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Week of August 17, 2001

In the news…

The Pulp and Paper Products Council released its July International Chemical Market Pulp statistics.  According to these statistics: 

-Norscan  pulp inventories rose 5000 tons from the previous month to 1.785 million tons.  The 10-year average inventory change for July is +147,000 tonnes. 

- Norscan production of 1,748,000 tons represented a 90,000 ton increase from June but a 306,000 tons drop versus the same period last year.  This amounted to an operating rate of 85 percent, the lowest since July 1991.

-Norscan shipments increased 10,000 tons to 1,743,000 tons from June’s level, but dropped 124,000 tons compared to the same month last year.

Price.  The pulp market continued to show price weakness especially in the soft grades.  This week’s NBSK PIX pulp benchmark price on the Finnish Options Exchange fell to US$457.58, down US$2.24 (0.49%) from last week.  The BHKP benchmark price for Euca/Birch came in at $398.45, up $1.64 (0.4%) from last week. 

Market Conditions.  This week’s market conditions were very similar to those of a couple of weeks ago when hardwood prices showed tentative signs of market recovery.  The question on everyone’s mind is, “Are we at the inflection point yet”?  The answer to this question, unfortunately, is not easily defined.  Taking a look at current market fundamentals we see a lot of mixed signals. 

-First, this week’s price increase in the hardwoods and the decelerating rate of decrease in the price of softwoods indicates a possible price strengthening.

- Second, producers’ efforts in reducing production levels to match supply with demand has been an encouraging sign for producers.  From the table below one can see that the burden of downtime fell mostly on the Canadian mills, which are the highest cash cost producers.  This producer discipline led to an operating rate of 85 percent for July, the lowest in 10 years. The picture for producers remains bright in August as announced downtime already exceeds July’s level.

- Third, UTIPULP inventories have reached lower levels relative to recent months and European consumers are expected to begin restocking to take advantage of historically low prices. 

- Fourth, the chart below shows a very important relationship between shipments/inventory ratio and NBSK price.  Historically it has been suggested that when the S/I ratio reaches 1 it signals a price recovery in NBSK.  The S/I ratio, as shown in the graph below, has been increasing since the beginning of this year and seems to be approaching 1. 

-However, despite the positive signs listed above, any sustained recovery in pulp prices remains contingent on an improving economic outlook.   And there’s still a great deal of uncertainty surrounding this issue.   Market consensus still appears to point towards a late 2001 or early 2002 recovery, but no definite trend has yet emerged. 


    PPPC Chemical Market Pulp Statistics

	000 tonnes
	Canada
	US
	Sweden
	Finland
	Norscan

	  
	 
	 
	 
	 
	 

	  Op. Inventory
	826
	502
	367
	85
	1,780

	Production
	672
	636
	276
	164
	1,748

	Shipments
	708
	623
	262
	150
	1,743

	Clos. Inventory
	790
	515
	381
	99
	1,785

	Inventory Chg
	-36
	13
	14
	14
	5

	Op. Rate
	81%
	88%
	86%
	86%
	85%


Source: Pulp and Paper Products Council

Enron Industrial Markets and its affiliates are engaged in the trading of forest products and related commodities, and swaps, options, forwards and other derivatives on such commodities, for their own accounts and such trading could affect the markets for or prices of such commodities or derivatives.  The markets for and prices of such commodities and derivatives could also be affected by a variety of other factors, including supply and distribution factors, activities of other market participants and economic conditions generally.  Enron Industrial Markets and its affiliates assume no liability or responsibility for the accuracy or completeness of any information contained herein or for ensuring that any such information is current or updated.  The views set forth herein are intended solely for the personal use of the recipient, should not form the principal basis for any investment or trading decision and are not intended as advice or as a recommendation or solicitation of any transaction.  The user is solely responsible for any investment or trading decisions made on the basis of this information.  The information set forth herein is subject to change without notice at any time.
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