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Ab o u t  

The  s t ructure  of  the  indust ry  l andscape  i s

changing .  The  changes  are  not  dramat ic

indiv idua l l y ,  but  the  accumulat ion  of

changes  over  the  long  te rm  has  now  reached

a  point  where  they  are  making  a  di f fe rence .

Consol idat ion  has  been  a  major  factor  in

many  segments  of  the  indust ry .  The  big  have

become  bigger  in  the i r  chosen  areas  of  focus .

At  the  aggregate  leve l ,  the  wor ld ’s  l a rgest

paper  and  fo rest -products  companies  have

not  grown  much ,  i f  at  a l l ,  and  severa l  of

them  have  reduced  in  s ize .  What  they  have

done  i s  focus  the i r  ef for ts  on  fewer

segments .  As  a  resu l t ,  concentrat ion  leve l s  in

spec i f ic  segments  have  genera l l y ,  i f  not

universa l l y ,  increased .  In  some  segments ,

such  as  North  Amer ican  conta inerboard  and

coated  f ine  paper ,  ownersh ip  concentrat ion ,

as  def ined  by  t rad i t iona l  approaches  to

drawing  segment  boundar ies ,  may  be

reaching  leve l s  where  i t  would  be  di f f icu l t

fo r  companies  to  f ind  fu r ther  acquis i t ion

opportuni t ies  that  could  be  approved  by

compet i t ion  author i t ies .  A  grouping  of

companies  has  emerged  that  i s  not  ident ica l

to  but  part l y  over laps  with  the  group  of

la rgest  companies ,  and  i t  i s  drawn  f rom

var ious  geographies  and  market  segments .

Companies  in  th i s  group  have  pos i t ioned

themselves  fo r  fu r ther  growth  through  high

marg ins  and  low  debt .  Our  analys i s  suggests

the  f inanc ia l  resources  ava i lab le  to  some

members  of  th i s  group  fo r  s t rateg ic  capi ta l

expendi ture  (capex )  could  be  f i ve  to  ten

t imes  greater  than  other  top  players  in  the

indust ry .  This  potent ia l l y  represents  a

power fu l  fo rce  fo r  change  in  the  indust ry ,

and  over  the  next  few  years  i t  wi l l  be

interest ing  to  see  how  these  companies

choose  to  spend  the i r  resources .  Some  of

these  companies ,  with  l a rge  war  chests  and

s izable  annual  cash  f low  deployable  fo r

s t rateg ic  capex ,  might  even  face  a  chal lenge

to  f ind  opportuni t ies  on  a  sca le  that  matches

these  resources
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At  f i r s t  s ight  the  per formance  of  the

Top  100  players  in  the  year  looks   

disappoint ing ,  with  overa l l  sa les

coming  in  some  5% below  the

equiva lent  2014  number .  In  making  any

compar i son  however ,  the  impact  of  the

turbulent  fo re ign  exchange  markets

needs  to  be  borne  in  mind .With  the  US

dol la r  apprec iat ing  aga inst  most  other

leading  cur renc ies ,  and  the  col lapse  in

the  Euro  and  Real , t rans lat ion  in to  US

dol la rs  has  the  ef fect  of  depress ing  the

2015  numbers .  I f  the  impact  of  th i s  i s

put  to  one  s ide ,  there  was  probably

some  smal l  growth  in  both  Europe  and

Canada ,  and  somewhat  s t ronger  growth

in  Lat in  Amer ica

Emerg ing  As ia  would  be  seen  to  be

broadly  in  l ine  with  the  prev ious  years .  

The  remain ing  fo re ign  reg ion  covered  –

Japan  –  was  subjected  only  to  minimal

overa l l  movement  in  i t s  cur rency  when

measured  aga inst  the  dol la r ,  and  the

disappoint ing  numbers  here  re f lect  the

stagnant  economy  of  that  country .  The

only  te r r i to ry  not  af fected  by

t rans lat ion  movements  in to  the  dol la r

( the  US )  was  never the less  s t i l l  af fected

by  cur rency  movements ,  in  that   

the  s t rengthening  US  dol la r  caused   

headwinds  fo r  US  exporters .  After

tak ing  account  of  the  fo re ign   

cur rency  factor  the  overa l l  numbers

seems  growing .  
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Whether  companies  are  wel l  pos i t ioned

for  fu r ther  growth  or  s t i l l  needing  to

earn  the  r ight  to  grow ,  they  can  expect

demand  to  grow  fo r  paper  and  board

products  over  the  next  decade .  The

graphic -paper  market  wi l l  cont inue  to

face  decl in ing  demand  wor ldwide ,  and

our  research  has  yet  to  f ind  credib le

arguments  fo r  a  spec i f ic  f loor  fo r  future

demand .  But  th i s  decl ine  should  be

balanced  by  the  increase  in  demand  fo r

packaging— indust r ia l  as  wel l  as

consumer—and  t i s sue  products .  Al l  in

a l l ,  demand  fo r  f iber -based  products  i s

set  to  increase  global l y ,  with  some

segments  growing  fas ter  than

others .The  one  hazy  spot  in  demand

might  be  concerns  over  how  fas t  i t  wi l l

grow  in  China .   

Expectat ions  of  growth  f rom  only  a  few

years  ago  have  proven  a  bi t  too

opt imis t ic ,  not  only  in  graphic  papers

but  a lso  in  t i s sue  papers  and

packaging .  Given  China ’s  weight  in  the

global  paper  and  board  market ,  even

re lat i ve ly  modest  s lowdowns  can  have

s ign i f icant  impact .  How  these  demand

trends  wi l l  t rans late  in to  indust ry

prof i tab i l i t y  wi l l  of  course  be  heav i l y

in f luenced  by  the  indust ry ’s  supply

act ions .  Supply  movements  are

notor ious ly  di f f icu l t  to  fo recast  more

than  a  few  years  out ,  but  we  bel ieve  the

fo l lowing  observat ions  are  re levant  to

th i s  discuss ion
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C H A N G I N G  M A R K E T  S E G M E N T S  

c H A L L E N G E S  

In  such  an  env i ronment ,  what  are  the  key  chal lenges  sen ior

execut ives  wi l l  need  to  address ?  What  are  the  key  batt les  they  wi l l

have  to  f ight ?  The  paper  and  fo rest -products  indust ry  i s  of ten  l abe led

a  “ t rad i t iona l ”  indust ry .  Yet  given  the  conf luence  of  technolog ica l

changes ,  demographic  changes ,  and  resource  concerns  that  we

ant ic ipate  over  the  next  decade ,  we  bel ieve  the  indust ry  wi l l  have  to

embrace  change  that  i s ,  in  character ,  as  wel l  as  pace ,  vast l y  di f fe rent

f rom  what  we  have  seen  before—and  anyth ing  but  t rad i t iona l .  This

wi l l  pose  s ign i f icant  chal lenges  fo r  CEOs  regard ing  how  they  manage

the i r  companies .

We  argue  that  there  are  three  broad  themes  that  paper  and  fo rest -

products  CEOs  wi l l  have  to  address  through  2020  and  beyond :

managing  short - to -medium - te rm  “grade  turbulence ”

f ind ing  the  next  leve l  of  cost  opt imizat ion

f ind ing  va lue -creat ing  growth  ro les  fo r  fo rest  products  in  a

fundamenta l l y  changing  bus iness  l andscape
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Graphic  papers ,  part icu lar l y

newspr int  and  coated  papers  but

a lso  uncoated  papers ,  wi l l

cont inue  to  face  a  severe  decl ine

in  demand  and  s ign i f icant

pressure  to  res t ructure  product ion

capac i ty .  We  are  l i ke ly  to  see

cont inu ing  machine  convers ions

into  packaging  and  spec ia l ty

papers ,  as  wel l  as  more  innovat ive

st ructura l  moves  that  inc lude

innovat ions  in  dis t r ibut ion  and  the

supply  cha in .  Such  s t ructura l

changes  are  a l ready  hav ing  an

impact ,  and  the  prof i tab i l i t y  of

graphic -paper  companies  i s

cur rent ly  reemerg ing  f rom  severa l

years  in  the  doldrums .  The

turbulence  in  graphic  papers  has

meanwhi le  sp i l led  over  to

packaging  and  t i s sue  segments ,

with  capac i ty  increases  in

segments  that  don ’ t  rea l l y  need  i t

Consumer  packaging  and  t i s sue

wi l l  be  dr iven  l a rge ly  by

demographic  sh i f t s  and  consumer

t rends  such  as  the  demand  fo r

convenience  and  susta inabi l i t y .  I t

wi l l  grow  roughly  on  par  with  GDP .

We  expect  innovat ion  to  be  a

cr i t ica l  success  factor ,  but  we  are

uncerta in  how  fa r  packaging

players  can  dr ive  innovat ion  by

themselves .  Clear ly  they  can  take

the  lead  on  mater ia l s

deve lopment ,  but  they  may  need

to  fo l low  the  lead  of  reta i le rs  and

consumer -goods  companies  in

areas  such  as  fo rmats ,  use ,  and

technology .  At  the  same  t ime ,  the

sudden  in f low  of  capac i ty  f rom  the

graphic -paper  segment  wi l l  need

to  be  managed .

FUTURE? 
 UPCOMING OPPORTUNITIES FOR PAPER MANUFACTURING BUSINESS? 
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Industrial packaging will also see

opportunities for innovation and a certain

amount of value-creating disruption, for

example, in online shopping, last-mile

delivery, product safety, and counterfeiting

measures. But demand growth is still likely

to be somewhat below GDP.

Hardwood fiber is likely to face some

challenging times near term, despite healthy

demand growth. Recent and ongoing

expansions are creating an oversupply that is

likely to exert downward pressure on prices

for a few years. Until the industry as a whole

learns to adopt a more long-term view on

demand cycles and capacity expansions, this

cyclical performance is likely to continue.

Softwood fiber could be looking forward to

some prosperous years. In the medium term,

requirements for stronger, lighter-weight

packaging and the need to balance out the

deteriorating quality of recycled fiber could

increase demand. Although demand-growth

rates are lower than for hardwood, so are the

industry’s capacity additions, and this should

help profitability. Challenges in expanding

softwood-forest supply are constraining new

supply, as well as the fact that much of the

industry’s softwood-production assets are

aging and need complete renewal or

substantial upgrades. But the scale of the

investments required is a potential

roadblock to them being made, which could

further contribute to scarcity. The lingering

question is whether such supply-side

challenges can trigger an accelerated

development of hardwood applications as a

substitute, rendering softwood fibers partly

obsolete.

FUTURE? 
 UPCOMING OPPORTUNITIES FOR PAPER MANUFACTURING BUSINESS?
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F i n d i n g  t h e  n ext  l e v e l  o f  

c o s t  o p t i m iza t i o n

Even  though  we  see  new  ways  of  creat ing  va lue

in  the  fo rest -products  indust ry ,  low  cost  i s ,  and

wi l l  remain ,  a  cr i t ica l  factor  fo r  high  f inanc ia l

per formance .  One  of  the  character i s t ics  shared

by  companies  with  high  margins  and  high

returns  i s  that  they  have  access  to  low -cost  raw

mater ia l s ,  pr imar i l y  f iber .  This  wi l l  cont inue  to

be  a  high -pr ior i ty  area ,  a lbe i t  with  some  twis ts

compared  with  today .  

In  recyc led  f iber ,  ava i lab i l i t y  and  qual i ty—and

there fore  cost—wi l l  be  increas ing ly  chal lenged .

Fresh  f iber  i s  fac ing  other  cost  i s sues .  I t  i s

unc lear  whether  plantat ion  l and  in  the  southern

hemisphere  (pr imar i l y  fo r  short - f iber  wood )  wi l l

cont inue  to  be  ava i lab le  at  cur rent  low  pr ices .

And  as  companies  go  to  more  remote  areas  to

acqui re  inexpens ive  l and ,  such  as  in  Braz i l ,   

The  paper  and  fo rest -products  indust ry  has

much  to  gain  f rom  embrac ing  dig i ta l

manufactur ing :  accord ing  to  our  est imates ,  th i s

could  reduce  the  tota l  cost  base  of  a  producer

by  as  much  as  15  percent .  New  appl icat ions ,

such  as  fo rest ry  monitor ing  us ing  drones  or

remote  mil l  automat ion ,  present  t remendous

opportuni t ies  fo r  increased  ef f ic iency  and  cost

reduct ions .  This  i s  a lso  the  case  in  areas  where

big  data  can  be  appl ied ,  fo r  ins tance ,  to  so lve

var iab i l i t y  and  throughput - re lated  i s sues  in  each

step  of  the  in tegrated  product ion  f low .  The

indust ry  i s  wel l  placed  to  jo in  the  dig i ta l

revo lut ion ,  as  paper  and  pulp  producers

typ ica l l y  s tar t  f rom  a  s t rong  pos i t ion  in  regard

to  col lected  or  col lectable  data .

"DIGITAL

REVOLUTION  WILL

LEAD  TO  COST -

IMPROVEMENT

OPPORTUNITIES . "
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Arrelic is a fast-growing deep-tech firm aiming to bring the next level of IoT based sensor 

technology to transform the mode of manufacturing operation and maintenance practice of 

various industries with extensive expertise in Reliability Engineering, Predictive 

Maintenance, Industrial Internet of Things (IIoT) Sensors, Machine Learning and Artificial 

Intelligence. We provide a single ecosystem for catering all industry needs from Consulting 

to IoT and Analytics as well as providing Training and Development courses for different 

stakeholders. We aim to help manufacturing industries to improve their overall plant 

productivity, reliability and minimize total production cost by 25-30% by eliminating 

machine downtime, lightening management decisions by analysing the machine data with 

right mind and expertise; for a worry free operation

About Arrelic

Disclaimer 

The information contained herein is of a general nature and is not intended to address the circumstances of any 

particular individual or entity. Although we endeavour to provide accurate and timely information, there can be no 

guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the 

future. No one should act on such information without appropriate professional advice after a thorough examination 

of the particular situation. In this regard, Arrelic has no responsibility for the consequences hereof and no liability.


