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On April 25, the Trump Administration announced an average 20% tariff on Canadian
softwood lumber imported into the US. For decades, certain US lumber producers have
complained that Canadian lumber producers were unfairly subsidized by their government
and were able to “dump” Canadian lumber into the US at below-market prices. At various
times in the past, there have been quotas and taxes on Canadian lumber exported into the
US, but these type agreements expired in late 2015. Since the beginning of 2017, partially in
anticipation of some sort of action by the Trump Administration, western Canadian softwood
lumber prices (the type of lumber frequently used in home building) have risen 29%. 1
Although final resolution on the tariff may take months, if not years, the effect on Canadian
lumber producers is immediate. The impact on US homebuilders may take up to six months,
since many lock in lumber prices months in advance, and will only have to reckon with higher
prices when these forward contracts expire. The upshot is that all US homebuilders have
already felt, or will soon feel, the impact of higher softwood lumber prices, and the additional
cost impact of a 20% tariff may range from negligible (in accordance with the old Wall Street
adage of ‘buy on the rumor; sell on the news’) to as high as 20%.
For context, imported Canadian softwood represents 28% of all softwood lumber purchased
in the US, according to the National Association of Homebuilders, as reported by The Wall
Street Journal.2 The newspaper also reported that a homebuilder spends $15,413 for softwood
lumber in an average single-family home, representing about 7% of the total construction
cost. Assuming everything else remains constant (which, of course, is rarely the case), a new
20% tariff would theoretically raise the price of this lumber by approximately $863, or 5.6%
($15,413 x 28% x 20%).3 Since it is unlikely that the rise in price for Canadian imports would
be limited just to these imports and not affect US softwood lumber pricing, the full effect of
a 20% tariff could be as much as $3,083 per home ($15,413 x 20%). Because a blend of both
US and Canadian softwood lumber prices has already risen 20% since the beginning of 2017,
it is not clear that this tariff would boost softwood lumber prices an incremental 20%.
In terms of gross margin impact on US homebuilders, our analysis shows that the effect
could be as high as 110 basis points. Assuming softwood lumber prices rise an additional 20%
while home prices remain constant, and assuming an initial average 20% gross margin, the
table below shows the potential impact.
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Exhibit 1

US Homebuilders Potential Impact

Lumber Cost

% of
Total
Other Materials
construction cost construction cost and Land Costs

Hypothetical
Home Price @
initial 20% GM

Gross Profit

Gross Margin

Current situation

$15,413

7%

$220,186

$204,773

$275,232

$55,046

20.00%

Potential 20% cost increase due to tariff

$18,496

8%

$223,268

$204,773

$275,232

$51,964

Immediate cost impact due to tariff

$3,083

1%

$3,083

$0

$0

($3,083)

18.9%
18.9%
-1%

Source: Moody's Investors Service

While all homebuilders will see some effect, more likely to be adversely affected are those that build the largest homes, i.e., Toll
Brothers (Ba1 stable) and The New Home Company (B3 stable).
However, the seasonally adjusted median sales price for new single-family homes in March was up by 7.2% from February and also up
by 1.3% from March 2016. This indicates homebuilders still have considerable pricing power, due in large part to the paucity of supply.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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Endnotes
1 Eastern Canadian softwood lumber prices, also used in homebuilding, have risen at a slower rate, in the neighborhood of 20%.
2 This is from the 24th https://www.wsj.com/articles/home-builders-brace-for-canadian-softwood-lumber-tariff-hit-1493086957
3 The 20% tariff will be collected by US Customs and will be paid by the seller of the lumber, i.e., by the Canadian lumber producer, not by the buyer of the
home. However, given the tightness of lumber markets in the past year, some or all of this tariff, if not already captured in the rising lumber prices of the
past year, could result in additional price increases.

3

27 April 2017

US Homebuilding: The Tariff on Canadian Lumber: Deja Vu All Over Again

CORPORATES

MOODY'S INVESTORS SERVICE

© 2017 Moody’s Corporation, Moody’s Investors Service, Inc., Moody’s Analytics, Inc. and/or their licensors and affiliates (collectively, “MOODY’S”). All rights reserved.
CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS AFFILIATES (“MIS”) ARE MOODY’S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND MOODY’S PUBLICATIONS MAY INCLUDE MOODY’S CURRENT OPINIONS OF THE
RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES. MOODY’S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY
MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS
DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND MOODY’S
OPINIONS INCLUDED IN MOODY’S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY’S PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE
MODEL-BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY’S ANALYTICS, INC. CREDIT RATINGS AND MOODY’S
PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT AND DO NOT
PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR MOODY’S PUBLICATIONS COMMENT ON THE
SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MOODY’S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY’S PUBLICATIONS WITH THE EXPECTATION
AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR
PURCHASE, HOLDING, OR SALE.
MOODY’S CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL INVESTORS AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR
RETAIL INVESTORS TO USE MOODY’S CREDIT RATINGS OR MOODY’S PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION. IF IN DOUBT YOU SHOULD CONTACT
YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER. ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW,
AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED
OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY
PERSON WITHOUT MOODY’S PRIOR WRITTEN CONSENT.
All information contained herein is obtained by MOODY’S from sources believed by it to be accurate and reliable. Because of the possibility of human or mechanical error as well
as other factors, however, all information contained herein is provided “AS IS” without warranty of any kind. MOODY'S adopts all necessary measures so that the information it
uses in assigning a credit rating is of sufficient quality and from sources MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However,
MOODY’S is not an auditor and cannot in every instance independently verify or validate information received in the rating process or in preparing the Moody’s publications.
To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability to any person or entity for any
indirect, special, consequential, or incidental losses or damages whatsoever arising from or in connection with the information contained herein or the use of or inability to use any
such information, even if MOODY’S or any of its directors, officers, employees, agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses or
damages, including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage arising where the relevant financial instrument is not the subject of a
particular credit rating assigned by MOODY’S.
To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability for any direct or compensatory
losses or damages caused to any person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any other type of liability that, for the
avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or beyond the control of, MOODY’S or any of its directors, officers, employees, agents,
representatives, licensors or suppliers, arising from or in connection with the information contained herein or the use of or inability to use any such information.
NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH
RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR MANNER WHATSOEVER.
Moody’s Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody’s Corporation (“MCO”), hereby discloses that most issuers of debt securities (including
corporate and municipal bonds, debentures, notes and commercial paper) and preferred stock rated by Moody’s Investors Service, Inc. have, prior to assignment of any rating,
agreed to pay to Moody’s Investors Service, Inc. for appraisal and rating services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain
policies and procedures to address the independence of MIS’s ratings and rating processes. Information regarding certain affiliations that may exist between directors of MCO and
rated entities, and between entities who hold ratings from MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at
www.moodys.com under the heading “Investor Relations — Corporate Governance — Director and Shareholder Affiliation Policy.”
Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services License of MOODY’S affiliate, Moody’s Investors
Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended
to be provided only to “wholesale clients” within the meaning of section 761G of the Corporations Act 2001. By continuing to access this document from within Australia, you
represent to MOODY’S that you are, or are accessing the document as a representative of, a “wholesale client” and that neither you nor the entity you represent will directly or
indirectly disseminate this document or its contents to “retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY’S credit rating is an opinion as
to the creditworthiness of a debt obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to retail investors. It would be reckless
and inappropriate for retail investors to use MOODY’S credit ratings or publications when making an investment decision. If in doubt you should contact your financial or other
professional adviser.
Additional terms for Japan only: Moody's Japan K.K. (“MJKK”) is a wholly-owned credit rating agency subsidiary of Moody's Group Japan G.K., which is wholly-owned by Moody’s
Overseas Holdings Inc., a wholly-owned subsidiary of MCO. Moody’s SF Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency subsidiary of MJKK. MSFJ is not a Nationally
Recognized Statistical Rating Organization (“NRSRO”). Therefore, credit ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an
entity that is not a NRSRO and, consequently, the rated obligation will not qualify for certain types of treatment under U.S. laws. MJKK and MSFJ are credit rating agencies registered
with the Japan Financial Services Agency and their registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.
MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred
stock rated by MJKK or MSFJ (as applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSFJ (as applicable) for appraisal and rating services rendered by it fees
ranging from JPY200,000 to approximately JPY350,000,000.
MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.

REPORT NUMBER

4

27 April 2017

1070959

US Homebuilding: The Tariff on Canadian Lumber: Deja Vu All Over Again

CORPORATES

MOODY'S INVESTORS SERVICE

Contacts

5

CLIENT SERVICES

Joseph A. Snider
VP-Sr Credit Officer
joseph.snider@moodys.com

212-553-3878

Tiina Siilaberg
VP-Senior Analyst
tiina.siilaberg@moodys.com

212-553-4068

27 April 2017

Ed Sustar
Senior Vice President
ed.sustar@moodys.com
Sabine Guiteau
Associate Analyst
sabine.guiteau@moodys.com

416-214-3628

Americas

1-212-553-1653

Asia Pacific

852-3551-3077

Japan

81-3-5408-4100

EMEA

44-20-7772-5454

US Homebuilding: The Tariff on Canadian Lumber: Deja Vu All Over Again

