CREATING VALUE

As demand for cigarette papers ebbs, suppliers are investing in quality, variety and novelty.
By George Gay
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Although it sometimes feels frustrating that the switch to
next-generation products (NGPs) is not going faster than it
is, this is not altogether a bad thing because it is avoiding a
revolution. There needs to be balance, and those people with
a stake in the status quo need to at least be taken into consideration while not being allowed to obstruct positive changes.
The tobacco industry is huge, employing and supporting
directly and indirectly millions of people, so any transition
to NGPs needs to be made partly with them in mind. And,
for a multitude of reasons, this seems to be happening within
the industry.
Remarkably upbeat
I am often surprised that suppliers operating within the
industry are as optimistic as they seem to be. In August, I
asked BMJ whether demand for cigarette industry papers—
cigarette paper, plug wrap paper and tipping paper—was
increasing, decreasing or stable, and I was told by chief executive officer Omar Rahmanadi that, in general, demand for cigarette industry papers was decreasing, especially in developed
markets. Rahmanadi admitted that BMJ was expecting headwinds in the future within the market for cigarette industry
papers, but he added that the company remained committed
to serving the cigarette industry.
And when I asked Julius Glatz’s managing director, Nina
Ritter-Reischl, the same question, she told me that the general demand for cigarette paper, plug wrap paper and tipping paper was, as in the past few years, decreasing slightly
due to various regulations being enacted worldwide and
the increasing use of alternative products. So yes, according to Ritter-Reischl, demand is decreasing, but notice the
“slightly” there. And Ritter-Reischl added that, nevertheless,
demand for high-quality products was holding up even better, so the decrease in that sector was slower than it was in
the market overall.
In fact, Ritter-Reischl said in answer to another question
that Julius Glatz’s market share had held steady in recent
years. Two-thirds of Julius Glatz’s business was with the
tobacco industry, so it was not immune to what was going
on within the industry globally. But because the company’s
customers were still in the market for quality products and
services, it could defend its market share and ensure that
volumes remained fairly stable. This was especially true for
the more demanding products, such as cigarette papers and
tipping base papers.



hesitate to drag Brexit into this completely
unrelated story on cigarette industry papers,
but I would like to use it to demonstrate
how the positive effects of a speedy transition
can be hugely exaggerated to the point where
what is perceived as an advantage is, in fact, a
disadvantage. As I write this piece at the start
of September, those in the U.K. who have grabbed power in a
so far bloodless coup are putting forward as an argument for
the U.K. exiting the EU with no deal what they perceive as a
need to get the “inevitable” Brexit process over with quickly so
that the country can get on with other things.
I say this is an argument, but I’m being generous here. Many
of those calling for the process to be sped up are those that
scuppered it previously, and at least some of the things that
they now want to move on to were not even on their horizon
previously and are unlikely to stay there. So, what they are on
about is really just their latest passing fancy. But my main concern with this argument is that if it is taken to its logical conclusion, we should, for instance, all quit our jobs now because it
is inevitable that we’re going to leave them eventually, and that
way, we can get on with other things—like dying, I suppose,
since the afterlife is presumably the ultimate destination for
those advancing such reasons for speeding things up.
There is a version of this sort of nonsense playing out
between the tobacco industry’s harm reduction approach
to smoking and those in favor of a “quit-or-die” approach.
When tobacco manufacturers try to get their message across
that it is time for smokers to quit their habit by switching to
alternative products, there is a certain section of society that
asks why the manufacturers don’t simply stop making traditional cigarettes straight away—why they don’t just jump off
the quit smoking cliff, taking smokers with them.
There are many answers to this question, some of them more
polite than others, but, to my way of thinking, they all come
back to the point that revolution never ends well. As has been
pointed out on numerous occasions, jumping off cliffs is not of
itself a problem, but stopping suddenly on hitting the ground
is. What is usually needed to bring about long-term change that
is advantageous for the majority of people is evolution. But it is
true that you have to be careful here. Evolution can be held back
by those with a major stake in the status quo, so evolution sometimes needs a helping hand in the form of something that stops
short of revolution—perhaps, in the political sphere, sporadic
insurrections or, in the commercial field, sporadic innovations.
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demand for the highly complex tipping base papers, especially those in
the high-quality segment, had other
dimensions. Price factors affecting cigarette paper fell somewhere
between those determined by the
simple nature of plug wrap papers
and those that arose out of the complexities of tipping base papers.
Julius Glatz sees its tipping base
papers as its core expertise within
its cigarette papers business, and
Omar Rahmanadi
Ritter-Reischl said the company
had therefore made major investments in its production capabilities during the past 18 months
to allow it to offer, in respect of these papers, “even higher
quality, larger variety and more flexibility.” Additionally,
these investments had focused on processes, services and
implementing new software to allow the company to offer its
customers “even more integrated and customized solutions
to meet their demands.” She added that because Julius Glatz
was a family-owned business, it still retained “short track”
communications between its sales and other departments and
unmatched machinery flexibility, which meant that it could
meet the needs of its customers in ways that larger enterprises
sometimes struggled with.

Novelty is another way to stay ahead of the market, even
though novelty is, by its very nature, transient. But novelty is
expensive because it involves investment in innovations that
are not guaranteed to succeed even though such innovation
might be based on a perceived niche in the market so far
unsatisfied. And this no doubt is why Ritter-Reischl said that
while Julius Glatz’s R&D department was always coming up
with its own new ideas to offer to customers, the ideas and
needs for new products were usually triggered either by customers looking for products with new or modified attributes
or by regulations brought in around the world that required
some sort of paper redesign.
But harking back to the start of this story, it is clear that
things are changing—more in an evolutionary than a revolutionary way, but changing. The market for cigarettes is being
nibbled at rather than eaten away by NGPs such as electronic
cigarettes and heat-not-burn products. In the case of the
former, traditional cigarette industry papers play no part, but
in the case of the latter, they do, and the question arises as to
what this evolution means. For instance, is it more difficult
to produce papers for heat-not-burn products than it is to
produce them for traditional cigarettes?
Ritter-Reischl said this was not an easy question to answer
because heat-not-burn products were diverse and evolving. But
generally speaking, there was less paper required for heat-notburn products than for traditional cigarettes, so the volume

business was “shifting slightly.” However, Julius Glatz believed
that the true test for heat-not-burn products and e-cigarettes was
yet to come because there was still uncertainty concerning the
future of these products. “In any case, we remain at the service of
our customers and will certainly—and probably easily—adapt our
TR
papers according to their needs,” said Ritter-Reischl.
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Commoditization
Of course, the key to staying ahead in any market is knowing what is going on in that market and what is likely to be
its future direction. For instance, is current demand being
driven by price, quality, design innovation, some other factor
or factors, or perhaps a combination of two or more of these?
Perhaps the demand drivers are different in different regions,
in different countries and in different companies. Or does this
over complicate the situation? In the case of cigarette industry
papers, price seems to have played a part in recent times, and
in the case of some types of paper, price has played a major
part for years.
Ritter-Reischl said that some cigarette industry papers had
become commodity products during the past few years, so
here the main driving force behind demand was price. “Even
though the quality and the complexity of those papers is high,
the shrinking demand and the existing overcapacity have led to
a run to the bottom,” she said. “This is especially true for plug
wrap papers, which have been a commodity product for years.”
Ritter-Reischl added that what she referred to as last year’s
“pulp price shock” had slowed down the price decrease among
cigarette industry papers to a certain extent and that the
prices of most products were being adjusted according to the
pulp price increase. Analyzing the various product categories
clearly indicated that demand for plug wrap paper, which
was a relatively simple paper, was strictly price driven while

Julius Glatz has made major investments in
its tipping base papers operations recently.

42

tobaccoreporter

n

october2019

tobaccoreporter

n

october2019

43

