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COVID-19
(Coronavirus)
Impact Update

IBISWorld's analysts constantly monitor the industry impacts of current events in real-time – here is an update of
how this industry is likely to be impacted as a result of the global COVID-19 pandemic:

· The COVID-19 (coronavirus) pandemic is expected to contribute to the high level of revenue volatility in the
Canadian Wood Pulp Mills industry due to a significant forecast decline in revenue. For more detail, please see the
Revenue volatility chapter.

· Over the five years to 2021, imports are expected to fall as a share of domestic demand, despite overall forecast
growth. The pandemic is expected to cause a significant contraction in the amount of domestic demand satisfied by
imports by causing supply chain disruptions. For more detail, please see the International Trade chapter.

· Industry revenue is expected to rebound in 2021 following a downturn in 2020 caused by the coronavirus
pandemic. For more detail, please see the Executive Summary chapter.
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About IBISWorld
IBISWorld specializes in industry research with coverage on thousands of global industries. Our comprehensive data and in-depth analysis help
businesses of all types gain quick and actionable insights on industries around the world. Busy professionals can spend less time researching
and preparing for meetings, and more time focused on making strategic business decisions that benefit you, your company and your clients. We
offer research on industries in the US, Canada, Australia, New Zealand, Germany, the UK, Ireland, China and Mexico, as well as industries that
are truly global in nature.
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About This Industry
Industry Definition Wood pulp mills primarily manufacture pulp from organic materials without processing it into paper or paperboard.

The pulp is made by separating the cellulose fibres from impurities in wood or other materials such as used or
recycled rags, linters, scrap paper and straw.

Major Players Domtar Corporation

Canfor Corporation

West Fraser

Resolute Forest Products

Main Activities The primary activities of this industry are:

Manufacturing chemical, mechanical, dissolving or semichemical wood pulp

Manufacturing pulp from organic materials such as bagasse, linters, rags, straw and wastepaper

De-inking recovered paper to make de-inked pulp

The major products and services in this industry are:

Chemical sulphate pulp

Dissolving pulp

Semichemical wood pulp

Other
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Supply Chain

SIMILAR INDUSTRIES

Millwork in Canada Paper Mills in Canada Cardboard Box & Container
Manufacturing in Canada

Paper Product Manufacturing in
Canada

Plastic Film, Sheet & Bag
Manufacturing in Canada

     

     

RELATED INTERNATIONAL INDUSTRIES

Global Paper & Pulp Mills Wood Pulp Mills in the US Pulp, Paper and Paperboard
Manufacturing in Australia

Pulp, Paper and Paperboard
Manufacturing in New Zealand
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Industry at a Glance
Key Statistics

$8.5bn
Revenue

Annual Growth

2016–2021

0.5%

Annual Growth

2021–2026

1.8%

Annual Growth

2016–2026

 

$740.0m
Profit

Annual Growth

2016–2021

-2.0%

  Annual Growth

2016–2021

 

8.7%
Profit Margin

Annual Growth

2016–2021

-1.2pp

  Annual Growth

2016–2021

 

41
Businesses

Annual Growth

2016–2021

0.5%

Annual Growth

2021–2026

0.0%

Annual Growth

2016–2026

 

9,343
Employment

Annual Growth

2016–2021

-0.5%

Annual Growth

2021–2026

1.0%

Annual Growth

2016–2026

 

$933.8m
Wages

Annual Growth

2016–2021

-1.0%

Annual Growth

2021–2026

1.2%

Annual Growth

2016–2026

Key External Drivers % = 2016–21 Annual Growth

-3.8%
Demand from paper mills

3.7%
Demand from paperboard mills

3.8%
Demand from sanitary paper
product manufacturing

2.3%
World price of wood pulp

1.5%
Canadian effective exchange rate
index

 
Industry Structure

POSITIVE IMPACT

  Barriers to Entry
High / Increasing

MIXED IMPACT

  Life Cycle
Mature   Capital Intensity

Medium

  Industry Assistance
Medium / Steady   Concentration

Medium

NEGATIVE IMPACT

  Revenue Volatility
High   Regulation & Policy

Heavy / Steady

  Technology Change
High   Industry Globalization

High / Increasing

  Competition
High / Increasing

 

Key Trends

 Profit has exhibited volatility over the past five years

 Many global operators have begun expanding their pulp
production capabilities

 Domestically, several factors affect downstream demand for
wood pulp

 Revenue for the Wood Pulp Mills industry in Canada is
expected to grow

 Operators are expected to endure strong competition from
other global producers

 Industry profitability should remain fairly high given current
global supply conditions

 The industry is almost entirely driven by international trade
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Products & Services Segmentation

 
Major Players SWOT

STRENGTHS

  High & Increasing Barriers to Entry

  High Profit vs. Sector Average

  Low Customer Class Concentration

  High Revenue per Employee

   

WEAKNESSES

  High Competition

  High Volatility

  Medium Imports

  High Product/Service Concentration

  High Capital Requirements

   

OPPORTUNITIES

  High Revenue Growth (2016-2021)

  High Revenue Growth (2021-2026)

  Canadian effective exchange rate index

   

THREATS

  Low Revenue Growth (2005-2021)

  Low Outlier Growth

  Low Performance Drivers

  World price of wood pulp
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Executive Summary Staying stationery: The continued struggles of downstream paper mills
worldwide are expected to constrain industry growth

The Wood Pulp Mills industry in Canada provides pulp to various downstream paper manufacturers including paper
mills, sanitary paper product manufacturers and cardboard packaging mills. This industry is highly globalized and
the majority of industry revenue is derived from exports. Over the five years to 2021, industry operators have
experienced growth in revenue driven by rising prices for industry goods worldwide in response to supply
constraints. This is despite falling domestic production of pulp according to 2020 data from Natural Resources
Canada (latest data available) and the continued decline of the domestic Paper Mills industry (IBISWorld report
32212CA). Over the five years to 2021, industry revenue is expected to grow an annualized 0.5% to $8.5 billion,
including forecast growth of 5.9% in 2021 alone due to expected economic growth following the COVID-19
(coronavirus) outbreak.

The industry is almost entirely driven by international trade, with exports routinely accounting for about 85.0% of
domestic revenue. Over the past five years, the industry experienced strong demand from China, which eclipsed the
United States as the largest trade partner in 2012. Further, due to supply constraints in China, prices jumped
significantly between 2017 and 2018, which prompted significant growth from every major operator in 2018.
However, 2019 was a difficult year for operators as pulp prices fell in some markets alongside declining production.
Price volatility contributed to volatility in profit for operators. Industry profit, defined as earnings before interest and
taxes, is expected to fall from 9.9% of revenue in 2016 to 8.7% in 2021. Additionally, the coronavirus pandemic
caused supply chain disruptions and diminished downstream demand which resulted in profit standing at a loss of
1.5% of revenue in 2020.

Over the five years to 2026, industry revenue is expected to continue to grow, rising an annualized 1.8% to $9.3
billion. While anticipated growth in wood pulp prices will likely be beneficial to industry revenue, the continued
struggles of downstream paper mills worldwide are expected to constrain growth. Meanwhile, an appreciating
Canadian dollar will likely make domestic goods less competitive in international markets, somewhat tempering
export growth. The number of mills is expected to increase slightly, as the number of industry establishments is
expected to grow an annualized 0.3% to 59 locations over the next five years. Employment is also expected to grow,
although at a faster annualized rate of 1.0% to 9,832 workers over the next five years.
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Industry Performance

Key External
Drivers

Canadian effective exchange rate index

The Canadian effective exchange rate (CEER) index measures the value of the Canadian dollar relative to the value
of the country's major trading partners. If the CEER index decreases, the price paid for exports will also likely
decrease and imports will become more expensive domestically. Wood pulp mills benefit from a weak CEER index
because exports are a major market for this industry. In 2021, the CEER index is expected to increase.

 

World price of wood pulp

Revenue for the Wood Pulp Mills industry in Canada depends on the price and quantity of goods sold. The world
price of wood pulp is dependent on worldwide demand for the input's final form as paper. The world price of wood
pulp is forecast to grow in 2021.

 

Demand from sanitary paper product manufacturing

Sanitary paper product manufacturing represents a significant downstream source of demand for industry operators.
As a result, an increase in activity or revenue for operators in this industry increases demand for wood pulp. In 2021,
demand from the Sanitary Paper Product Manufacturing industry in Canada is expected to rise, representing a
potential opportunity for this industry.

 

Demand from paper mills

The Paper Mills industry in Canada is a significant source of revenue for operators in the Wood Pulp Mills industry in
Canada. Wood pulp is a key input for operators in this industry. As a result, when demand for paper increases, so
does demand for pulp produced in industry facilities. In 2021, revenue for the Paper Mills industry in Canada is
expected to decline, posing a potential threat to this industry.

 

Demand from paperboard mills

Downstream paperboard mills require pulp to produce packaging paperboard, coated paperboard and recycled
paperboard. Though some paperboard manufacturers produce their own pulp, they often purchase pulp from mills
within this industry. Demand from paperboard mills is expected to rise in 2021.
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Current
Performance

The Wood Pulp Mills industry in Canada is expected to grow over five
years to 2021, buoyed by rising global demand and growth in prices due
to supply constraints.

The industry produces a range of wood pulp products that are used by downstream manufacturers to create paper
products such as packaging paper, household and sanitary paper, advertisements, books, magazines, office paper
and stationery. The industry is highly globalized, as pulp products are traded in substantial quantities across the
world and exports routinely account for about 85.0% of revenue, meaning that exchange rate fluctuations can cause
significant volatility in demand. Notably, demand for wood pulp is typically not price sensitive. Instead, paper product
consumption drives demand. Consequently, rising wood pulp prices benefit revenue. Over the five years to 2021,
IBISWorld expects industry revenue to grow at an annualized rate of 0.5% to $8.5 billion. This includes forecast
growth of 5.9% in 2021 alone, as downstream demand is expected to grow alongside an overall economic recovery
following the COVID-19 (coronavirus) pandemic.

INDUSTRY STRUCTURE AND PROFIT

Similar to revenue, profit has exhibited volatility over the past five years.

This is largely due to the fluctuating price of wood pulp in global markets and volatility in downstream demand. The
largest source of industry demand is from China. Between 2017 and 2018, major players reported average spot
prices in Chinese markets rising more than 30.0% due to supply constraints. However, the coronavirus pandemic
resulted in diminished downstream demand which caused price growth tool cool off. Price volatility and the
pandemic are expected to cause the average operator to endure operating losses that comprise 1.5% of industry
revenue in 2020. Over the five years to 2021, industry profit, defined as earnings before interest and taxes, is
expected to fall from 9.9% of industry revenue in 2016 to 8.7% in 2021.

Many of the larger industry operators, including Canfor Corporation (Canfor) and Domtar Corporation (Domtar), have
begun installing energy generating structures at their mills that have enabled them to generate their own electricity,
cutting down utility costs while minimizing waste. However, despite revenue growth, overall production of wood pulp
fell domestically. This has prompted the closure of some mills, with the number of industry establishments expected
to decline an annualized 0.3% to 58 locations. A decline in establishment figures is expected to result in industry
employment falling at an annualized rate of 0.5% to 9,343 workers during the period.

GLOBAL GROWTH DRIVES PERFORMANCE

Wood pulp, cardboard and sanitary paper producers rely on the supply of
hardwood and softwood trees from different regions of the world.

Domestic wood pulp mills typically manufacture northern and southern bleached softwood kraft, which is best suited
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for fluff pulp used in hygienic product manufacturing. By contrast, Europe and Asia produce northern bleached
hardwood kraft, while Brazil and Australia produce bleached eucalyptus kraft.

In many emerging markets, strong government investment, a growing middle class and rising disposable incomes
have prompted significant growth in demand for paper products over the past five years, boosting international
demand for Canadian wood pulp. However, the spread of coronavirus caused a disruption in recent economic
growth and prompted a decline in demand for industry products from export markets. Despite a forecast decline in
the value of exports over the past five years, overall growth in global demand is expected to drive price growth for
industry products. The United States had historically been the industry's largest trading partner until it was
supplanted by China in 2012. Over the five years to 2021, exports are expected to decline at an annualized rate of
2.5% to $7.0 billion and account for 82.1% of revenue in 2021. This represents a decline from 2016, when exports
accounted for 95.8% of revenue, since industry operators have had to endure increased competition from low-cost
producers in foreign countries.

As demand has grown worldwide, many global operators and emerging economies have begun expanding their own
pulp production capabilities. This increased competition has mitigated industry operators' ability to fully take
advantage of the growing global demand for industry goods. Further, downstream Canadian paper product
manufacturers also depend on imported wood pulp, since many types of wood pulp are not produced in Canada.
The United States is the largest source of imports due to its geographic proximity and strong forestry sector.
However, Brazil, which supplies Canada with a steady supply of its total wood pulp imports, represents a significant
source of inputs for industry operators. Over the five years to 2021, imports are expected to increase at an
annualized rate of 6.1% to $403.8 million.

DOMESTIC DEMAND

Domestically, several factors affect downstream demand for wood pulp,
although domestic demand has a small effect on industry performance
considering that the majority of domestic production is destined for
export markets.

Consumer spending and overall business conditions drive domestic demand for downstream finished products such
as consumer goods packaging, which in turn affects the performance of domestic downstream industries such as
the Paperboard Mills industry in Canada (32213CA). Some downstream goods such as sanitary paper products
(32229aCA) are less discretionary, although increased disposable income may cause some consumers to purchase
higher-quality items.

Technological trends can also have an effect on downstream markets. Paper mills are the largest domestic
downstream consumer of industry products. However, the rise of digital technology has recently slashed demand for
paper products such as newsprint and printing paper. Overall, IBISWorld expects revenue for the Paper Mills
industry in Canada (32212CA) to decline over the five years to 2021, representing a drop in demand from what has
traditionally been this industry's largest domestic market. As a result, while rising disposable incomes and consumer
sentiment over the past five years have boosted demand for products produced by most other downstream domestic
markets, this growth has not been enough to offset the paper mills' decline.
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Historical Performance Data

Year
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

World price
of wood

pulp
($ per ton)

2012 6,715 1,051 58.0 36.0 8,739 6,376 218 790 556 763
2013 7,226 1,518 73.0 48.0 9,617 6,809 288 888 705 823
2014 7,852 1,938 67.0 44.0 10,324 7,419 260 971 693 877
2015 8,920 2,162 72.0 49.0 10,112 8,508 332 1,024 744 867
2016 8,285 2,058 59.0 40.0 9,600 7,933 301 984 653 819
2017 9,181 2,199 59.0 43.0 10,033 8,383 318 1,037 1,117 856
2018 10,337 2,950 63.0 44.0 9,980 9,871 366 1,028 832 1,031
2019 8,870 2,238 65.0 44.0 9,755 7,995 399 975 1,274 830
2020 8,029 1,020 58.0 41.0 9,023 6,626 369 898 1,772 675
2021 8,506 1,934 58.0 41.0 9,343 6,981 404 934 1,928 746
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Industry Outlook
Outlook Revenue for the Wood Pulp Mills industry in Canada is expected to grow

over the five years to 2026.

The industry is expected to benefit from improving domestic economic performance, with corporate profit levels and
consumer spending in Canada both forecast to grow over the next five years. Increased consumer spending should
benefit downstream manufacturers and increase demand for industry goods. In addition, the world price of wood
pulp is forecast to continue to rise, which will likely lead to continued growth in industry revenue. However, industry
operators are expected to contend with the continued contraction of the domestic market for paper products due to
falling demand from paper mills, the largest domestic market. Compounding such difficulties, an estimated slight
increase in the Canadian effective exchange rate index, which measures the value of the domestic dollar compared
with the dollar of Canada's largest trading partners, will likely make domestic products less competitive in foreign
markets. Over the five years to 2026, IBISWorld anticipates that industry revenue will grow an annualized 1.8% to
$9.3 billion.

TRADE GROWTH SLOWS

The Canadian timber industry is vital to the international manufacture of
paper-based products, as Canada has among the world's largest reserves
of forest area while accounting for a comparably small share of overall
global demand for wood products.

As a result, the industry consistently generates about 85.0% of revenue from exports. Over the next five years,
exports are expected to account for a slightly lower share of revenue than has historically been the case, although
exports are still expected to represent more than 80.0% of industry revenue. Further, the majority of the exports will
likely still be bound for the United States and China, so domestic operators will remain dependent on the health of
those foreign economies.

However, industry operators are expected to endure strong competition from other global producers, in particular,
countries such as Brazil and Russia, which have bolstered their production capacity in recent years. Over the five
years to 2026, the industry's position on the global market is expected to be further complicated by a slowly
appreciating Canadian dollar, which will likely make industry products less competitive. Over the next five years,
global economic growth is expected to fuel growth in exports at an annualized rate of 1.8% to $7.6 billion.

In addition, falling paper mill product consumption will likely provide incentives for downstream paper manufacturers
to cut costs. Many of these paper product manufacturers have broadened their search to the global market for pulp
inputs and will likely continue to do so over the next five years. Imports are expected to increase at an annualized
rate of 2.1% to $448.0 million over the five years to 2026, providing strong competition for domestic companies.
Canadian imports stem primarily from the United States and Brazil, which combined account for about 95.0% of the
industry's total pulp imports. The United States represents a key market for pulp, bulk paper, timber and other input
materials.

PROFIT REMAINS HIGH

Over the five years to 2026, industry profitability should remain fairly high
given current global supply conditions, which are insufficient to meet
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demand, particularly in China.

Further, the industry is likely to remain at a similar activity level, although given slowing demand, operators will try to
bolster capacity or acquire competitors to maintain profit and capture market share. This attractive business
environment is expected to result in slightly increased industry participation as new operators will likely aim to
capitalize on insufficient global supply and the ability to extract higher prices than previously. IBISWorld expects the
number of industry establishments to increase an annualized 0.3% to 59 locations over the five years to 2026.
Ultimately, industry profit, defined as earnings before interest and taxes, is expected to decline marginally from 8.7%
of revenue in 2021 to 8.5% in 2026.

There may be some restructuring, with operators either closing unprofitable mills to open more technologically
advanced ones or through expanding production at larger facilities. The industry is likely to also focus on pursuing
automation and labour-saving technologies, particularly by establishing more automated pulping operations, which
could reduce long-term labour costs and bolster profitability. However, the forecast entrance by new industry
operators is expected to result in some growth in employment. Industry employment is forecast to grow an
annualized 1.0% to 9,832 workers over the next five years. Operators are expected to continue to focus on
developing the power-generating capabilities of mills, which provide the dual benefit of making production more cost
efficient and creating energy that can serve as an additional source of revenue.

Performance Outlook Data

Year
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

World price
of wood

pulp  ($ per
ton)

2021 8,506 1,934 58.0 41.0 9,343 6,981 404 934 1,928 746
2022 8,799 1,982 59.0 41.0 9,519 7,219 418 954 1,998 796
2023 8,960 2,001 58.0 41.0 9,594 7,347 428 964 2,040 834
2024 9,096 2,025 59.0 41.0 9,694 7,455 435 975 2,075 855
2025 9,210 2,048 59.0 41.0 9,769 7,546 442 983 2,106 871
2026 9,320 2,067 59.0 41.0 9,832 7,633 448 991 2,135 885
2027 7,392 1,606 53.0 37.0 8,437 6,051 356 837 1,697 894
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Industry Life Cycle The life cycle stage of this industry is    Mature

LIFE CYCLE REASONS

Technology does not significantly change industry products

Industry products are widely accepted in downstream markets

The industry is slowly consolidating

The Wood Pulp Mills industry in Canada is in the mature stage of its life cycle, with industry operators consolidating
to grow economies of scale and boost their profitability. IBISWorld estimates that industry value added (IVA), which
measures an industry's contribution to the overall economy, will remain below that of Canadian GDP. Over the 10
years to 2026, IVA is expected to stagnate. By contrast, Canadian GDP is anticipated to rise an annualized 1.7%
during the same period. IVA is expected to remain steady as a result of the significant volatility in product prices and
economic conditions over the 10 years to 2026.

In recent years, total production of wood pulp has fallen slightly, as industry operators scaled down production to
reduce costs, although growth in the price of wood pulp has boosted industry revenue. While industry operators
have invested in new technologies, capital investments are focused on improving the operating and environmental
efficiency of pulp mills and reducing operating costs. Computerized systems and more automated pulp production
processes are the only major technological developments over the past decade. Downstream paper manufacturers,
the largest source of domestic demand, are projected to experience continuing strong competition from substitutes
from the digital space, which have significantly cut the use of paper for most forms of communication. As a result,
this industry is anticipated to consolidate slowly. Over the 10 years to 2026, the number of industry enterprises is
forecast to fall at an annualized rate of 0.2% to 41 operators.
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Products & Markets
Supply Chain Key Buying Industries

1st Tier

Office Stationery Manufacturing in Canada

Paper Product Manufacturing in Canada

Paperboard Mills in Canada

Sanitary Paper Product Manufacturing in Canada

Paper Mills in Canada

2nd Tier

Office Supply Stores in Canada

Convenience Stores in Canada

Supermarkets & Grocery Stores in Canada

Key Selling Industries
1st Tier

Logging in Canada

Plastic & Resin Manufacturing in Canada

Inorganic Chemical Manufacturing in Canada

Lubricant Oil Manufacturing in Canada

2nd Tier

Coal Mining in Canada

Sand & Gravel Mining in Canada

Mineral & Phosphate Mining in Canada

Oil Drilling & Gas Extraction in Canada

Products & Services

  The Wood Pulp Mills industry in Canada manufactures a variety of
consumer products from various types of wood pulp.

Pulp is a generic term used to describe the processed fibrous raw material needed to manufacture paper and
paperboard products. Wood pulp has a variety of different uses depending on the type of wood and the production
process involved. The type of wood is generally defined by the geographical sources and by the tree species.
Globally, wood fibre makes up about 90.0% of pulp production, with the remaining 10.0% composed of bagasse,
linters, straw, bamboo, kenaf, cotton, flax, recycled paper and others. The environmental benefits of nonwood fibres
have become more apparent over the five years to 2021, which may cause these proportions to change moving
forward.

CHEMICAL SULPHATE PULP

Sulphate refers to the kraft process, where sulphate is used to break
down wood into wood pulp.

Chemical sulphate pulp is the most popular variety of pulp because it can be used to manufacture products such as
writing paper, sanitary paper and other paper products. The type of wood used to produce bleached sulphate pulp
determines its final use. For example, southern softwood kraft fibre is used to manufacture fluff pulp, a component of
sanitary paper products. Meanwhile, northern bleached softwood kraft fibre is used mainly as reinforcement fibre for
paper products due to its increased strength. Over the past five years, chemical sulphate pulp has decreased
slightly as a share of overall industry production and is expected to account for 69.7% of revenue in 2021, down
from 70.3% in 2016.

SEMICHEMICAL WOOD PULP
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Semichemical pulp refers to wood pulp that is transformed via chemical
treatment to remove much of its fibre-bonding material.

Wood chips undergo a process through which they are mixed with a pulping agent that softens the chips into
malleable pulp. These agents include acid sulphite, neutral sulphite, soda, sulphate liquors and other reagents.
Semichemical wood pulp has expanded as a share of industry revenue over the past five years and is expected to
account for 18.6% of industry revenue in 2021, up from 14.9% in 2016.

DISSOLVING PULP

Dissolving pulp is treated by chemicals to produce cellulose products
such as rayon and cellophane.

This product segment is named dissolving pulp due to the fact that its end use is not to be made into regular paper.
It is dissolved into a solvent that makes it chemically accessible and removes the fibre structure that is typically
characteristic of wood pulp. In addition to being converted into rayon and cellophane, dissolving pulp's end uses
include specialty paper-related products such as filter paper or vulcanized fibre. Dissolving pulp is expected to
account for 5.4% of industry revenue in 2021, down from 6.3% in 2016.

OTHER

Other products that the industry manufactures include chemical sulphite
pulp and wood pulp created from nontraditional sources, such as
recycled products.

This category is expected to account for 6.3% of industry revenue in 2021, down from 8.5% in 2016. This category
also includes mechanical pulp, which is lower in strength than chemical pulp and is often used to manufacture
products such as newsprint. As news and media continue to become highly digitized, damaging downstream
demand from paper mills, price competition between pulp manufacturers has cut revenue from this segment.

Demand
Determinants

Pulp is an intermediate product manufactured by the Wood Pulp Mills
industry in Canada and is used to manufacture paper, cardboard, sanitary
products and other paper products.

As a result, demand for pulp is mainly determined by paper manufacturing activity and downstream demand for
paper products. Canada exports the majority of its pulp production. As a result, demand for industry products is also
linked to demand overseas.

Domestic demand

Paper mills, sanitary paper product manufacturers and paperboard mills are the main markets for pulp in Canada.
Purchases from these downstream industries depend on production levels, which are determined by demand for
paper products. Overall demand for paper products can shift based on macroeconomic fluctuations such as
business and consumer sentiment and household income levels. When sentiment is high and disposable income is
growing, consumption expenditure tends to increase. This usually means that consumption of paper products
increases. At the same time, demand for packaging also increases, which will likely boost pulp purchases from
cardboard manufacturers.

Demand for sanitary paper products is less sensitive to macroeconomic factors, as it is considered a necessity.
Instead, it is mainly affected by population growth and birth rates. However, while demand for products, such as
tissues, toilet paper, paper towels, feminine hygiene products and diapers, is not typically affected by changes in
consumer spending, consumption does shift toward higher-priced premium brands and product types when
disposable income grows. Certain consumption trends also have a substantial effect on demand for sanitary paper
products. Rising environmental awareness, for example, can have a detrimental influence on demand for sanitary
paper products, which typically generate disposable waste. Conversely, the trend toward greater convenience in
everyday life generates strong demand for sanitary paper products. These products are also more profitable than
many other downstream products, which has helped them grow as a share of production.

Demand for communications paper is affected by economic growth, consumer and business confidence, growth in
magazine titles, advertising trends and the use of technologies such as photocopiers and printers. Growth in the
number of computers, printers and people with internet access has generally increased demand for communications
paper. However, the rise in electronic communication has also decreased demand for some products, including
newspapers, magazines, letters, diaries, calendars, envelopes and similar products. Industry operators have already
experienced the effects of dwindling demand from print media. For example, mechanical pulp, which is commonly
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used in the printing of newspapers and magazines, has declined as a share of industry revenue over the five years
to 2021. This decline is directly attributable to the rising trend of using digital media for advertisements, as opposed
to traditional forms of print media.

Paper products are increasingly under pressure from environmental activist organizations due to the environmental
costs of producing paper products. The manufacturing process often involves deforestation and heavy energy
usage. Transitions away from paper in office spaces have had negative repercussions for industry operators, as
paperless offices dampen major downstream sources of demand for industry operators. Movements such as these,
along with greater computer use, threaten to compromise the long-term viability of the industry. Fortunately,
however, the industry relies heavily on markets abroad, especially countries that are still in their developmental
phases.

Foreign markets

Canada is an exporter of wood pulp and shares a close trade relationship with the United States and China. For
geographical reasons, the United States is a top export destination. Therefore, as economic conditions fluctuate in
the United States, so does overall demand for industry products. The United States was the top destination for
foreign exports until 2012, when China surpassed it. China has continued to be the leading export location ever
since. China has increased its demand for industry products as its massive population has experienced major gains
in disposable income, which its domestic industries are unable to satisfy. As a result, the country is the largest pulp
importer in the world and has experienced significant growth in demand for pulp exports from Canada, among other
countries. No other countries come close to these top export destinations. However, Indonesia, South Korea and
Japan all are important sources of demand.

Major Markets

  EXPORTS TO CHINA

China is a significant importer of products in the Wood Pulp Mills industry
in Canada because it lacks a sufficient quality and quantity of supply from
its own mills to meet continually growing demand.

As a result, domestic exports have grown consistently over the past decade. In 2012, China eclipsed the United
States as the largest export destination and it has remained the primary destination for wood pulp exports. Still,
industry exports to China are forecast to fall at an annualized rate of 1.5% over the five years to 2021, as domestic
producers have endured significant competition from foreign competitors. As a result, this market segment is
expected to fall as a share of industry revenue, from 47.1% in 2016 to 43.0% in 2021.

EXPORTS TO THE UNITED STATES

Exports to the United States are the second-largest market for industry
products, accounting for an expected 31.9% of industry revenue in 2021,
down from 37.7% in 2016.

The United States is a major trading partner due to the proximity between the two countries and the lack of trade
barriers pertaining to this product through the trade agreement between the countries. This market segment is
forecast to fall as a share of revenue since exports to the United State are expected to decline an annualized 3.3%
over the five years to 2021.
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ALL OTHER EXPORTS

Exports to all other countries are expected to account for 7.2% of industry
revenue in 2021, down from 11.0% in 2016.

The vast majority of this market segment consists of exports to trade partners in Asia such as Indonesia, South
Korea and Japan. Demand for industry products from foreign countries varies considerably depending on demand
from industries in those countries, their pulp-manufacturing capacity and the type of wood pulp they are able to
produce, as certain downstream industry products can be made only from pulp created from particular kinds of wood
that may not be available in a given country. However, demand from these countries has declined over the past five
years, with the value of industry exports to Japan and Indonesia declining in overall value.

DOMESTIC MARKETS

The final major market for industry products is domestic manufacturers of
downstream goods.

This segment is expected to account for 17.9% of industry revenue in 2021, up from 4.2% in 2016. The largest
downstream industries include the Paper Mills industry in Canada (IBISWorld report 32212CA), which manufactures
a variety of paper products, primarily newsprint and printing paper. Other significant downstream industries include
the Paperboard Mills industry in Canada (32213CA), which manufactures cardboard boxes and a variety of other
packaging materials and the Sanitary Paper Product Manufacturing in Canada (32229aCA). The share of industry
revenue from this market has increased over the past five years as the Canadian effective exchange rate (CEER)
index, which measures the value of the Canadian dollar relative to the currency of Canada's largest trading partners,
declined in value, representing an increase in the relative price of foreign goods and incentivizing the purchase of
domestic products.
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International Trade Exports in this industry are    High and Decreasing

Imports in this industry are    Medium and Increasing

International markets have historically been the primary source of demand for products in the Wood Pulp Mills
industry in Canada. International trade also permits downstream domestic paper product manufacturers to source
different wood pulp varieties that are unavailable domestically, enabling them to increase product offerings. Exports
of wood pulp products are very temperamental and are prone to significant yearly fluctuations depending on global
demand and price conditions.

Domestically manufactured wood pulp is generally sourced from two varieties of wood: northern bleached softwood
kraft (NBSK) and southern bleached softwood kraft (SBSK). Softwood is especially suited to manufacture high-
quality fluff pulp used in diapers and hygiene products. Thus, a large portion of Canadian pulp exports consist of fluff
pulp used to manufacture these products.

Canada, the United States and the Nordic countries produce large quantities of NBSK. Europe and Asia typically
produce northern bleached hardwood kraft (NBHK) and southern bleached hardwood kraft (SBHK). Australia, South
America and China also manufacture large amounts of bleached eucalyptus kraft (BEK), which is a variety of
hardwood kraft becoming popular for tissue, printing paper and writing paper manufacturing. These pulp types are in
high demand throughout the world and are traded in great volumes.

Imports

Over the five years to 2021, imports are expected to increase at an annualized rate of 6.1% to $403.8 million.
Imports, much similar to exports, have been very volatile over the five years to 2021. In 2021, imports are expected
to account for 20.9% of domestic demand, a figure that has fallen from 46.1% in 2016, likely due in part to a
depreciating Canadian dollar making foreign goods less competitive in the domestic market. Another factor has
been the spread of COVID-19 (coronavirus), which caused imports to fall significantly in 2020 due to supply chain
disruptions and an overall decline in domestic demand.

The majority of industry imports come from just a few key regions. In 2021, imports from the United States are
expected to comprise an estimated 60.3% of total imports. Following the United States, Brazil is the second-largest
source of industry imports, comprising an estimated 34.7% of total imports. The remaining volume comes from a
variety of regions, including Chile and Finland, in addition to a few smaller countries.

Exports

Over the five years to 2021, exports are expected to fall at an annualized rate of 2.5% to $7.0 billion, although year-
on-year fluctuations have been highly volatile. For example, there was particularly large export growth of 17.8% in
2018, followed by a decline of 19.0% in 2019. The coronavirus pandemic is expected to cause a decline of 17.1% in
exports in 2020, which will contribute to the overall forecast decline during the period. Additionally, exports to all of
the industry's largest trading partners are expected to decline over the five years to 2021. Also, the considerable
share of exports accounted for by the United States and China, can increase industry volatility by subjecting
operators to macroeconomic shifts in those countries. In 2012, China surpassed the United States as the top
destination of Canadian manufactured wood pulp and the gap has since widened. China is now expected to account
for 46.4% of total industry exports in 2021, compared with 34.4% shipped to the United States. The industry also
experiences significant demand from other Asian countries, with Indonesia (3.5%) and Japan (4.3%) being the next
two largest export destinations.

Exports are expected to grow over the five years to 2026, despite expected growth in the Canadian effective
exchange rate index at an annualized rate of 0.1%, which makes Canadian produced goods slightly more expensive
in foreign markets. This is largely due to rapid growth in Asian markets and the expectation that increased demand
stemming from a lack of supply of industry goods will outweigh sentiment associated with a price increase.
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Business
Locations

  The majority of pulp mills in the Wood Pulp Mills industry in Canada are located within a few key regions. As facilities are typically
large and require major capital investments to construct, there are very few industry locations across Canada. In 2021, there are
expected to be 58 establishments located in Canada. Establishments tend to be situated in relatively diverse areas that offer
access to major inputs such as timber and forests, but are also located close to key geographic regions.

Ontario and British Columbia are expected to contain the highest concentration of industry establishments, at 29.3% and 27.6%,
respectively, in 2021. British Columbia has the largest share of woodland in the country and its huge forest reserves make it a
natural location to construct wood pulp mills. Quebec is expected to have the third-most, with 20.7% of industry establishments in
2021, followed by Alberta at 12.1%. This is fairly consistent with the relative availability of timber in these provinces. Concentration
is particularly heavy in Alberta because it has one of the largest agricultural sectors in the country and is among the top Canadian
provinces with the most arable hectarage.
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Competitive Landscape
Market Share
Concentration

Concentration in this industry is    Medium

In 2021, the Wood Pulp Mills industry in Canada is estimated to have a moderate level of market share
concentration, with the four largest companies generating about 45.0% of industry revenue. The industry is
characterized by a range of operators, including large timber companies that operate across North America such as
West Fraser Timber Co. Ltd. and Domtar Corporation, which have multiple domestic pulp mills, although it also
features numerous operators that manage a single mill. Market share concentration has decreased for the industry
over the five years to 2021, with revenue for most of the industry's largest operators declining at a faster rate than
the industry as a whole. This is likely because they are slower to adjust to consumer preferences and adjusting such
a large operation is more time consuming. Notably, while the industry has few operators, there has been minimal
merger and acquisition activity within the industry and few operators appear to have invested significantly in
bolstering their capacity over the past five years.

Key Success
Factors

IBISWorld identifies 250 Key Success Factors for a business. The most important for this industry are:

Guaranteed supply of key inputs:
Supply contracts for inputs will ensure that a pulp producer has access to the necessary raw materials.

Automation - reduces costs, particularly those associated with labour:
Installing state-of-the-art technology to improve plant efficiency and reduce costs will not only give a producer a
financial advantage, but also an edge in marketing (e.g. by promoting "green" technology)

Economies of scale:
Larger-scale mills will be better equipped to achieve cost competitiveness with major domestic and foreign
producers.

Having contacts within key markets:
Links with US and Asian consumers are paramount to ensuring continued demand for output.

Undertaking technical research and development:
Research and development will maximize the possibility of developing cleaner, more environmentally friendly
products with faster production schedules.

Proximity to key suppliers:
Since industry goods are derived from timber products, it holds that proximity to timber enables operators to reduce
transportation costs and reduce the overall time of the production cycle.
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Cost Structure
Benchmarks

  Profit

Industry profit has exhibited significant volatility over the five years to
2021 due to fluctuating global pulp and timber prices and changes in
macroeconomic conditions caused by the spread of COVID-19
(coronavirus). In 2021, industry profit, defined as earnings before
interest and taxes, is expected to account for 8.7% of industry revenue,
down from 9.9% in 2016. Despite price growth, recent volatility has
caused the decline in profit as operators have had to navigate an
increasingly complex operating environment. Specifically, the
coronavirus pandemic is expected to significantly disrupt industry
profitability and cause it to stand at a loss of 1.5% of industry revenue
in 2020.

 

  Wages

Despite the industry's capital intensity, wages remain a significant cost
for this industry. Manufacturing machinery and equipment need to be
operated by skilled workers, resulting in high average compensation for
industry employees. However, while wages remain a significant cost for
industry operators, increased automation has replaced some workers
and growth in wages has been outpaced by growth in revenue. In 2021,
wage costs are expected to account for 11.0% of industry revenue,
down from 11.9% in 2016. This is primarily because while production
has been falling, revenue has grown, pushing down wages as a share
of revenue.
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  Purchases

Purchases are the most significant industry cost, accounting for all the
various wood inputs, water, chemicals and other additives required to
manufacture wood pulp. Wood fibre is the most significant input used
by industry operators, while smaller inputs include chemicals, clay and
lime used in varying levels depending on the type of pulp
manufactured. Wood fibre costs change often, creating some volatility
in purchases as a percentage of the industry's revenue. Over the five
years to 2021, purchases are expected to increase marginally as a
share of revenue, possibly due to growth in the number of inputs
sourced from abroad. In 2021, IBISWorld expects purchases to account
for 51.7% of industry revenue, up from 51.5% in 2016.

 

  Marketing

Industry marketing costs are expected to account for 0.5% of industry
revenue in 2021, down from 0.9% in 2016. Marketing is not a critical
expense for industry operators since a large portion of sales are
internal or directed at a select group of paper manufacturers.

 

  Depreciation

Depreciation costs are significant in this industry due to the large
investments required in facilities and equipment. Capital costs for
domestic wood pulp mills are higher than many of their international
counterparts, since Canadian operators are among the top world
producers of industry products, requiring operators to own the most up-
to-date and efficient industry technology. In 2021, depreciation is
expected to account for 3.0% of industry revenue, a figure that is
expected to remain steady over the five years to 2021.

 

  Rent

Rent costs are minimal for industry operators since a majority own their
own facilities. Rents costs are expected to account for 4.1% of industry
revenue in 2021, down from 4.4% in 2016. Rent costs can also
encompass the lease payments on rented equipment. The instance of
this is low, considering most operators own their own plants and
machinery.
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  Utilities

The industry is a heavy consumer of energy and water, leading to high
utility bills for mill operators. Typically, industry operators can cut back
on energy costs when downstream demand is low. Falling domestic
natural gas and crude oil prices have benefited the industry, reducing
utility bills as a share of revenue. The industry's continued transition to
renewable energy and biomass energy sources is expected to reduce
utility expenditures. Overall, utilities are expected to account for 8.1% of
industry revenue in 2021, down from 8.8% of revenue in 2016.

 

  Other Costs

Other expenses include administrative costs, research and
development, insurance, internet and tax payments. These costs are
expected to account for 12.8% of revenue in 2021, up from 9.5% in
2016.

 

Basis of
Competition

Competition in this industry is    High and the trend is Increasing

  The Wood Pulp Mills industry in Canada has a moderate level of
competition.

Large industry operators have competitive advantages through supply contracts and vertical integration of the
supply chain. However, these companies also have to compete with global producers of pulp, thereby requiring
intense price competition.

INTERNAL COMPETITION

Price is the primary basis of competition among domestic producers.

It is critical that competitors in the Canadian industry are able to offer wood pulp at low prices. Many downstream
markets, such as the paper industries, are struggling, resulting in weaker wood pulp demand. Consequently,
industry operators must be able to offer very low bulk prices to attract buyers.

Pulp quality is another basis of competition for industry operators. Wood pulp is often used for printing and writing
paper products, which require high-quality pulp. Quality is dependent on the type of pulp produced, as different
companies supply different raw materials for producing alternative paper and paperboard products. Canadian wood
pulp mills focus on producing northern bleached softwood kraft and southern bleached softwood kraft, which are in
demand in other parts of the world. Also, mechanical, dissolving and fluff pulp are produced in Canadian mills that
are used in a diverse array of downstream industries abroad. Consequently, pulp variety is also a basis of
competition. Industry operators that can supply a wide variety of pulp will have a competitive advantage over
operators that only produce a single type of pulp. However, it is more difficult to efficiently manufacture multiple
types of pulp. Pulp quality and manufacturing efficiency have become more important over the five years to 2021 as
downstream customers became more selective.

Reliability and delivery speed are important because pulp is in high demand globally, which makes it difficult to
secure a long-term supply contract. Environmentally friendly production methods are also important, as recyclable
materials are becoming more attractive to customers. Customer relations, including contract negotiations, are also
important when relying on overseas buyers or suppliers. Large pulp companies typically have established networks
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of representatives and contacts throughout each major market in which they operate.

EXTERNAL COMPETITION

Import competition from foreign producers is moderate.

Wood pulp is produced from different types of wood based on the manufacturing location. This means that
international trade is necessary for downstream customers to obtain certain types of pulp. Canada is a major
exporter of wood pulp of different varieties, but it also imports a great deal of pulp from the United States and Brazil,
which have access to wood types unavailable domestically. Although reimports account for a portion of total imports,
industry operators still have to compete with imports to attract domestic buyers. Also, wood pulp mills rely on
purchases of pulp from the United States and China, which means industry operators must compete globally to
secure foreign customers.

Barriers to
Entry

Barriers to Entry in this industry are    High and the trend is Increasing

  Operators attempting to enter the Wood Pulp Mills
industry in Canada endure many barriers to entry.
Entrance to the industry requires significant capital
resources to purchase and maintain a facility. In addition,
pulp mills generally require considerable production
capacity to achieve the manufacturing efficiency needed
to make a profit, which means that new companies must
purchase large quantities of machinery and equipment.
As a result, capital costs alone serve as a significant
barrier to entry. Periods of limited credit often make it
even more difficult for new establishments to create new
manufacturing facilities that require secure financing.

In addition to capital costs, prospective industry entrants
must follow stringent regulatory requirements. Obtaining
the necessary regulatory licences increases start-up costs
and time. Companies also need to secure skilled labour
that can operate manufacturing machinery and follow
environmental regulations. The in-depth technical
knowledge and expertise required to manufacture pulp
makes it difficult for operators to find sufficiently skilled
labour. As a result, environmental regulations and skilled
labour both pose as barriers to entry. Furthermore, the
long lead times required in setting up new manufacturing
facilities mean that substantial losses would be incurred,
even for successful companies, for the first three to five
years. New entrants must have sufficient financial
resources to absorb these losses.

The vertically integrated nature of the wood and paper
products sector makes it difficult for new operators to
access downstream and upstream markets. The large
companies in the downstream markets typically
manufacture their own pulp and only purchase small
amounts of pulp from mills. Therefore, successful new
entrants are typically expanding existing operations into
pulp manufacturing. For example, the ideal company
would already operate in industries such as wood chip,
paper and cardboard production. These operators would
already have skilled labour and machinery to manufacture
wood pulp; they would also have the financial resources
to absorb the start-up costs.

Barriers to Entry Checklist

Competition High  

Concentration Medium  

Life Cycle Stage Mature  

Technology Change High  

Regulation & Policy Heavy  

Industry Assistance Medium  

Industry
Globalization

Globalization in this industry is    High and the trend is Increasing

  The Wood Pulp Mills industry in Canada is highly globalized, largely due to the massive amount of international trade that
occurs between Canadian mills and the United States and Asian markets, particularly in China, Indonesia and Japan.
There is a high level of reimporting and re-exporting of timber products in this industry, which is the process of exporting
and importing pulp multiple times to receive different chemical treatment processes via foreign manufacturers that offer
competitive advantages and price savings. In 2021, exports are expected to comprise 82.1% of industry revenue, while
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imports are expected to satisfy 20.9% of domestic demand.

Not many international forest products companies have a foothold in the domestic Wood Pulp Mills industry. The majority
of industry operators are Canada-based corporations, though several large operators have mills based abroad. For
example, Canfor Corporation, one of the industry's largest operators, operates wood pulp mills solely in Canada.
Conversely, Domtar Corporation, another major company, has capacity across the entirety of the United States. As
demand from emerging economies continues to grow, domestic operators are expected to increase their level of exports.
As a result, globalization is expected to increase over the five years to 2026.
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Major Companies

Major Players Domtar Corporation

Market Share: 17.3%

  Domtar Corporation (Domtar) was originally founded in 1903 as Dominion Tar and Chemical Company Ltd., an
organization with a variety of business interests, including chemicals, construction materials and numerous paper-
based products. The company changed its name to Domtar Corporation in 1965. While Domtar has had a variety of
business interests since its inception, it has primarily focused on pulp and paper as its core business over the past
two decades. The company is a leading global provider of fibre-based products, including a large variety of printing
and specialty papers and several grades of pulp. According to the company's 2020 annual report (latest data
available), Domtar employs about 6,600 people across its facilities in North America and Europe, including about
2,500 people in Canada. The company also generated $4.6 billion in total revenue in 2020.

Domtar operates in two business segments, which include personal care and pulp and paper. It participates in this
industry through the pulp manufacturing capabilities of its pulp and paper segment. These facilities consist of nine
pulp mills in North America, three of which are located in Canada, including two in British Columbia and one in
Ontario. Its market pulp is used in a variety of downstream products, including specialty papers, electrical insulating
papers, tissue, diapers and personal hygiene products. Its mills are capable of producing 1.8 million air-dried metric
tonnes of market pulp yearly.

The company has been steadily downsizing some of its operations over the five years to 2021, in particular by
closing facilities, such as its Indianapolis plant, while converting some paper production facilities into pulp production
facilities due to steady declines in demand for paper. Notably, it has made minimal announcements regarding its
domestic industry-relevant facilities over the past five years, with no significant investments in its Canadian capacity.

Financial performance

Over the five years to 2021, the company's industry-relevant revenue is expected to grow at an annualized rate of
3.6% to $1.5 billion. This growth has been buoyed by strong demand and price growth in China. Notably, while pulp
shipments have risen over the past five years, they have done so at a far lower rate than revenue. In fact, pulp
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shipments fell in 2018 despite significant revenue growth that year, indicating the extent to which pulp prices have
risen during the reporting period. Domtar's industry-relevant profit, defined as earnings before interest and taxes, is
expected to benefit from price growth and increase at an annualized rate of 9.8% to $77.7 million during the period.

 
Domtar Corporation (industry-relevant operations) - financial performance*

Year
Revenue

($m)
Growth

(% change)
Operating Profit

($m)
Growth

(% change)
2016 1,231.6 N/C 48.6 N/C
2017 1,450.8 17.8 66.8 37.4
2018 1,633.0 12.6 141.3 111.5
2019 1,484.9 -9.1 60.8 -57.0
2020 1,425.3 -4.0 -69.1 N/C
2021 1,469.2 3.1 77.7 N/C

Source: Annual Report and IBISWorld
Note: *Estimates (Figures are converted from USD to CAD)

Canfor Corporation

Market Share: 12.1%

Brand Names Canfor Pulp Products Inc.

  Canfor Corporation (Canfor), founded in 1938, is a multibillion-dollar integrated forest products company specializing
in lumber and pulp manufacturing with operations across North America. Canfor Pulp Products Inc. (Canfor Pulp), a
subsidiary of Canfor, is a global leader in pulp and paper products. Headquartered in Vancouver, Canfor Pulp
operates three pulp mills in Canada and is one of the largest industry operators in the country.

Canfor Pulp participates in the industry through its pulp operating segment, with its paper operating segment being
excluded from this industry. Canfor Pulp manufactures two types of pulp, which include northern bleached softwood
kraft (NBSK) and bleached chemical thermo-mechanical pulp (BCTMP). It is particularly known for its production of
NBSK. In fact, it is the largest supplier of NBSK in North America with a yearly manufacturing capacity of more than
1.1 million tonnes of NBSK pulp, compared with BCTMP capacity of 140,000.0 tonnes annually. Canfor's pulp
products are primarily sold in Asia and the United States, although Canada and Europe also account for smaller, but
still sizable markets for the company's products.

In recent years, Canfor Pulp has invested in further developing the capabilities of its facilities by outfitting its pulp
mills with turbo generators in a bid to improve their energy efficiency. All three NBSK pulp mills now have their own
generators and can sell power, providing an additional revenue stream, although it is not industry relevant. Further,
in May 2015, the company announced an agreement with Licella Fibre Fuels Pty Ltd. (Licella) of Australia, through
which Canfor Pulp hopes to integrate Licella's catalytic hydrothermal upgrading platform with its own pulp mills. This
would enable the company to convert biomass such as the residues from the pulping process into biocrude oil.
However, there have been minimal public announcements regarding this issue since the company announced in
2016 that it was seeking to develop a biofuel facility.

Financial performance

Canfor's industry relevant revenue is expected to decline over the five years to 2021 at an annualized rate of 1.4%
to reach $1.0 billion. This forecast decline is primarily due to a significant decline in pulp sales in both 2019 and
2020. Further, the spread of COVID-19 (coronavirus) is expected to lower the value of export revenue for wood pulp.
From the beginning of the period until 2018, Canfor's industry-relevant profit experienced strong growth, primarily
due to rising prices for industry products and increased exposure to international markets. However, profit is
expected to stand at a loss in both 2019 and 2020, due to an increase in manufacturing costs alongside a decrease
in pulp production. Over the five years to 2021, industry-relevant profit, defined as earnings before interest and
taxes, is expected to decline an annualized 19.9% to $32.3 million.
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Canfor Corporation (industry-relevant operations) - financial performance*

Year
Revenue

($m)
Growth

(% change)
Operating Profit

($m)
Growth

(% change)
2016 1,101.9 N/C 98.2 N/C
2017 1,197.9 8.7 154.6 57.4
2018 1,374.3 14.7 246.6 59.5
2019 1,087.9 -20.8 -31.0 N/C
2020 990.5 -9.0 -56.1 81.0
2021 1,027.5 3.7 32.3 N/C

Source: Annual Report and IBISWorld
Note: *Estimates

West Fraser Timber Co. Ltd.

Market Share: 9.6%

  West Fraser Timber Co. Ltd. (West Fraser) is an integrated wood products company headquartered in Vancouver.
Founded in 1955, West Fraser operates almost 50 mills across North America, with nearly half its operations
situated in Canada and the other half in the United States. West Fraser employs about 8,115 workers, of which
about 880 are employed in its pulp and paper operations. The company specializes in the manufacture of lumber,
southern yellow pine, wood panels, pulp, newsprint and wood chips. According to the company's 2020 annual report
(latest data available), West Fraser generated $5.9 billion in total revenue in 2020.

West Fraser operates in the industry through pulp revenue generated in its pulp and paper segment. Most of this
segment's revenue is derived from the manufacturing of pulp at its four pulp mills, of which it owns three and holds a
50.0% stake in the fourth. All the company's pulp mills are located in either Alberta or British Columbia. The
company produces both NBSK and BCTMP pulp, with 690.0 million metric tonnes of capacity of BCTMP and 570.0
million metric tonnes of capacity of NBSK. The majority of its pulp products are sold to customers across North
America and Asia.

Over the past five years, the company has grown its overall revenue, partly due to a series of small mill acquisitions.
However, none of these have been industry relevant. Similar to other large companies in this industry, West Fraser
has made strides in developing energy production facilities in conjunction with its mills. Its Slave Lake pulp mill uses
the mill's effluent and biological organisms to generate power, which can be used both to power local communities
and the facilities themselves. It has invested significant capital to install power generation capabilities at its mills and
the majority of its mills can generate their own energy.

Financial performance

Over the five years to 2021, West Fraser's industry-relevant revenue has increased at an annualized rate of 0.3% to
$813.0 million. In 2019, industry-relevant performance is expected to decline due to global downturns in the price of
industry products and higher operating costs related to the planned Hinton NBSK mill shutdown and planned
maintenance of other pulp manufacturing sites. In 2020, revenue is expected to fall again due to an expected
decline in downstream demand caused by the COVID-19 (coronavirus) pandemic. The company's operating profit,
defined as earnings before interest and taxes, is forecast to grow an annualized 3.2% to $101.6 million over the five
years to 2021. Recent investments have increased efficiency which is expected to fuel growth in profit.
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West Fraser Timber Co. Ltd. (industry-relevant operations) - financial performance*

Year
Revenue

($m)
Growth

(% change)
Operating Profit

($m)
Growth

(% change)
2016 801.0 N/C 86.8 N/C
2017 894.9 11.7 151.6 74.7
2018 991.6 10.8 173.7 14.6
2019 878.0 -11.5 -28.6 N/C
2020 792.9 -9.7 148.8 N/C
2021 813.0 2.5 101.6 -31.7

Source: Annual Report and IBISWorld
Note: *Estimates

Resolute Forest Products Inc.

Market Share: 6.1%

  Resolute Forest Products Inc. (Resolute) is a Canadian company that was created following the merger of Bowater
and Abitibi-Consolidated in 2007. It is an integrated forest products company that produces a range of products
including pulp, tissue, wood products, newsprint and specialty papers. Resolute operates more than 40 pulp and
paper mills and wood products facilities across the United States, Canada and South Korea. According to the
company's 2020 annual report (latest data available), Resolute generated $3.8 billion in total revenue in 2020.

Resolute has five different business segments and operates in this industry through its market pulp segment.
Resolute is the third-largest pulp producer in North America and the largest producer of recycled pulp in the world. It
has an annual capacity of 1.7 million metric tonnes of pulp, which it produces at seven pulp mills across North
America, two of which are located in Canada.

In recent years, the company has endured a decline in overall revenue due to declines in its newsprint and specialty
papers segments. However, the company has pursued numerous initiatives related to sustainability to make its
operations more efficient and environmentally friendly. These efforts have won Resolute several awards, including
earning the company a place on Canada's Clean50 companies, a list of companies that have demonstrated
leadership in sustainable development.

Financial performance

Over the five years to 2021, Resolute's industry-relevant revenue is expected to grow at an annualized rate of 1.9%
to $518.0 million. Alternatively, the company's operating profit, defined as earnings before interest and taxes, is
expected to decline an annualized 4.4% to $35.6 million. Industry revenue is expected to benefit from strong wood
pulp prices, alongside a steady increase in operational efficiency due to investments in sustainability initiatives.
However, production declines alongside the cost of investment initiatives have weighed on profit over the past five
years and fuelled a decline in industry-relevant profit.

 
Resolute Forest Products Inc. (industry-relevant operations) - financial performance*

Year
Revenue

($m)
Growth

(% change)
Operating Profit

($m)
Growth

(% change)
2016 471.6 N/C 44.6 N/C
2017 476.8 1.1 75.9 70.2
2018 565.3 18.6 89.6 18.1
2019 557.5 -1.4 27.3 -69.5
2020 514.5 -7.7 -0.8 N/C
2021 518.0 0.7 35.6 N/C

Source: Annual Report and IBISWorld
Note: *Estimates (Figures are converted from USD to CAD)
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Operating Conditions

Capital
Intensity

The level of capital intensity is    Medium

  The Wood Pulp Mills industry in Canada exhibits a
moderate level of capital intensity, as industry operators
must invest significant capital into heavy machinery
capable of converting fibre inputs into pulp products.
Several parts of the pulp production process also involve
very toxic chemicals and complex machinery is needed to
manage those processes. In addition, industry
technological advances have focused on improving labour
productivity through the use of machinery and computers.

In particular, industry operators have invested in fibre
recapture and recycling technology over the five years to
2021. While recycling technologies have already been
widely applied to pulp manufacturing for newspaper and
cartonboards since the mid-1990s, consumers were
hesitant to use recycled papers for daily use. However,
consumers have become increasingly environmentally
conscious, making them more accepting of recycled paper
products. As a result, investment in recyclable material
technologies has rapidly increased. In 2021, for every
$1.00 spent on labour, industry operators are estimated to
spend $0.28 on capital investments. This is a slight
increase from $0.26 spent on capital per $1.00 spent on
labour in 2016.
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Technology &
Systems

Potential Disruptive Innovation: Factors Driving Threat of Change

Level Factor Disruptive
Effect

Description

Low Rate of
Innovation

Unlikely A ranked measure for the number of patents
assigned to an industry. A faster rate of new
patent additions to the industry increases the
likelihood of a disruptive innovation occurring.

Medium Innovation
Concentration

Potential A measure for the mix of patent classes
assigned to the industry. A greater
concentration of patents in one area increases
the likelihood of technological disruption of
incumbent operators.

Very Low Ease of Entry Very
Unlikely

A qualitative measure of barriers to entry.
Fewer barriers to entry increases the
likelihood that new entrants can disrupt
incumbents by putting new technologies to
use.

Low Rate of Entry Unlikely Annualized growth in the number of
enterprises in the industry, ranked against all
other industries. A greater intensity of
companies entering an industry increases the
pool of potential disruptors.

Very High Market
Concentration

Very Likely A ranked measure of the largest core market
for the industry. Concentrated core markets
present a low-end market or new market entry
point for disruptive technologies to capture
market share.

  Low levels of innovation limit the threat to incumbent operators from new technologies disrupting their operations. However,
a low rate of growth in technology can also create exposure for incumbents as the trajectory of innovation in other markets
could lead to unforeseen competitive disadvantages.

There are both significant barriers to entry and a low rate of new entrants in this industry. This combination of factors
dampens the threat of innovative players disrupting the industry structure.

The major markets for this industry are highly concentrated, which implies that the market has a focus on key customer
segments. This presents an opportunity for strategic entrance into lower-end markets or unserved markets for innovations
to take on a disruptive trajectory.

The Wood Pulp Mills industry in Canada is experiencing a high degree of
technological disruption via the use of more efficient recycling methods, with
a transition to digital and e-reader formats for most paper documents.

Overall, the industry's largest downstream customers include paper mills, cardboard mills, sanitary product manufacturers
and other paper product producers. Consumers today have a penchant for being eco-friendly, with paper sales
experiencing declining demand. Moreover, as recycling technology continues to improve, fewer inputs will likely be
demanded by downstream customers since more waste can now be recovered and recycled into the production process.

The level of technology change is    High

  Operators in the Wood Pulp Mills industry in Canada invest significantly into
research and development to improve their technology and many
technological developments in recent years have been related to minimizing
the environmental effect of pulp production.

For example, recycling techniques and equipment have been developed to de-ink recycled paper products, such as
newspaper and reuse the materials as postconsumer content.
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In recent years, operators have made strides in reducing both waste by-products and the number of contaminants in end
product pulp. For example, new delignification processes using chemicals such as oxygen and ozone have been developed
that can manufacture chlorine-free pulp with stronger fibres and at higher yield rates. Chlorine-free techniques have been in
existence since 1990 and have grown remarkably over the past 20 years. Chlorine-free techniques continue to be the focus
of most research and development efforts.

Several chemical pulping methods that avoid using conventional chemicals have also been developed. These include
acetic acid-based pulping and biopulping. More water-efficient closed effluent manufacturing processes have also received
much attention over the past five years. Closed effluent systems are technologically easier to implement and more
economically feasible for mills that use mechanical or semi-chemical pulping methods rather than chemical pulping.
Therefore, mills that produce nonchemical pulp have been the primary focus of such research and technology
development. Airborne and liquid contaminant filtration systems have also been achieved.

Pulp mills are increasingly turning to nonwood fibre sources. These include nonwood plants and grasses, which can be
used as fibre sources in paper products. The most commonly used nonwood fibre is straw, followed by bagasse, bamboo
and kenaf. Research in nonwood fibre pulping, particularly with kenaf, is ongoing. The comparatively higher quality wood
and secondary fibre, however, are expected to remain the dominant fibre source.

Over the five years to 2021, the pulp manufacturing process has been streamlined, with greater use of computer-aided
manufacturing technologies and faster machines. This has boosted output and productivity. Supply chain management and
e-commerce systems have also been a focus of development, which has enabled mills to reduce delivery times and
transport and storage costs. Some plants have even developed power generation devices through hydroelectric or biomass
generators.

Breakthroughs in nanocyrstalline cellulose (NCC) will also provide opportunities for industry operators. NCC, produced by
processing wood pulp, is a strong lightweight material, with tensile strength higher than cast iron and almost as high as
structural steel. Electronics manufacturers, such as IBM, are incorporating the material into computers, while the US Army
is researching its use in body armour and ballistic glass. Widespread adoption of NCC will either provide an opportunity for
industry operators to expand their operations or create a new downstream industry that demands wood pulp. Both possible
outcomes would benefit wood pulp manufacturers.

In recent years, industry operators have taken steps to make their mills more energy efficient. For instance, Canfor
Corporation has installed turbine generators at its mills that improve overall energy efficiency and reduce total fuel
consumption. At its Slave Lake mill, West Fraser Timber Co. Ltd. built an energy plant that captures the mill's wastewater to
produce power, reducing its reliance on the provincial energy grid. The mill's energy plant generates a biogas that can be
used to power its generators. It also captures the exhaust heat produced by these generators and uses it to dry the mill's
pulp.

Revenue
Volatility

The level of volatility is    High

  The Wood Pulp Mills industry in Canada has experienced high levels of
volatility in revenue over the five years to 2021.
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Much of this is due to the industry's high degree of globalization, as the vast majority of industry revenue is generated
through exports. This exposes the industry to potential shocks in global demand and changes in macroeconomic
conditions. As a result, the COVID-19 (coronavirus) pandemic is expected to cause a significant decline in the value of
exports in 2020, which should fuel a decline in industry revenue that same year. In addition to depending on international
trade conditions, the industry's health is linked to the world price of wood pulp. Declines in the world price of wood pulp,
which themselves are a function of global supply and demand conditions, can cause devastating swings in industry
revenue. For example, prices spiked in 2018 due to increased demand from China and revenue grew 12.6% the same
year.

In addition to these external factors, declines in demand from key downstream industries can pose a threat. For instance,
downstream paper manufacturing markets have suffered due to the rise of digital technology. Overall, industry revenue has
fluctuated an average of 13.3% over the past five years.

Regulation &
Policy

The level of regulation is    Heavy and the trend is Steady

The Wood Pulp Mills industry in Canada is subject to a wide range of general
and industry-specific laws and regulations related to the protection of the
environment, including the governance of air emissions and discharge of
waste water, in addition to those pertaining to the storage, disposal and
management of substances deemed hazardous.

Certain regulations industry operators must comply with require operators within this industry to obtain specific
authorizations from regulatory bodies and governmental authorities that maintain oversight, which may require major
investments. These regulatory bodies include federal, provincial and local authorities that maintain oversight with respect to
all industries that have any tangible environmental effect.

Wood pulp and paper regulations have been codified for several decades. These federal regulations establish the
conditions necessary to permit pulp mills to deposit effluent, the mandated effluent monitoring equipment that must be
installed for all operators, the proper ways to report and submit effluent tracking data and the protocols necessary to
address any unexpected pollution or runoff emergencies.

A major regulatory body that reviews and makes recommendations related to the industry's environmental, health and
safety policies is the Joint Environmental, Health and Safety Committee. This regulatory body monitors industry operators'
compliance with ordained regulations and policies and imposes sanctions and actions against operators charged with
noncompliance, which can result in fines, fees or legal damage claims.

Industry
Assistance

The level of industry assistance is    Medium and the trend is Steady

The Wood Pulp Mills industry in Canada receives occasional governmental
assistance to maintain the strength of Canada's leading timber industries.

This industry receives some assistance in the form of grants from the federal government to assist in either the construction
of facilities or to aid in easing the cost of operational expenses. Grants for construction are applied toward capital projects
that essentially reduce the amount the operator must pay to construct plants, purchase property or purchase equipment.
Other grants can be applied toward research and development or tax credits for bioenergy producers. Industry assistance
is moderate and is expected to remain so over the five years to 2026.

Due to the spread of COVID-19 (coronavirus), the Canadian Government has instituted a variety of assistance programs
that industry operators may qualify for. For example, the Canada Emergency Wage Subsidy covers a portion of an
employee's wages for eligible employers that have been negatively affected by the coronavirus. Additionally, operators can
take advantage of tax deferrals and improved access to credit and loans to remain liquid. The Canada Emergency
Business Account provides interest-free loans to small businesses of up to $40,000. Large operators can apply for bridge
financing through the Large Employer Emergency Financing Facility.
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Key Statistics
Industry Data

Year
Revenue

($m)
IVA

($m)
Establishments

(Units)
Enterprises

(Units)
Employment

(Units)
Exports

($m)
Imports

($m)
Wages

($m)

Domestic
Demand

($m)

World price
of wood

pulp ($ per
ton)

2012 6,715 1,051 58.0 36.0 8,739 6,376 218 790 556 763
2013 7,226 1,518 73.0 48.0 9,617 6,809 288 888 705 823
2014 7,852 1,938 67.0 44.0 10,324 7,419 260 971 693 877
2015 8,920 2,162 72.0 49.0 10,112 8,508 332 1,024 744 867
2016 8,285 2,058 59.0 40.0 9,600 7,933 301 984 653 819
2017 9,181 2,199 59.0 43.0 10,033 8,383 318 1,037 1,117 856
2018 10,337 2,950 63.0 44.0 9,980 9,871 366 1,028 832 1,031
2019 8,870 2,238 65.0 44.0 9,755 7,995 399 975 1,274 830
2020 8,029 1,020 58.0 41.0 9,023 6,626 369 898 1,772 675
2021 8,506 1,934 58.0 41.0 9,343 6,981 404 934 1,928 746
2022 8,799 1,982 59.0 41.0 9,519 7,219 418 954 1,998 796
2023 8,960 2,001 58.0 41.0 9,594 7,347 428 964 2,040 834
2024 9,096 2,025 59.0 41.0 9,694 7,455 435 975 2,075 855
2025 9,210 2,048 59.0 41.0 9,769 7,546 442 983 2,106 871
2026 9,320 2,067 59.0 41.0 9,832 7,633 448 991 2,135 885

Annual Change

Year
Revenue

(%)
IVA
(%)

Establishments
(%)

Enterprises
(%)

Employment
(%)

Exports
(%)

Imports
(%)

Wages
(%)

Domestic
Demand

(%)

World price
of wood
pulp (%)

2012 -9.99 -35.3 9.43 5.88 -1.54 -9.80 -23.8 0.11 -17.8 -15.2
2013 7.61 44.4 25.9 33.3 10.0 6.78 32.0 12.4 26.7 7.89
2014 8.66 27.7 -8.22 -8.34 7.35 8.95 -9.64 9.37 -1.63 6.54
2015 13.6 11.5 7.46 11.4 -2.06 14.7 27.7 5.51 7.39 -1.17
2016 -7.13 -4.82 -18.1 -18.4 -5.07 -6.76 -9.34 -3.94 -12.3 -5.52
2017 10.8 6.84 0.00 7.50 4.51 5.66 5.71 5.34 71.1 4.53
2018 12.6 34.2 6.77 2.32 -0.53 17.8 15.1 -0.86 -25.5 20.4
2019 -14.2 -24.1 3.17 0.00 -2.26 -19.0 8.95 -5.17 53.2 -19.4
2020 -9.49 -54.4 -10.8 -6.82 -7.51 -17.1 -7.55 -7.90 39.1 -18.8
2021 5.94 89.5 0.00 0.00 3.54 5.37 9.40 4.02 8.81 10.6
2022 3.43 2.47 1.72 0.00 1.88 3.40 3.61 2.19 3.60 6.73
2023 1.83 0.99 -1.70 0.00 0.78 1.77 2.17 1.00 2.11 4.75
2024 1.51 1.19 1.72 0.00 1.04 1.46 1.77 1.13 1.73 2.54
2025 1.26 1.11 0.00 0.00 0.77 1.22 1.51 0.87 1.47 1.85
2026 1.18 0.93 0.00 0.00 0.64 1.14 1.42 0.75 1.39 1.55

Key Ratios

Year
IVA/Revenue

(%)

Imports/
Demand

(%)

Exports/
Revenue

(%)

Revenue per
Employee

($'000)

Wages/
Revenue

(%)

Employees per
estab.
(Units) Average Wage  ($)

2012 15.7 39.2 95.0 768 11.8 151 90,399
2013 21.0 40.8 94.2 751 12.3 132 92,305
2014 24.7 37.5 94.5 761 12.4 154 94,043
2015 24.2 44.6 95.4 882 11.5 140 101,305
2016 24.8 46.1 95.8 863 11.9 163 102,510
2017 23.9 28.5 91.3 915 11.3 170 103,329
2018 28.5 44.0 95.5 1,036 9.94 158 102,986
2019 25.2 31.3 90.1 909 11.0 150 99,918
2020 12.7 20.8 82.5 890 11.2 156 99,490
2021 22.7 20.9 82.1 910 11.0 161 99,946
2022 22.5 20.9 82.0 924 10.8 161 100,252
2023 22.3 21.0 82.0 934 10.8 165 100,469
2024 22.3 21.0 82.0 938 10.7 164 100,557
2025 22.2 21.0 81.9 943 10.7 166 100,655
2026 22.2 21.0 81.9 948 10.6 167 100,763

Figures are inflation adjusted to 2021
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Additional Resources
Additional
Resources

Pulp and Paper Products Council
http://www.pppc.org

Forest Products Association of Canada
http://www.fpac.ca

Food and Agriculture Organization of the United Nations
http://www.fao.org

Industry Jargon BAGASSE
The fibrous residue remaining after sugarcane or sorghum stalks are crushed to extract their juice.

EFFLUENT
Waste water expelled by a building or manufacturing facility.

KENAF
An annual or biennial herbaceous plant that is used to produce rope, twine, coarse cloth and paper.

KRAFT
A strong and relatively coarse paper produced from the chemical pulp of softwood processed by the kraft process.

LINTER
The short fibres that cling to cottonseeds after the first ginning.

Glossary BARRIERS TO ENTRY
High barriers to entry mean that new companies struggle to enter an industry, while low barriers mean it is easy for
new companies to enter an industry.

CAPITAL INTENSITY
Compares the amount of money spent on capital (plant, machinery and equipment) with that spent on labour.
IBISWorld uses the ratio of depreciation to wages as a proxy for capital intensity. High capital intensity is more than
$0.333 of capital to $1 of labour; medium is $0.125 to $0.333 of capital to $1 of labour; low is less than $0.125 of
capital for every $1 of labour.

CONSTANT PRICES
The dollar figures in the Key Statistics table, including forecasts, are adjusted for inflation using the current year (i.e.
year published) as the base year. This removes the impact of changes in the purchasing power of the dollar, leaving
only the "real" growth or decline in industry metrics. The inflation adjustments in IBISWorld’s reports are made using
Statistics Canada's implicit GDP price deflator.

DOMESTIC DEMAND
Spending on industry goods and services within Canada, regardless of their country of origin. It is derived by adding
imports to industry revenue, and then subtracting exports.

EMPLOYMENT
The number of permanent, part-time, temporary and casual employees, working proprietors, partners, managers
and executives within the industry.

ENTERPRISE
A division that is separately managed and keeps management accounts. Each enterprise consists of one or more
establishments that are under common ownership or control.

ESTABLISHMENT
The smallest type of accounting unit within an enterprise, an establishment is a single physical location where
business is conducted or where services or industrial operations are performed. Multiple establishments under
common control make up an enterprise.

EXPORTS
Total value of industry goods and services sold by Canadian companies to customers abroad.

IMPORTS
Total value of industry goods and services brought in from foreign countries to be sold in Canada.

INDUSTRY CONCENTRATION



Wood Pulp Mills in Canada April 2021

40 IBISWorld.com

An indicator of the dominance of the top four players in an industry. Concentration is considered high if the top
players account for more than 70% of industry revenue. Medium is 40% to 70% of industry revenue. Low is less
than 40%.

INDUSTRY REVENUE
The total sales of industry goods and services (exclusive of excise and sales tax); subsidies on production; all other
operating income from outside the firm (such as commission income, repair and service income, and rent, leasing
and hiring income); and capital work done by rental or lease. Receipts from interest royalties, dividends and the sale
of fixed tangible assets are excluded.

INDUSTRY VALUE ADDED
The market value of goods and services produced by the industry minus the cost of goods and services used in
production. IVA is also described as the industry's contribution to GDP, or profit plus wages and depreciation.

INTERNATIONAL TRADE
The level of international trade is determined by ratios of exports to revenue and imports to domestic demand. For
exports/revenue: low is less than 5%; medium is 5% to 20%; and high is more than 20%. Imports/domestic demand:
low is less than 5%; medium is 5% to 35%; and high is more than 35%.

LIFE CYCLE
All industries go through periods of growth, maturity and decline. IBISWorld determines an industry's life cycle by
considering its growth rate (measured by IVA) compared with GDP; the growth rate of the number of establishments;
the amount of change the industry's products are undergoing; the rate of technological change; and the level of
customer acceptance of industry products and services.

NONEMPLOYING ESTABLISHMENT
Businesses with no paid employment or payroll, also known as nonemployers. These are mostly set up by self-
employed individuals.

PROFIT
IBISWorld uses earnings before interest and tax (EBIT) as an indicator of a company’s profitability. It is calculated as
revenue minus expenses, excluding interest and tax.

REGIONS
Prairies | AB, SK, MB
Atlantic | NB, NS, PE, NL
Territories | YT, NT, NU

VOLATILITY
The level of volatility is determined by averaging the absolute change in revenue in each of the past five years.
Volatility levels: very high is more than ±20%; high volatility is ±10% to ±20%; moderate volatility is ±3% to ±10%;
and low volatility is less than ±3%.

WAGES
The gross total wages and salaries of all employees in the industry.
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