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The US is the biggest market for the Canadian forest 
products industry and trade relations can have a sig-
nificant effect on the sector’s performance. The two 
countries have had intermittent trade disputes for 
decades, often arising from fundamental differences 
in the degree of state participation in the economy. 
Canada has a relatively mixed economy (with pri-
vate and state participation) compared to the US, 
and this has led to charges of unfair government 
support for Canadian exporters. Readers would be 
well familiar with the ongoing saga of softwood 

lumber disputes. These are driven by a combination 
of the perceived self interest of US logging compa-
nies and a perception that Canadian suppliers have 
an unfair advantage because of comparatively low 
stumpage fees charged by provincial governments, 
and tend to recur when US firms’ margins sink. 

Canadian wood companies have become so famil-
iar with these recurrent disputes that they would 
hardly recognise them as manifested political risk. 
After all, what is political about US competitors 

Part 1 of this series discussed two broad political dynamics affecting the Canadian 
forest products sector—the ‘China-West rivalry’ and ‘climate change confusion’—
in preparation for the question—is it time for Canadian forest products companies 
to develop an explicit sense of political risk and how to manage it? Part 2 of this 
series continues with the political dynamics of ‘Canada-US trade friction’ and 
‘emerging market challenges’ and concludes with what a political risk management 
capability could mean in practice.



whining about price competition? Plus these disputes are practically cyclical and Canadian firms are 
so habituated to them that they seem to be a fixed feature of the North American market. However, 
although the basic impulse behind recurrent disputes is commercial, that they can eventually lead to 
significant changes in tariffs is a result of the US political system and US political attitudes. The political 
system is distinct from Canada’s in having a powerful elected senate, members of which represent their 
states and make clear targets for business lobbies with roots in specific states. 

Political attitudes towards trade also tend to vary from those in Canada. While Canadian governments 
certainly like their companies to perform well and contribute to the national economy, trade is usually 
regarded as a matter of soft diplomacy and incremental gains. In the US, there is much more varia-
tion in attitudes to trade. It tends to swing between shades of multilateralism and protectionism, with 
the far end of protectionism manifesting as “America first”. That became the de facto US trade policy 
under Trump, and Canadian lumber companies were among those to experience the effects. However, 
high tariffs on Canadian softwood did not abate under Biden. Although he was not exactly an “Ameri-
can-firster”, to get elected in the first place he had to appeal to US nationalist tendencies and therefore 
sustained some of Trump’s legacy (sustaining a hard line on trade also helped him to make the case 
that he was doing everything possible to help the US economy recover from the covid downturn). 
Thus, while the US political system lends itself well to targeted lobbying, political attitudes can make 
the difference between lobby groups nipping heels, or being able to nudge an already strong political 
tendency for dramatic effect.  

The looming prospect of another, even more intensely protectionist, Trump presidency is just a symp-
tom of a wider shift in US politics. There are various explanations for the rise of conservative, populist 
nationalism (and its attendant bent for protectionism) in Western countries, but an emerging consensus 
is that it is partly a manifestation of frustration with political-economic systems that tied themselves to 
globalisation on the premise that it would maximise prosperity, but which in turn have generally yielded 
one cost of living crisis after another since the 2008 financial crisis. Among Western democracies, the US 

is the epicentre of this phe-
nomenon and even if 
Trump fades from the 
scene, Trump-like figures 
will very likely continue to 
influence US trade policy 
for years to come, per-
haps not consistently but 
certainly during economic 

downturns. Canadian companies in general, but especially those in the forest products sector, need to 
be able to keep their finger on the pulse of US politics in order to foresee and mitigate surges in protec-
tionism. 

As an aside, if Trump does win the 2024 election, Canadian firms will need to consider that resorting to 
multilateral fora to make the Canadian case will be even less effective than it has been, given Trump’s 
low respect for international organisations and agreements, and the fact that his administration would 
be even better prepared to enact its protectionist ideals a second time around. That would call for alter-
native strategies that emphasise mutual self interest, but even they are likely to come up against a solid 
“us and them” attitude.  

Depending how far protectionism in any one period goes, it’s not just about trade, but could extend to 
foreign direct investment and cross-border value chains. Canadian forest product firms have productive 
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EMERGING MARKET CHALLENGES

assets and operations, partnerships and financial investments in the US, and in turn also rely on the pres-
ence of US companies with operations in Canada. The sector is quite cross-border. It might seem hard to 
imagine an American administration cracking down on the foreign ownership of US industrial assets or 
property, or compelling US firms to come home and only use American labour, but being hard to imag-
ine never stopped political risk from manifesting. Socio-political trends and pressures build over time 
and when they reach a tipping point, often pushed by a trigger, catalyst, or a leaders’ personality quirks, 
what seemed outlandish is suddenly the new situation. In recent years much has happened that seemed 
inconceivable shortly beforehand, and a US protectionist rampage is hardly unimaginable. 

One does not have to look at tumultuous global politics or unstable and conflict-prone regions to find 
political risk. The Canadian forest products sector has long been accustomed to a degree of business as 
usual in dealing with the US market, and even trade disputes have had a certain rhythm. But the future 
of bilateral trade, cross-border business and even political relations cannot be taken for granted.

Emerging markets are alluring because of their relatively high growth (or market immaturity), relatively 
less competition and lower labour costs. The Canadian forest products sector has seen a number of oppor-
tunities in emerging markets. Thus far these have mainly been for wood in furniture and construction, 
but there are potential opportunities for Canadian wood product manufacturers to offshore production 
to lower-cost environments which are also close to significant foreign export markets, or to provide their 
manufacturing expertise in partnerships with emerging market firms. Players who can crack emerging 
markets stand to gain new growth horizons and considerable competitive advantage over their more 
home-bound peers, and hence international frontiers are strategically significant. 

The rewards in developing and transitional countries are potentially high, but along with reward comes 
risk, and most emerging markets are much more politically risky than what Canadian companies are accus-
tomed to in their own region. Political risk considerably varies according to state fragility and political and 
economic development levels. It is also important to note that even in one country, political risk is often 
very specific to a particular company’s presence and activities, since companies’ socio-political profiles 
and exposures vary. With those qualifications in mind, we can summarise why emerging markets tend to 
present higher political risk, after which we will briefly look at two emerging markets of particular interest 
to Canadian wood product firms for tangible illustration, namely India and Vietnam. 

“Emerging market” is business-speak for a developing or transitional country. The country is developing 
or transiting away from something, or a certain situation. That is usually a state of relative instability and 
incohesion. Development means that a place is becoming more cohesive, stable, well governed, and safer. 



Countries can regress, for example during a civil war or the rule of a particularly eccentric dictator; once 
these detours are resolved, development re-starts from a new reference point. Because emerging mar-
kets have not fully made the transition to a well-functioning, cohesive state, they continue to manifest 
at least some of the attributes of their starting point, to varying degrees, and they are also at some risk 
of slipping back towards that point. This is why, in general, emerging markets present more political risk 
than mature (or developed) ones. 

Many emerging markets (and most countries are emerging markets) have come a long way from their last 
problematic starting points, but most of them still suffer from degrees of instability and social friction, 
and institutionalisation and the rule of law range from merely okay to negligible. Even in countries gen-
erally considered transitional, or relatively far along the development spectrum, foreign companies can 
face inexplicable bureaucratic delays, corruption and nepotism pressure, hazards because of urban pro-
tests, inadvertent social friction because a company did not grasp local social divisions, and the variable 
enforcement of already confusing rules about trade and foreign direct investment. Go a little further back 
on the spectrum, and one can add to the above: manipulation by regime-connected cronies with friends 
in the police and judiciary, mafia extortion attempts (with help from corrupt local officials), blatant regime 
interference in specific private sector deals and agreements, and a worrying degree of hazard from riots 
and low-level conflict. What goes on even further back on the spectrum might concern more adventurous 
multinationals and NGOs, but for our purposes we can leave it there. 

We should note that being aware that emerging markets tend to be quite politically risky is not making a 
moral judgement about these markets, and it certainly does not pertain to cultural differences or national 
variations in wisdom. After all, we can see in the US and Europe that only robust institutions, which 
themselves are under increasing pressure, have contained non-democratic, self-aggrandising and divisive 
political tendencies. Thus, we can be aware of the risks in emerging markets without prejudice, and being 
aware, both in general and especially with respect to a given country of interest, is critical for a foreign 
company to conduct profitable business while safeguarding its reputation and integrity. 

As an aside, the converse of awareness is simply hype. The author has attended several emerging market 
country or region investment promotion conferences where everyone was talking about the place, how-
ever corrupt, fractionalised or repressive the government, as though it were an undiscovered business 
paradise. Many companies take the hype with a grain of salt, but if that really were the mindset of compa-
nies trying to enter new frontiers, they would be in for a shock and for a run of what seemed like very bad 
luck, at least until they learned the hard way that their presence needs to be carefully managed above 
and beyond basic commercial and technical proficiency. 



With that admittedly very broad characterisation, we can turn to two exam-
ples that have been on the radar of the Canadian wood sector. India is one, 

and it represents a sizeable long-term opportunity as a market for Canadian wood in particular, but also 
for Canadian wood product manufacturing expertise and even offshoring. India has a vibrant economy 
backed up by a huge population within which is an expanding middle class and a well educated labour 
force. 

One challenge in India is similar to what a foreign firm would find in Canada: states have considerable 
power over their own affairs, including important elements of business regulation, and thus a foreign firm 
has to deal with at least two significant levels of bureaucracy. That is not a political risk, it is just the way 
it is. On the politically risky side we can point to a few illustrative dynamics: 

• Official corruption is widespread although it varies by state (in 2023 India ranked 93 out of 180 on 
Transparency International’s Corruption Perceptions Index [1 is least corrupt], putting it roughly 
between Pakistan and China);

• Regulatory enforcement can be arbitrary and bureaucratic processes are often slow and convo-
luted; a smooth encounter with the civil service is rare, and usually depends on friendly or sup-
portive government connections; 

• The judicial system is choked with case backlogs and notorious for its slow pace of resolutions, and 
this applies to business legal disputes; 

• There is a high degree of cronyism, or favouritism applied to business friends of officials and poli-
ticians, and this can be problematic if a crony feels threatened by a foreign company, if it wants to 
partner with a reluctant foreign company, or if a foreign company partners with one and then finds 
itself called out for having relied on unfair and illegitimate advantages; 

• Sectarian tensions, especially between Hindus and Muslims, can manifest as sudden violent riots, 
but perhaps more problematically they can affect workforce cohesion, and if a foreign company 
inadvertently partners with a local business with strong sectarian values, it can position the for-
eign firm as socially insensitive at best, or indeed as biased; 

• Those same tensions have been stoked by the Modi government and BJP (Bharatiya Janata Party) 
in recent years to shore up their popularity with their Hindu nationalist voter base – with recent 
electoral changes this tendency might somewhat recede, but as it stands there is a very high 
degree of mutual suspicion between the two sectarian communities; 

• In addition to sectarian tensions, subnational (or ethnic) divisions can also make it difficult to bal-
ance different interests and perspectives, and can likewise lead to periodic violence especially in 
large cities where subnational groups live side by side; 

• Indian cities have experienced serious terrorist attacks in the recent past, and both jihadist and 
subnational insurgent groups capable of such attacks persist. 

Depending on a company’s exposure and profile, the above might not present challenges, but one would 
need to examine the potential intersection of these dynamics with the company’s aims, presence and 
operation to have a sense of what is relevant and the issues they could give rise to. 

Before moving onto Vietnam, it is worth noting that bilateral tensions can raise their heads even between India 
and Canada, and have the potential to affect trade or the treatment of Canadian companies in India. Most 
recently, Canadian accusations that India was responsible for killing a Sikh nationalist (and Canadian citizen) in 
Canada in 2023 caused an uproar and a vociferous reaction in Indian political circles. The reaction died down a 
little after the US intelligence community started to look into similar Indian covert activity in the US, but when 
Canada was alone in making such allegations, it was very exposed to a potential overreaction from India. 

INDIA



Vietnam is another country of significant interest to the Canadian 
wood products sector. It is the second largest furniture manufacturer 

in Asia after China, and the sixth largest in the world. In an effort to preserve its own tropical forests, the 
country has sought new sources of sustainable wood and Canadian firms have a significant export oppor-
tunity. As with India, this could extend to the provision of wood manufacturing expertise and even the 
offshoring of wood product manufacturing. And as with India, with opportunity comes some sources of 
political risk, a few of which we characterise by way of illustration:

• Vietnam is a one-party state under the Communist Party of Vietnam, and like China despite eco-
nomic liberalisation there is a strong link between business (often state or privatised state com-
panies) and party, partly manifesting as crony ties between business leaders and factional cliques 
within the party; 

• Corruption in Vietnam is not as bad as in India, but it is still quite pervasive in interactions between 
local party cadres and citizens, and it also manifests as grand-scale illicit mutual opportunism 
among elite party cliques and their favoured business-political allies; 

• Again like China, the leadership has worried that the degree of corruption is undermining the par-
ty’s legitimacy and has cracked down hard on corrupt officials, leading to intense purges including 
at the top; there are strong indications that anti-corruption targets include cliques that the party’s 
leading faction regards as potential challengers (given the links between party and business, one 
can imagine a scenario in which a foreign company’s Vietnamese partner becomes targeted in 
this campaign with consequences for the joint project and for the foreign firm’s legal standing and 
reputation); 

• Partly because of the leadership’s fear of challenges from within the party, but also concern about 
growing public scepticism towards the party, in recent years Vietnam has effectively become a 
police state, perhaps not on par with China under Xi, but not far off either;  

• Although Vietnam has made it a lot easier for foreign companies to enter, regulatory consistency 
and the overall rule of law still compete with the old communist mentality of rule by diktat, and 
the bureaucracy retains characteristics of its hardline communist days, i.e. big, slow, and opaque 
(in addition to its performance being affected by anti-corruption purges); 

• In recent years Vietnam saw a massive increase in labour activism and strikes, partly driven by 
labour reforms that have increased private sector employment and reduced job security – the 
regime has started to crack down on labour activism as part of its general crackdown on potential 
dissent, but domestic and foreign firms continue to experience considerable labour friction; 

• In general, the party has derived its legitimacy from the liberation and unification of Vietnam and 
subsequent economic growth, but its biggest achievements are becoming old history, and one-
party rule is increasingly clashing with the aspirations of a growing, increasingly educated and 
entrepreneurial middle class – the party and one-party rule are becoming an anachronism but 
there is no Plan B. 

Again, which of these dynamics could matter depends very much on the company’s and its operation’s own 
profile and exposures. But as with the India example, we have another case of an emerging market which 
is routinely portrayed in export promotion circles as the next big thing, but which, when one scratches the 
surface, is hardly a paragon of stability and ease of doing business. 

Both India and Vietnam are quite workable by emerging market standards, but if Canadian wood prod-
uct companies aspire to long-term success in either of them, how political dynamics could translate into 
challenges needs to be understood and planned for. In general, emerging markets are challenging, but the 
risks are manageable. Experienced international companies successfully operate on the ground in some 

VIETNAM



IF THE ANSWER IS YES, WHAT THEN?

of the most complex and dangerous places in the world. But a relatively smooth experience in emerging 
markets is only feasible if we shed assumptions about the separation of business and politics and explic-
itly manage the links between the two domains. 

We can return to the original question: Is it time for companies in the Canadian forest products sector 
to develop an explicit awareness of political risk and abilities to manage it. If the answer is yes, the next 
question is how a company can instil the appropriate capabilities. 

A political risk management capability generally includes: 

• Senior management and board buy-in and support for such a capability; 

• A strong concept of political risk in the company’s context, and this would be a much more com-
pany-specific variant of the characterisation rendered in Part 1 of this paper; 

• A corporate intelligence process that identified relevant trends and dynamics and derived poten-
tial implications (or risks) for the company, with a sub-process for specific foreign country initia-
tives; 

• Straightforward but practical guidelines for how managers could apply political risk intelligence 
to manage strategic and operational political risk, integrating as appropriate relevant functions 
including but not limited to strategy, operations, supply chain management, business continuity, 
business integrity assurance, legal, sustainability / CSR, communications, external / government 
affairs, and security; and

• A seat of coordination and institutional learning that helped to ensure that lessons were not lost, 
expertise accrued, and different management functions worked in sync from the same political 
risk intelligence picture rather than in their own silos or at cross-purposes. 

These elements could manifest in a number of different organisational forms, from a kind of hub and 
spoke model spanning and linking different functions and divisions, to the creation of an internal advi-
sory team that undertook intelligence exercises and provided guidance on specific political risk manage-
ment initiatives. 



The final format would depend on company size, exposure, and culture, but there are four things that 
probably would not work in most cases:

• Treating political risk management as something different from what managers already do. It is not 
some arcane specialist domain, rather it is simply how people act on their awareness of potential 
socio-political challenges in their everyday responsibilities, which could range from strategic plan-
ning through to nuts-and-bolts operations; 

• Creating a political risk department and expecting it to somehow lead to effective political risk man-
agement. This was tried in the 1980s and ‘90s and such units tended to become silos in their own 
right, divorced from the very people who would actually manage political risk on the front lines, 
namely strategic and operational managers; 

• Managing political risk only within enterprise risk management (ERM) functions and processes. 
Political risk is about the company’s evolving interaction with a political system and navigating a 
political environment, not about one-off downside events that can be easily wrapped up in a risk 
registry and matrix, which in most cases gather dust between annual risk reviews; 

• Just talking about political risk, creating a few policy documents and then ticking a box beside “polit-
ical risk managed”. This is worse than useless because it leads people to assume that the political 
risk base has been covered when the company could actually be vulnerable to harm or disruption. 

Political risk management is a nuanced subject and interested readers will need to investigate further, but 
hopefully this is a modest starting point. For more insights and resources on political risk management visit 
harmattan-risk.com/insights.html.
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