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PUSH and PULL
IN PAPER

Sellers of recovered fiber have recently seen business
bolstered by solid demand from packaging companies and low
shipping rates. However, a number of market uncertainties
could affect prices in the months ahead. BY KEN MCENTEE

n many ways, 2016 has been a strong year for companies in
I the U.S. paper recycling chain.

Moving into the fourth quarter of the year, recovered paper
suppliers had enjoyed improved markets, which also helped to boost
the bottom lines of troubled materials recovery facility (MRF) oper-
ators. Meanwhile, low ocean freight rates resulting from over-capac-

ity of vessels have sunk a major container line.

PRICES UP DOUBLE DIGITS YEAR-OVER-YEAR

During the middle of September, average U.S. mill prices for recov-
ered paper hovered around 18 percent better than at the same time a
year earlier. Meanwhile, prices for old corrugated containers (OCC)
bested year-ago numbers by 23 percent, according to The Paper
Stock Report.

“It has been a decent year,” summarized a broker in Chicago.

“Corrugated prices have been on the rise ever since the Chinese
New Year (in February),” added an exporter in Southern California.
“Export prices stabilized, and I think we’re getting on a stronger
path. Packaging companies are going strong and making money, so
packaging grades are doing very well.”

That optimism was expressed even as most traders anticipated
a seasonal fourth quarter decline in demand for fiber, coupled with
increased generation, which most likely will bring prices down
somewhat.

At the same time, exporters are saying they anticipate a modest
increase in the near-term cost of moving recovered paper to China
and other overseas markets. Extremely low rates, they noted,
brought on the bankruptcy of South Korea’s Hanjin Shipping
Co., and at least a portion of a proposed October rate increase
announced by steamship lines is expected to take hold — a rare
occurrence in the last several years.

“I can send a container full of paper across the Pacific Ocean to
China for less than it costs me to Uber across town from my house
to the airport,” said the Southern California exporter. “I am ship-

ping containers from Long Beach to China for $125. It’s unheard
Of.”

NO MAJOR FALLOUT FROM HANJIN SO FAR
Early in September, the bankruptcy of Hanjin, the world’s sev-
enth-largest container line, caused havoc in many ports around the
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“We had to reroute them and most of
the material was shipped off to domestic
mills,” he said. “Most of the mills in the
southeast were already in very good shape
for inventory, but there is always a nice
appetite for OCC.”

According to an exporter in Florida,
the Wilmington port problem was a unique
situation.

“At a port like Savannah, where Wal-
Mart and Kmart have big warchouses, all
the ship lines are going in, so it isn’t a major
disruption when Hanjin isn’t there,” he said.
“At Wilmington, Hanjin was the only line
going through there, so it was a problem.”

On the West Coast, an exporter who
ships out of Long Beach said he had some
Cosco containers on Hanjin vessels that
were anchored outside the port.

“We haven't been using Hanjin lately,
but all of the lines are sharing vessels now,
so all of the major carriers are affiliated with
Hanjin in one way or another,” he said. “I
had a lot of Cosco containers on the Hanjin
ships, but I wasn’t very worried about it.
We had to pay to get our empties off and for
the transportation in and out of the port,
but we didn’t have any demurrage charges.”

Another Southern California exporter
added, “We havent had any Hanjin-related
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shipping problems yet, but it’s too early to
tell if their might be later on. Secondary af-
fects are hard to predict with any accuracy.”

Generally, though, the people who were
doing the worrying about Hanjin reper-
cussions were retailers who were concerned
about getting merchandise to their shelves
in time for early holiday shopping.

Opverall, said Niels Erich, spokesman
for the westbound segment of the Transpa-
cific Stabilization Agreement (TSA), the im-
pact of the Hanjin bankruptcy on recovered
paper exporters “should be minor.”

“Hanjin has not been a major player in
the wastepaper market, fluctuating within a
3 to 5 percent market share for the com-
modity,” Erich said. “We've heard relatively
litcle discussion about stranded westbound
cargo, and nothing specific about waste-
paper. Given the overall slowing factory
demand for wastepaper used in export pack-
aging, I doubt the volumes stuck in transit
are very significant.”

LARGER FINANCIAL ISSUES

IN SHIPPING

Erich said TSA’s 15 member lines were
looking to implement a two-stage general

rate increase (GRI) to take effect on Oct. 1
and Nov. 1.

Note: The figures above show mill buying prices and are based on surveys by The Paper Stock Report.

“For Oct. 1, most lines are looking at
around $300 per FEU (forty-foot equivalent
unit) across the board, with some fine-tun-
ing by commodity,” Erich said. “In the
case of wastepaper, however, I'd imagine
lines will be looking for the full GRI or
close to it, as rates have been so low recently
that some lines have considered exiting the
segment to focus on repositioning empty
equipment.”

He said the Nov. 1 GRI is set at $100
per FEU.

“It should be noted, by the way, that
lines first notified the trade of these sched-
uled increases in early August, pre-dating
any of the Hanjin news,” Erich said.

Recovered paper exporters are generally
sympathetic to the container lines” financial
issues.

“They are bleeding,” said an exporter
in the northwest U.S. “If they can’t get
reasonable rates there are going to be more
bankruptcies.”

However, few, if any, exporters expect
the full rate increases to stick.

“They never do,” said the Southern Cal-
ifornia exporter. “They sit down at a table
and everybody agrees, and before they even
reach the elevator they are undercutting
each other. This time around I think rates



will go up, but not as much as they want.”

Opver the past 15 years, he said, he has
paid as much as $700 to move a container
from Long Beach to China, and around
$1,200 to ship from New York to China.
The New York rate, he said, currently sits
around $200.

MARKET SEEMS TO HAVE
REACHED A PEAK

Recovered paper prices have strengthened
as the year moved along, but traders in
September said they anticipated markets to
relax during the fourth quarter.

“If you look at the OCC trend so far
this year, it has followed the same pattern
as last year, and I expect to see prices tail
off like they did a year ago,” said a man-
ager for a southeastern U.S. mill group.
“Export always softens a bit in the fourth
quarter, generation is picking up, especially
at department stores and discount stores, so
domestic prices will soften up.”

A procurement agent for another mill
group said the Hanjin situation has helped
to push mixed paper prices down.

“There was a lot of mixed paper in
those containers that ended up being stuck
domestically,” he said. “Pratt (Industries)
was able to take advantage of that and push
their price down $10.”

A broker in the southwest U.S. spec-

ulated that exports could see an October
bump upward before settling down for the
year.

“Chinese mills have to renew their
import licenses at the end of every year,”
he said. “If Dec. 31 comes and they have
only brought in 80 percent of their quota,
they could get a lower quota from the
government next year. If their buying
is down at the beginning of October,
they may want to ramp it up. If enough
mills are in that scenario, it could cause a
temporary surge in demand for a couple
weeks. That’s the only thing I can see
keeping prices up.”

On average, domestic mill prices for
OCC in September were around $30 per
ton higher than at the beginning of the year,
even after a minor August-to-September
reduction, according to The Paper Stock
Report.

The improved prices helped the coun-
try’s largest MRF operators, which had seen
their recycling operations dragging down
overall bottom lines.

For example, in announcing his
company’s 2016 second-quarter financial
results, Waste Management CEO David
Steiner said a 2.3 percent increase in average
commodity prices for the quarter, and a
2.9 percent decrease in volume, drove the
company’s recycling line of business to its

highest income from operations since 2012.

The reduced recycling volume, he said,
mainly resulted from dropping unprofitable
residential contracts.

In some cases, Waste Management
rebid bad contracts and somebody else took
them, he said.

“Losing those volumes is the best thing
we can do for recycling because they were
literally negative margin volumes,” Steiner
said.

Meanwhile, Don Slager, CEO of
Republic Services, said in his second-quarter
announcement that recent recycled com-
modity prices have trended above the prior
year by about $5 to $10 per ton.

Excluding glass and organics, average
commodity prices increased 3 percent to
$116 per ton in the second quarter, from
$113 per ton during the second quarter of
2015, the Republic leader said. RR
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