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ABSTRACT

According to the rrost r ecent ( 1979) General Agreer.ent on Tariffs and
Trade (G.Tr) , tariffs on fine paper e ntering Canada are - to be reduced fran 15\
to 6 .5\ betoeen 1980 and 1987 . So fa r, a ~akening Canadian dollar (vis - a.-vi.s
t he Aneric an dollar ) has di scouraged any large influx o f imports fran t he United
Stat e s , ye t Canadian producers are finding i t increasingly difficult to conpet e
wi t h AIrerican production in many of t he rrore CCfl'I1l'On , f ine r paper credee , ecee­
ove z', with the r eduction c:L t ari f fs , Canadian pro duce r s, a t l east in the short
t.erm , have beccee exposed to fluc t ua tions i n the Canada-United St ates exc hange
r ate . Dorrestic producers rrust rrodif y production f acilities and rrarketin g s t rat ­
egies i n or de r to ccecete i n an international envt rceeene - For many prodJce rs ,
this ·.dll rrean rationalization of product line s, uarket dewlq:cent and sizeabl e
financial cceedtirerrt ,

En w rtu d..I plns recent (1979) accord ~eral sur les tarifs dcoerde rs
e t I e ccmrerce (a ccor ds d1 G\T1') , les t arits daJaniers sur les importations
canadiennes de papier fin doiwnt etre r e dlit s progressiverrent et passer de 15 a
6 . 5~ e ntre 1980 et 1987 . Jusqu 'a maintenant, l a bais s e au dol l a r canadien (par
r apport a la devise arreric ai ne ) a cont ri b.Ie ii preveni r trote i.mp:lrtation massive
en provenance des Etat s-Unis . Les fahricants canadiens trrovent rralgre t aut de
plus en plus diffi c ile de s cirteni.r l a concurrence avec l e s produeteurs aJr'€ri ­
c a i ns pour ce qui est d 'un grand nambre de classes de papier f i n parnd les plus
en demande , De plus. l a baisse des tarifs droaniers a rendl les f abricant s
canadiens plus wlner ables , dl rroins a cour-t; terme , aux fluctuations cb taux de
chan~ canado-anericain; ces derniers se volent contraints de rrodifi er leurs
ins t a llations , de rrere que leurs s t r a tegie s de mise en rrar c he, pour derreuz-e r­
coopetitifs dans I e contexte internationa l . Bon ncecre d 'entre eux devront en
c onsequence r ationalis er l eur gamrre de produits , oo velopper l eur marcre e t
proceder a des engagell'ents financie r s ccns I de r ebke e,
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OBJECT IVE OF THE REPORT

The reduction of tariffs on printing a nd writing papers entering Canada
f r om the United St ates is encarraging s i gnificant chan~ in tre rrarketing e n­
vi rmme nt of t he~stic fine paper iruilstry. This r eport will highlight t hese
changes an d e xami ne t he effects they are having on t he indlstry.

THE FINE PAP ER INDUSTRY IN CANADA

Table 1 illustra t es the distri b..Ition of fine paper prodlctioo. capacit y
i n Canada . The maj ority of mills wer e established l ate in the nineteenth cen­
t ury next t o rraj or narkets in soothern Ontari o and Quebec . Before 198 2 there
was ve ry litt l e r.udernization in this inciJ.stry~ Si nc e then, ~ver, a number
of s izeable capita l pro jects have been irrplernent ed, such that by mid - 1984,
approxiDlately one -fif t h of all Canadian production c apacity will ha~ been
t!'Orlernized•
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The fine paper i rrlIs try c:ontri b.1tes mrch to the economy of Canada and
s pecifically Ontario . This pro vince alone accomts f or 60\ of a ll fine paper
p r odtc tion capacity i n Ca na da . The i nd.1stry rre.nu factures onl y 7 .5\ of all pulp
and paper products l:¥ vo lwre i n Ontario, yet i t e npl oys over 20\ of t he e ntir e
pulp , paper a nd a l Ued incbstry -..ork f o rce a nd eccccnts f or 21\ of the va Iue of
s hiprrents of these indlstries . It is estirrated tha t , in 1983 , f ine paper mills
in Ont ario employed o ver 4,700 people and paid rot over $10 0 mil lion in wages .
In a ll of Canada, it is estimat ed that the indJ.stry employed 7 ,200 people
directly , g merated wages of S150 million and shipped precoces "'Urth over $750
mi l lion in 198 3 .

DEFINlTIOtI

For perposes of this report, it is necessary t o aggregate t he over 300
fine paper grades produced in Canada into broad c lasses . Fine paper will be
defined as aU paper wi t h l e ss than 50\ gra mdwood content . This f ine paper
grrnp has been divided i nt o two c lasses:

1) bock and printing papers ( 1-50\ groonCh-ood content) ;
2) ros i ne s s and writing papers ( 0\ gramdwoad ) .

The cOOIlTDn grades f amd in eac h of t hese c lasses are list ed be low .

Book and Printing Papers (1 - 50\ gro.mdwood content )

- bock .printing
- lltoograph and of fse t printing paper s
- r ot ogravure printing papers
- bulki n g bock p r inting papers
- poster, l abe l , billOOard paper s
- bible paper
- base s t ock for coated book printing papers

Business and Writing Pa pers (Ot gro..mdwood content)

- bonds , l e dgers, copy and wr iting papers
- reproduction , duplicati n g , t racing pape r s
- tranifold , onion skin, tablet papers
- photography" pape rs
- eanuscrdpt; art papers, cover papers, parchments
- rosiness rrachine and corrplt e r pape r
- sensitizing base stock
- b lu eprin t , plackline, bristols , c heque papers
- ot her fine papers

Source: Brunette 1983
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INDUSTRY PERFDRrtANCE

Ca nadi an fine paper prod.Jcticn gr~ f r an 370,000 tonnes i n 1965 t o an
estitMted 940 ,000 t cnnes i n 1983 - an increase o f 5-. a year . Business and wri t ­
ing papers acecunt f or nuch of this increase, wi th pro:1.Iction i n this c lass of
papers growing at 6 \ per year . Production levels of bock and printing papers,
on the other hand , have not changed s ignif i cantly since 1970. Business and
writing papers currently represent 75\ of fine paper production . up considerably
fran 60\ in t he late 1960$. An i ndlstry-wide s trike i n 1975-1976 which l asted
nine rronths an d l ocal strikes at Domtar Inc. ·s Ont ario fine paper mil ls in 1980­
1981 whic h lasted s even mnths are c l e arl y evident en the prexilction curve.
Figure 1 illustrat es fine paper production from 1965 to 1983.

Unl ike other p.1lp and paper prodlcts , fine paper f ared relatively 1o.1E!1l
Wring t he 1982 r ecession . St r ong demand and li..'u t ed capacity auppor -tied prices
threughalt 1982 in both Canada and the United St at e s . Operating r at e s fell cnly
to 86\ in 1982 and i n 1983 aver aged 93 \ across the i nw s try. Increases in con­
s unption c an be at tri bJted at l e ast in part t o the lar~r votuees of paper used
wi t h data proces sing equ'[prmnt; (Wi ne ns 198 3) . Ironically , the Introd1cticn of
this equipcrent was predicted t o reduce tOO demand f or fine paper (ibid. ) . The
1975-1976 s tri ke r ed1c ed darestic consurrption by 25\ over this period rot, on
average, c onsunption incre ase d by 5 .4% each year between 1965 and 1983 . Table 2
illustrates shiprents, exports , iIrports and c onsunption of fine paper in Canada
bet-seen 196 5 and 1983.

IMPORTS

Arrerican prodlcers have clearly derI'onstrated an ability t o ccopeee in
Canadian earxees, Before 1970 , imports acccunted f or no more than l Ot of dorres ­
tic c onsurrption and rros t of these cere of prodlct lines not marrofactured in Can­
ad a. This s hare gradla lly i ncrease d in the early 19705.

Then, s prrred on by f avorable exchange rates , American produce rs picked
up s lack prodJction generat ed by- s trikes in Canad a in 1975 and 1976 t o claim 45%
of consumption duri ng this period. What was rrcre important, they c ontinued t o
ho l d onto rmghly 25\ of the rrarket after t he s trike until 1982 . Irrports fe ll
t o 20\ of cons umpti on in 1983 as Arrerican pr o ducers becene dis c ouraged by the
still '\olE!ake ning Canadi an do llar and wer-e attracted by the i ncreasing demand in
t heir own c oont ry. Arrerican paper has i n the past acc cunted f or virtually all
of Ca nadian inports .

It woul d appear t hat Arrerican pr oducers are not acti ve l y trying t o bre ak
int o Canadi an markets . Fi ne paper exports f rom t he United St ates t o Cana da
r epresent pst over 1\ of t ot al Arre rican producticn. Moreover, wi th the present
excbence r at e an d tariff s, it is likely that Arreric an mar gins on Canadian sales
a re j.lst encugh t o cover f ixed costs wi t h ve ry lit tle contritution t o profit.
The follCMing c a l cu l ation i llustra t es tha t , if the pre c e ding assceeei.cn i s t rue ,
and if Canadian prod.lc e r s ' enjoyed 15% mar-qi.n (before tax), then t he prod1cticn
of paper iIrported in 1983 rrus t have been 14\ rrore cost efficient (U. S . $ ) t o ha ve
overcome both the exchange rate and t arif f barriers.
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Figure 1. Canadian f ine paper production, 196 5- 198 ]
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Table 2. Shi pnents , exports, in'ports and apparent consurrption of fine papers in
Canada.

( '000 tonnes \

Apparent dcmestic
Year Shiprrent s Exports Inports consunptioo

1983 950 211 191 9 30
19 82 8 24 254 198 768
198 1 780 284 2 14 71 0
1980 895 388 148 655
1979 791 367 126 550
1978 702 308 147 54 1
1977 620 26 5 145 500
1976 472 216 213 469
1975 39 3 152 '66 407
1974 658 223 100 535
1973 685 ' 6 2 75 598
1972 591 141 62 512
197 1 555 16 0 46 441
1970 535 183 37 389
1969 468 22 4 37 389
1968 439 10 1 25 363
1967 426 60 19 38 5
1966 411 38 18 39 1
1965 370 40 ' 4 344

sorrc esn 1) Statist i c s Canada . Pulp and paper mills. Ca t . No. 36- 204 . Annua l .
vardcce i ssues.

2 ) Statis tics Canada. Imports t:r.t cormmdttii.es , Cat . No . 65-007. Month-
Iy , Varicus i ssues .

3 ) St at i s t ics Canada. Exports l,; comrrodities . Cat . No. 6 5-00 4 .
funthly. Various i s sues.

4 ) Canadian Pulp and Paper Association. St at ist i cal bulletin. Month-
Iy , Varioos i ssues.

Bee*. and printing papers accamt e d f or the l ar ges t growth i n imports ,
i ncreasing fram 4,400 t onnes in 196 5 t o 135, 000 t onnes in 1983. This dr amat i c
gr-c:.wth i n i mports of beck and pri nting papers i s not as threatening to Canadian
prod.1cers as it first mic;Iht seem s ince exports of t he s e grades incre ased eve n

faster o ve r this period . In fact , Canada i s a ne t exporter of bock and pri nting
papers .

Inports of rosiness and writi ng papers i ncre ased fron 9,600 tames i n
196 5 to 56, 000 tonnes in 1983. Most of this gra..rth can be attribJted to lar~

Lncreeses in t he irTortation of writing and reproducticn papers - - fran 5, 000
tonnes to 35 ,000 tonnes over this period. These i llJX'rts ccepeee direct l y with
Canadian production. Figure 2 sbcws fine paper itrp:>rts by produc t groop. This
suggests t hat M'erie an producers are quite able to corrpete with Canadian pro ­
cccers in the ITOre ccmrnn "'Titing, reproduction and printing paper groops.
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Estimate of cost e fficiency in the United St ates

Assumptions: 1) Arrerican producers are just
breaking even in the Cana dian
market.

2) Can adi an
realizing a
bef ore tax .

producers
15% profit

are
"""gin

3) The Canadian fine paper tariff
is 10 . 8\.

4) For the sene product, A1rerican
and Canadi an selling prices
are virtually the sane.

S} The Canadian dol lar is va lued
at 8 1 cents U. S.

At a 15\ profit IM-rgin, Ca nadian cost (Cs) "" . 85
SP where SP = selling price i n Canadian muket.

At a break-even selling price, AJrerican prodl.x:er
cost (u.s .s ) = SF x . 8 1 = . 73 SF

1. 108

Therefore , AIrer i can pro ducer cost (U . S. $) rrus t
be 1 - 73 ( 14 . 1\) Lowe r- than Ca nadi an producer

8 5
cos t (C $).

EXPORTS

Canadi an fine paper producers have not been expor-t-orf eneed for several
reasons . Unt i l r ecently, rrost of Cana da ' 5 f ine paper roacninee cere o l de r and
rruch smaller than machines i n t he United States , so t hat i t -..as difficu l t f or
Canadian producers to corrpet e internationally i n t he r-ore COi iUiO:ll grades. At
pre s ent. Dantu 's Cornwa ll mill is t he only Cana di an mill capable of ccrnpeting
wi t h Arrerican producers internationally in the cceeron fine paper grades (Tcpp
1983) .

I n addition , other rrajor eor-Ld na rkets have i n t he past been protected
by tariffs. Much the sane as i n Canada , hoceve r , there i s a trend t.csar'd tl:e
reduction of tariffs in t hese earket;s , I t was reso lved under the M.11tilatera1
Trade ~~e90tiations in 1977 that United States tariffs on fine papers woul.d lee
r educ ed frcm 3. 8\ to 0 .8\ in 1987. (There is no d..Ity cr1 newsprint exports t o
the Uni t ed Stat e s .)
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The European Econanic Carmunit y (EEI:) i s r educing its tariffs as \olell,
bJt its r ate s will reaain t.lell above those of the United St ates and, t o a l esse r
degree. t bcee of Canada. setoeen 1980 and 1987, the EB: is schedJled t o r educe
its tariff on wr i tin g papers and ' other' papers f r om 12 t o 9\ (Ano n. 1979 ) .

Before 1968, e xports f r om Cana da rarely e xceeded 15\ of total s hip ­
rents . As a r esult of large i ncreases i n t he e xport of bock and printing papers
i n the l ate 19605 and a gain after the 1975-1976 strike, this r a t e increased t o
45\ . Figur e 3 illus trates that s ince 19B1 t he export of printing papers dropped
sharpl y . I n 198 3 tota l fine paper e xports acccunt e d f or 22\ of t otal shiprentso

'I'te expor-t; of bock and printing papers has been extrene l y volati le.
Expo rts peaked in 1969 at 137, 000 t onnes and agai n i n 1980 at 33 0 ,000 cormes ,
In spite of a de va lued Canadian dolla r , e xports of bock and p rinting papers
dr opped s harpl y t o on l y 108 ,000 t onne s in 1983 . This can be explained. at l east
in part, by incre ased capacity and conpeti tion from Arrerican producers in thei r
o.m market. I n the past , printing papers accounted f o r the r:a j ority of book and
printing paper exports . However , a l arg! i nc r e ase in the export of base s tock
f o r c oated printing papers i n the mid-1 970s reduced the share of p rinting papers
t o approximate l y 50\ of a ll e xports of these papers o ve r thi s period.

Vi rtually a ll bock and p rinting papers that are e xported g:l to the
United Stat es, bJ t bef or e 1%7 on l y 551 went to t he Arrerican t:larlce t . Canadian
producers have been squeezed rot oc of f shore marke ts and f orced to corrpete in
t he Ur'.i t ed St ates as a resul t of the establishnent of f ine paper f acilities in
these r egions and s t rong coopet i t i on f r om A1rerican and Br azi lian bock and print ­
i ng mamrfactrur-et-a ,

Busi nes s and writing paper exports i ncreased f ran 28 ,000 t onnes in 1965
to 98 ,000 t onn es by 1973, rot s troog dorres tic demand reduced the e xportatioo. of
t hese papers thrroghCtl t the rest of the 19 70s . aetween 1981 and 198 3, a declin­
i ng Canadian dollar (vis - A- vis the Arreric an dollar) and stren gthening Arreric an
demand bolstered e xports of ehese papers signifi cantly f r an 35 , 000 t onnes t o
102, 000 tionnes-

Be fore 1969 , f~'er than 10\ of rosine s s and writi n g paper e xports cere
destined f or t he Unit ed seat es r bcceve r , by ' 19 83 this figu re had i ncreased t o
86\ . Cana dian producers rroved gradua lly O.lt of of f s ho re markets into the Unit ed
St a t es whe re a favor able e xchange r a t e and s trong demand i ncreased t hei r abi lit y
t o coepet ;e,

I n s UllWa ry, Canadian producers heve CO~ t o re ly he avily on the Unit e d
St a t es as an e xport market, partiatlarly fo r writi ng and r ep r odlc tion paper . To
p.1t the s i tuation in i ts proper pe r specti ve, however , Canadian prodJction
ecccenes f or pst ove r l ' of the .l\lre ric an fine paper narkee, It i s un like l y
that Arrerlcan producers f eel threatened by Canadian proecctaon. Canadian f i ne
papers a re exported primar ily to suppor-t. the ope~ating l eve l s of Canadi an pro­
ducers . This practice is, of e cor -se, f acilitated when the Canadi an dollar is
deva l ued and when Arrerican demand exc~s supply.
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EFFECTS OF TAR IFF REDUCTIOIIS

Si nce its deve lopnent in t he l a t e ninet eenth cent u ry, Canada ' s fine
paper inwst ry has cate r ed alIrost exclusiw l y t o dorrestic earxet;e. High tariff
wal ls have prot ected t he Canadian narke t f ran i nte rna tiona l carpet i tor s . Tar­
iff s on roost; fine Rapers entering Canada were as high a s 33\ at the turn of t he
century, hIt cere reduc ed gradually to 23\ in 19 68 . The indus try was s haken by
a sharp tariff reduction f r an 23 t o 15\ i n 1969 , bat; by t akin g advanta~ of tar­
iff r edJc t i ons i n other oountries , i t managed to r e tain and even increase pro­
duction leve ls in the f ollowing year, albeit a t reduced r.argins. Shiprents in
19 70 i nc r eased by ne arl y 15\ and exports by rrore t han 30\ over t hose of 1969 .

As a result of the IIOSt recent ( 1979) Gene r a l Agreement on Tariffs and
Trade (GATT) ne l:ptiations , fine paper t ariffs are t o be r e duced f ran 15\ to 6 .5\
between 19 80 and 1987. Fi gur e 4 illustrates tariff reduc tions on f ine paper
imports from the turn of the century t o 1987 .

The ef fect of these G!\.TT t a r iff reductio ns is to di ssolve the t r adition ­
al Il8.rke t bamdaries of Ca nad ian prodlcers. reeea ere prccccers mrs t; now con­
s ider t he productivi t y and cost-efficie ncy of producers beyond Canadian borde r s
and the devel opnent p:>tential of new expor -t; marke t s . Very s :i1T1pl y , Canadi an pro­
ducers f a ce the realities of conpeting i nternationa l ly. Prinarily , this c cerpe­
t ition wi ll be with t he Unit ed St at es .

The reduction of tariffs has rrerit f r an a consumer 's fOint of view in
t hat the marke t wi ll nCM inc l ude a lar~r number of ccnpec Ltcrs willing t o of f e r
a number of similar pr oducts at lower p r i ces . Canadian producers , tccever, may
not be so errtbcefeatdc abaJt the effects of t hes e reductions . Canadian pro­
ducers have been canpelled to operate wi thin a suc h smaller market t han thei r
Atreric an comterpert;s , Thi s wo.Jld suggest t hat Canadian produce rs have t raded
of f economies of scale fo r diverse product line s . I t is assumed that t he cost
of such t rade-offs has been pass ed on t o the consurre r , Arrerican produce r s , on
the other han d , have e njoyed t he advantages o f a muc h l a r ge r market . This wou l d
suggest that Arrerican produce r s ha ve ac hi e ved ec ono rrd.e s of scale in many of t he
rror e c cnrron fine paper grades . Canadian producers wi ll f ind i t incr e a s i ngl y
di f f i cu l t to ccrrcete both dorrestically and inte rnationa lly i n these pr oduct
lines.

The reduction of tariffs will , in effect , reduce the s e l ling price of
Arre rican irrrports in Cana d a, if r...e asaune that Anerica n producers will not bo 'Ld
t heir pri c es up and take larger mar gins . To ccmpete succes s fully , Canadi an pro­
ducers will either have t o r e duc e thei r prices t o rreet; this corrpe t ition o r s t ay
out o f t hese p roduct l ines. The key point t o be not ed i s that although American
operating rrar gins will r e main unchanged in the Canadian market while tariffs are
r -educ ed (Canadian conswre'ra ;.rill simply be payi ng l ess dIty to the Canad i an
cove z-nrrerrt.} , dc rreat.Lc cperating margins '.cill be r e duced by amcunts equi val ent t o
t he price reduc tion on c e nee t en prodIc t i on . Bec aus e of t he absolu t e e f'f ect; of
the reducti ons , the s l ir.urP.r t he Can adian mar gin bef o r e the t ariff r e duction, the
rror -e exag~rated the e f f ect will be. Table 3 illustrates the effect of tariff
reductions o n t he profitabi li t y of c enedten p roduce rs be t -ee n 197 9 and 1987 o ve r
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Table 3 . 'rf-e effect o f tari f f r educ tions on Canadian margins .

Ini t ial a - year

1979 profit r e -

margin 19a O 19 81 1982 1983 19 84 19 85 1986 198 7 duction( \)

5 , 4 . 1 3 .3 2. 3 1. 3 0. 4 (0 .6) ( 1.4 ) ( 2 .6 ) ( 136 . 6 )

10 , 9 . 2 B. 4 7. 4 6. 5 5. 7 4.7 3. B 2. B ( 69 . 6)
12 .5\ 11 . 7 10. 9 10.0 9. 1 B. 3 7 . 3 6 .5 5. 5 ( 53 . 0)
15 , 14 .2 13 . 4 12 . 6 11. 7 10 . 9 10 . 0 9 .2 B.2 ( 42. 3)
20 , 19. 3 18 .5 17 .7 16 . 9 16 .1 15. 3 14 . 5 13 . 6 ( 29 .5)

Tar iff a 13 .9 12 . 9 11.8 10 . 8 9 .7 B.6 7 . 6 6 .5
( 'I

a ;.s det ai l e d in Table 2, line 50 of t he 198 3 cusccrrs t ariff. (Not e : not a ll
f ine pape r grades fall within this schedu l.e ; )

c a l cul a tion : s e l ling pricen "" s e l ling price(n _ l )X tar iff n
(do l l a r s/t onne s )

tariff (n - 1)

and , oper ating rrar ginn '" se l ling pricen - production c ost 198 3

sel ling pricen

AsSUIlptions: 1 ) Constant exchange r ate .
2) Canadian f ine paper prodlct ivity (cost efficiency ) does not

change over t his period ( i . e . , production cost does not
change ) •

3 ) Se lling pr ices of AIreric an i mports wi ll decr ease by the amcunt
of t he tari ff r educ t i on.

4 ) I nflation rate i s the same i n Canada and t he United States .

a numbe r of assurred i nitial margin s. othe r t hings bei ng equal e xcept the t ariff
reduction, a I'Iargi n o f 15~ in 1979 would be reduced to 8 .2\ in 1987 . On the
ot he r hand , an operating nnrgin 1 of 51\ wcul.d be reduced t o a loss of 2 .6\ on
s ale s i n 19 87 . Th is s imp l e anal ysis c learly demons tra t es that the scheduled
tariff r e ductions very rruch discriminate against the i nefficie nt, high-cost
danestic producers carpeting in t.bose prod.lct line s ·..hich are being Impor-t-ed,

1 Operating rrargin .,. p rof it bef ore interest, taxes and adI'linis trative over head
as a percenta ge of s a les .
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EXCHANGE RATE CONS IDERATIO NS

With the tariff reduc tion Canadian produc ers are entering an interna ­
tional marketing e nvirorurent and accordingl y become e xpose d to short- t e rm ex ­
change rate fluc t uations. For the nos t; part rroveme nt of the Canadi an dollar
a gainst the ArrErican dollar s i nce 19 79 has been downward . This has i ncreased
the r elative ncminal price of AnErican imports and t here fore has masked the
ef f ect of the t ariff reduction. A r apid valuation of the Can adian dollar
against t he, Anerican do llar at this pofnt; w:>uld jeopardize Canadi an expor-t; op­
portuni ties over t he s hort; term,

COMPETITION IN THE FINE PAPER INDUSTRY

For purposes of analysis in t his r eport , ccmpetition in Canada ' s fine
paper markets has t bus f ar been assurred t o be based on price . The abi lity to
provide a ccmpet i tive l y priced product and still r ealize acceptable levels of
profi t ability i s, of cours e, paramc:unt f or Canadian produce rs assessing t he
t hreat of Arrerican carpetition ; however , there are a number of qualitative ccm­
petit ive e lerrents that s hool.d be considered a s we.l L, Cornpeti Ltri.on in this indus ­
t ry is based on:

1) custalle r r e lations
2) product quailty
3) product devel opnent
4 ) de live ry t irre
5 ) price

1) Custaner rel a tions : The fine paper i ndustry in Canada i s character­
i ze d by relative ly f ew p r oducer s and a Lar-qe number of cuseceere, product lines
a nd product uses . Independe nt paper converters and paper rrerchants link pro­
ducers to consumers a lthough it i s not uncommon f or producers to integrat e f or­
war d i nto these areas . Because the purc hase of fine papers i s not usual l y a
tl'ajor expense in relation t o the cons u.rre r 's t ota l cost of doing rosiness , he
wi ll of t en r eor de r suc:h papers . At least i niti ally, Anerican paper rrerchants
may f ind i t difficult to dissol ve thes e relat ions s impl y by of f e ring a product
at a s lightly lcwer price.

2 ) Product qua l i t y : Many customer s set technica l speci f ications t hat
are rret by only a limit ed number of pr oducers . In these c ase s , switching pro­
ducers beccrnes risky. SUch actions have an a s sociated cos t , and wou Ld be justi­
fied on ly if pr oduc ts vere priced at weLl, beLew pari t y .

3) Product developrent: Produce r s of special grad e s of paper rrus t con­
stantly rronitor the changing requirements of the cust aner and, i n some cases,
produce paper to orde r. It is ques tionable whethe r l arge Arrerican producer s
woul.d be willing t o of f e r this level of service in Canada, in view of the high
overhead costs involved and the limited pote ntial of this market in relation to
their own.
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4) Celivery t.ir.le : }'ost Canad i an consrsre ra of f ine paper are relatively
small. They cannot afford t o c arr f large i n vent ories; hence, they tend t o order
sma ll quantities . Because Canadi an prOOJcers are l ocated c loser t o t he roTh of
Canadian consurcera ' t hey can deliver products were quick l y and at a 10\00ler cost
than American producers.

5 ) Price : With t he exception of the few qualit ative factors eerrt.Ioned
above, product differentiation by the f ine paper cons mre r has been, and will
c ontinue to be, based on price. The IQlo,-e r the pr i c e , the more thes e ot her fac­
tor s will be neutralized; and , of course , i n o r der to offe r such a corrpetitively
pri ce d product over t he l ong t e nn, a produc er nu s t have canpetitive costs . The
Canadian market is becoming f ar rrore ac c essibl e to American producers on account;
of t he tariff r eductions . It i s t herefo r e neces s ary to exa:nine the cost of pro­
duction of both Canadian and AnErican pr o duce rs i n order to determine t he abil­
ity of Canadian proeccers to offer canpetitive p rices i n t his new envi ronment .

COST ANAL YSIS

Figure 5 illustrates average t o tal costs (d i rect and i ndi rect ) f or
uncoated free sheet papers produced i n Canada, t he Uni.ted Sta t es (aver age) , and
the southern Unit ed States as estimated by Data Resources Inc . of Canada .

F i gure 5 i ndicates that, betwee n 19 79 and 19 83 , the total cost f or
cenedten-prcduced uncoated f reesheet papers increased by 5 3\ . Over the ser-e
period, t he Canadian Fi ne Paper Se lling Price I ndex i ncre ased by cnl y 3 1'~ , an
i ndication of a cost - p rice squeeze f or Canadian producers . Costs f er Ar.erican
prodicers i ncre as ed by only 45\ f or uncoat ed free " s hee t papers between 1979 and

~

1983 .

Fortunately f or Cana dian producers , t he Canadian dollar depreci a t e d
greatly over t his period in relation to the Arrerican dollar, so t hat in Canadi an
dol lars , c osts f or American producer s actually increase d by 68\ . Even with this
advantage , costs f or Arrerican pr oduce r s i n Canadian dol lars were stil l on ly 92\
of t hose for Canadian producers in 198 3. 1£ t he Cana dian and American dollars
were at par, costs fo r Anerican producers vo uLd have been 75\ of those fo r
Canadian producers in 1983 .

I t appears that Arrerican producers have Lcce r- pro duction costs f or boU

r e asons : 1) they have l arge r and rrore efficient production f acilit i e s than do
Canadi an prodlcers , and 2 ) t heir l abor cos ts are Iccer-,

Production Fac i licies

The pr otectionist rreasures taken by cpvernrrents t o nurture their fine
paper prccccers have rrotivated producer s in both the United States and Canada to
cater ateosc exclusively to t heir respective domes tic markets . Because the
Arrerican market is alImst 11 times the size of the Canadian market, h:Mever,
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AnY!rican prooccers have been abl e t o capitalize on econanies of scale . Longer
runs on IT'OSt grades result in f e-...e r run c baneeove r s , and this r e duc es o ve ral l
p roc.iJction cos ts . Many Canad i an producers , on t he o t he r hand , find i t necessary
to trade off economica l runs for diverse pr-oduct; lines in order t o s atis f y
domestic demand .

Fine paper machines in the Unit ed States tend to be lar~r and sor e rod­
e rn t han these in Canada . Hos t Canadian machines were last overhauled before
the 19 60s . Canada 's largest eactune (a t Great Lakes Forest Pro::bcts Limited ,
Dryde n , Q-ltario) has an annua L capacity o f 123, 000 conne e , The ne xt largest
(Dantar, Inc., Cornwa ll , Qlt ario) ha s a capac i t y of 9 1,000 r onnes , In tl:e
united States, howeve r , a great dea l of production capac i t y will have cor-a on
stream between 1982 and 1984 employing t he lates t techno logoy, with rrac hine s cap­
able of produci ng as many a s 160 , 000 t onne s per year (SCott Paper Co., skcc­
hegan, Maine) . At the S <r.le tiroe , o l d machines are being replaced with the re­
s ult t hat the productivity of the e ntire Arrer-i.can i ndIs try is being upgra de d in
a relative ly sbort; period o f tase ,

Ca nadi an producers do have sere cos t advantages ove r their Arrerican
cccnterpart.s, Generally speaking , Canadian p r oducers of fine paper en joy Lccar
poce r costs , and wtu.Le w:lod cost varies great ly across the industry, Can adi an
producers do ha ve a r-or-e se cure and rrore r eadily available w:x::rd supply . In ad ­
dition, rros t fine paper prod.1ce r s in Canada a re b.1t one di vi s ion of l a r ger, hor ­
i zontally integrated fi rms. This r e duces risk (and t herefore financing char~s)

and decre ases ot he r fixed costs (marketi ng , ere nspcreeetcn and adminis t rative
c har ges ) .

Labor cases

Large wa ge s e t t l e rrent s 'toBigh he avi I y on t his l abor intensive paper i n ­
dustry . Unlike news print which requires f our to f i ve nan-beers per t onne of
pro<.h.lcti on, fi ne pa pe r requires anywhere from eight t o 16 nan- beer s per- t onne
(Wolfe 1982 ). Depe nding on the nature of t he facili t y and t he product being
nenuracture d, labor cost s can range f r om 10 t o 25\ of t otal production costs.
F ine paper tmions i n Ont ario cite the need t o a t t ain wage parity with their
newsprint and pulp c cunt e rparts as justifi c ati on for t he high wa~ demands rrade
dur ing t he 1981 contract dis pu t e . A s even-mo nth strike a t Domtar 's Ontario
mills f o rced mma~rrent t o ac cept a 25% i ncre ase in base wac:ft rates that year,
fo llewe d by a 9\ per year incr e as e until 1984. Tabl e 4 illus trat e s that , i n
198 3, base wa c:ft r ates of the Lar oar fine pape r l ocals (Loc a l s 77 , 2 12, 33 8 and
4 19 of t he Ca nadi an Pape rwor ke r -s Uni on ) are still a l l"Os t 10\ Io-e r than the
avera~ f or east e rn Canadian pulp and paper int\ls t r i es. I t i s inevitabl e t ha t
these l ocals will attempt to nar-row this gap f urther i n the next round o f con­
tract negotiations in 1984.
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Table 4 . carparison of fine paper i ndustry base wage ratea

with average pulp and paper rates i n easte rn Can­
ada, 1980-1983 .

Year

1983
19 82
1981
1980

Fine papers eastern
Canada (C$)

11. 37
10 .43
9 . 43
7.54

Pulp and paper eastern
Cana da (C$)

12 .52
11. 38
10 . 16
9 .23

sccrcees Anon. 1983b .

Smit h , J .M. and Bro.mwright , A.J . 1983. Collec­
t ive bargaining s e t t l e rren t s , f orestry s ecto r ,
Ont ario, 19 81-1 983. Dep , Environ. , Can. For.
serv. , Sau l t Ste. Marie , Ont . 68 p. (unpubl . )

DISCUSSIDtl

The reduction of Canadian tariffs is f orcing Canada 's fine paper indus­
try i nto an inte rnational marketing en vf.ronrrerrt -e-one that IfrIlIO.1ld see coq:etit i ve
A1rerican prodJction t hreaten the t r adi tiona l markets o f dcxnestic prceccec s , In

addition, these reductions have placed t he Canadian industxy i n a rore w lne r ­
abl e positi on with respect to c eeeea-u.s , exchange r ates . The reduction o f tar­
!ffs not only reduces the corrpetitiv'e ability of Canadian producers in Canadian
markets , rot it a lso increases the ris k of doi ng rosiness i n the Canadi an indus­
try. Shalld the AJrerlcan industry becorre oversupplied (althoogh this i s unlike­
l y befo re 1986) concur rent l y with a r apid va l u ation of t he Canadi an dollar, rruc h
of the Canadian inwst ry would very quick ly suf fe r sutstantial l osses . If only
3~ of Arreric an production were so ld in Canad a , AIrerican producers I<.UU ld have 45 \
of the Canadian market share .

I t i s necessary f or Canadi an pro ducers t o rrodif y mar keting strategie s to
adapt t o this new envi r onrren t . It is s pecula ted t hat rrost carpeti tion wi l l be
in the rrore common f i ne paper s . Producers wi t h smal l , inte grated Canadian f ine
paper prodlc tion faci lities couLd be prude nt t o drop these lines and focus on
high-qua lit'I specia l ty grades f or which conpet i tion i s l ess sever e and mar gins
are gre a t e r. I n or de r t o eccomcoate l onge!' runs in t he s e grades, the Arrer ican
market WCJU1d ha ve to be t apped. This approac h wculd r equire that technica lly
o r ien t ed service erccpe provide cus t an s e rvice t o potential cus eceer s in t he
United St at es throu ¢l Alrerican-based marchants and producers. Product quail ty
and service s boul.d be o f pararoount import ance to these producer s . Tl:ey sbccId
at tenpt t o fOOlS on maxinum pr of! t , not just cost reductio n . It appears that
Fraser I nc . has r ece ntly adopt ed such a strategy . Thralgh equity participation
i n Island Paper Mills Ltd . (Anon . 198 3) an d the acquisition of the Thorol d ,
Ont ario mill, Fraser is exporting a good de a l of i ts prod.tcti on t o t he unit ed
St a t e s . ?nIland Inc. of t-lontr eal has floorished f or years on the basis of this
phil osophy.
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Through rationa liza t i on of product line s and rrode rnizat ion programs,
seve ral Canadian f i rrra a re qui te capable of conpeting directly wi th nrrer-Lc an
producers in t he rrore ccouron grade s in t he American and Canadian mark ets . 1JI.any
Canadian fi rms ha ve reco gnized the urgency of s uch programs . Domtar Inc . ha s
sc heduled a a -year, $773 million expansion of its Windsor, Quebec mill which
would replace t he existi ng s s , OOO- t onne machine with two 160 , OOO-tonne machines ,
and an improved pulpi ng un i t (Gi bbens 1983 ) . I n addition, $139 milli on will be
spent on modernization of the Cornwall mill i n 1984. Gr e at Lakes Fores t Pro­
ducts Ltd . will have replaced its b..u fine paper nachtnes at Dryden with one
123 , OOO-tonne-per-year machine in Marc h 1984 at a c ost of $1 00 million (Anon .
1984 ). In 1983, MacMillan Bloedel Ltd . and Fras e r I nc . completed construction
of a 75, OOO -tonne-per-year fine paper machine at Is land Pape r ~'l..ills Ltd . in New
westminster, British Co l umbi a (Webster 1984 ) and Eddy Forest Product s Lt d. over­
hau l e d i t s pulping un i t a t Espanola, Ontario (Johnso n 1984). The se i nvestrrent s
a re cost l y even to ful ly i nt e grat ed fi rms such as t hes e but; necessary if the
f i rms intend to conti nue to compete in the rrore comrron fine paper grades o ve r
the long t e rm.

The f uture of t he swa l l , non- i ntegrated f i ne paper produc e rs is
que s t ionable. It is ve ry likely that t hese f acilitie s will be phased cut i n
favor of new, more efficient c apacity . At present t he se f acilities account f or
approximately 9% of total Canadian capacity.

I n summary, t he l ong-term profitability o f Canada ' s fine paper i n dus t ry
de pends on i ts abilit y to cccceee with tccer-cost; Arrerican production i n roth
Canadian and Arrerican markets . Product lines mus t be r a t iona lized. For many
produce rs t his may rrean l e t t i ng some traditi onal markets and product lines
slide. Where f inancing is a vai l abl e , Canadian pr o ducers nust establish wor-Ld
class mi l ls. The Uni ted States export mar ket ho lds muc h potenti al f or efficient
Canadian producers, who wi l l ha ve t o e nter it in order t o develop roarkecs for
t his new class of mill. One percent of the Arrerican f ine paper rrar ket r epre­
sents approximately 150 , 000 t onnes of production- -or 1 4~ of Canadian capac ity i n
198 4 . Analysis has shown t hat a 'do nothing ' strategy woul d be f atal to most
Canadian producers. Those f irms which undertake capita l expendi t ure programs
and e xploit new export market oppo z-txm.Lt.Lea wil l minimi ze the e f fect of the tar­
i ff reductions on t he long-term profitabili ty of this indust ry.
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