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But the story did not end there. Starting in 2009, in the
immediate aftermath of the most severe post-war recession
experienced in the US, demand for corrugated boxes started
growing again. Even though it still trailed GDP growth
(growing at 1.2% per year compared to GDP growth of
2.1%), the gap was clearly closing. Enter 2016. US box shipments outpaced the country’s economic expansion, with this
trend continuing so far in 2017.
Is this an anomaly? Data so far this year do not suggest
so. US box shipments are up 2.8% year-on-year from January
until July. Our view is that we are shifting to a new era were
box demand and shipments will again move closer to GDP
growth, and for the first time in decades may run ahead of
economic expansion on a consistent basis. Two factors are
contributing to this paradigm shift: The first one is the end of
outsourcing. The second is the continued rapid expansion we
see in e-commerce — which has now reached critical mass.

Box Prices Hinged to OCC
Assuming we are correct, and that US box demand continues its recent trend of growing close to the rate of general
economic growth, customers likely will see their box costs
rise in line with, or possibly greater than, the rate of inflation.
The future of box prices will in large measure be a function
of the cost of recyclable old corrugated containers (OCC)
which, in turn, could be impacted by the degree of future

growth in kraft (or virgin-fiber) linerboard capacity. Over the
past quarter-century, as the global corrugated box industry
has doubled, virtually all of the capacity built to supply this
growth has been recycled (or OCC) based. As a result, close
to 80% of global containerboard capacity is predicated on the
use of recycled fiber (and thus cannot process wood).
Despite high OCC collection rates, the world’s supply
could be approaching structural tightness given the “loss” of
roughly 1 in 6 fibers as OCC moves through the process of
being converted into new containerboard. This suggests the
need for more kraft (or virgin-fiber) capacity. However, the
regions with attractive softwood trees for containerboard
production are limited, and gaining environmental permits
for new mills is quite challenging. While we see a handful
of mill conversions from white paper production in the US,
it could be challenging for kraft linerboard capacity to grow
sufficiently to allow for ample supplies of OCC. As a result,
global corrugated box prices could rise a bit faster than inflation. That said, we see relatively few opportunities for substitution in ways that would save box customers money.
C.A. (Chip) Dillon, III is a Partner at Vertical Research
Partners (www.verticalresearchpartners.com) covering the Global
Paper and Packaging Industry. He is a Chartered Financial Analyst
(CFA) and consistently ranks highly in the major polls/surveys of
U.S. Packaging & Forest Products analysts, including a #1 ranking on eight occasions in the Institutional Investor (II) poll.

A Tradition of Quality, Innovation and Reliability
Rodewisch is a full service manufacturer of felts, dryer fabrics,
filter screens and conveyor belts for a multitude of applications
in the pulp and paper industry. Our specialties include spiral
belts (shown) and woven fabrics. We have been developing
specialized fabrics for challenging applications for 140 years.
Rodewisch provides high quality leading-edge products, short
delivery times, excellent service and consultation on special
requests. Attention to detail. Made in Germany.
In North America:
Rodewisch, Inc.
17 Doughty Drive, Ste. 210
Brewer, Maine 04412
207-989-9600
info@rodewischinc.com

Headquarters/Manufacturing:
Filztuchfabrik Rodewisch GmbH
Polenzstraße 101
08485 Lengenfeld
Germany
www.filztuch.de/en
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