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Market Pulp Price Dynamics

Case Study

“Companies don’'t go down for what they don’t know,
companies go down for what they know that isn’t so”

In spring and summer 2002 the
pressure to act grew in the pulp
division of a large US based forest
products corporation. They had been
suffering from low profitability for a
prolonged period of time. The efforts
of tedious cost-cutting had been
intensified year after year.

Regardless, the cost cutting had not
notably helped. The management
team consequently concluded, that
the outcomes of cost-cutting were

sooner, rather than later, passed on to
the pulp buyers in the form of lower
prices.

This insight had turned the
management team’s attention to
pricing — was product pricing the
answer to better profitability? The
discussion on pricing and market price
behavior revealed how different the,
assumptions and beliefs were among
the management team members.

The team started to doubt their factual knowledge of pulp market understanding. The
list of “what we know that might not be so” was long. Here is the start of it:

1. s there really a “correct” market price as we have been taught or could
the price be e.g. 100 USD / ton higher than today and still be “correct”?
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Does raising the price aggressively bring us more profit over the cycle
compared to milder behavior?

Why it is so that we give discounts in order to increase sales but usually
end up selling even less than before?

Is the suppy-and-demand —balance the most important price driver or is
there something more fundamental behind the scenes?

Are we at the mercy of outside forces or are we actually part of the
problem?

Why do we continue to buy, year-after-year, these market forecasts
from company ABC when nobody, literally nobody, trusts them at all?

Why do none of the forecasts predict cycles, when we are all sure there
will be cycles?
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Figure 1. Accuracy of STE Chemical Pulp Market forecasts.

So when STE approached the client in
the fall of 2002 they were willing to
question most of the conventional

“truths” about the chemical pulp
market. The client purchased a
seminar, market forecast and

documentation on market structure.

The management team members
participated in the seminar in October
2002. It focused on market rules,
market dynamics and industry beliefs.

“It was one of the most difficult
meetings I've ever attended,”
commented one participant. “It is not
easy to accept that some of your
beliefs have no foundation.” Thanks
to the client’s open leadership culture
no “I told you so”-attitude nor “winner
— loser” mentality was present.
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After the seminar, the company started
implementing changes. Two years
later, in the follow-up discussions, the
client expressed their satisfaction with
the results. “By far the most important
aid and biggest profit improvement
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for us came from the understanding
of the fundamentals of the price
dynamics and from throwing away
some long-held misconceptions about
the market.  Though the market
forecast was accurate, its importance
was lesser.”
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Figure 2. Accuracy of traditional pulp price forecasts.

Systems Thinking Europe, Inc. (STE)
is a management consulting company
focusing on providing new
understanding of market dynamics
and providing accurate market
forecasts. STE has models in paper,
chemicals and energy industries. P&P
markets covered, among others, are
pulp, newsprint, LWC, SC, fine paper
and container board.

STE models cover European, North
American and global markets. Our
clients are leading global companies
with annual sales from 2 to 30 billion
USD.

STE's focus is on solving complex
business problems by applying system
dynamics.
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