COVID-19:

WHAT'S THE IMPACT?

As novel coronavirus continues to spread throughout Canada, a Fastmarkets RIS
analyst says the pulp market may continue to see low prices

By Kristina URQUHART

espite some signs of recovery
earlier this year following a chal-
lenging 2019, the Canadian pulp
and paper market may be in for
another hit as a result of the ongoing
COVID-19 (novel coronavirus) pandem-
ic, which, at the time of this writing, has
affected over 280,000 people worldwide
and caused over 12,000 deaths.

Spurred by the outbreak and the
resulting oil price war between Saudi Ara-
bia and Russia, stock markets plunged to
their lowest levels since 2008 on Mar. 9.
By Mar. 12, they had crashed to record
lows following U.S. President Donald
Trump’s announcement that there would
be a 30-day travel ban between Europe
and the United States.

Here in Canada, more than 6,000
COVID-19 cases have been reported thus
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far and Prime Minister Justin Trudeau
has announced $107 billion in funding
to help Canadians financially navigate
through the next few months.

Public events and conferences are
being postponed across industries,
including TAPPIs PaperCon 2020 show,
which was set to take place this month in
Atlanta, Georgia. And shoppers have been
panic buying and hoarding supplies such
as toilet paper, setting the country’ tissue
manufacturers into overdrive.

Pulp & Paper Canada spoke to David
Fortin, VP fibre economic analysis at Fast-
markets RIS, to get his take on how the
ripple effects of COVID-19 are affecting
the Canadian pulp market — and what the
sudden interest in bath tissue has meant
for producers.

The current situation
Coming out of 2019, the pulp and paper

market in Canada had been tightening
due to unexpected downtime and excess
inventories returning to a more balanced
level, Fortin says.

B.C. pulp mills in particular have been
faced with extremely low pulp prices,
limited fibre availability and high fibre
costs. Sawmill curtailments throughout
2019 and into 2020 have in turn led to
paused production at some pulp mills.

However, pulp prices increased
slightly in early 2020, particularly for
softwood. This was largely due to Nova
Scotia’s Northern Pulp shuttering in Janu-
ary, Paper Excellence taking its Crofton,
B.C. mill offline for all of March, and a
now-resolved Finnish paper mill strike
in February.

“On the supply side, it seemed like
one thing after another was lining up to
really tighten markets,” Fortin explains.

“Everything was setting itself up to be
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a rebound year for pulp if demand held
steady or met just modest growth expecta-
tions. And by all accounts, in January and
early February, while things were season-
ally weak, they were okay. Then everything
kind of went haywire with the outbreak.”

Pulp piled up at the major ports in
China due to supply chain disruptions
(more on that below), which completely
offset the supply-side curtailments. “The
question is, where do we go from here?”
Fortin says.

“Do [prices] move much lower from
here? That’s a tough question, because
we're already up against cash costs of
some of the high-cost producers, but at
the same time demand is weak and port
inventories are building up again.”

China’s logistical nightmare
China, where the COVID-19 outbreak
originated, has been slowly getting indus-
trial operations started again after a man-
datory quarantine period and travel ban
brought the country to a halt.

“Inbound logistics in China have been
an absolute mess,” says Fortin.

This has had a trickle-down effect for
supply and demand in North America.
“We now have higher prices for freight,
both inbound and sea,” he says.

As the infections in China spread in
late January and early February, the gov-
ernment imposed a 14-day quarantine,
which caused delays for people to return
to work.

Paper and board mills, tissue mills and
pulp mills were all shut down for the two-
week period. During that time, truckers
were also unavailable to travel between
ports and the mills to deliver containers
of pulp imports.

“That backs up through the supply
chain where you can’t unload containers
that are coming into the major ports. So
those containers get backed up,” Fortin
explains.

“You have backups of containers [in
Chinal, so then we've got reports of con-

tainer shortages and issues for suppliers
in Canada and Europe.”

It will take a while for pulp movement
in China to get back to normal — not to
mention that should Canada need to
undergo strict quarantining at some point
down the road, our logistics market may
see similar bottlenecking.

The lockdown in China also inflated
corrugated container (OCC) prices within
the country. OCC collections ceased dur-
ing the quarantine — problematic because
domestic OCC has become the primary
supply base for China’s recycled paper
and board production amid strict con-
taminant regulations on OCC imports.

“I think things are starting to get a bit
better [with OCC prices],” notes Fortin.
“We have signs currently that China is
in the process of steady recovery from
this bottom — the new cases are declin-
ing every day.

“And on top of that we've heard that
more and more paper and board mills
are back to operating, or operating at a
bit higher levels than they were initially.
Trucking is starting to come back; the
economy seems to be slowly ramping
back up. All good signs.”

Tissue trouble?

Especially in North America, consumers
have been panic buying and stockpiling
household products including bath tissue
for weeks, leading to shortages at major
retailers like Costco and Walmart. While
psychologists call the hoarding ritual in
times of crisis natural, it’s led to empty
shelves and frustrated shoppers.

Tissue producers are now ramping up
to meet the demand — but the extra capac-
ity might be a short-term silver lining.

“The question is then whether or not
this is a one-time boost in what would
have otherwise been a pretty weak period
— or, if that run on tissue means that the
supply chain is now completely stripped
of the tissue necessary to operate and now
the mills are going to have to play catch

“If pulp prices go much lower,

it puts an exceeding amount of
pressure on those mills in B.C. to
really think long and hard about

their future.”
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up,” Fortin says.

He says he expects the situation to be
closer to the latter, whereby demand will
be so great that mills will need to turn
their immediate focus to filling the sup-
ply chain again.

“The other side of that same story
though, is if people have been able to pur-
chase more than their near-term needs of
tissue due to hoarding, then they’re not
going to need to purchase again in the near-
term,” he says. “Once you refill that supply
chain, it could be a limited bounce.”

Dino Bianco, CEO of Kruger Prod-
ucts, echoed Fortin’s sentiments in a
recent interview with CBC News. “We're
producing it, we've got people working
overtime, we're expediting shipments
to customers to make sure we continue
to service the needs of consumers,” he
said. Bianco told the news outlet that he
expects a drop in demand to follow. “At
the end of the day, you're only going to
use so much tissue.”

What Canadian mills can expect

With the news about COVID-19 changing
almost hourly, the markets remain uncer-
tain and difficult to predict, Fortin says.

“This is bound to get worse than it is
today, because now outbreak is rapidly
spreading outside of China,” he says.

There are currently confirmed cases
in every country in the world, with sig-
nificant outbreaks in the United States,
Italy, Germany, South Korea, Iran, Spain,
France and the United Kingdom.

“Do we see a similar slowdown and
halt for the economy in those markets,
kind of offsetting any recovery that comes
in China?” says Fortin. “I think things
could be lower for longer.”

Canadian pulp and paper mills, espe-
cially those in B.C., are particularly chal-
lenged during this unprecedented time
because of the fibre shortages and very
low pulp prices.

“If pulp prices go much lower, it puts
an exceeding amount of pressure on those
mills in B.C. to really think long and hard
about their future,” says Fortin.

“There’s been a bit of a delayed reac-
tion in the western world compared to
how China handled the outbreak — the
realization [is just happening now] that
this is going to impact the entire world,”
Fortin says. “It spreads exceptionally fast,
and the impact on the economy could be
greater than we think.” PPC
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