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ABSTRACT

The maj or markets f or Ontario-based newsprint producers are located in
the midwestern and northeastern United States. Growth in the demand f or news
print i n these market areas ..nll be limited over the next five years. In ad
dition , these markets will beccee increasing l y ccrnpetitive over this period.
selective capital programs a r e necessary to meet the increasing l y stringent
qualit y r equir ements o f custaners and to reduce production costs. Even though

growth in newsprint p roduction capac!ty in the p rovince will be minimal over the
next five years , capacity utilization rat es -rill not appr oach 100% until the end
of the decade.

. .
RESUME

Lea princi paux deJ:ouche s du papi er j <>Unlal produit en Ontario s e trou
vent dans Le Midwest e t Le Nord- Es t arericains . Au cours des c inq pr ochaine s
annees , la dernande ne connaitra qu 'une croissance limitee sur ces marches. Q.1i
plus est , ces derniers serent sounis a une concurrence de plus en plus serxee
durant cette periode. Les producteurs devroot investir d ' une f a<;:on selective
pour repondre aux exigences qualitatives de pl us en p l us grandes de l eurs
clients et r eduire les coUts de production . M6ne 51 1a capacite de production
de papi er journal au~tera tres peu ces ci.nq, prochaines ennees dans 1a
province, les usines ne f onctionneront pas a plein rendement OJ presque avant la
f in de la presente OOcennie .
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PURPOSE OF THE REPORT

The purpose o f this report i s to examine a number of key economic and
social variables as they affect regiona l newsprint demand in the Uni t ed Stat es ,

. in order t o i dentify opp:lrtuJ'iities and oonstraints facbg Ontario 's newspr int
industry over the medium terra.

PRODUCTION AND SHIPMENTS

Ontario's newsprint i ndustry is export- o r iented. On ave rage , 95\ of
Ontario ne wsp r int i s expor-t.ed , and virtually all newsprint expcree f rom CKltario
a r e des tined for the Uni ted states. In 1984 , the Ontario i ndustry shipped 1.8
million t onnes of newsprint, of which approximately 1.7 million tcnnes , worth
just over $ 1 billion, were exported to the Uni ted States . Fi gure 1 illustrates
the destination of newsprint exports in 1984 f rem Ontari o t o the United States by
census subregion .

'Ill - WEST
MW - MID WEST

S - SOUTH
III - llOIiTilU$J

. 1I..c L. ALASKA l HAWAII I

119,017

213,430

········\
j

TOTAL: 1, aoe, 888 tonnlS

Source : Statist ics Canada . canad ian ne~spr l n t export s , by prov ince o f origin and desti 
nation . Requested coeellat Ioe ,

Figure 1. Destination of on tario ' s ne wspr i nt exporns to the united states , 1984
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It can be seen from Fi gure 1 that the maj ority of newsprin t exported
f ran on tario g:>es to the midwes tern an d northeastern united States. At present,
70% o f this newsprint is exported to the midwest and 20\ to the northeast.
Approximately 4% of Ontario newsprint exported to the Uni t ed States g:leS to the
so.rt:h and 6\ o;pes to the west; ,

Figure 2, which illustrates Ontario newsprint exports by destination
f rom 1970 t o 1984, shows c l early that exporcs to countries other than the un i t ed
States are negligible.

Figure 3 srows newsprint production , s hipments , and exports fran Ontario
between 1966 and 1984. Reduced levels of activity as a result of the eastern
Canadian paperworkers' Union strike , the recession o f 1975 and 1976, and the
subsequent recession in 198 2 are evident . Shipments peaked in 1974 and again in
1984 at approximately 1.8 mi llion tames .

HISTORI CAL DEVELOPMENT

O1tario's newsprint industry developed rapidly "aft e r 1913, the year in
which the United States government r educed i ts tariff on newsprint imports
(McCubbin 1983) . By 1928 , s ix newsprint mills had been established in cntario.
Growth in capacity until the 19605 was s low but steady in response to increasing
demand f or newsprint i n the midwestern and northeastern United states .

In the f ollowing years , growth in capacit y s l owed cons i de r abl y . Between
1970 and 1984 , newsprint capacity in Ontario i ncreased by l ess than 5\. Over
the same period, overall newsprint capaci ty in Canada increased by 11%, pri
marily as a result o f increases in British ColUtlbia and Atlantic Canada. News
print capacity in the Uni ted states increased by 63\ between 1970 and 1984, with
the greatest increase in the south (nearl y 1. 2 million tceeee) ,

The Ontario newsp r int industry had a 1984 capacity of 1.% mi llion
tonnes , o r just under 20\ o f a ll newsprint manufacturing capacity in the coun
try . It was second on l y to QJ.ebec, \IOhich a ccounted f or 45\ of canadian capa
city. Table 1 presents estimat es of O1tario newsprint capacity by facility in
1984.

Most of the newspr int produced in Ontario uses traditional groundwood
an d sulphite pulping processes , although approximatel y 14\ of the p.Uping capa
city f or newsprint in the province was r ec ently converted to the thermo
mechanical p r ocess .

Fi gure 4 illustrates the location o f newspr int mills within Ontario.
All rot one o f the eight fully integrated newsprint fac i lities in the province
are located in northern on tari o . It is esti.Irated that 8 ,000 people in oeeaetc
are eaployed directly by this industry in newsprint m.i.lls and r e lated woodlands
operations .
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Table 1. ontario newsprint operating capacitya by facilit y- 1984.

Annual operating capaci ty
Facility ( •000 tames )

Abitibi- Price Inc .b
Fort William oi v ,
Thunder Bay

Abitibi-Price Inc . c

I roquoi s Fal ls 01v .
I roquois Falls

Abitibi-Price Inc . b

Thunder Bay Di v .
Thunder Bay

Boise Cas ca de Canada Ltd.d

xeocra

Dotntar Inc.d

Dantar Pa ckaging and ccoeatnerccard Di v .
Red PDck

Gr eat Lakes Fo rest Products Ltd.d
Thunder Bay

ontario Paper Co. Ltd . b

Thorold

Spruce Falls Po<.o.-er and Paper Co . Lt d . d
Kapuskasing

127

265

153

275

70

430

305

338

1,963

a Based on

b Source :
c Source :
d Source:

a 350-day operating year
Anal . 19B4c
Pers • CCII1ll.

Coats 1983

MARKETS AND MARKET SHARE

The bcundardea o f Ontar io ' s newsprint rMrkets are defined largely by
transportation costs . Transportation costs vary considerably, but can anount to

• over 15% of the selling price (Renwick 1985 ) . The relativ ely high costs
associated with accessing ocean f r e i ght routes by land o r through the Gr eat
Lakes- St. lawrence seaway systems inhibit Ontari o p roducers fran becoming s table
suppliers to o f f shore marke t s .
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'Ih1s physical r es tri ction limits the ability of cntario producers to ac
cess new markets e i ther on a permanent basis or eve n temp:>rarlly during peri ods
o f weak demand in traditi onal markets. For this r easce , when tra ditional mar
kets weaken, many Ontario producers are f o rced to discount prices dramatically.

,

,"/

,/ / /

, ,/'/

lQOO ABITlBI-PRlCE INC.

I iBOI SE CASCADE CANADA LTD.
I OO MTAIl INC.
I GRE'" LA KES f OREST PRODUCTS LTD.
I : O NURIO PAPER CO LT DI . SPRUCE fA llS POW Ell AND PAPER CO. LTD.

i 0 \
\f) i

Source: Coats 1983

Figure 4. t.oeatioo o f Ontario's newsprint producers , 1984.
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'nle vertical integration o f large f\ll'lIerican newspaper pilil1s hers i nto the
Ontario industry has offset scxre o f the vulnerability of producers to weak. mar
kets . The .spruce Falls Power and Paper Co. Ltd . in KaplSkasing is 49.5% owned
b y the New York Times , and the Ontario Pa per Co . Ltd. in Thorold is wholly owned
by the Chicago Tribune. It is esti..m3.ted that between 10 and 15% o f Ontario ' s
newsprint p roduction i s sold to capt!ve markets.

I n 1984 , approximately 45\ of the newsprint pcrcbased in the midwestern
united States, 11\ in the northeast, 4\ in the west and 21 in the south came
from Ontario.

Fi gures 5 to 8 i llustrate t.""e sources of suW1y, by major supplying
area , to each r egion of the United states between 1970 and 1983.

Figure 5 shr:::Jo..rs sources o f supply f or the no rtheastern United States be
boIeen 1970 and 1984. Ontario producers mana ged to hold 11\ of the market share
1n this r egion between 197 0 and 1984 . Quebec p roducers continue to daninate in
this r egion , holding r oughly 60\ of the market . The market share of offshore
imports (L e ., 1ntp:Jrts from areas outsi de North America ) in the northeast de
creased from 5\ in 1970 t o none at a ll in 1984 .

Figu..'""e 6 shows sources of suppl y f or the midweste rn United States be
tween 1970 and 1984. Ontario producer s continue to dominate in this region , ac
counting f o r approximately 45% o f the marke t s hare . Quebec producers are the
s econd largest suppliers to the m.i~t, c laiming 33\ of this market. Market
shares of I:lajor suppliers to this r eg:ioo , including danestic suppliers , are r e l 
a tive l y stable , a l though during the s trike of 1975, Quel::ec shipnents increased
to 38\ o f this marke t , largely at the expense o f Ontario production. Offshore
producer s find i t teo costly t o access the mi~tern Uni ted States , and accord
ingl y do not figure in this market .

Fi gure 7 shows sources o f suppl y f or the southern united States bet'....een
1970 and 1984 . Ontario produce rs do not figure greatly in this r egi on. The
mar ke t share of ontario producers in the s outhern United States decreased fran
4\ in 19 70 to less than 2\ in 1984 , largely as a resul t of ~tic increases i n
capacity within the r egion. capacit y in the southern un i t ed states increased by
68% between 1970 and 1984. Of f shore imports a ccounted f or 2\ of this marke t in
1984--up considerabl y f rem virtually no imports in 1983 . The current influx of
imports into the southern United States is due to the high value of the American
dol lar in CXXIlf'iI risoo with scandinavian currencies . Sho.lld the American dollar
be devalued in relation to these currencies , i t is very likely that newsprint
imports fran Scandinavia wcu1d fall o f f.

Figure 8 shows sources o f supply f o r the western Uni ted Stat es bet ween
19 70 and 1984 . Ontario p roducer s do not hold a significant share of the market

, in this region, a l though penetration of the COl orado-Nevada-Utah subr egi on has
i ncreased the i r shar e fran none a t a ll in 19 70 to 4\ in 1984 . Dcmestic pro
duce rs overtook Br i tish COl umbia p roducer s as major suppliers to this r e gion in
the late 19705. Dcmestic capacit y more than doubled here between 1970 and 1984 ,
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increasing f r CX11 just over 800,000 tonnes in 1970 to 1 ,700 ,000 tonnes in 1984 .
Of fshore imports into the veecem United States have r eached a new' high . In
1984 , o f f shor e imports a ccounted f or 5\ o f t !'l.e demand in this r egiCY.l . Again ,
this trend i s a function o f the c ur-rent; strength of the American dol lar in ccm
parison with Scandina vian currencies.

A number o f observataoee can be made about; this r egional vie w of supply
sources. Fi r s t , the major canpetition to CI1tari o newsprint produce rs in both the
northeastern and midwestern United States is provided primarily by produce r s i n
Quebec . Manitoba has one newsprint mill (Abitibi - Price Inc ., Pine Falls ), whi c h
exports t o the midwestern and southern United States. very little newsprint f r om
British Columbia e nt e r s the northeastern o r midwes tern markets. While these data
do not distinguish American s ources of supply by r egi on , i t should be noted that
shipments fran the American south to the northeast and midwest are increasing.

SELLI NG PRICE

"!he Canadian selling price o f Ontario newsprint exports is a function o f
suppl y, demand and the Canada~JnitedStates exdlange rate.

Figure 9 illustrates the averaqe export value per t onne1 o f newsprint
shipped f ran Ckltari o between 1970 and 1983 . It can be seen f ran Figure 9 that
the selling value of newsprint in Ontario increased at a real canpo..tnd r a te o f
l ess than 2\ per year between 1970 and 1984 .

I n r eal 1971 l:h l lars , the 1984 newsprint s elling value was roughly equi
va lent to the p revious high reached i n 1981 . The current l isted price of news
p r int in American dollars was established i n the spring o f 1984 at $535. Another
increase of $3 5 U.S . originally scheduled f or April o f 1985 has been postponed to
the sumner (Noble 198 5) .

COMPETITION

The ability o f Ontario producers to maintain a market share in tradition
al market regions depends on their ability to meet the quality and price o f f ered
by p roducers in Q.1ebec, maritime canada and increas ingly the southern United
States , while still recei ving r easonable margins on the delivered product . Pul:r
Ushers differentiate products on the beefs of qualit y , particularly in periods
o f Oller-supply. lobreover, developnents in printing teclmology have necessitated
improvements in product p rintabilit y, s trength and roll condition .

While accurate cost data are not available , the relative ~titiveness

o f newsprint production in cntari o can be inferred f rem a canparison of the capa
cit y of newsprint machines in Ontario with that of maj or corrpetitors . It is as
surred f or purposes o f this analysis that newspr int eecrunes with higher capa
c i ties produce newsprint a t l ower un i t costs than do machines with l ower capa
cities.

Export value per t onne Is de f ined by Sta ti s tics C~nad ~ as t he va l ue decl ared on ex port
doc uments . In most cas a s , t hi s va l ue Is F. O. B. a t t he f~ctcry .
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Table 2. Estimated share of newsprint capacity by machine s i ze and producing
r egi on in canada and the Un!ted States .

Canada
At lantic West ern

Ontario Quebec Canada canada Total

c 100 , 000 tames/year . 46 . 59 . 4 2 .37 .49

100,000-150, 000
tames/year .38 .3' . 38 . 30 .35

> '\SO, 000 tonnes/year • ' 6 .1 0 . 20 .33 . 16

United States
Northeast Midwest SOOth West Total

-« 100 , 000 t ames/year . 52 1.00 • '2 . 38 .29

100,000-15 0 , 000
tonne.s/year . 48 0 . 00 . 35 . 13 . :B

> 11 0, 000 tames/year OeOO 0 .00 . 53 . 49 .43

source : coats 19B3 .
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Table 2 i llustrates the share of newsprint capacity by machine size c l a s s
for the maj or producing r e gi ons of canada and the United States. It can be seen
from Table 2 that t he p rofile of capac i t y by machine s i ze f o r ontario i s r oughly
equivalent to that o f Canada as a whole , a l though i n western canada 33% of all
newsprint capacity is a ccounted f or by machines capable of producing mere than
150, 000 tames per. year. I n Q.,lebec only 10\ of ne'<olSprint is pr-oduced 011 such
machines . Finally, i t is r eadil y evaderrt; f ran Table 2 that a far greater portion
of newsprint is produced on large machines in the southern and western United
States than in ontario or any other r egion o f canada .

This simple anal ysis indicates that production coscs are s lightly Leser
in Ontario than in CUe bec , and that maritime producers may have a cost a dvan tage
ove r both o f these provinces . Investment is required in a l l o f eas tern Cana da so
that mills can r emain conpetitive wi th the Ice-cost; producers o f the s outhern and
western United stat es.

REG IONAL NEWSPRI NT DEMAND IN THE UNITED STATES

Figure 10 illustrates newspri nt demand by region between 1970 and 1984 ,
adjusted t o a 3O- lh bas is weigh t . 2 Ove r this period , total demand in the united
Stat es increased at an a verage CXlTpOUnd rate o f 2 . 6\ a year . I t can be seen f r em
Fi gure 10, hoeeve r , tha t the highest growth in demand occurred in the south (4 .2\
a year) , which was f ollowed closely by the west (3 .8%) . In the midwest, news
print demand increased at an average coop:lUnd rate of 1 .2% a year between 1970
and 1984, and in the northeast demand increased at a r a t e o f 1. 0% a year.

It is iI!p:lrta.nt to note the dramatic f alling o f f of newspr int demand in
the midwestern Uni ted states during the late 1970s. Between 1979 and 1984 , de
mand in the midwest actuall y decreased by 2.3% . In contrast , there were in
creases o f 36.6% in the south, 17 . 6 \ in the west, and 12 . 4 \ in the northeast .
Total demand in the United States increased by 16 . 2\ between 1979 and 1984 . De

mand in all region s decreased in 198 2, but rebounded i n 1983 and again in 1984.

In or der to explain the dispari t y in r egional demand f o r newsprint in the
Uni ted States and in particular the flat demand in the midwest , it is neces sary
to examine the econanic profiles of the feur major nurket r egion s . A number o f
eccocedc variables directly and indirectly related to newspr int deI:land have been
selected f o r this purposes

- real growth in personal ino:::me
- demand per capi ta f or newsprint
- growth of working-age population
- growth in circulation and number o f papers

2 30 Ib per r ea m (48 .8 9 per ml) of 500 sheets (24 In. x 36 In.) (approx . 61 em x 91 eml
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Growt..~ in Real .D1cI::ne by Region

A measure o f eo::mcmi.c growth within a region can be obtained by examining
dlanges in r eal personal inccme within that region. Figure 11 illustra tes r eal
personal income by r egion fran 1970 to 198 3 . During this period, r eal persona l
Inccee grew tlUch more rapidly in the southe rn and wes tern Uni ted Stat es than in
the ocrtneeet; and mi~t.

Between 1970 and 1983 , real per sona l I nccce in the United Stat es grew at
an average compound rate o f 4 . 0% a year in the south, ] . 8% in the west , 3 . 0% in
the midwest and 1 . 7% in the northeast.

I t i s nece s sary t o examine the midwes t more closely. Vi rtually all of the
growth in the midwest occurred bef ore 1979 . In fact, the midwest had the h ighest
r ate of growth in real personal income between 1970 and 1979 . Af t er 1979, this
situation changed. By 1983, in real terms , the midwest had the s ame personal in
ccme as it did in 1978 . The current economic disparity in the midwest can, i n
part, be attributed to the state o f the manufacturi ng and agricult ural industri es
in this r egion and t o a migra tion of manufacturing industries f rom this region to
the sout."'l (Fri edenburg and COnklin 1984).

Newspr int. L'Je'nand Per capi ta

Fi gure 12 illustrates newsprint demand per capita O Q-lb basis weight ) be
tween 1970 and 1983 for each o f the f our maj or regions o f the United States . The
degree o f urbanization in each region is reflected in these data. I n 1980 , the
latest year f or which data are a vailabl e , 71\ of the population in the midwest ,
67% in the south, 82% in the west and 85\ in the northeast were dwelling in the
tretropolitan areas3 • As expected, demand per capita i s l O\o1eSt in the midwest and
south because of the rural nature o f these regions.

Newsprint consumption per capi ta i s higher in urban areas f or a number o f
reasons . First, newsprint consumption is directl y related t o real personal i n
care , and people dwelling in urban areas genera lly have higher a ver a ge incomes
than those dwelling in rural areas. second, metropolitan a reas are comnercial
center s , which have higher a dvertising expenditures than do r e source-or iented
rural areas . Finally, newspaper a dvertising is a core e f fic ient means of c::cmruni 
cation in urban areas because dlanges in distribution are fewer and un i t pro
duction costs are lower , s ince p.Jblishers can achieve e oonanies of s cale .

Demand in the midwest increased f r an 37 kg per capita in 1970 to 46 k g per
capita in 1979, but then declined to 41 kg per capi ta by 1983. A trend tcYward in
creased urbani zation and the strong growth in real personal inccme increased de
mand in this region f rem 33 k g per capita in 1970 to 41 kg per capita in 1983.
Rapid eccoccuc growth in the west increased demand for newsprint fran 43 kg per
Capi ta in 1970 to 50 kg per capita in 1983. Dem1nd in tihe northeast increased
marginally over this period f rom 48 kg per capita to 52 kg per capita .

:3 The lAl l t ed St a t e s Bureau o f t he Cens us defines e e etr-cpc t t ren et'"ee es e ci ty o f reor-e
than 50,000 peopl e or en urban area, as S8t out by t he Bureau, o f at leest 50 ,000 Inhe b
i t ants and a t ot e l s tendat'"d metropoli t an s t a t istical a r ea of at le ast 100, 000 peop le .
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Figure 12. Newsp r int demand per capita by r egion in the lInited States,
1970- 1983 .

Tabl e 3. Growth o f the wor king-age pop.llation (aged 18- 64 ) by United States
r eg i on .

- Millions , O>ange

Region 1970 1980 19a3a 1970-1983 1970-198 0 19a0-1983

Northeast 27 ,838 2'3 ,980 30 ,8 19 + 10 . 7 + 7.7 + 2.8
Midwest 31 , 02 2 35 , 255 35 ,810 + 15 .4 + 13 . 6 + 1.6
South 34 ,935 45, 247 48,65 1 + 39 .3 + 29 .5 + 7.5
West 19 ,779 26 , 759 28 , 74 2 + 45. 3 + 35 .3 + 7 .4

Total 113,574 137 , 241 144,0 22 26.8 20.8 4 .9

a Est.irMted by United States Bureau o f the census

Sources , 1) United states :arreau of the census .
the united states . Washington , D.C.

2) Anon. 1984b •

Statistical abstract of
Annual. Various issues .
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Growth of Wor king- age ibpulat ion by Region

people bet ween the ages of 18 and 64 , the working segment of the popu
latioo , account fo r the ma j or i ty o f newsprint consumption. Ove r the past
decade, there has been a trend by the working-age pop.1Lation t o migrate fran the
mi.dwest and northeas t to tihe south. and west, l argely because o f the e conanic
stagnation of manufacturing industries in the north.

Table 3. i llustrates the growth, by r egion , in number of residents aged
18 t o 64 between 1970 and 1983 . It can be seen that , between 1970 and 1983, the
"-Or kin<rage popul ation in the wes t and south increased dramatically (by 45 . 3\
and 39. 3%, respectively). Over the s ame period, the working-a ge population of
the midwest and -nor'theaat; increased by 15 .4~ and 1 0 .7~ , respectively.

Between 1980 and 1983, howeve r , the wor king-age p::>pu.lation of the lllid
wes t increased by onl y 1. 6\, that of the northeast by 2.8\, that of the west by
7 . 4\ and that of tihe south by 7.5\, a gain r eflecting the relatively weak eeoncm
i e state o f the midwest in recent years .

Only the high- grO\o1th states in the south and \o.eSt have growing pcp.1

lations between the ages of 5 and 17 and 18 and 24 CAnon . 19B4b). Unl ess pop.1

latioo trends change significantly , this WClUld suggest that growth in the
working-a ge segments of the popJlation wi ll c onti nue to be minimal in the mid

. wese and northeast over the next 20 year s.

Circul at ion and Number of Pa.pers

Olanges in the econanic and social p rofiles o f the f our maj or regions o f
the united states are reflected in circulation statistics. Figure 13 s.hows
newspaper circulation by r egioo fran 1970 to 1983 . It can be s een that circu
lation increased in the vest; and south by 12.5\ and 10.9 \ , respectively, over
this period. Circulation in the northeast decreased in the mid-1970s , b.lt re
turned to its 1970 level by 1983 . Between 1970 and 1983, circulation in the
midwest decrease d dramatically (by 14%) .

Table 4 illustrates "the change in number of papers pililished by r egioo
between 1970 and 198 3 . Weak demand in the northeast and mia ..-est has f orced pm
Ushers in these r egions to rationalize produc<-~on and distribJ.tion effor-..s over
this period. Between 1970 and 1983, the nuz:lber o f daily papers p.ilillshed in the
midwest and northeast decreased by 7 .9'%; and 7 .a\ , respectavel.y, In t.~e south
and west, however , eccoccdc growth and an incr&s.L"lgly diverse population led to
a rise o f 4.5'~ and 3.1\, respectivel y , I n p.1blication of daily newspapers .

The percentage of a dvertising do lla r s spent on newspaper advertising in
the un ited States decreased fran ove r 30~ in the early 1970s to 26 .6% in 1982.
In 1983, however , newspaper adver-~sing increased to 27.1% of total advertising
expenditures in the Uni ted States . Hayroe ( 1984 ) sug~ts that recen t dlanges
i n the t elevision broadcasting industry have made advertising in this medium
l ess popular . He cites technical innovations such as wireless reeeee switc:::hplg
dev i ces and video recordtnc units as reasons f o r the reduced effectdveneaa o f
television advertising. 'Ihis trend sha.1ld have a p:!ISitive effect on newsp r int
consumption over the next few years.
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Table 4 . Numbers o f daily and SUnday newspapers by united States cens us region
(1970-1982 ).

Dail y pap e rs

Region 1970 198 2 • O>ange

Northeast 323 303 - 7.9
Midwest 577 532 - 7.8
South 552 577 4.5
west 230 2'J9 3 .1

Total 1, 74 8 1 , 7 11 - 2.1

Source : United states sareeu of the census . statistical abstract o f the
United States . Washingtoo , D.C. Annual . vardccs issues.
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SUPPLY AND DEMAND PROJ ECTI ON S

Pro j e::ted Newspr int capacity

Increases in Ontario ne wsprint capacity during the early 19805 were due
primarily to the rro:'Jern ization efforts of the industry. Between 1979 and 1984 ,
Ckltario ' s newspr int capacity increased by approximately 163, 000 ecooee , These
e fforts at ~rnization were encouraged largely through the caneca-ontar do
Facilities Improvement SUbsidiary Agreement . All newsprint mills in the prov
ince participated in this program.

'lhe industry will be blrdened f or a number o f years with the f inanc ing
dlarges associated wi th these and related aodernization programs . In addition,
an over-supply since 1982 has 1.i=ni.ted the profitability o f the newsprint indus
t ry. While efforts a t rrodernization will have to continue in order to mee t the
increasingl y stringent quality requirements o f custceers , i t is l ikely tha t;
these efforts will be far less ambitious in the f uture . Capacity increases r e
sulting from. m::>dernization projects will be m.i.nilnal.

Figure 14 illustrates histor ical and projected news pr int capacity in
(mtario from 1970 t o 1989. The largest scheduled program y et t o be ccrnpleted i n
this decade is that o f Boi se Cascade cana da at i ts xeoora mill. Boise Cascade
canada plans to reb.rlld all three of its newsprint machines , and at the same
time improve the pliping p rocesses at the Kenora mill ( Anal . 1984a) . These im
provements will also enable Boise cascade Canada to produce a mmbe r of ground
'o«Xrl papers. '!be project is sdledu1ed for cempletion by January, 1986 .
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Figure 14. Historical and projected Oltario newsprint c apac i t y , 1970-1989.
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Shortages of econcmically accessible softwocd fiber a re ev i dent in s ome
regions; bceever , p rovinc ial f orest management author i ties maintain that the situ
ation is fully manageable. Improvements in p.l1ping yields and the use of alter
native sourc es o f supply , such as Ontari o Paper <:orrpany 's conversion to a 25\
waste newsprint f urn i s h , will alleviate some o f the medi~term concern over wood
supply in the province.

Projected Demand f or Newsprint in the U1i t ed States

Over 94\ of the historical variation in newsprint demand in the Uni ted
States can be explained by using r eal grorwth in gross national p roduct (GNP) as
the only predicting variable . The f ollowing simple, straight - line regressioo re
lationship was established as the best f i t between total newspr int demand in the
un ited States (3 0- lh basis weight), and real GNP in 1972 dollars.

o = 762 + 6.39 GNP

Vbere : 0 = newsprint demand (thousand tretric tames, 3G-lh basis weight )
GNP "" u -s , gross national product in 197 2 dol lars

With estimates o f future r eal QlP , this historic r e lations hip between
~ and newsprint derMnd can be used to fore cast newsprint demand. Future esti
mates of GNP are available f r em a number of a genc i es. This analysis uses pro
jections o f United. State s GNP from the Conference Board of Canada4 •

In or der to use this historical relations hip to project fublre demand , it
rrust be assumed that the nature in which newsprint has been historically consumed
will not be alter ed in the f uture. Growth in e lectronic information systems i s
i nevitabl e, yet it is unlikely that these s ystems wi ll displace demand f or news
p rint in the near future. Udell ( 1983 ) has cooc l uded that tedmo!ogical inno
vation in the ccmnmications industrie;s is not likely to displace newsprint oon
sumption in the United States before 1990.

Figure 15 illustra tes p ro j ections o f total United States deman d between
1984 and 1989 , b y using the regression relations.'ti.p established above and real
United States QlP estimates f ran the Conference Board o f canada.

This projection shows newsprint demand in the un ited States inc r eas i ng at
an a verage r a te o f 2.5\ a year between 1984 and 1989 . (The actual average growth
r a te in newsprint demand in the United states was 2.3\ a year between 1970 and
1984. ) In addition , the p rojection sees limited growth in demand in 1985 , f ol-

, l owed by stable and relativel y s trong growth through to 1989 . Demand f or news
print in the united States i s p rojected to r each 13 million tonnes by 1989.

4 1 Janua~y . 1985. Fi ve- year Un ited St a tes GNP .
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Proj ected Regional Demand t ot: Newspr int in the Chlited States

R2gional demand i s not highly correlated with rea l growth in total GiP

in the Uni ted States because of dif ferences in the econcmic and soci a l p r ofiles
o f the four regions . Nonetheless , fut ure deman d by region can be est imat ed a s a
share of p rojected total deman d i n the Uni ted States .

Figure 16 illustra t e s r egional demand for ne'.o'Spr int as a proportion of
t otal demand in the f our mil jor r egions o f the United states between 1970 and
1984. As expected , demand in the northeast and midwest, express ed as a percen
tage o f total united States demand, decreased over this peri od, and demand in
the s outh and west increased. In 1970 , the mia-.ro'eSt and northeast a ccounted fo r
28 . 9 and 26.9\ , r espectivel y, of total united States demand . FJy 1984, however ,
the mi a....est and northeast a ccounted f or 22. 4 and 23 . 4\, r espectively , of total
united Stat es demand . 'lbe share of total Uni ted States demand accounted f or by
the south and west , on the other hand , increased f rom 25. 7\ and 18 . 4\ r espec
tively, in 1970 to 3 2.1\ and 22. 0\ in 1984 .

It will be simplistically a ssumed that the r egiona l e conoedes of the
Uni ted Stat es have reached a new equilibrium, and that the r e spective r e gio na l
share of demand f or newspri nt i n earn region will not change between 1984 and
1989 . Figure 17 use s the united States demand projection in Fi gure 15 and the
1984 s hares o f t otal united States demand by region to forecast r egional demand
between 1985 and 1989.

PROJECTED NEWSPRINT SHIPMENTS FROM ONTAR IO

Estimates o f f uture newsprint shi~nts f ran cmtario can now be made by
using these r egional demand projections from Figure 17 and assuning the f o llow
ing,

1. Ontari o newsp r int p roducers will continue to hold 43\ of the midweste~

United States newsp r int market and 12\ of the northeastern market;

2. Q1tario producers will continue to ship 150,000 tormes o f newsprint to
the southern and western lmi ted States;

3. D:Jmestic s hipnents by Ontari o producers will increase at a r ate o f 2'\ a
year, starting at 150 , 000 t ames in 1985.

Figure 18 illustrates projected newsprint shipments fran Ontario between
1985 and 1989, on the lasts o f the above assumptioos . Projected capacit y i s
also plotted on Figure 17 . It can be s een that utilization r a ces will continue
to improve t.lu"oughout the remainder o f the decade . This analysis implies that ,
with cur-rent; capacity projections, Ontar io producers will be operating at c l ose
to full capacity by 1988.
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SUMMARY AND IMPLI CATIONS

Ontario ne wsprint producers have limited acc ess to markets oth er than
those in the northeastern and midwestern Uni t ed States, because of h igh trans
portation oosts associated with s hipping to these alt ernative mar ke ts and the
availability of cx:xnpetitively priced p roducts f r an new and established supplier s
to these markets .

Over the medium. term, growth in newsprint demand in the northeast e rn and
midwestern United States ......ill be limit ed . In addition , these marke ts will be

ccee increasingly canpetit i ve. Shipnents fran producer s in the southe rn Uni ted
States to the northeast and midwest will increase as long as l ow-cost Scandi
navian imports continue to e nter the wes t and south. '!he duration of this trend
is dependent largely upon the s trength of the AaErican dol lar in comp:u-ison with
Scandinavian currencies. In add!tion, newsprint shipped t o the northeastern
United States fran Q.1ebec and Atlantic Canada will be priced Il'Ore <:Xlmpetitivel y
as p roducers in the s e regions react to the r e cent imposition of an import quota
on Canadian newsprint irrports into the Ql.ropean Economic comnunity.

In or de r to meet the canpetitive d1allenges ahead, newsprint p roducers
in Ontario reese control p roductio n costs, continue to meet the increasingly
s tringent quality re=JUir ecrents of customers , and o:xnpete with less expensive
produ:ts f r em the southern un i ted ,stat es and, at l eas t over the short term, fram
scandinavia . Q..1allty control and servi ce to major custcmers are b«:) tasks o f
paranount inp)rtanee if market share in the Il1idwest and northeast is to be mean
tained.

Analysis of madline s i ze by p roduc ing r e gioo suggests that the p r o
duction costs o f Q'l.tario producer s are not s i gn ificantly differ ent f rom those o f
thei r major canadian o::mpetitors . Ontario p roducers should be able t o maintain
their market share in the northeastern and midwestern United States. Even if
they succeed in do ing this, however, it i s estimated that the capacity utili
zation rate in the province will not app roach 100% until the end of the decade.

This i s not a pericd o f growth f or the Ontario newsprint industry.
Although the industry is cons trained financially , sel ective cap i tal programs are
still necessary f or quality refinerent and reduction of produetioo cost. ~
p loyment increases as a r esult o f these eff orts will be minimal and sane p r o
grams may r esult in reduction o f employment in the industry. These efforts will
ensure the medium- and l ong-tenn heal th of the Ontario newsprint industry so
that it may continue t o contribJte to the naticnal and provincial eccocatee ,
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