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The last three months have been brutal across much of the paper & 
packaging sectors.  A sharp drop-off in consumer spending coupled with an 
aggressive reduction in corporate inventories has yielded big domestic volume 
drops for many of our companies.  The inventory reductions were very abrupt, but 
also somewhat different from past inventory cycles.  Manufacturers & merchants 
appear to have been responding to fears about the pull-back by consumers as well 
as concerns about the health of the financial system and the ability to access 
capital.  The upshot appears to have been an aggressive effort to convert working 
capital to cash by drawing down inventories. 
 
Halloween come in November.  Although Nov. volume numbers are not yet 
publicly available, they are apt to be very scary.  How scary?  Anecdotally, this 
sounds like it could be the weakest volume month in almost 30 years.  A number 
of companies are reporting November volume comparisons in the range of -8% to 
-20% y/y.  Looking at key indicators like the ISM’s manufacturing survey (see page 
2), these drops shouldn’t be a real shock.  For example, we think most firms will 
report corrugated box volume declines of 8-15% y/y for Nov.  At the same time, 
it’s hard to see some of the reported volume declines continuing for an extended 
period.  49% of corrugated boxes are sold to the food & beverage industry.  
Historically, volumes to these industries have been quite stable. 
 
Inventory reductions may have reached a crescendo in November.  In 
conversations with private & public companies over the past three days, we’ve 
been struck by the number of firms in various businesses reporting that vol’s have 
stabilized over the past two weeks.  A few examples: One paper company 
reported that its worst volume day in over a decade came on October 17th; just 
five weeks later, it saw a record order day on November 24th.  A privately-held 
merchant reported volumes off 15-20% in November, but reported early Dec. vol’s 
to be flat y/y.  After big declines in October and November (especially weak), a 
number of box producers are reporting relatively flat y/y volumes since late Nov.   
 
This may be a broader phenomenon.  We were struck by similar comments out 
of NOVA Chemicals (NYSE: NCX) yesterday.  Nova reported that polyethylene 
orders in the first 10 days of December exceed full month sales for Oct. and Nov.  
Interestingly, NOVA also noted that they resumed polyethylene exports to China in 
the second half of Nov.  As we reported in a research note on Nov. 20th, our trade 
sources reported that Chinese buyers were slowly returning to the pulp market. 
 
To be very clear, we are not calling a bottom in the economic cycle.  We think 
that the next 12-18 months will be extremely difficult.  The US economy is still 
contracting and the slowdown has now become global.  In the US, a contracting 
economy will mean falling demand for many of the firms we cover.  With offshore 
markets shrinking and the US$ rising, we think the backdrop for our paper-based 
companies looks especially rough.  And with credit still very tight, financial 
restructuring moves appear inevitable, from our perspective.  
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The last three months have been brutal across much of the paper & packaging sectors.  A 
sharp drop-off in consumer spending coupled with an aggressive reduction in corporate 
inventories has yielded big domestic volume drops for many of our companies.  The 
inventory reductions were very abrupt, but also somewhat different from past inventory 
cycles.  Manufacturers & merchants appear to have been responding to fears about the pull-
back by consumers as well as concerns about the health of the financial system and the 
ability to access capital.   The upshot appears to have been an aggressive effort to convert 
working capital to cash by drawing down inventories. 

Halloween came in November.  Although November volume numbers are not yet publicly 
available, they are apt to be very scary.  How scary?  Anecdotally, this sounds like it could be 
the weakest volume month in almost 30 years.  A number of public & private companies are 
reporting November volume comparisons in the range of -8% to -20% y/y.  Looking at key 
indicators like the ISM’s manufacturing survey (see below), these drops shouldn’t be a real 
shock.  For example, we think most firms will report corrugated box volume declines of 8-
15% y/y for November.  At the same time, it’s hard to see some of the reported volume 
declines continuing for an extended period.  49% of corrugated boxes are sold to the food & 
beverage industry.  Historically, volumes to these industries have been quite stable. 

Figure 1:  ISM Purchasing Manager’s Index 
 

Source: Institute for Supply Management, FactSet 

The inventory reductions in our sectors may have reached a crescendo in November.  In 
conversations with private & public companies over the past three days, we’ve been struck 
by the number of firms in various businesses reporting that volumes have stabilized over the 
past two weeks.  A few examples:  One paper company reported that its worst volume day 
in over a decade came on October 17th; just five weeks later, it saw a record order day on 
November 24th.  A privately-held merchant reported volumes off 15-20% in November, but 

35

40

45

50

55

60

65

N
ov
-9
8

A
pr
-9
9

S
ep
-9
9

Fe
b-
00

Ju
l-0
0

D
ec
-0
0

M
ay
-0
1

O
ct
-0
1

M
ar
-0
2

A
ug
-0
2

Ja
n-
03

Ju
n-
03

N
ov
-0
3

A
pr
-0
4

S
ep
-0
4

Fe
b-
05

Ju
l-0
5

D
ec
-0
5

M
ay
-0
6

O
ct
-0
6

M
ar
-0
7

A
ug
-0
7

Ja
n-
08

Ju
n-
08

N
ov
-0
8

Nov. = 36.2



11 December 2008 Paper & Forest Products Paper & Packaging  

Deutsche Bank Securities Inc. Page 3 

reported early December volumes to be flat y/y.  After big declines in October and November 
(especially weak), a number of box producers are reporting relatively flat y/y volumes since 
late November.   

This may be a broader phenomenon.  We were struck by similar comments out of NOVA 
Chemicals (NYSE: NCX) yesterday.  Nova reported that polyethylene orders in the first 10 
days of December exceed full month sales for October and November.  Interestingly, NOVA 
also noted that they resumed polyethylene exports to China in the second half of November.  
As we reported in a research note on November 20th, our trade sources reported that 
Chinese buyers were slowly returning to the pulp market. 

To be very clear, we are not calling a bottom in the economic cycle.  We think that the next 
12-18 months will be extremely difficult.  The US economy is still contracting and the 
slowdown has now become global.   In the US, a contracting economy will mean falling 
demand for many of the firms we cover.  With offshore markets shrinking and the US$ rising, 
we think the backdrop for our paper-based companies looks especially rough.  With credit 
still very tight, financial restructuring moves appear inevitable, from our perspective.  
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Appendix 1 
Important Disclosures 

Additional information available upon request 

For disclosures pertaining to recommendations or estimates made on a security mentioned in this report, please see 
the most recently published company report or visit our global disclosure look-up page on our website at 
http://gm.db.com. 

 
Analyst Certification 

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst about the subject 
issuers and the securities of those issuers. In addition, the undersigned lead analyst has not and will not receive any 
compensation for providing a specific recommendation or view in this report. Mark Wilde 

 

 

Equity rating key  Equity rating dispersion and banking relationships 

Buy: Based on a current 12- month view of total share-
holder return (TSR = percentage change in share price 
from current price to projected target price plus  pro-
jected dividend yield ) , we recommend that investors 
buy the stock. 
Sell: Based on a current 12-month view of total share-
holder return, we recommend that investors sell the 
stock 
Hold: We take a neutral view on the stock 12-months 
out and, based on this time horizon, do not recommend 
either a Buy or Sell. 
Notes: 
1. Newly issued research recommendations and target 
prices always supersede previously published research.
2. Ratings definitions prior to 27 January, 2007 were: 

Buy:  Expected total return (including dividends) of 
10% or more over a 12-month period 
Hold: Expected total return (including dividends) 
between -10% and 10% over a 12-month period 
Sell: Expected total return (including dividends) of -
10% or worse over a 12-month period 
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Regulatory Disclosures 

1. Important Additional Conflict Disclosures 

Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the 
"Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to review this information before investing. 

 

2. Short-Term Trade Ideas 

Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are consistent 
or inconsistent with Deutsche Bank's existing longer term ratings. These trade ideas can be found at the SOLAR link at 
http://gm.db.com. 

 

3. Country-Specific Disclosures 

Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian 
Corporations Act. 
EU countries: Disclosures relating to our obligations under MiFiD can be found at http://globalmarkets.db.com/riskdisclosures. 
Japan: Disclosures under the Financial Instruments and Exchange Law: Company name - Deutsche Securities Inc. Registration 
number - Registered as a financial instruments dealer by the Head of the Kanto Local Finance Bureau (Kinsho) No. 117. 
Member of associations: JSDA, The Financial Futures Association of Japan. Commissions and risks involved in stock 
transactions - for stock transactions, we charge stock commissions and consumption tax by multiplying the transaction 
amount by the commission rate agreed with each customer. Stock transactions can lead to losses as a result of share price 
fluctuations and other factors. Transactions in foreign stocks can lead to additional losses stemming from foreign exchange 
fluctuations. 
New Zealand: This research is not intended for, and should not be given to, "members of the public" within the meaning of the 
New Zealand Securities Market Act 1988. 
Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any 
appraisal or evaluation activity requiring a license in the Russian Federation. 
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