrounded by fire.

This pitiful story raises a ques-
tion:. Whose habitat is it, anyway?
In FWS's 1992 letter to Mr. Rowe,
it warmed that harming or harass-
ing a K rat would be considered a
“take” under the Endangered
Species Act. This includes “signifi-
cant habitat modification or
degradatlon where it actually kills
or injures wildlife.” But when the

_ rights of humans may be violated, .
but the habltat of certzm ammals :

ltishardtoknowwtmtt.oumlk -
" when environmentalists assert
-that-their.favorite: regulations .

act was passed'in 1973, it conspic- <

" uously lacked such language

Indeed; specific language in an °

earlier dm.ﬁ language that pro-

hibited habitat modification on -

private property — was deleted
from the final bill. As with federal
wetlands regulations, the Endan-
gered Species ‘Act has metasta-
sized over time. -

Mr. Rowe wonders: “By what
authority do these do-gooders,
with their tract homes and condos
that destroyed prior habitat, deter-
mine that my. property should
remain -open space for them to

"=not one-of the advocates for
‘preservatlon of the K rats owns

brush as protected habitat —and - have hills o look at?" He notes that

restrictions on controlled burns
and other ‘methods. to_keep brush ™|

" property - in the designated habitat _

.- preserves.”His suggestion: “Let

“theri bring their checkbooks, pur-

"lookatltallﬂleywant.

chase the property and they can -

. Suoyuafellawa:ﬂwCompetmw

Institute tn Washington, D.C.

Enterprise .
- Reprinted from The Wall Street Journal -

- by permission of Dow Jones, lnc -
01998 All mhm mrved.
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4 ne Consumer Affatrs Sub-
committee has: developed the
“'Model Buildey Professional
Image Program to improve the
. tmage of local builders associa-
tions and the housing tndustry
-t general. Previous articles tn
this series have dealt with a

_model code qof. ethics, standard

cmum(:ts, aocepumce criteria for
,members standard war-

vmmfes, oonsmwtwn standards
choosing’to adopt any AT

Pal Qfﬂu‘sgvgm should first

t.enmnesthatabu-ﬂderhas'

ted_the COde

| length ‘of time.,

les include, suspe ding 8,

‘m m' r.-from. membe

and/or home show parmapatxon.

. _"C..Expulsion. ‘The individual or a8
" % company would be’ removed as a

g member of the association.
- i1 8N association finds a member

'Whﬂe serving on a forestry panel

with President Clinton last April :
B and criticizing ti

Depaxtment of Natura.l Resources

cords show: Arthur sold his_tim- {}

.,'to a “major log exporter,” Glob-

Pacific Forest Products, on Dec. .

. §80,.1992. Steve James, who “wield-
d the chain saw™ that brought

lown the trees last August, sayshe

S “not proud” of the cut he made”

pn-Arthur's propert.y, -adding: . §

Stumps don't lie.” Arthur said. on

December 4 that he i is sausﬁed
the logai . -

'clearly di
enforeement mechanism
bers who do not comply.
circurnstances should a;
tion “make up the rules
along” when dealing wi
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ject to liability for res
trade if it applies its di
standards in a variable m
similar situations. The pr
the association must be
the same as a first-year
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In most instances, exp
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ING THE PRESS—Dhcmdu the state of emergency that has sent lumber - ‘-;

ces skyrocketing, from left, are NAHB Executive Vice President Kent Colton-
HB President J. Roger Glunt; John Hampton, chairman of the Northwest Forest
purce Council; Dan Dutton, president of Stimson Lumber Company in Portland,

.; and Jeff Joseph, an economist for the Unlted Bmt.herhood of Cu-penters md )

inouofAmerlca.AFL—ClO._-_ ‘

- and thereby’ avoid paying
luraber prices: He recycles the
trees that he cuts from lots and -

‘is not ‘sufficient, said Jeff Jogenh
‘an-economist for the:aUnite

Brotherhood of Carpenterstands

. oiners of America, AFL-CIO

““The -.proposed packaé@'-'
under-funded and sadly a

retraining,” Joseph said.
Glunt called on Congress an .ti\

Glunt said. -

( “Everythmg
eliminate the 6.5% countervailing
duty on Canadian luraber imports;
and enact endangered species;leg

As the forest plan stan
is unfair,and is not the- 1

Conventlon/Exposmon in Las
. Ve_gas, Nev., Jan. 18-24, 1984

Tuesday, January 18
' Natioml Vice Preddon




t's hard to believe, but the
endangered species gears are

grinding toward shutting down

B} a good chunk of southern Alaba-
# ma. The reason? A fish that either
"B hasn't been seen in a decade or is

B plentiful from Montana to the Mis-
g sissippi delta, depending on your
& taxonomic sympathies.

This wrecking ball got swinging

two years ago because of an arti-

cle in the Bulletin of the Alabama
Museum of Natural History. After
examining a stuffed museum
specimen, the authors tossed out
100 years of scientific opinion and

declared the Alabama sturgeon a .|
" wreck thousands of lives.”

separate species from the Missis-

sippi shovelnose. That was all the
local U.S. Fish and Wildlife office

} ' needed to nominate the sturgeon

‘for the endangered list.

The “phantom fish” has become'

a running joke in the Alabama
papers.. State officials have

_launched a frantic hunt using gill
- nets, hoop nets, electroshock as”

well as the fish poison Rotenone,
but can't seem to stare one up for

view. Nobody will be laughing if -

the fish wins federal protection.
Under a federal rule already

{ drafted, the sturgeon would be .
Bl - awarded some of the nation's

~busiest commercial waterways as
“critical habitat” including the
lower reachies of the Alabama,
Cahaba and Tombigbee Rivers.
Owing to vague hopes that some-
where a lonely sturgeon may still
be snuffling along these bottorms
in search of snails and whatnot,
dredging would be sharply cur-

tailed, causing the navigation

channels to silt up. If the state's
barge traffic stops moving, 20,000
jobs could vanish.

No wonder Alabama’s entire
congressional delegation has come

meeting in Mobile, hundreds had
to stand outside and peep through
the open windows. These folks

eered the 59 speakers who bad-

‘B Inouthed the sturgeon and booed
the fish's only supporter.

Notice of Meeting

The Annual Meeting of the
Membership of the National
- Association of Home
_Bmlders will take place at 10
" a.m. on.Saturday, Jan. 22,
1994 (immediately following
the NAHB Board of Direc-
tors Meeting), in the Las
- ‘Vegas Convention Center’
Ballrooms, for the purpose
of electing directors and
considering such other mat-
ters as may come ‘before the
meetm,g
- Randy Smith,
. Vice President

and Secretary .

£ out against a listing. At a public

Y

" that an’‘endangered listing can

~ Alabama sturgeon

’ tunely,hesubnuttedhlsﬁmtpack N

_ him to resubmit.

- Alabama’s congressmen began- .

PhantomFish€ould Snag Alabama B

Jim Stewart, the Fish and
Wildlife biologist who has taken on
the mission of shepherding the.
sturgeon through the bureaucracy, .
is puzzled that seemmgly intelli-
gent people™ would rise up against

" Scaphirhynchus platorynchus.
It’s not the fish that scares folks,
. but the crowbar it would give liti-
gious activists. Alabamans have -
heard tell of the spotted owl,

exploited by environmentalists to. ] :

kill off muchof the Northwest tim-"
ber industry. U.S: Seriator Richard : .
Shelby warned the Mobile meenng

“open a Pandora’s box that would
“We don't questlon M. Stewart’s

devotion to savmg rare specnes,
but the.law’s myopic. ‘absolutism -

- makes him &’ ‘dangerous fellow. He .
takes credit for putting : “16 or 20" "
. on'the list; so Mr. Stewart, clearly

knows how to ‘work the process.

sturgeon a unique species in‘the .
first place. He ‘drafted the proposal -

“for an endangered listing and plot- -

ted out its cnu_czl ?.nablta; Inoppor-

age to the Interior’s Division of -
Endangered Species during the
. presidential campaign, and it.
quickly came back: But after Clin-
ton’'s election, he got a call inviting

_ His friends in the bureaucracy -
came to his rescue again when .

throwing rocks at-Interior Secre-’

‘| tary Babbitt, who promised-to

-~ appoint an mdependent scientific
panel. But somehow, thatJob land- .

’

~ ed back on: Stewart's désk: Now a M
court has blocked the report.- .~ |
-~ Mr. Stewart considers’ rumself a .
- simple scientist, but he- ‘clearly -
understands the: Jmportance of .|
. remedial flackery. He's frequently’ s
. "quoted in the Alabama press-pooh- | -

poohing the potenma.l job losses,”

. and he almost has 8 war going with

" the U.S.-Army Corps of Engineers, -

k "Repnmedmmuwtvausm Joti

which predxcts t.hat without steady |..~ 953,

-

ge ' |
dredging the rivers would be
impassible in 12 months or less.~

The ' taxonomic questlons
though, may be the real zinger fol
future preservanomst battles.

In Mr. Stewart's view, any popu-
lation that undergoes a period of |
geographic isolation  can. be "4
deemed a separate specn;s,

becomes the'legal rule, two gup-
* pies living on either side of a dam
could be deemed different species.
No wonder many ecologists are
talking less about species these .
days and more about preserving :
habitats, where the animals and
plants presumably can bé left to
figure out their own identities. .
That's been the- problem with
‘Species. Act

by permusm of Dow om;]mz:!
reserved.



A REMNANT OF AN EARLIE!LE’E—M photograph of the long
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“Continued from page 9)
require a stricter scientific basis
‘or listing species.”

Second, the Congress should re-
-quire a critical habitat designation at
‘he time of listing, Glunt said. FWS
aas routinely failed to designate
critical habitat for listed species.

As a result of failure by the FWS
to designate critical habitat, the
Austin FWS field office regulates
development on all potential habi-
tat. In-the Austin area, the local

FWS office currently wields more '

power over development in Travis
County aid the City of Austin than

the planning commissioners or the

local officials. In the surrounding
area, virtually every proposed

de_velopment, even the construc-
tion of one single-family home,

requires prior FWS approval.

To obtain FWS approval,
owner must engage in a costly and
time-consuming process to demon-

strate that-there is no suitable
endangered species habitat on or.

even near the subject property. In
most cases, FWS requires a i

biological consultant to make the °

i determination through field surveys. -
In the case of the Golden-'.
cheeked warbler, Austin FWS_-
required three consecutive years:
of field surveys to determine the ",
species® critical habitat. (Warbler
surveys are only admitted as’.
acceptable proof if the surveys are 1
conducted within a 66-day period, ;- |-

from March 16 to May 20.) -

ent penalties.

Third, Glunt said that the Con-

ress should revise the habitat

onservation planning process.:
ke dct's stat,utpry',laq'gugg&;'
suetv. describes the necessary ',

aland-

vation Plan. FWS regulations
merely reiterate the ESA’s impre-
cise criteria. HCP guidelines
should be developed to advise par-
ticipants on the essential elements

. of any plan, on what value FWS

ascribes to habitat enhancement
or other conservation measures,
and how to measure the success
or failure of the plan.

In the past, FWS has been
unwilling to offer definitive guide-
lines in crafting an acceptable HCP.

“Although FW§ attends all HCP

planning sessions, the agency typi-
cally refuses to indicate whether it
will find the plan acceptable or
whether a particular component

- will prevent HCP approval -
__Fourth, the Congress must pro-

vide financial assistance for habi-

) tat preservation. .

" wildlife are worthy of preservation.

5242, ext. 485. N
e

Tt species preseﬁétibﬁ i

deemed a worthy national goal the
federal government should share
in the responsibility for the cost:

- FWS refuses to contribute funds

to the cost of the Balcones plan. In
fact, FWS forbade the proposed
Post Oak National Wildlife Refuge
in Austin to be used as habitat
raitigation for the BCCP. Perhaps
if FWS were required to con-
tribute 50% of the costs of the
BCCP, FWS and Secretary Babbitt
would be more critical of the
plan’s grand scheme,” Glunt said.
Fifth, and most importantly, pri-
vate property owners should be
compensated when their property
is upduly restricted by the act'’s
stringent limitations, Glunt said.
The act imposes harsh limitations,.
both temporary and permanent,

‘on the use of private property.

“Qur nation’s rare plant and

-_ﬂgwg;eri ‘the ‘expense-should be
shared by all. FWS must recognize

that property owners deprived of
economically viable use of their
property, as a result of the act's
prohibitions, are due compensa-
tion. The Congress should require
FWS to formulate a claims process
and strict timetable for requesting
and offering restitution. All dis-
putes should be referred to arbitra-
tion for resolution.

“Travis County voters resound-
ingly denounced the spend-and-
regulate extravaganza endorsed by
Secretary Babbitt. Rather than
endorsing the model plan that fos-
ters economic growth and pre-
serves endangered species, FWS
endorsed the model plan that
dchieves neither goal,” Glunt said.

For more information about the
endangered species issue, contact
Michelle Desiderio at 1-800-368-

p——— e

In addition, FWS requires an :
endangered species permit to con- {
duct most field surveys, arguing -
that even surveys are a potential : .
harm to listed species. If FWS fails
to sign off on the project, the
andowner faces severe enforce- -

_Sﬁpréme Court To

Yhe US. Supreme Court has
- agreed to hear an important
4 Fifth Amendment “takings”

case from Oregon that could have

serious implications for a wide vari-

ety pf federal, state and 'locaJ per-

tting programs.
The case, Dolan v. City of

involves an application by
Oregon property owner, Mrs.
olan, for a site development
view in order to expand a retail
lectric and plumbing supply
tore. The city of Tigard granted
e necessary permit but as a con-
dition of the permit would have
required the plaintiff to dedicate
land for storm drainage improve-
ments and imposed an exaction
requiring Mrs. Dolan to dedicate
7,000 square feet of her land for a

_pedestrian and bicycle path and a
_grgenway."]‘he_ city justified the -
-’exaction on the expected trans- .

partation impact ‘and storm water
ruffoff that gould:result from the

Hear Takings Case

ot

Mrs. Dolan brought an inverse
conderanation action in state court
claiming that these conditions were
not sufficiently related to the pro-

* ject's impacts and ‘therefore consti-

tuted a taking of private property

. without just compensation in viola-
" tion of the Fifth Amendment. .

The Court of Appeals and the
Oregon Supreme Court rejected
her claim, stating that the trans-
portation impacts and storm water
runoff from Mrs. Dolan’s new store
were “reasonably related” to the
requirement to dedicate land for a
pedestrian and bicycle pathway and
a greenway.

This case is similar to Nollan v.
California Coastal Commission,
which was decided by the U.s.
Supreme Court in 1987. In the Nol-
lan case, the California Coastal

. .anunissionissuedapemﬁtw the
‘Nollans authorizing construction of |.

. an addition to their beach house

but required the Noflans to grant a

e hlin adenment arrnss their beach- +

front because, according to the
commission, the new addition
would create a “psychological barri-
er” to public access to the beach.

The Supreme Court held that
there must be an “essential nexus”
between an exaction and the
impact of new development. The
Supreme Court further stated that
a higher level of scrutiny is neces
sary when a court reviews th
constitutionality of this type o
exaction. in granting review o
Mrs. Dolan's case, it appears tha
the court is preparing to give fur
ther guidance on these importar
issues.

NAHB last month filed a friend-
of-the-court brief with the Suprem:
Court urging the high court to hea
the Dolan case as it involves issue
critical to the housing industr
NAHB will file another brief wit
the Supreme Court asking th
court to reaffirm its holding in t!
Nollan case. The case is expectc
to be set down for oral argumel

 lafer this winter with'a decisi

from the court anticipated.by tt
end of June1994. T



- -(Continued from page 5)
finds its way into the surrounding
- goil. ‘Septic waste turns out to be
rich in minerals, particularly nitro-

~ gen and phosphorous. Plants like
" nitrogen and phosphorous. Espe-
cially plants that aren’t used to
getting any. '

" All right, class:

How doé‘s' devel-

opment “degrade” a “pygmy” for- .

- it?) One expert testified that he
had seen a mere five-years expo-
sure to septic effluent cause
“pygmy” trees to triple their
height. That’s right; to feed these
starving trees would be to
“degrade” them. In fact, if you
actually owned this land, you'd

_probably better avoid walking the
family dog.on it. Most of them go
around dropping little bundles of
natural nitrogen packages all day

- long. :

The county committed the
apparently unpardonable sin of
-suggesting to the court that leav-
ing some potential use for the pri-
vate owners of this property was
mandated by both state and feder-
al constitutions and that a plan
that precluded all development
might result in a taking of proper-

ssue; the court gave the rights of

~ rRsponsible for planning its future:
u®) less shrift than it gave the

. K o

Speak Up on
Land Development
Sta_ndards |

“Proposed Model Land
Development Standards and
Accompanying Model State
Enabling Legislation, 1993

~ Edition,” prepared by the
'NAHB Research Center for
HUD, provides guidelines for
safe, high quality residential
development that eliminates
“needless state and local land
development requirements
that add to home prices. The
Research Center plans to
update this publication as
needed to reflect comments,
- suggestions and continuing -
land development research.
You are invited to request 3
free copy, look it over and
see if it addresses your land
development problems and
concemns. If it doesn't, your
comments are solicited
through January 10. For a
copy, contact Carol Schaake,
NAHB Research Center, 400
Prince Georges Blvd., Upper
Marlboro, Md. 20772-9731;
telephone 1-800-638-8556.

est? All together now: It fertilizes .
it.- (Wouldn’t that be upgrading-

ty requiring compensation. Unfor-.
tunately, while this was a’'serious"

hose who own the property |
hilong with the duties of those .

DECEMBER 20, 1993

ke'ep the stunted vegetation

starved.
The issue that needed to be

priate for a government agency (o

do its general planning in a man-

ner that takes into account the
. long-term interests of all-of the. -

_-court sidestepped tHat.issue by
-’ concluding that; as no Jproperty:
‘owner-had actually applied to.

development preclusion would be '
a constitutional taking was not
“ripe” for determination. True, but
irrelevant. The question before
the court was whether it was:.
proper for the government’s land
use planners to develop a plan
that would permit sufficient use

arise in the future. That's plan-’
_.ning. Indeed, it is responsible

. of the right to-use their property
© could, at that future time, file an
inverse condemnation suit to
_ recover ‘compensation. Until then,.
| however, the county had no-busi-’
. ness taking into-account for plan-:
ning purposes the necessity for.
leaving the .owners of private?
. property with-the possibility of
making economically productive
or beneficial use of their land.

Nonsense. Would the court
have held that it is OK for auto
manufacturers not to be overly

_ concerned about brakes because
“ anyone injured by defective
brakes could sue them later? - -
This column, as will be many in
this new series, is in the nature of a

organizations out there with noth--

money than to try and erect “No
Development” signs wherever they

ability to make productive usé of
land need to be equally vigilant.
NAHB, through Rothtts: LANDS
program and its Le ion Fund,
has been at the national forefront

B right to use property. Without con-
¥  tinued vigilance, those who used to
B be viewed as the productive mem-
bers of society —. that is, those
‘who went out and made things —
will suffer the same fate as the

“out. (Wouldn't it be better/more in

'-i'@pygnw forest story, to say “They’ll
“be protected to death™) :

B Michael Berger is a principal in the
Santa Monica, Calif,, law corporation
WBerger and Norton. B

~addressed was clear: Is it appro- -

. citizens and residents of the area, -
- including property owners? The

. develop any land and been turned <
down, the question of whether .

that the taking issue would not §

At the Sierra Club’s urging,
_however, the. court took the view
{ that any property owners who+"

"~ might be injured by future denial -

warning.-There are people and

-l ing better to do with their time and -

can. Those who care about.the™

- of the movement to ‘protect the -

pygmy forests of northern Califor- .
nia: The “environmentalists” will -
. fence them off and starve them. '

‘keeping with the moral of the :

PRESIDENTIAL TAGS—NAHB Women's Counci} !
(right) and Metropolitan Omaha BA President .
meet with NAHB President J. Roger Glunt during
Women's Council promises to project a high profil
Show. It will sponsor “Harassment in the Work
gram, on Sunday, January 23 from noon-1:30 p.x.
Las Vegas Convention Center.

The Business Transportation ' Emplo
Council (BTC) has announced Requir
three new publications to help Air Ac
businesses make the most of provi- Mana;
gions in the Intermodal Surface Goods
B Transportation Efficiency Act of To Fo:
1991 (ISTEA), that mandate “The 1
greater citizen participation in - copies
egional mobility decisions. The able fr

$rublications are: “Complying with 202-7¢




Tves, local govemments-would
‘able to obtain an’ ESA permit-
owing development in other
of Travis County: The local
-referendum_would; have*
onz_ed t.he pubhc purchase of

at’ -ca.lled enda.ngered

unty i
e ‘ESA allows the Fxsh and
e Service to authorize the
¥de yelopment of endangered
¥ species habitat ‘upon its approval
Hof a Habitat Conservation Plan
1 (HCP), a federally prescribed land -
8 use management. plan adopted by -
‘"8 the appropriate local government.:
2 HCPs generally establish habitat .
" 8 preserves and institute specific._
 land use’ controls, such as habitat
Amitigation assessments, to pre- -
erve endangered species. -~ -
: Planning for the BCCP began
Mover five years ago and remains
diricomplete. Without Travis Coun-
&y’s bond money, the plan’s future
s unclear. Preparation and imple-

n entation of the BCCP to permit
fthe incidental taking of the listed
7-pecies is estimated to cost more
han $168 million. .

Funding for the plan was to have
een derived largely from three
Ssources. First, the City of Austin -
i pproved $22 miillion in bonds to
Funderwrite part of the land acqui-
gsition costs. Second the Travis

tat xmtigatnon “contribution” by
: buﬂders levxed on |

the habitat preserves. The plan
roposed a“habitat rmt:gatlon
essment of $2,000 per acre for
~ ‘acre of development, regard-
gless of the amount of habltat that
i is actually destroyed. |
B Since 1987, FWS has deemed
several species native to the
M Austin area as worthy of ESA pro-
i tection, mcludmg two birds — the
o Black—capped vireo and the Gold-
én-chéeked warbler — and five |
cave invertebrates. In Travis .{
ounty-alone, several thausand
cels’ of land, ¢overing approxi-
ately 260,000 acres, are current-
regulated by FWS as potential
bitat under the act. The listing
the Golden-cheeked warbler as
endangered species effectively
imposed a county-wide develop-
hent moratorium. The county
praisal district estimated that
d values in the area fell from
rer $335 million to less than $57 .
on after the warbler's listing.
AEoor unplementat:on of the ESA
3 the ‘Austin area,” which has
E id_f:ed in voter dissatisfaction
ecessary restricnons on - )
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housing 'developme'nt-,' highlights a

:_dire need for reform, according to
- NAHB President J. Roger Glunt.
. He noted that the-Travis County -
* situation exemplifies the five areas
. where the ESA most needs reform: -
- listing decisions, critical habitat, -
"{:< habitat conservation plans, federal -
< cost-sharing and compensation. -
_ ‘First, the Congress must-ensure -
“"that FWS extends the act’s pro-.
“-tection to only. those species |[°
- which are truly endangered. Con- .
1. troversial’ decisions taint the list--
" ing process. Currently, there is no
- congressional or regulatory direc-

tive to guide FWS in its listing

- - decisions. Accordingly, the agency
- routinely renders unreliable listing
+ decisions with no basis in science
- or fact. The harmful results from
""FWS's curfent listing practices are

-significant: The agency inevitably
~“reviews and accepts petitions to
list species that do not face dan- .
'ger of extinction.

Blologlst Warren Pulxch has

E ralsed serious questions over the

validity of the data on which FWS
listed the Golden-cheeked war-
bler. Yet the allegation by an envi-

eCles Habl

ronmental’ organizatlon that the
. warbler's .existénce was jeopar-
dized because of a single landown- . ‘.
_er's attempt to clear his property
spurred FWS to conclude that '~f :
.there was an emergency “posing a
- ignificant risk to the well-being of " {8
" the warbler.” The warbler’s listing
- became effective immediately
_ “under the act’s emergency proce-"
dures;- thus’ suspendmg normal -
rule-makm.g requirements and the:
opportumty for public corment. - L,
- FWS justified the emergencyhst— it
mgbya.rmouncmgthal:2203cxesof °F
warbler habitat had been cleared.’ ¢ C
However, the agency selectively l; &
- neglected to disclose that 105,000 &
acres of suitable warbler habitat '@ o &
remained in Travis County alone. B
The warbler is also found in at least .
2,41 counties in Texas. g ] "=
. “Itlshlghlydoubtfulthataneg- ‘N1
ligible loss of habitat could consti-* §
tute an imminent threat warran- & e 1
ting the warbler’s emergency §
listing and justify the abandon:
. ment of normal rule-making. pro;’
cedures,” said Glunt. “Congress
must reform t.he listing process to

';‘.1’*2‘-?«.‘-’:"—.7"_:.‘-.1,:-7-:;-. e
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