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Future of the pulp and paper sector
from a Brazilian perspective

“My interest is about the future, because that’s where | will be spending the rest of my life”
Charles Franklin Kettering (1876-1958), founder of Delco and VP of General Motors Research Corporation
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hat’s the future of the

pulp and paper sector

from Brazil s perspec-
tive? The challenging question above
led to the construction of long term
scenarios, which were prepared
throughout the second half of 2008 in
conjunction with ABTCP executives
and directors. These scenarios were
sort of made to discuss the strategic
plan and build long term guidelines
for the Association. Even though it
was not a complete preparation of
scenarios, we believe that it presents
interesting aspects for the various
players in the pulp and paper produc-
tion chain to reflect upon. For this
reason, we are sharing in this article
some of the results obtained with O
Papel” readers.

When starting the process in
2008, the recent context of the sec-
tor in the country was one of change.
For a notably capital intensive sector,
major investments to expand produc-
tion capacity, such as those that took
place over the past few years (Mu-
curi, Telémaco Borba, Trés Lagoas,
just to mention a few), have trans-
formation power. Emphasis on pulp
production, especially short fiber
pulp — a focus where the country’s
comparative advantages are practi-

cally uncontested at the international
level -, growing export (and trade
balance) perspectives and the disper-
sion of investments throughout the
entire country, characteristics associ-
ated to investments, were mentioned
repeatedly in this context.

In the international market,
changes were already taking place on
the demand side, with the increased
importance of emerging markets, like
China, and also supply, with the af-
fected competitiveness of traditional
makers, like Nordic countries (remem-
ber the recent price increase in wood
coming from Russia). Add in changes
in the organization of companies,
including the consolidation process
(in Brazil and internationally), the
professionalization of management,
technological updating and the grow-
ing concern towards environmental
and sustainability matters.

Lastly, perspective of new, and
even bigger, investments in the coun-
try placed reflections on the agenda
about themes such as dedicated
infrastructure, internationalization,
and the already important topic of
human resources (how to attract,
train and retain high quality people
for the sector?). Since then, upon
emergence of the crisis, perspectives

have changed. The turnaround in the
short term situation is interesting in
reflecting about the future scenarios
prepared — above all, they illustrate
the complexity and also the impor-
tance behind this type of effort.

Knowing how to deal with informa-
tion that characterizes the future, even
if generically, is challenging and has
practical importance: knowing what is
to come has sufficient power to guide
decisions of the present and the major-
ity of people are unable to access this
type of information.

The management world did not
ignore this challenge and developed
solutions to map and handle the fu-
ture. The tools for planning scenarios
stand out in this sense for being ca-
pable of solidly supporting decisions
of a strategic nature (see Figure I,
which briefly describes the approach,).
Considering our specific interests, we
defined as initial premises: a 15-year
horizon, emphasis on the strategic
analysis level, focus on the environ-
ment external to the Association and
emphasis on Brazilian perspectives.

The process started out with a
comprehensive mapping of factors
with the potential of affecting the sec-
tor’s future. The base for gathering
information involved 70 semi-struc-
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tured interviews conducted among
specialists and professionals from all
areas associated to the pulp and pa-
per chain. The gathering of secondary
data complemented this effort. After
a data refining process, we arrived at
roughly 40 factors that were broken
down into eight categories, economic
and political-regulatory aspects,
supply of pulp and paper in Brazil;
demand for pulp and paper in Brazil;
the global pulp and paper market
(which included international trade
barriers); suppliers, technology and
R&D; human resources; and others
(which included sustainability, energy,
the environment and aspects related
to land and water). Additionally, each
factor was classified in terms of trend
(factors deemed certain for the future)
or uncertainty (factors for which there
is no major convergence of opinions
about whether they will emerge in the
future).

The diagram of influence below is
a representation of the interrelation

among factors mapped. This diagram
is fruit of a trial and error and learn-
ing process throughout its prepara-
tion. There isn t a single representa-
tion possible or anything that’s “an
ideal representation”. The important
thing is that the diagram be consistent
and allow understanding the variable
that affect the sector s future.
Relations between supply and
demand (segmented in paper and
pulp and combined with domestic and
international components) were key
elements in the diagram s organiza-
tion. The “global production cost and
domestic competitiveness” variable
plays an integration role and appears
in a key position. Various factors influ-
ence it, from nature aspects to human
resources, passing through logistic,
technology and taxes. Factors relating
to the sector § organization also appear
(particularly in the country, including
company strategies) in dialogue with
investment capacity and international
trade aspects, as well as an initial

exploitation of paper market segmenta-
tions and substitutes.

The maturing of our understand-
ing of the problem allowed us to select
4 key uncertainties to serve as the
base in building scenarios, to wit:

* Brazil’ s Competitiveness in Pulp
Production: debate about to
what extent Brazil qualifies as
a global pulp supplier. Depends
on the investment intensity and
strategic choices of key players,
being a variable that significantly
impacts the sector s organization
as a whole.

e Brazil’s Competitiveness in Pa-
per Production: corresponds
to the broad judgment of the
country’s competitiveness in pro-
ducing paper, be it to supply the
domestic market, impede imports
or leverage regional exports. The
detailing of different segments is
carried out in each scenario. It's
a complex variable connected
to various economic, political,
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Figure 1. Diagram of influence — factors that influence the future of Brazil’s pulp and paper sector




legal, technological and social
factors.

*  Global Demand for Paper: in
synthetic terms, this uncertainty
involves total paper consumed,
prices charged and locations
where demand materializes. It
is a key inductor in organizing
the sector as a whole on a global
level.

*  Relevance of the Sector in the
Country s Context: judges the
comparative importance of the
sector referent to public and
private stakeholders in the coun-
try. The variable directly relates
to the ability to attract limited
resources for the sector, in com-
parison to other sectors of the
economy.

In analyzing different combinations
based on these dimensions, we prepared

four scenarios based on the idea that the
scenarios must be good representations
of the different futures possible. Said sce-
narios were described and named: “Bra-
zilian Big Pulp”’, “Pulp and Paper Gi-
ant”, “Challenges of Competitiveness”
and “Digital World”. The schematic
representation below allows differing
one scenario from another, if consider-
ing the four dimensions (the further the
variable is from the center; the greater or

“more intense” is its occurrence in the

scenario).

In the description of each situation
other factors previously mapped were in-
corporated, in order to make the scenarios
richer and move concrete (see the contents
of these scenarios in Figure 2).

In synthetic terms, the “Brazilian
Big Pulp” scenario shows in 2003 a
very competitive Brazil in pulp, with
massive investments being made while,
at the same time, paper competitiveness
plunges in the country. Such scenario is
sustained with a series of advancements
in the country's pulp production com-
petitiveness (for example: dedicated lo-
gistics, state of the art productive plants,
innovations in the chain s management
and technology starting with the forest
link, adequate credit for investments,

TABLE 1 — RELEVANT ELEMENTS OF THE SCENARIO PREPARATION METHOD
e The scenario preparation technique is a Strong tool for supporting
decisions and formulating Strategies.

Its origin dates back to the 1970s, in the oil industry (Shell).
One of its main benefits is the structural form of dealing with uncertainty

and the stimulus to think out-of-the-box.

The main stages of the preparation process include:

o Define the scope and relevant variables (trends and uncertain-

ties);

o

o

o

Identify the main stakeholders;
Collect information (objective and subjective);
Identify the main uncertainties;

o Define scenarios according to uncertainty;

o Prepare combined scenarios, evolving to decision-making scenarios;

o Once the scenarios are set up, the organization “seeks to live in
them”, thinks about the opportunities that emerge, the main chal-
lenges, how partnerships would be made, ...

o Check for consistency.

e The technique does not try to guess the future, but instead make an
analysis of different futures possible, supporting decisions as of the

present.

e Such technique has been widely used in various sectors, by companies
of all sizes. Examples of companies that apply these techniques (be-
sides ABTCP) include: Shell, Embraco, CI, Siemens, Caixa Econémica

Federal, Assa Abloy.

specific tax improvements, etc.), as-
sociated to links with the demand side
(especially in Asian markets). Several
alliances, joint ventures and, at the
same time, acquisitions occur between
companies that do business on both
ends, supporting the long term scenario.

In the “Pulp and Paper Giant” sce-
nario, the country is able, over the long
term, to explore synergies between pulp
and paper and add value to its products.
There exists a growing recognition of
the sector s relevance for the country on
the part of the government, which pro-
vides incentives that help, for example,
overcome competitiveness bottlenecks in
various paper segments. Brazil becomes
a key global player, attracts technol-
ogy and product development centers
(even for suppliers), possesses qualified
human resources and critical mass in
the sector. Brazilian groups become in-
ternationalized and rank among global
leaders and the internal and regional
paper market grows, ensuring gains in
scale and profitability.

Quite distinct, the “Competitiveness
Challenges” scenario represents a pro-

longed extension of the crisis context,
with a reduction in global economic ac-
tivity, low demand and exports and the
non-realization of new investments. The
Brazil cost is very high and the sector
loses relevance within the national con-
texts and calls for the need to reinvent
itself. Flexibility is required of those
who do business in the sector and only
a few market niches are truly profitable
and attractive.

The fourth scenario, “Digital
World”, presents a more fundamental
change based on a change in paper
consumption worldwide, which de-
clines on a continuous basis. Environ-
mental pressures and changes in con-
sumer behavior justify the phenom-
enon and excess supply that emerges.

Based on the scenarios described,
there are different ways of handling the
strategic reflection. A few typical ones
include the discussion of competencies
and business models desired in each
scenario; or the discussion of decisions
and needs common to various scenarios,
or; yet, the use of scenarios as an inspir-
ing resource for defining strategies. The
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reflection of how today s different players
(or even future potential players) would
behave in each scenario can also present
some interesting insights.

For illustration purposes of how
we can reflect about the future com-
petencies necessary, use the ABTCP
case. In a scenario like “Brazilian
Big Pulp”, the Association's pres-
ence in various regions of the country
would be essential, as well as the
competence to provide support with its
services in the pulp production chain
and the ability to maintain a connec-
tion with the forest link (for example,
in the dialogue of technology and in-
novation themes). In “Pulp and Paper
Giant”, one may expect an Associa-
tion that has to deal with a wide vari-
ety of publics and opportunities in a
thriving sector of the country, knowing
how to prioritize actions and projects,
as well as handle distinct interests. In
“Competitiveness Challenges”, the
demonstration of clear value and sup-
port to members would be an essential
competence and, in “Digital World”,
fexibility in working with new techno-
logical themes could be necessary.

Scenarios allow “experiencing
beforehand’ future realities and re-

flect about the results that could be
obtained from distinct strategies in
each situation. To a certain extent,
managers can use them in a similar
way that engineers in the automotive
and aeronautics industries use the
wind tunnel to test their ideas and
prototypes in developing products.

In practice, the trend is that the
future presents itself as a composition
of the different scenarios built. It is up
to decision makers and their organiza-
tions to make the best decisions possible
based on the knowledge of the different
scenarios and their realities. Contingen-
¢y plans and risk mitigation measures
can also be prepared based on this type
of analysis.

1t is important to point out that the
scenarios technique is particularly in-
teresting for dealing with situations of
major uncertainty about the future. By
presenting a wide array of alternatives,
the decision maker can depart from
common sense and explore possibili-
ties in a broader and more assertive
manner not previously considered. The
context of crisis, such as the current
one, falls into this situation. Many times,
even though the methodology does not

recommend so, there exists a tendency to

try and “guess”’ which of the scenarios
prepared is the most probable. Keep

in mind that, when the scenarios were
finalized (prior to the global economic
crisis arriving with greater force in the
country), many could have imagined
that the reality was totally leading us

to the “Brazilian Big Pulp” scenario.
Then, given the new outlook, the “Com-
petitiveness challenges” scenario
began to attract more attention. These
situational changes, in so little time, il-
lustrate the relevance of having distinct
scenarios for reflecting on robust and
flexible strategies.

Processes of this nature also assist
in constructing systemic and robust
visions of the business context, lend-
ing assurance to the decision-making
process. It is important to note that the
use of scenarios is flexible and should
be contemplated, prepared, detailed and
analyzed in a case-by-case situation.
Additionally, they can, and should, be
reviewed periodically. The important
thing after an effort of this nature is to
put actions into effect from the onset,
with an eye on the future, without pas-
sively waiting for things to occur. Many
times it is necessary to seek influencing
the future, even if just partially.
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Figure 2. Schematic representation of four scenarios of the sector’s future




TABLE 2 - SCENARIOS

In the middle of 2008, Lunica Consultoria and ABTCP prepared future scenarios for the pulp and paper sector from a Brazilian pers-
pective for a 15-year horizon (2023). The scenarios were prepared to support the Association’s long term strategic planning discussions

and definitions. The four resulting scenarios are presented below:

“BRAZILIAN BIG PULP” SCENARIO:

Demand for paper in various Asian countries continues on the rise,
despite the global economic crisis and, in the medium term, demand
for paper grows as a whole. On the supply side, the crisis speeds up
geographic changes in the sector, with production in developed nations
losing volume and becoming increasingly more niche oriented.

The comparative advantages of Brazil in pulp production are unques-
tionable and the country leads Latin America’s regional production,
with increasing exports and wide scale acceptance of eucalyptus pulp.
Such growth is achieved via major investments on the part of Brazilian
companies, which after overcoming the crisis and revising schedules,
are able to attract resources (foreign funds included) for such. In the
medium term, international entrants (especially European), set up
forest bases in the country and seek partnerships and equity partners
for large pulp investments.

Adequate exchange rate, government incentive and dedicated
logistics are other factors that contribute to making Brazil the key
pulp player worldwide. The crisis provides important lessons in the
financial management of companies regarding pulp price fluctua-
tions. Long term partnerships with paper producers in Asia play an
important role within this context.

The new mills in the country are global benchmarks in terms of pro-
duction and utilize cutting edge technologies, becoming the venue for the
testing and development of new technologies, even on the part of interna-
tional suppliers. Brazil becomes the leader in R&D for pulp in a synergic
manner with the forest link. Suppliers focus entirely on this segment and
invest in the development of specific solutions for pulp.

Unfortunately, development of paper production is quite different.
Little investment takes place and bottlenecks, such as taxes and
production scale, hinder the country’s industry competitiveness.
The domestic market does not grow as much as expected and, in
certain segments, importing is necessary.

“PULP AND PAPER GIANT” SCENARIO:

In 2023, Brazil is consolidated as a giant of the pulp and paper sector.
In looking back, we perceive two distinct and relevant development mo-
ments: (i) initially, Brazilian companies leverage themselves through the
production of pulp and the country’s comparative advantage in the area;
and (i) in a second moment, the internationalization of these companies
(making acquisitions in Asia and developed countries) maintains the
profitability of pulp exports. At this time, the country’s paper production
also emerges, with new investments and technologies, overcoming
logistics, HR and even government incentive bottlenecks.

Investments of multinational companies in the country contribute
to the process, being the same that were attracted by the new eco-
nomic weight worldwide that Brazil has achieved by continuously
growing, even in times of crisis. Historical bottlenecks in the coun-
try’s infrastructure have been duly overcome and the strong internal
market was fundamental in generating an interesting production
scale in different paper segments.

Improvement in the sector’s organization and partnerships between
companies and suppliers, as well as synergies between pulp and paper
production, contribute to put the country in the center of the sector’s
technological development. The government acknowledges this eco-
nomic importance and opportunities in the sector and contributes with
a high level development plan spearheaded by the private sector. The
sector s perceived as a reference in providing solutions for the environ-
ment and in the efficient use of energy.

The attracting of human resources is facilitated and university level
pulp and paper courses are created, in addition to existing Strong
training programs for technical level professionals. Several suppliers
begin to look at Brazil as an incubator for developing technologies
throughout the entire chain and a mix of public and private funds
provide for a healthy R&D investment budget.

“COMPETITIVENESS CHALLENGES” SCENARIOS:

The economic crisis extends itself and, with the biggest markets of
the world in recession, overall business activity drops. This context re-
duces global demand for paper and hinders the implementation of new
investments. Demand worldwide for paper slows down together with
economic growth, while on the supply side countries in southeastern
Asia, like Indonesia, prove more competitive than expected.

The international context, coupled with a series of internal difficulties
(such as rising tax load, problematic infrastructure, more expensive land
prices, difficult access to credit and cash problems on the part of large
companies), impedes many of the pulp investments forecasted. The sector
undergoes an unexpected crisis in the 2010s, impacting the entire produc-
tion and supply chain (many suppliers face difficulties and begin looking to
do business outside the sector), and loses relevance in the country.

The sector sees itself excluded from government money for investing
in R&D and begins to depend more and more on imported solutions.
In addition, the Brazilian real (R$) continues overvalued in relation to
other currencies and certain environmental problems that occurred in
the sector affect competitiveness, as well as face increasing resistance
from NGOSs. In several segments, paper imports grow.

Layoffs take place and the repositioning of qualified human resources is
problematic and technology continues coming from abroad. Debates within
the sector seek alternatives for generating a new leap in competitiveness after
the closing down of various companies. Consolidation for survival purposes,
even among some of the giants in the sector, becomes necessary.

“DIGITAL WORLD” SCENARIO:

Slow, but nonetheless continuous, the global consumption of paper
in developed countries becomes stagnated and declining. Some seg-
ments face a drop in global paper consumption as of 2010 and the use
of “electronic means” and substitutes (like packaging made of other
materials) occur faster than projected by most analysts. Environmental
and sustainability issues lead to growing restrictions and hinder invest-
ments and profitability of pulp and paper production. Higher costs
pressure prices, which further contributes to reduce demand.

In the medium term, it is clear that there exists excess supply on a global
level, with older industrial mills and less competitive ones closing their doors,
even in emerging countries. This refers to a scenario of unexpected change
that impacts the organization of the entire production chain worldwide.

In the country, some new investments do not present the return ex-
pected and many others are not even implemented. Various companies
close their doors or reorient their business focus on niches that continue
with greater demand. The establishment of new partnerships, develop-
ment of technology and know-how, as well as new customer base are
critical success factors for business. There exists considerable renewal
of human resources in the sector, with the downsizing of staffs and the
need for new competencies to deal with new technologies.

The main companies seek new opportunities to tap their forest base
already established, with programs standing out that foster energy
generation using pulp. In the medium term, competition for land leads
to an expansion of other plantations in detriment of the forest base. 4«
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