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Abstract

Countries promote the development of pulp and paper industries through industrial,
technology and innovation policy measures. Direct interventions and regional and
environmental policies, together with more general governmental measures on trade
negotiations, taxation, labor policies, and infrastructure development (e.g. roads, energy)
have also had an impact on shaping the geographical location of and investments in the pulp
and paper industry. This chapter presents an historical overview of government support on
pulp and paper industry in the Organisation for Economic Co-operation and Development
(OECD) countries from roughly 1970 to 1990. As the earlier literature suggests, in countries
where this industry was a dominant line of business, attention was paid to create a favorable
regulatory environment, as the companies had bargaining power in influencing governmental
policies. The Nordic countries (Finland, Sweden and Norway) are the primary examples of
this kind of pattern. On the contrary in countries in which the pulp and paper industry did not
play a significant role, state aid played a less important role. State aid also influenced on the

technological development of the industry.

Keywords



Industrial policy, OECD, regulation, de-regulation

5.1 Introduction

In this chapter, we look at how governments have supported the growth of the pulp and paper
industry in the Organisation for Economic Co-operation and Development (OECD) countries.
Philip Scranton and Patrick Fridenson have recently argued that business historians should

299

recognize that the “state is always ‘in’” (Scranton and Fridenson 2013). Government
consumption, support, protection and regulation have indeed played an important role in the
evolution of industries over time. Yet, scholars have argued that industrial policy, despite its

significance, is a relatively neglected field of historical and economic research (Grabas and

Nitzenadel 2014; review of literature e.g. in Pack and Saggi 2006).

The period from the 1970s to the 1990s witnessed a gradual change in a number of countries
from coordinated market economies with a strong role played by the state and regulation
towards more liberal market economies and de-regulation. Today European Union
legislation, for example, is aimed at hindering “unfair advantage” through governmental
support for industries — even though the European Commission has rather flexible rules on
which kind state aid is allowed and which is not.! The World Trade Organization (WTO) has
similarly tried to limit state support for industries. However, the governments of many
emerging economies have been eager to support their companies, and since the financial

crisis the popularity of industrial policy has grown in OECD countries as well. Christian

1 On EU competition policy see, for example,

http://ec.europa.eu/competition/consumers/government_aid_en.html. Accessed 7 August

2016.


http://ec.europa.eu/competition/consumers/government_aid_en.html

Grabas and Alexander Niitzenadel have even described this development as representing “a
true renaissance of industrial policy, not only in Europe, but also in other parts of the world”
(Grabas and Niutzenadel 2014, p. 2). Whether industrial policies in different countries have
been successful or not is a moot point, especially as the “relevant counterfactuals are not
available” (Pack and Saggi 2006, p. 268). Thus, it is vital to expand our understanding on
what kind of tools governments have used and can use in their efforts to promote the growth

of their national companies, industries, and economies.

Industrial policy is not an easy topic to study because the governments often have a motive to
shield it from outsiders. The state aid can also take many forms and has varied over time and
space (Bianchi and Labory 2006; Buigues and Sekkat 2009). Therefore, observers have either
focused on individual countries, or have looked at how certain tools, usually financial aid,
were employed (e.g. Aydin 2007; Ford and Suyker 1990). We have adopted a more holistic
approach. We aim to capture the entire industry’s policy system in different countries, and
look at the significant instruments used by governments to support one specific industry over
a certain period of time. As far as we know, no one has tried this before. Though we look at
the various forms of the state aid holistically, we will especially pay attention to ones that

hand on impact to technology development.

We use OECD information on various mechanisms of state aid. This data has a number of
problems, which we will highlight later, but they will, at the very least, give us an overview
of the role played by governments in the development of the pulp and paper industry. Our
holistic approach is warranted as previous studies are not unanimous as to why and how
certain industries are supported and why certain nations engage in industrial policies more

and others less. Public choice scholars (e.g. Frey 1984), for example, assume that the



magnitude of governmental support correlates with the bargaining power of a specific
industry. Other literature on industrial policy, however, suggests that governments are not
just eager to “pick winners” but also often to “help losers” (Foreman-Peck 2014), in
particular if it is important to do so for employment or electoral reasons. Accordingly, we are
motivated to explore the de facto governmental activity in the pulp and paper industry to

understand the mechanisms either resulting in governmental support or lack of it.

Regulation and governmental support for industries are among the major issues used in
classifying countries according to different varieties of capitalism and business systems
(Whitley 1999; Hall and Soskice 2001; Iversen and Thue 2008). As Richard Whitley (1999)
has argued the role played by the state varies in different business systems in time and in
space. According to him the states that were established during or after industrialization has
occurred tend to be more involved in industrial development in general than the states that
were established earlier. This generalization, though, might not hold in a case of one single

industry — as can be seen in the case of pulp and paper in this article.

We argue that government support and overall institutional arrangements played an important
role in influencing investments and technological development in this particular industry.
Investments in the pulp and paper industry are large in size and thus socially important and
widely publicly debated. This has been witnessed most recently in the cases of Uruguay
(since the early 2000s) and Finland (2010s). Financing the investments, infrastructure (e.g.
energy and transport), regional policies, and environmental considerations, among other
things, are issues that have gained attention also from the governmental side (S6derholm and
Bergquist 2012; Wagner et al. 2002). On the one hand, governments are eager to promote

investments in their respective countries in the face of global competition, but on the other



hand investments are regulated in order to prevent possible environmental or societal

challenges (Recently, e.g. Bergquist and Soderholm 2015; Jensen-Eriksen and Ojala 2015).

In the following pages, we will first describe the data used and offer some important critical
considerations regarding our sources. Thereafter, we will briefly map the importance of pulp
and paper industries in OECD countries from the 1950s until the 1990s. Next we will analyse
the government support for the pulp and paper industry in OECD countries during the 1970s

and 1980s, and follow it with our conclusions.

5.2 Data Considerations

In this paper we will make a comparative macro analysis of state aid to the pulp and paper
industry in western countries mainly during the 1970s and 1980s by using the data compiled
at the time by the OECD. The Organisation for European Economic Cooperation (OEEC)
was established right after the Second World War in 1948 to run US-finance reconstruction
program (Marshall Plan) in Europe. The name was changed to OECD in 1961 after US and
Canada had joined the organisation. It was particularly interested in government support for
and regulation of industries during this period, and it is a research-based organization that
compiles data and conducts research to promote a better understanding of economies and

industries to policy makers and industrialists (e.g. Godin 2004).

The pulp and paper industry was among the lines of businesses followed by the OECD and
OEEC. A special pulp and paper industry committee was established to OEEC already at the
turn of the 1940s and 1950s to compile production statistics from European countries; this

committee continued also after OECD was established a decade later. Therefore, this



committee compiled production figures from different countries from the late 1940s onwards,
made reports on production and productivity, and evaluated the current and prospect trends of
paper consumption. Moreover, some comparative material was even compiled from the pre-

war period.

A specific ad hoc committee of the OECD, established in the early 1970s, compiled
information from member countries about government support for the pulp and paper sector.
This committee continued its work until the late 1990s. This data and other OECD
documentation will be used here as the key source for the study. The fact that the OECD put
the forest industries on its agenda early on witnesses the need of the producing countries and

industries to discuss this sector and its development.?

The impact of governmental measures on the pulp and paper industry was topical in the
OECD at the turn of the 1970s. Around that time, for example, in Finland and Sweden
investments in the pulp and paper industries were regulated through a systems that had been
created in the late 1960s and were, to a certain extent, related to environmental considerations
(details in Jensen-Eriksen and Ojala 2015; Bergquist and Séderholm 2011, 2015). Within the
OECD, however, the main focus in analyzing state support did not concern investments or
technology development as such but rather forest ownership (i.e., company, private citizen or

public), cartelization, and production. The special “ad hoc committee” analyzed the topic

2 The collection of documents of OECD (OEEC) Special Committee For Pulp And Paper
(1950-1970); Industry Committee, Pulp and Paper Section (1971- 1998) can be found, for
example, from the archives of the Finnish Forest Industry Association at the Finnish Central

Business Archives (ELKA), Mikkeli, Finland.



further. The member countries were asked to answer a questionnaire focusing on both general
and specific areas of concern that the governments might have in order to regulate - or rather

promote — the pulp and paper industry in each respective country.®

The OECD reports can be seen as summaries of the available information and outlines of the
evaluation exercise of government policy affecting the pulp and paper industry. Though
surveys do have a number of inherent deficiencies in the source data, they are, nevertheless,
valuable sources for studying the regulation of the pulp and paper industry from the early
1970s up to the late 1990s. In particular, they offer a short-cut to drawing international
comparisons. As the surveys concentrated on all state aid and regulation in the field,
investments and technology development, for example, do not show up specifically in the
reports. Nevertheless, in this chapter this governmental support is seen as a motivation for
investments, which in turn, were related to technology development. Moreover, government
support in each respective country might be underestimated in the reports sent to the OECD
because it could have been perceived as an organization whose aim was to hinder government

regulation.

The OECD data also has other obvious shortcomings. Foremost, the OECD data includes
only the (Western and developed) countries that were members of the association. Thus, we
cannot say with the OECD data whether, for example, Asian or South American countries
had governmental measures that attracted the pulp and paper industry before the turn of the
millennium. Also the OECD countries considered that reports were to certain extend unclear

and incomparable, which led ultimately to the end to this kind of data gathering. Namely,

3 ELKA. OECD Industry committee, Pulp and Paper Section, 22 June 1972.



during the late 1980s European member countries in particular got frustrated with the work of
the ad hoc committee and were cautious about the quality of the data they compiled; Japanese
participants even questioned the whole rationale of the data gathering rather early on.* In
contrast, North American participants were more willing to continue this committee, as they
saw it as a means for discussing more openly with European member states, as European
integration was its way to make European countries more unite and one negotiation partner.
The high hopes of the early 1970s changed to frustration as the type of data, which the
committee hoped to compile was seen to be too ambitious, not representative enough and not
really comparative. The reports from the data were revised time and time again as the
member countries were not satisfied with the results. Moreover, there were even some
clashes within the group, and the chairmen and consultants used were frequently subject to
intense criticism. The focus of the pulp and paper committee was changed several times as
the “holistic” approach did not work out. Thus, first the committee concentrated on some “hot
topics” at the time (e.g., energy and waste paper), and lastly during the 1980s some more
general policy issues were discussed in seminars. The results both from the “hot topics™ and
from seminars were rather general and obvious, and so the criticism of the committee
intensified. Nevertheless, the OECD continued to compile important statistical information

that was not criticized by the member country representatives.®

4 ELKA. OECD Industry Committee, Pulp And Paper Section, letters between Castrén and

Neal 18 and 24 April 1973; report by chairman Neal, 29 March 1973.

5 ELKA. OECD Industry Committee, Pulp And Paper Section, summary record of the 2"
session held at the O.E.C.D., 24-25 November 1975; Working Party memorandum (in

Finnish), 11 February 1975; Industrial deregulation: synthesis paper, 24 July 1986.



By the mid-1990s the rationale for having this type of specific committee became even more
challenging, as there were no resources for compiling accurate data from either former
Eastern Bloc countries or emerging Asian economies. The North American representatives,
however, were still more than willing to continue the work, but the Europeans more or less
put a halt to it. As a source critical consideration one must bear in mind that most of the data
compiled by the OECD came either directly from member countries’ officials or private
companies. There was no compulsion to provide the information, and thus its accuracy might

be questioned.’

In this chapter we use also some other sources besides the ones provided by OECD. The
Food and Agricultural Organization of the United Nations (FAO) also compiled data and
analysis that is useful in comparative studies. OECD was more interested in the role of
governments in protecting their respective industries.® FAO reports, in turn, are more
concerned in global development, environmental considerations and changes in inequality.
Moreover, the OECD data is more specifically aimed at analysing the pulp and paper
industries, whereas the FAO reports concern forestry (and forestry politics) in general (e.g.

King 1974/75).

6 ELKA. OECD. Ad hoc working party on pulp and paper, memorandums by v. Ungern-
Sternberg, 1 November 1988 and 28 October 1996. About the initial discussion to compile
comparative data on pulp and paper industry on OECD level, see OEEC, Pulp and Paper

Committee, 26 November 1959.

7 ELKA. OEEC. Pulp and Paper Committee, 26 November 1959.

8 ELKA. OECD. Industry committee, Pulp and Paper Section, 6 December 1971.



5.3 The Pulp and Paper Industry in OECD Countries

The pulp and paper industry has received less government support and been subject to less
regulation in OECD countries than many other industries, such as food, textiles, clothing,
steel, and shipbuilding. An explanation for this situation might be the small rate of change in
employment in pulp and paper industry when compared to other industries, and the pulp and
paper industry’s ability to raise private capital.’® Moreover, pulp and paper industry did not
experience such a industrial decline than many other industries did during the 1970s and
1980s. (Lamberg, Ojala and Peltoniemi 2018) Nevertheless, the pulp and paper industry was
an important line of business in OECD countries during the post war era. The industry was
also highly globalized. The chairman of industry committee for pulp and paper industry, F. A.
Neil, though, might have exaggerated this point when he stated in an industry committee
meeting in 1974 that the ‘paper industry is perhaps one of the most international that exists’,
as all its big players were engaged in foreign trade. At that time, the annual value of the paper
industry trade was 7,000 million US dollars,® whilst in the 1950s its total value in European
OEEC countries was 3,500 million US dollars; it was produced in 2,000 paper mills using a
labor force of 420,000. Moreover, the industry had grown rapidly since the Second World

War. During the 1950s alone, the growth in paper consumption in OEEC countries was

9 ELKA. OECD Ad hoc working party on pulp and paper application of new technologies in

the paper industry, 21 January 1988.

10 ELKA. OECD Ad hoc working party, speech by F.A. Neal, 30 August 1974.



70%,* and the growth continued during the 1960s-1990s. Among European countries the
industry was especially important in Finland, Austria, Sweden, and Norway, and these
nations produced already by the late 1950s two-thirds of all wood pulp produced in OEEC
countries, and exported over half their paper and over 60% of their pulp production
respectively. The other European OEEC countries were, on the contrary, dependent on
imports: 59% of their pulp and 14% of their paper was imported in the late 1950s.2 Although
the production figures increased considerably from the 1960s to 1980s, the size of the labor
force decreased due to the growth in productivity. In Germany, for example, the labor force
in pulp and paper industry in 1960 numbered 77,000 whilst the figure in 1985 was 47,000. At

the same time, though, the value of production rose roughly five fold.*3

Table 5.1 Share of Pulp and Paper Industry employment of total manufacturing employment

in the OECD countries 1967-1982 (% share)

Country 1967 1974 1982
Austria n/a 3.7 3.2
Belgium 2.4 2.5 2.3
Denmark 2.9 2.5 2.3
Finland 111 10.0 9.2
France 2.5 2.6 2.4

11 ELKA. Including Finland, though Finland was not a member state of OEEC at the time.

OEEC Pulp and paper committee, 3 July 1959.

12 ELKA. OEEC. Pulp and paper industry committee, July 3, 1958.

13 ELKA. OECD. Ad hoc working party on pulp and paper application of new technologies

in the paper industry, January 19/21 1988.



Germany 2.6 24 2.3

Greece 2.3 1.9 2.3
Ireland 2.9 2.8 2.3
Italy 24 2.1 2.0
Netherlands 3.0 3.0 2.7
Norway 6.9 5.9 4.6
Portugal 3.9 2.3 2.6
Spain 2.4 2.5 n/a
Sweden 6.9 6.6 7.2
Turkey 2.2 2.3 2.2
UK 3.0 3.1 3.1
Canada 7.1 7.3 7.0
USA 3.5 3.5 3.4
Japan 3.2 2.9 2.7
Australia 2.8 24 2.2
New Zealand 3.9 3.6 3.9
Total av. 3.9 3.6 35

Source: OECD, DSTI/IND/PP/87.2/ (2" revision). Based on UNSO — New York data.
Note: employment of pulp, paper and paper products included; Table includes only OECD

countries from which we have enough data available.

During the late 1980s, there were around 9,000 paper machines in the world, of which around
2,500 were located in the OECD countries. However, the machines in the OECD countries
were larger and newer. Between 1971 and 1988, for example, in the OECD countries 1,300

new machines were built and 1,800 had gone through major rebuilds. Moreover, during the



1970s and 1980s no fewer than 3,000 small machines were shut down; these machines

averaged a capacity of 7,500 tons a year, and this figure rose in the period 1981-1985 to

20,000 tons a year. The industry also went through a major restructuring during this period.

In European Economic Community (EEC) countries alone, between 1975 and 1985 roughly

45% of companies disappeared and 723 mills were shut down (43%). The closed ones were,

however, small and medium sized firms; among the top 100 producers there were no

significant changes before the late 1980s. Moreover, production was concentrated among the

big firms. The top 100 firms in the OECD countries produced one third of paper in the world

in the mid-1970s, and in 1985 this share was already 46%.

Table 5.2 Share of pulp and paper products of total manufacturing in selected OECD

countries 1964-1984 (% from output value)

Country 1964 1974 1984
Austria n/a 4.4 3.8
Denmark 33 2.7 2.4
Finland 20.4 19.2 16.5
France 2.5 3.2 2.9
Germany 2.6 3.7 2.4
Greece 2.1 2.4 1.8
Ireland 24 2.9 1.8
Italy n/a 3.0 2.4
Norway 9.9 8.5 5.7

14 ELKA. OECD. Ad hoc working party on pulp and paper application of new technologies

in the paper industry, 19/21 January 1988.



Portugal 4.1 4.3 3.9

Spain 2.1 4.0 2.8
Sweden 9.8 11.2 9.8
Turkey 2.1 2.2 2.0
UK n/a 3.4 2.8
Canada 8.2 8.4 7.4
USA 3.8 4.1 3.9
Japan 3.9 3.7 3.0
Australia 33 2.8 2.8
New 4.8 5.6 6.6
Zealand

Total av. 53 5.2 4.5

Source: OECD, DSTI/IND/PP/87.2/, 2" revision, based on data by UNIDO.
Note: Share of output (at producers’ prices) of pulp and paper industry in total manufacturing

output. Table includes only OECD countries from which we have enough data available.

As Table 5.2 illustrates, the share of pulp and paper production compared to a nation’s total

manufacturing activity declined in all OECD countries from the mid-1960s to the mid-1980s,
with exception of Australia and New Zealand. Thus, although total production rose, the pulp
and paper industry did not keep pace with overall industrial growth at the time. By the 1980s

the pulp and paper industry was, in this respect, already a declining industry.

5.4 Government Support for the Pulp and Paper Industry



Not surprisingly, countries have promoted development and investments in the pulp and
paper industry using direct industrial, technology and innovation policy measures (see e.g.
Clapp 1995; Christensen and Caves 1997; Ghosal and Nair-Reichert 2009). Moreover,
regional®® and environmental policies, together with more general governmental measures on
trade negotiations, taxation, labor policies, and infrastructure (e.g. roads, energy) had also an
impact on investments in this particular sector. The industry policy literature usually divides
industry policy measures into horizontal and vertical categories (e.g. Buigues and Sekkat
2009, p. 5; Bianchi and Labory 2006). Horizontal ones consist of those measures that concern
all industries in general whereas vertical ones are aimed at supporting a specific industry or
company. In the following discussion we will use this same division and look at the
government aid in different phases of production, from upstream raw materials to production

and finally to downstream markets (Galbraith 1983; Ojala & al. 2006)

Previous studies suggest that in countries where the pulp and paper industry was a dominant
line of business, attention was paid to creating a favorable regulatory environment, as the
companies had bargaining power in shaping governmental policies or were embedded tightly
in the political power system. The Nordic countries (i.e., Finland, Norway and Sweden) are
primary examples of this kind of pattern (Hazley 2000; Jarvinen & al. 2012b; Kuisma 2008;

Lamberg and Ojala 2005; Jensen-Eriksen 2007). Yet, even in the UK, where the paper

15 The regional policies, though important in some countries, were, according to an OECD
report in 1988, not important for the general development of pulp and paper industries in
OECD countries. ELKA. OECD. Ad hoc working party on pulp and paper application of new

technologies in the paper industry, 21 January 1988.



industry was not dominant, the government was willing to protect it for a long time until the

British membership in EFTA made this impossible (Jensen-Eriksen 2008).

Internationalization and recent globalization of the production in paper and pulp industry
companies have made the regulative environment more complex from the companies’
perspective as they had to adjust to different institutional environments. Moreover,
international institutions such as the EU, UN, and World Bank also have their stakes in
protection and regulation. Although the international trade in forest industry products is
indeed an ancient business, the internationalization of production is still rather a late
phenomenon (Bjorklund 1984; Ojala & al. 2006; Zhang 1997; Nagubadi and Zhang 2008).
Institutions have played a crucial role in the evolution of the global pulp and paper industry,
not only in investments but also in other activities as well. This can be seen, for example, in
the case of the German paper industry in which cartelization presumably hindered the
possibilities of individual firms to grow in size (Turunen 2012). Today, environmental
regulation is a crucial factor that determines in part the location of new plants, for example in
fast growing paper-producing areas in South America (Lima-Toivanen 2012). As a part of
institutional development, property rights play a significant role, whether in terms of forest
ownership or possibilities to industries to operate at large, i.e. to be sure that their investments
are secured also in the future and are not threatened e.g. by socialization. Forest ownership is
among the crucial questions in Nordic countries and differences in terms of property rights
partly explains the different paths in North American and East Asian development (Jarvinen

et al. 2009; Jarvinen et al. 2012b; Kuhlberg 2012; Palo and Lehto 2012; Toivanen 2012).

In the following discussion we will analyze specifically the governmental support for the

pulp and paper industry during the 1970s and 1980s by using the OECD documents and



questionnaires as sources for the study. During the early 1970s the OECD surveys created
certain categories for different types of government regulation. First, the questionnaires and
reports were divided into upstream, production, and downstream stage support and regulation
(Figure 5.1). The first two included all measures to enhance production (from raw materials
and energy to actual production in mills), whereas downstream strategies referred to markets,
which was an especially important topic at the time because of concerns about collaboration
within the industry and the existence of possible cartels. Although cartels were considered so
varied and difficult to study, the ad hoc committee left the issue to yet another committee in

the OECD, which specialized in studying cartels.®

Both up and downstream production were further divided into more general (horizontal) and
more specific governmental measures (vertical), each having a number of sub-categories.
General measures included, roughly, all sorts of industry policies not specifically aimed at
promoting the pulp and paper industry but industries in general, whilst specific measures

were more directly concentrated on pulp and paper industries.

Figure 5.1 Various ways of regulation and governmental support on pulp and paper industry

in different phases of production

Source: ELKA. OECD Industry committee, Pulp and Paper Section, ad hoc working party of

the industry committee.

16 ELKA. OECD Industry committee, Pulp and Paper Section, Memorandum by Aarne

Castrén, 20 May 1972.



Note: Classification in accordance to OECD questionnaires from the early 1970s.

The distinction drawn between general and specific measures shown in Figure 5.1 did not
reflect their economic importance for the pulp and paper industry. This was also underlined
in the reports: the specific measures were not necessarily the most important ones and their
impact was not always the greatest, though they were easier to assess. Moreover, the OECD
reports do not take a clear stand on whether these government measures were effective or not.
Also for historians, though, the causal relations between the government measures and
outputs - in this case their effect on investments and technology development - might be
impossible to pinpoint as the specific and more general (industry) political measures might
have affected the industry at the same time, but differently. The categorization schema by the

OECD is, however, valuable in identifying national differences in industrial policies.

5.4.1 Government Measures to Support Upstream Production

In the OECD report from the early 1970s, the government measures applied to upstream
production (broadly, raw materials and energy use) could affect industries in general and the
pulp and paper industry in particular. This was the case, for example, with the Japanese
special tax rates apply to the consumption of electric power (see Seung-Joon and Ruuskanen,
2015). Similarly, in Finland during the 1970s and 1980s energy policies played an important
role in determining certain massive investments; United Paper Mills, for example,
concentrated on energy-intensive thermomechanical pulp (TMP) in its paper production
partly as a consequence of the nuclear electric power built in the country at the time

(Michelsen and Sérkikoski 2005; Ojala and Lamberg 2006; Ruostetsaari 1989).



Besides general measures affecting upstream production, governments in different OECD
countries applied more specific means of support to industries. This support — usually in
means of subsidies - considered different fibers used as raw materials for pulp and paper
industry, that is wood, vegetable matter and waste paper. Again, the direct link between the
regulation and governmental support and investments might be difficult to show, but at least
some initial observations can be made. In order to save the availability of these fibers
governments could either: 1) ensure their availability from abroad; 2) ensure their availability
from domestic sources; or 3) stimulate research on raw materials and encourage the salvaging
of fibrous material for recycling. Of these three measures the first one is not analyzed in
detail in the reports; they only refer to the lowering of customs duties on imported raw
materials in Japan and duty free quotas in the EEC. The second one — especially the use of
forest resources — is widely discussed in the reports. The third one, the importance of
renewable materials, was one of the focus areas of pulp and paper industry committee during
the turn of the 1970s and 1980s. Especially the committee was interested in technological

development in this particular sector.

The second measure, the availability of raw material fibers from domestic sources was
analyzed in greater detail in the OECD reports, and the reason was simple. This was among
the most common measure the governments had, for example, to affect the ownership of
forests through legislation, regulate the use of forest resources, and prevent over-exploitation
and pollution. In order to enhance the availability of domestic raw materials some countries
restricted their exports. According to the reports Austria was controlling exports of wood and
chemical pulp, and certain Canadian provinces had limited the exports of round wood.
However, the reports does not mention in this context the measures made in Finland and

Sweden to control investments that in practice also reduced the exports of raw materials and



semi-finished (pulp) products (Jensen-Eriksen and Ojala 2015; Bergquist and S6derholm

2015).

Moreover, the OECD reports list numerous government policies that apply to maintaining or
developing both private and public forest resources and facilitating their efficient
exploitation. According to the report the governments (either state, regional, or local)
controlled quite significant shares of forest resources available in the domestic markets,
namely in Canada 92%, Australia 76%, Germany 70%, Belgium 47%, France and UK 40%,
Japan 32%, Turkey and Denmark 30%, USA and Spain 25%, The Netherlands and Sweden
20%, Austria 14%; but Finland and Italy only 10%, Norway 7%, and Switzerland and
Portugal 5% respectively. Exactly how this control was exercised is not described in detail in
the OECD reports, and most likely the strength of government control varied from direct
forest ownership to rather general rules on the use of forest resources. Thus, these figures are

not as comparative as the OECD reports suggests.

Also the reports indicate that other measures were taken by the governments to ensure the
availability of raw fiber from domestic sources. These included securing the use of the
governmental-owned forests by supporting forest road-building (especially in the USA,
Australia, Canada, the UK, and Finland); by supporting forestry (e.g. by funding for
removing dead and diseased trees); and by encouraging the rationalization of exploitation
procedures. Similarly, various measures were taken to support the use of privately owned
forests as well, such as information services, improvements in tree cultivation and favorable
taxation policies in Canada; subsidies to building forest roads in Japan; reforestation and tax
incentives in the Netherlands; the purchase of capital goods in Portugal; education in Canada

and Portugal; and technical assistance in the United States. Moreover, in most of the OECD



countries governments gave aid for tree planting through tax rebates, loans or subsidies,
technical assistance, and through information services. These measures secured the raw

material base for the forest industry companies and thus made greater investments possible.

The third measure to ensure the availability of raw fiber from the domestic sources was,
according to the OECD reports, to stimulate research on raw materials and encourage the
salvaging of fibrous material for recycling. All countries gave aid to technological research
into wood, mainly through specialized offices and services run by the state or handing out
subsidies. These included forest technology services in Austria, Belgium and Portugal,
research institutes in the Netherlands and Belgium; a forest products laboratory in the USA;
wood technical centers in France and Belgium; a school of agriculture in Denmark; and
research laboratories on wood use in Germany, Finland, and Australia. Waste paper as
potential raw material was studied in only a handful of countries (Austria, Canada, the
Netherlands, Turkey, UK, and USA), although its importance was rising at the time (see
especially Bouwens 2004; 2012). Vegetable fibers were specially studied in Denmark as the
country had reasonable developed agricultural sector but lack of forest based resources. The
use of vegetable fibrous materials was also studied intensively were also studied intensively also

in Austria, USA, and Turkey.

The government’s indirect role in investments and technology can also be seen in the form of
inputs to research and development, and this was mainly done through universities. During
the late 1980s, though, most of the OECD countries had rather small shares of government
financed R&D in the pulp and paper industry, with the exception of Canada and Finland,

which both had over 6% of government spending in this area. Sweden had a share near 5%,



and other OECD countries had much less government funding devoted to R&D in pulp and

paper.t’

5.4.2 Measures to Support the Production Stage

There were also various government measures that were applied to pulp and paper production
in the early 1970s. They were designed to expand or rationalize the production capacity of the
pulp and paper industry. The OECD grouped these into two main categories, depending on
whether or not they were specifically concerned with the pulp and paper industry. Among the
general measures to support the production stage, the most typical ones were concerned with
finance; they either came under regional development policy or general industrial policy.
These measures were directly related to investments by the companies. Regional policies
played an important role in a number of countries, as the raw material and also the mills were
quite often situated in the remote and less-developed areas of each respective country. The
general measures in support of regional development included loans at reduced rates of
interest in Australia and Germany; special arrangements for loan repayment in Germany and
Italy; guarantees of loans in Belgium, Germany, Italy, the Netherlands, and Sweden;
subsidies or grants in Belgium, Canada, Italy and Sweden; investment credits in Italy,
Sweden, Japan; and more special measures such as reimbursement of water or land freight

transport costs in Italy.
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More general industrial policy measures affected the pulp and paper industry on the same
basis as other industries. Whilst the above-mentioned regional policy measures might have
had an effect on the geographical location of investments, the regulations applying to
international trade in capital and capital goods had a decisive effect on a number of
companies, especially in small countries to make the investments in the first place. Namely,
with regional policy measures governments could have on affect to geographical situation of
investments; thus, to better match, for example, needs for employment in different parts of
the country. Government role was important in small countries from this respective as it
played a role in financing (directly or through various indirect measures) the investments, as
collecting capital from domestic markets was challenging on the one hand, and getting loans
from abroad was regulated on the other (Jensen-Eriksen and Ojala 2015). For example,
Norway and Portugal supported investments in new machinery by exempting it from customs
duty. Moreover, most of the countries had restrictions on inward FDI and foreign ownership
at the time, and some governments also had regulations concerning outward foreign
investments. The general governmental policies also included measures of financial aid to
manufacturing industries other than those taken under regional development policy. These
included rates of depreciation in Canada, Denmark, Portugal, Spain, Sweden, and Australia;
credits for investments granted in Belgium, Spain, Belgium, Denmark, Finland, Turkey and

UK; and subsidies granted in Belgium, the Netherlands, Spain, and the UK.

5.4.3 Vertical Measures to Support Pulp and Paper Industry

The specific (vertical) measures to support the pulp and paper industry are less numerous

than the more general ones mentioned above, and the reason this is the case is obvious: the

industry was not dominant in most of the OECD countries. The countries in which the pulp



and paper industry played a more central role in the economy were most likely also to support
and regulate this specific industry with more direct measures. Moreover, these measures

included also ones that were directly related to investments and technology.

The specific government measures to promote and regulate the pulp and paper industry
during the 1970s were related especially to the government direct participation in ownership
of pulp and paper industry companies, or were aimed at rationalizing existing capacity or
restructuring industry structure. Government ownership in the companies was, indeed, the
ultimate measure to control and regulate the industry. However, the enterprises with
government participation did not, except in Turkey and to a smaller degree in Finland and
Spain, account for a very high percentage of the country’s total pulp and paper production
capacity: Canada 1.5%, Denmark 8%, Spain 24 % (pulp) and 5% (paper); Norway 10%,
Sweden 4% (pulp), 5% (paper); Finland approximately 25%; Turkey 100% in pulp and 82%
paper. With the exception of Denmark (3%) and Norway (10%), the governments held very
high percentages of the total share of capital of enterprises in which they were concerned. In
Sweden, for example, the National Swedish Forest Industries Company (ASSI) that was
founded in the 1930s was entirely government owned (Melander 2005). Even though the
OECD was quite sensitive about government participation in company ownership, its reports
were still quite positive on the subject. Its perspective was related to the fact that, in most
cases, the authorities did not play an active role in determining company policy and so
government ownership did not greatly affect the activity of the pulp and paper industry. Thus,
according to the reports from the early 1970s, only in Sweden and Turkey could the activities
of companies with government holdings be described as constituting government

intervention.



In some OECD countries governments also aimed to restructure their respective pulp and
paper industries using direct measures. In Germany, for example, the federal government had
been guaranteeing loans since 1966 for investments designed to rationalize the pulp industry.
Similarly, in Italy a 1966 law provided for financial aid for the same purpose, though with
more limited capacity than the German one. Spain and Turkey reported to the OECD as the
only countries that government helped establish new structures (larger units, integration of
sector) in the paper industry; Spain in turn enforced the concentration of industry; and the
Netherlands had started in the early 1970s a governmental-led study on the structure of the

country’s pulp and paper industry.

Moreover, most of the countries with pulp and paper industries had some sort of measures in
the early 1970s to support downstream production, principally marketing and especially
exports. In practice all countries had special tax arrangements that applied to exports and 16
out of 19 countries used export credit insurance (with the exception of Austria, the
Netherlands, and Turkey). Moreover, Norway, Portugal, Finland, Australia, and to a certain
extent Sweden had direct export credits. General measures to protect the pulp and paper
industry at the downstream stage included custom duties, countervailing duties, and quasi
taxes on imports. Furthermore, some countries applied measures designed to cover

consumption requirements, including EEC duty-free tariff quota for newsprint.

Related to investments, a number of OECD countries also had direct measures aimed at
regulating investments in pulp and paper industries, and most of these related to securing the
raw material base. For example, any increase in capacity required prior authorization from
competent authorities in Japan and in Spain. Moreover, the OECD reports were critical of the

withdrawal of government investment grants, which, in the UK, were judged to have affected



investment decisions. Also the decisions preventing pulp and paper production capacity from
expanding beyond the annual cutting possibilities in Finland were listed by OECD (more on

the issue in Jensen-Eriksen and Ojala 2015).

5.5 Conclusions

The OECD surveys on the pulp and paper industry creates a picture that is to some extent
obvious: in countries in which the forest industry in general and pulp and paper industry in
particular were especially important in terms of share of GDP, governments applied more
favorable regulation to promote this industry. Obvious examples are Finland, Sweden and
Canada.'® As previous studies have shown the countries indeed tend to move resources to
areas where they have comparative advantages in terms of factor endowments, although
results from this type of support are not necessarily dynamic (Succar 1987; Pack and Saggi
2006). Moreover, countries also have a tendency to support “infant industries” as the
production costs for new industries might be higher than already established industries in
competing countries such that the state support is needed (Baldwin 1969; Pack and Saggi

2006).

The picture is, however, not simple. Even within the OECD countries there were a number of
governments that supported the pulp and paper industry even though it did not play a
significant role in the economy nor was the industry at its “infant” stage with promising

future prospects. In the countries with fewer “natural” factors of production (especially raw
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materials) in the pulp and paper industry, though, government aid fell mainly to the
horizontal level. It was part of the more general industrial policies rather than directly aimed
at the vertical level of this particular industry. Moreover, in the case of pulp and paper
industries in OECD countries during the 1960s to 1990s “infant industry” support hardly
occurred, but it was most likely the case in emerging industries in this particular sector in

Asia and South America.

Unfortunately, the OECD data enables us to show only the various means of state aid, not the
real magnitude of this support in terms of volumes or values. Nevertheless, the OECD data
also clearly shows that even “liberal market economies” had programs to promote state aid to
this specific business sector. Moreover, even in countries in which the pulp and paper
industry played rather insignificant role (like Denmark) there was government support for
this industry, although in these countries the state aid was more often a part of more general
industrial policies. Moreover, the data indicates that even from the 1970s onwards, a period
that is usually considered as one of deregulation, there were no significant decline in state
support for this industry. These outcomes, though, are highly tentative as more in-depth

analyses ought to be carried out with this subject matter.

Our view in this chapter is biased, as we had accurate data from the OECD committee only
from the 1970s and 1980s. Thus, the development of government policies to promote or
constrain the investments before and after that period are not analyzed in detail in this paper.
Moreover, we have accurate data on the government role only from western, developed
countries, whereas the major change during the last decades was the migration of this
industry from these western countries to Asia and South America. Nevertheless, the 1970s

and 1980s witnessed an enormous increase in pulp and paper production, massive



investments in production machinery, and also leaps in technological development in terms

of larger mills and automation.

The emergence of the pulp and paper section within the OEEC/OECD was in the first place
motivated by the fact that member countries and their respectable industries needed better
international statistics that enabled countries to identify their weaknesses in production and
thus emphasize regulation in these particular sectors (if necessary and if politically possible).
Investments as such were not the key issue in the discussions surrounding the data gathering,
but they can be seen as a long term aim. Through investments it was actually possible to
effect better labor productivity, more energy efficient production, and the more sustainable

use of raw materials.

In all, one might argue that government support and regulation had an impact on investments,
and thus, might have affected also the technological development and change in global
dominance in the pulp and paper industry. However, as can be detected from the OECD
surveys the ways the government could support and regulate industries in general and pulp
and paper industry in particular were many and diverse. Moreover, one might also argue that
a number of indirect measures in each country were not even listed in the OECD surveys,

especially those that might have affected investment decisions unintentionally.
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