Social consequences of employee/management buyouts. Two Canadian examples from the forest sect
Beckley, Thomas M;Krogman, Naomi T

Rural Sociology; Jun 2002; 67, 2; ProQuest

pg. 183

Ruwral Sociology 67¢2). 2002, pp. 183-207
Copvright @ 2002 by the Rural Sociological Socier

Social Consequences of Employee/Management Buyouts:
Two Canadian Examples From the Forest Sector*

Thomas M. Beckley

Faculty of Forestry and Environmenial Management
University of New Brunswick

Naomi T. Krogman

Department of Rural Economy
University of Alberta

ABSTRACT Local control of natural resource processing facilities in small
rural communities is often viewed as beneficial to community develop-
ment. This paper employs social impact assessment tools to examine the
social and economic effects of change in the ownership of forest products
mills in two communities. Our analysis documents (1) the degree to
which local ownership of the new, locally owned corporations led to local
reinvestinent of profits, and (2) whether the goals of the architects of
these buvouts were realized: the maintenance of jobs, income, population,
and a way of life. Overall, both communities were able to maintain jobs,
population, and real estate values, and profits were reinvested in mill up-
grades. After the buyouts, however, both communities experienced a rise
and then a decline in community cohesion, and changes in local social
and power relations, in which local ownership was short-lived: benefits to
relationships within the community were mixed.

A central issue in the growing field of environmental sociology is
the social impact of local versus absentee ownership and control
over natural resources. Inherent in this theme is the assumption
that people are more likely to invest themselves in projects in which
they have more say and in which the rewards of their work and de-
cisions are returned directly to the workers (Freeman 1992).

Although this compelling argument is made frequently, empirical
evidence is scant. This is especially true in North America, where
natural resource management has increased in scale and has come
increasingly under the control of large, transnational corporations
or large governmental bureaucracies.

* We would like to thank the residents of Pine Falls and Kapuskasing for their co-
operation and forthright responses to our questions. In addition, we owe thanks to
Tracy Burkosky, Jeji Varghese, and Julius Salegio for background research. This work
was funded by the University of Alberta Social Sciences Research Program, the So-
cial Science and Humanities Research Council of Canada, and the Canadian Forest
Service. Any factual errors are solely the responsibility of the authors. Correspon-
dence may be sent o Thomas Beckley, Faculty of Forestry and Environmental Man-
agement, University of New Brunswick, PO Box 44555, Fredericton, NB, Canada
E3B 6C2.
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In this paper we examine the social and economic impacts re-
lated to change in ownership of forest products mills in two com-
munities in Canada. The communities—Pine Falls, Manitoba and
Kapuskasing, Ontario—are notable because in the early 1990s coali-
tions of workers, managers, and minority shareholding outside in-
vestors purchased the pulp mills located in each of these commu-
nities from large “parent” corporations. These worker and
management buyouts countered a century-long trend of consolida-
tion in the pulp and paper industry; virtually overnight these mills
became Davids in an economic sector dominated by pulp and pa-
per Goliaths. Like David, the companies faced long odds. The par-
ent corporations unloaded the Pine Falls and Kapuskasing mills be-
cause they did not regard them as central to their operations; nor
did they wish to make significant reinvestment in these aging mills,
which would bring them into compliance with 1990s environmen-
tal standards. These cases offer an opportunity to examine the
short-term effects of local communities’ gaining a considerable
measure of control over their local natural resources,! as well as
over the processing facilities that dominate the local economies of
both communities.

Most social impact assessments focus on new projects and devel-
opments {Interorganizational Committee 1994). The purpose of so-
cial impact assessment (SIA) research is to anticipate how major
changes, such as building highways, opening mines, and damming
rivers, affect community life. Many of the tools employed by SIA re-
searchers also can be used after the fact in a study of corporate
ownership transfers to local ownership to examine whether and
how these communitics changed after local control was achieved.

We will describe some changes in the communities through ob-
jective indicators such as population, employment, investment in
community infrastructure, and financial returns to worker and
management investors. More important, we will examine changes
in subjective aspects of community well-being such as community
cohesion, workplace democracy, and social relations and commu-
nity power. This comparative case study allows us to understand the
social consequences of forest product mill buyouts and raises fur-

' Certain rights and responsibilities to manage large tracts of public land accom-
panied acquisition of these processing facilities through the transfer of forest man-
agement licenses of Crown land to the new, local owners. In Canada, timber rights
on large tacts of Crown land or public land are leased to private corporations,
which undertake management responsibility according to provincial guidelines in
exchange for long-term security.
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ther questions about the conditions under which local communities
benefit from local control over a mill and land base.

Both cases are remarkable in that the local investors achieved
outstanding financial returns, which were largely unanticipated.
When the buyouts were orchestrated, the communities were facing
economic collapse. The alternatives to local ownership were out-
right closure of the mill or drastic reductions in employment. Most
workers felt that they were buying their jobs by investing in the lo-
cal company. Nonworker community investors in Kapuskasing
viewed their contributions to the new, local company more as a “do-
nation” than as an “investment”; yet they made a 1,000 percent
profit. On the other hand, the community cohesion and the com-
mon sense of purpose that characterized these communites during
the period leading up to the buyouts were shortlived. We will ex-
amine some of the factors that led to the dissolution of this cohe-
sion, as well as factors that disrupted the “old order” of decision
making and exercise of power, both within the company and in the
community.

We must point out the limitations of this comparative case study
in regard to the uniqueness of these communities: they bought the
mills at a time when pulp prices were favorable, and both mills
were bought out by a “friendly” corporation—an unusual outcome.
Finally, our analysis is limited to short-term effects of local control:
in Pine Falls, employees and managers owned the mill for four years,
and in Kapuskasing local employee ownership lasted for six vears.

Natural Resource Dependency, Absentee Ownership, and
Group Dynamies

In this research we address a fundamental question in natural re-
source sociology: What are the social and economic effects of
change in ownership from corporate to local controlz A number of
rural sociologists have tested Goldschmidt’s (1978) hypothesis,
which asserts that the quality of rural community life differs ac-
cording to the social organization of key industries and their occu-
pational structure (for overviews see Buttel 1982; Heffernen 1982).
Similarly, various versions of dependency theory suggest that local
ownership is more likely to result in community well-being because
the profits are captured locally and recirculated into the local econ-
omy. For example, world systems theory, metropolitan dominance
theories, and dependency theory all describe unequal relationships
between core (urban) and periphery (rural) communities. They
suggest that communities in the extractive resource peripheries are
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at a structural disadvantage in relation to core metropolitan com-
munities because of the core regions’ larger population, their dom-
inance over state and provincial political institutions and their ac-
cess to those institutions, and the weakness of their commitment to
rural arcas beyond those areas’ utility for providing raw materials
(Lovejoy and Krannich 1982; Wallerstein 1987).

Several authors have described how these core/periphery rela-
tions play out in the timber sector, usually to the detriment of
timber-dependent communities (Brunelle 1990; Drushka 1993;
Humphrey 1990; Marchak 1983). These authors frequently mention
that the timber industry is cyclical; this quality results in periodic
downturns characterized by mill closures. Although many mill
towns are stable in the short and medium term, they are vulnerable
to long-term shifts in capital investment. Communities dependent
on pulp and paper mills tend to be much more stable (in terms of
employment) than other timber-dependent communities (Overde-
vest and Green 1995). Mills also pass through cycles of technologi-
cal obsolescence in which they must invest significant capital to up-
grade the mill, or risk losing their place in the competitive pulp or
paper sector. This is precisely what happened to our two case study
communities: after more than a half-century of relatively continu-
ous prosperity, the parent companies of the mills in question de-
cided that these facilities did not fit into their future plans. They
were prepared to walk away from them for higher profits in a dif-
ferent corporate investment.

The converse of dependency theory is that local control would
foster a stronger commitment to equitable relationships and com-
munity well-being (Gunderson et al. 1995; Smith 1994). If compa-
nies are owned locally, profits accrue locally and therefore can con-
tribute to economic development and spin-off effects in the
peripheral region (Guest and Lee 1983; Krannich and Luloff 1991;
Meek, Woodworth, and Dyer 1988). Several studies report that em-
ployee/community firms are run more effectively than large, afflu-
ent corporations (Sterns and Hammer 1978; Zwerdling 1980), that
employee-owned firms tend to be superior in job satisfaction and fi-
nancial performance (Conte and Tannenbaum 1977), and that pro-
fessionals involved in local rather than absentee ownership of a
business are more likely to become involved with community devel-
opment efforts and to attend to community needs (Gieseke and
Korsching 1998). The empirical case studies examined here allow
us to determine whether profits from local ownership indeed are
reinvested locally, and whether the negative cycle of resource de-
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pendence is mitigated (given that the companies still rely on inter-
national markets) when dividends are paid to local, as opposed to
distant, sharcholders.

Social impact assessment is an area of research and practice that
attempts to anticipate the effects of some major change in commu-
nities. SIAs usually are conducted in anticipation of a change.
These studies document both potential positive and negative social

change, though they often emphasize anticipated negative conse-
quences so that policies aimed at mitigation may be implemented
early in the process. Variables identified in SIA range from highly
objective indicators, such as population change, change in income,
demographic composition, and employment, to more subjective in-
dicators such as change in community conflict, class stratification,
disruptions in social networks, perceptions of public health, and
changes in leisure opportunities (Burdge 1995).

The cases that we examine here are somewhat different from
normal SIA case studies. As stated above, SIAs usually are made in
anticipation of a change: a mine, a mill, a cement plant, an incin-
erator, or a processing facility. In the typical case, some sort of new
infrastructure and new residents bring about institutional and so-
cial change in the community. In our communities, however, these
types of scenario are reversed: the residents of Kapuskasing and
Pine Falls created new institutions (locally owned companies estab-
lished to purchase existing industrial infrastructure) with the ex-
plicit aim of maintaining the community’s population and way of
life. The desired change was radical, but institutional innovation,
collective action, and local entrepreneurship were deployed with
the express purpose of retaining jobs. From a community develop-
ment perspective, in this era of rapid capital flows, the best smoke-
stack to “chase” may be the one that is already in the center of
town. In our analysis of objective variables assessing social impact,
we focus on whether things staved the same (the implicit goal of
the local buyouts). Our subjective variables assess the short-term so-
cial changes associated with the buyout in terms of community co-
hesion, workplace democracy, and social relations and community
power.

Methods

In this study we employed semistructured interviews with key infor-
mants involved in the buyouts in Pine Falls, Manitoba and Ka-
puskasing, Ontario. Between November 1997 and April 1998 we in-
terviewed 20 individuals in the two communities and one
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additional informant who was central to the buyout in Pine Falls.
One author has four vears of research history in Pine Falls (Beckley
and Sprenger 1995); thus interviewees in Pine Falls were selected
on the basis of previous research contacts and familiarity with the
key figures in the buyout. Additional participants in Pine Falls were
selected through snowball sampling. Interviewees in Kapuskasing
initially were chosen from secondary sources, and then were se-
lected through snowball sampling. Most of the interviews were held
during two site visits to the communities, in which both authors
participated.

Respondents were chosen carefully to represent a variety of per-
spectives and social positions in the communities. Although our
sample is small, it was constructed carefully and thoughtfully. We
sought and achieved representation from mill management, the
major unions, and board members of the new, local companies. We
also interviewed representatives of the local media, politicians, so-
cial service agency workers, and other knowledgeable “outsiders”
(local residents who did not work in the mill). Our original intent
also was to interview representatives of the former parent corpora-
tions: we were particularly curious to learn why they wished to sell
the mills in these communities. The local respondents’ unanimity
regarding the parent corporations’ motivations, however, convinced
us that we did not need to travel to Wisconsin or Toronto to inter-
view paper company executives.

Our interviews ran from 40 minutes to two hours. Both of us
were present at 90 percent of the interviews; thus one author could
focus on the questioning while the other took detailed notes. The
interviews also were taped and subsequently transcribed. Questions
varied depending on the respondent’s perspective, though core
perceptual questions about community change were asked of every-
one. We coded data using the constant comparative method out-
lined by Glaser and Strauss (1967) and by Strauss and Corbin
(1990), and coded the information under the headings specified
below in the “Findings” section.

Secondary material from newspapers, trade magazines, govern-
ment documents, and annual reports of the corporations helped us
to quantify some of the changes that occurred in the communities,
and allowed us to triangulate data. Census data from Statistics
Canada are also instrumental to our assessment of success or fail-
ure of the buyouts for objective indicators such as population levels
and real estate values. In Canada, census data are collected in cen-
sus divisions, which are broken down further into census subdivi-
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sions. In rural areas, these subdivisions usually take one of two
forms: a distinct, usually incorporated rural municipality or the un-
organized “open country” surrounding rural municipalities.

Case Description: Kapuskasing

Kapuskasing is an extremely isolated timber community located
some 850 kilometers north of Toronto, on a main highway that
slices through the northern Ontario boreal forest. Kapuskasing is a
regional service center for a number of smaller communities that
exist to the east and west. Slightly smaller regional service centers
exist roughly 75 kilometers in either direction. Some mill workers
commute from the nearby communities, but most live in Kapuskas-
ing proper.

Kimberly Clark of Canada [td. and The New York Times built the
mill in Kapuskasing in the late 1920s. The town was a planned com-
munity constructed explicitly to support the mill population. In its
early vears it received a considerable amount of press as a model re-
source town (Robson 1996), where a majority of community mem-
bers had higher than average incomes and where there were many
amenities not found in other small towns. The bulk of the Ka-
puskasing mill’s wood comes from the 1.4 million-hectare Gordon
Cosens Forest, provincial Crown land under long-term lease to the
company. In the late 1980s, Kimberly Clark decided thart it wished
to focus on its core products, value-added goods such as diapers,
paper towels, and toilet tissue. The company’s desire to divest itself
of the Kapuskasing mill was part of an overall strategy to exit the
pulp and newsprint business.

For two vears corporate managers searched for an interested
buyer, but without success. Then in 1990, during contract negotia-
tions with the local timber workers’ union, union members sug-
gested the idea of a local buyout. After nearly a year of negotia-
tions, local residents purchased the mill and associated private
woodlands from Kimberly Clark, and assumed the contract with the
provincial government for Crown timber.

The final agreement involved a consortium of local interests. The
provincial government became involved by helping to facilitate
bank loans and deal with public utility issues. An outside minority
investor (Tembec Inc.) also was recruited at the behest of the

provincial government and to satisty creditors. The initial distribu-
tion of shares, valued at $1 per share at that time, was 52 percent
to employees (both workers and managers), 41 percent to Tembec
Inc., and 7 percent to community investors. The community shares
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were nonvoting? shares; to qualify for purchase, one had to live be-
tween the communities of Hearst and Smooth Rock Falls.?

After the transfer of ownership, Tembec Inc. signed a manage-
ment contract with the owner of Kapuskasing’s mill, Spruce Falls
Inc., to manage the Kapuskasing mill and the associated Crown
land lease. According to newspaper reports at the time, Tembec
had a very positive relationship with local buyers of the mill: the
company had started in a local buyout of a mill in Temascaming,
Quebec in 1973, was Canadian-owned, focused on forest product
mills, and had been financially successful for over 20 years (Book
Committee 1996; “Profits Triple” 2000). As indicated in the inter-
views, Tembec’s leader was known for his approachable style, his
willingness to listen to employees at all levels, and his strong record
in business leadership.

Between 1991 and 1996 the mill rationalized production
processes, and some jobs were lost. Additional jobs were created
through reinvestment and new construction. Tembec began to
slowly acquire shares, and by 1997 had amassed 51 percent of the
voting shares. The corporate charter stated that if Tembec received
commitment from two-thirds of the remaining shareholders to sell
their shares, all remaining shareholders would be required by law
to sell to Tembec. The company’s offer to buy the remainder of ex-
isting shares was fairly generous: $10 per share (or $7 cash and $3
worth of Tembec Class A shares) for shares that originally were pur-
chased or gifted for §1 in 1991. In the end, more than 90 percent
of the workers voted to sell their shares; in March 1997, Tembec be-
came the sole owner of the Kapuskasing mill, formerly owned by
Spruce Falls Inc.

Case Deseription: Pine Falls

Pine Falls, Manitoba is located in the southeastern portion of the
province, about 90 miles from Winnipeg. The development of com-
pany towns often fosters the growth of adjacent “sister” communi-
ties just outside the town border. Powerview is such a town; the de-

2 Kang and Sorensen (1999) argue that the right to vote, on a “one share, one
vote” basis. is an important legal rule of modern corporate governance, because the
shareholders’ property rights are created and defined by federal securities regula-
tions and case law. Thus community members could not vote on certain major cor-
porate changes such as liquidations and mergers with other companies; as a result,
the acrual rights associated with these shares were limited considerably.

3 The distance between Hearst and Smooth Rock Falls is 156 kilometers; Ka-
puskasing lies between. The great majority of employees at the Kapuskasing mill live
in Kapuskasing.
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velopment of Pine Falls and the growth of Powerview are linked in-
separably. Together these two communities constitute the mill “vil-
lage.” The surrounding rural census subdivision (Alexander) also
houses a significant proportion of the mill’s labor force. (For fur-
ther discussion of social interaction between these communities,
see Beckley and Sprenger 1995.)

The Pine Falls mill dates back to the 1920s; like Kapuskasing, the
town of Pine Falls was built by a private company, expressly to
house mill workers. The community has been operated as a com-
pany town for the past 70 years. The mill manufactures newsprint,
much of which is shipped to the United States. It obtains its wood
from both private and public land, but most of its fiber comes from
a long-term lease of Crown land. The forest management license
covers nearly 500,000 hectares of productive forest land that ex-
tends north from the town of Pine Falls.

In 1989 Abitibi-Price, the company that owned the mill, began
seek potential buyers. The company, based in Toronto, had decided
to focus its Canadian operations more locally (in central Canada)
while simultaneously making new international investments. Abitibi
looked for buyers for over two vears. In 1991, with no outside buy-
ers forthcoming, the company entered negotiations with local man-
agement for a management buyout of the mill.

Three more years were needed to hammer out a final deal. which
included the forest management license; during that time the com-
munity suffered considerable stress. The local mill manager was the
chief negotiator with Abitibi-Price. In the end, he was credited al-
most universally with successfully negotiating an agreement and, by
extension, saving the community.

In September 1994, the Pine Falls Paper Company came into ex-
istence. Abitibi-Price, the banks, and the provincial government re-
quired (as in Kapuskasing) that a minority, nonlocal investor be re-
cruited. That individual, a retired paper company executive from
Montreal, put up several million dollars of his own money and re-
ceived 24 percent of the shares of the new corporation.* Managers
at the mill received 28 percent of the shares. Other workers held 30
percent of the shares directly; an additional 15 percent were held
in an employee trust that covered both salaried and unionized mill
employees. The remaining shares were held by local Aboriginal in-

4+ Employces and managers reported that they would have preferred to wholly own
the company, but the bank would not provide the loan without this sizable invest-
meunt by an outside investor.
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terests and by the financial services corporation that helped broker
the deal. No share offerings were made to community residents in
Pine Falls or surrounding communities, although some members of
the local business community were interested in investing in the
mill.

In the very month of the transfer, newsprint prices skyrocketed.
Within a vear, construction began on a de-inking plant for recycled
material and a wastewater treatment plant. Workers had taken a
wage cut and freeze, but after the first full year of operations,
profitsharing provisions in the deal more than made up for lost
salary.

In 1998, after a year of negotiation and speculation, a majority of
shareholders voted to sell the mill to an outside, corporate buyer.
Ironically, it was Tembec, the same firm that purchased the Ka-
puskasing mill, which made the offer to Pine Falls. In February
1998, after 90 percent of the shareholders approved the sale, the
deal was made. Once again, the shareholders in the local company
made a handsome profit. Shares that originally were purchased or
given (as part of the wage rollbacks) with a value of $5 eventually
sold for roughly $84.

Findings

The communities of Kapuskasing and Pine Falls both took a
great risk in the early 1990s by purchasing aging pulp mills. They
opposed the trend of consolidation in the pulp and paper indus-
try and decided to operate alone, as small specialized companies
competing with large corporations. The communities did not
take these actions because they felt that they were necessarily
good investments that would yield significant returns; they acted
because thev had too much to lose if they did not. If the mills
closed, the residents’ homes would be virtually worthless, they
would have no jobs, and probably they would have to relocate in
order to find work. One resident described the bargaining with
corporate owners as “negotiating with a gun to your head.”
People were willing to invest substantial portions of their life sav-
ings in these aging mills and to take significant wage reductions,
largely because they believed in themselves, in their unions, and
in local management leaders. From our observations, the social
capital that existed in these towns was high in view of the degree
of organization, time commitment, financial sacrifice, and trust
required to carry out a legal buyout of a multimillion-dollar en-
terprise (Flora et al. 1997).
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Because so much emphasis in the buyout process was placed on
maintaining the residents’ way of life, this analysis of SIA objective
variables focuses on how much things stayed the same. The intent of
these buyouts’ architects was to maintain jobs, population, and real
estate values; our subjective indicators address how the new form of
ownership changed. We also sought to understand how local own-
ership changed community cohesion, workplace democracy, and
social relations and community power. Here we discuss the degree
to which these buyouts achieved these desired results, and the ex-
tent to which they achieved unanticipated results.

Objective Indicators

Population and employment. The variables of population and em-
ployment tend to be highly correlated in single-sector resource-
dependent communities; thus we treat them together in this analy-
sis. In 1991, around the time of the buyout, Kapuskasing underwent
a significant loss in jobs and an associated loss in population.
Roughly 500 jobs, or 34 percent of the positions, were eliminated
at the mill. Recall, however, that job losses without the local buvout
were projected at about 1,200 (“Time Running Out” 1991). Some
considered the loss of only one-third of the employment base, as
opposed to over 80 percent, a victory.

The population of Kapuskasing decreased nearly in lockstep with
employment reductions after 1990. According to journalistic ac-
counts (Whitehouse 1997), the community’s population declined
by about 33 percent between 1990 and 1992, from around 12,000
residents to just over 8,000. Statistics Canada data suggest a much
less dramatic decline of 1,350 residents between 1986 and 1996;
most of that decrease occurred in the unsettled period from 1986
to 1991.

Shortly after the deal at Kapuskasing was struck, managers at the
Pine Falls mill began negotiations with Abitibi-Price; a final agree-
ment did not emerge until three years later. The delay gave an ad-
vantage to the local owners of the Pine Falls mill because newsprint
prices were down from 1991 to 1994. The prices revived in the very
month when Pine Falls Paper Company came into existence. Re-
tooling of the mill began almost immediately because the mill was
making money and had profits to reinvest. Accordingly, managers
and mill employees reported that few mill employees, if any, were
let go.

Before 1996, Statistics Canada did not categorize Pine Falls as a
distinct census subdivision: it was enumerated as part of a territory
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labeled Division 1 Unorganized. This jurisdiction maintained a
population of around 1,500 between 1986 and 1991. Nor did the
population change greatly when the Pine Falls census subdivision
was combined with Division 1 Unorganized territory in 1991. The
population also changed very little in two adjacent communities
that are home to many mill workers, Powerview and the rural mu-
nicipality of Alexander (see Table 1).

Real estate. Real estate prices can be excellent indicators of booms
and busts in local economies. Anecdotal data from Kapuskasing
suggest that real estate values declined sharply during the uncertain
years of the buyout. Whitehouse (1997) reports that prices dropped
by 30 to 50 percent in some instances; census data for the period
reveal that Kapuskasing had not yet recovered from the downturn
in home prices by 1996. Census data collected in 1991 did not re-
flect the sharp downturn in prices suggested by Whitehouse (1997)
in the uncertain years of the buyout. A majority of the people who
left town did so after 1991, after the buyout. By 1997, however,
prices had recovered almost to levels prevailing in 1990 (before the
threat of mill closure).

According to Statistics Canada data, real estate values in Pow-
erview, the service community adjacent to Pine Falls, declined
significantly in 1991 (the point at which Abitibi-Price found no
other buyers and the management buyout appeared to be a last-
ditch effort). The communities of Pine Falls and the surrounding
rural region showed stable real estate prices for that period.
Anecdotal accounts from local residents and from real estate
agents suggest that the uncertainty before, during, and just after
the buyout (a five-year period) did not affect prices but trans-
lated into a very sluggish market for homes and other major cap-
ital expenses.

Corporate and individual financial well-being. A remarkable aspect of
both of these case studies is the financial turnaround achieved by
these “at-risk” forest products firms. Residents of both communities
anticipated that the “austerity programs” represented by wage roll-
backs and vacation forfeiture would be long-standing reforms; yet
long-term austerity was not necessary in either case. Both cases rep-
resent success stories from the perspective of corporate finances
and the shareholders’ personal finances.

In Kapuskasing, the newly formed Spruce Falls Inc. (SFI) earned
profits increasingly after the buyout and after the new infrastruc-
ture was in place and operating. Profits of $83.1 million were
recorded for 1996; data for the last vear were recorded separately
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for SFL.> Pine Falls Paper Company also began to make money im-
mediately after the buyout. Managers reported that they were not
only able to pay off their bank loan within a few years; they also
could increase employment and perform several new mill up-
grades.

Another measure of corporate success, and one that translated
directly into personal wealth for shareholders in these two compa-
nies, is share price. We met several blue-collar workers who admit-
ted that they had never paid much attention to the financial pages
in the newspaper before the buyouts. After the buyouts, however,
and particularly after Tembec expressed interest in acquiring the
companies, these people took an active interest in the financial
pages. Many workers that we interviewed could quote stock prices,
could explain the differences between different types of shares, and
knew the asset balances, outstanding debentures, and other details
of Tembec’s corporate finances.

In Kapuskasing, three types of shares were issued under the ini-
tial buyout. In exchange for the wage freeze and the forfeiture of
vacation time, Class A shares were issued or “gifted” to all employ-
ees. A second type, Class B shares, were available for purchase by
employees, so emplovees who wished to do so could also invest sav-
ings in the company. Some even borrowed money to buy additional
shares. Both Class A and Class B shares were available only to em-
ployees. In the final buyout arrangement, Class B shares were over-
subscribed: that is, more employees signed up to purchase shares
than there were shares to go around. This in itself is a measure of
local people’s commitment to the buyout and their personal will-
ingness to take a risk with their savings. These savings, invested in
the value of their homes and in their financial savings, were tied up
in the mill purchase and in financial success. Class C shares were
nonvoting shares that were made available to community members.
All three types were valued at $1 per share at the time of issue. In
1997, at the time of the sale to Tembec, shares were purchased for
$10 each; alternatively, one could take $7 per share in cash and the
remaining $3 in Tembec shares. Estimates of the average returns to
worker shareholders resulting from the sale to Tembec ranged
from $40,000 to $100,000.6

> Corporate data in subsequent years were reported for all of Tembec, the com-
pany that purchased the Spruce Falls Inc. mill in Kapuskasing.

5 Two respondents (one a salaried worker and the other a Spruce Falls Inc. board
member) estimated that workers, on average, made a profit of $80,000 to $100,000
if they held on to their gifted and purchased shares. One unionized worker esti-
mated that the average worker made between $40,000 to $50,000.
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In Pine Falls, similarly dramatic financial returns were realized.
We were unable to obtain data on corporate profits; by all accounts,
however, the company began to make money from its inception.
Several managers whom we interviewed either brought out or drew
a chart documenting the dramatic spike in the newsprint prices
that happily coincided with the creation of Pine Falls Paper Com-
pany. Workers’ salaries were leaner in the first year because of the
10 percent wage rollback; by 1995, however, year-end profit-sharing
checks arrived. In 1995 these checks amounted to 35 percent of the
average worker’s salary.

Share prices in the Pine Falls Paper Company also climbed dra-
matically after the buyout. Initially, workers each were “gifted” with
146 shares worth $5 each in exchange for the wage concessions. Ad-
ditional shares were available for purchase by workers who wanted
to sell; younger workers generally sold and older workers bought.
In contrast to Kapuskasing, there was quite an active market in
shares. In general, Pine Falls respondents told us that many consid-
ered the shares worthless, as in Kapuskasing. Several respondents
told us the story of the man who traded his shares to a friend for a
case of beer. One unionized worker, who was an active buyer, esti-
mated that about 25 percent of the workers sold their shares before
the 1998 sale of Pine Falls Paper Company to Tembec. Tembec ul-
timately bought shares at around $84 each, representing a 1600
percent increase for those who had received or purchased initial of-
fering shares at $5.

Community investment. Shareholders ultimately benefited from the
dramatic rise in share values in these two locally owned companies.
In Pine Falls, share ownership was limited to employees and the few
outside investors who were part of the initial buyout. In Kapuskas-
ing, only 7 percent of the shares were available to the community.
One of the primary criticisms of absentee ownership in the depen-
dency theory literature is that absentee owners are remiss in invest-
ing in the long-term viability of remote processing facilities and the
communities where they are located. We wished to learn whether
the new corporations invested in mill upgrades and circulated mill
profits within their regions, and whether shareholder profits that
accrued to the new local owners were spent locally.

In both Pine Falls and Kapuskasing, the new local corporations
made significant local investments. Both mills needed significant
upgrades if they were to meet provincial environmental regulations
and remain competitive in the industry. After the 1991 buyout,
Kapuskasing constructed a $6.8 million de-inking plant. Its next
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major investment was a $115 million thermomechanical pulp-
processing facility (Johnston 1993). By 1997, about $300 million
had been spent on mill modernization and upgrades (CBC-TV
1997). Although all of this money was reinvested in the mill itself
and not in the community, the commitment to maintaining the fa-
cility had far-reaching implications for the community’s continued
economic viability.

In addition, Tembec (as the contracted management company
since 1991, and as outright owner since 1997) has maintained a pol-
icy of donating 1 percent of its profits to the community. Net earn-
ings were small in the early vears: less than $20 million per year up
to 1994. In 1995, however, net earnings were $51 million; in 1996
Spruce Falls Inc. enjoyed profits of $83 million. These figures trans-
lated into a sum of $1,340,000 that was available to the community
for various projects during a two-year period. The mill convenes a
local committee, composed of both union and salaried employees,
that oversees the distribution of these funds. The committee re-
ceives proposals from various community groups and decides how
much of the fund should go to civic organizations, how much to
scholarships for local children, and the like.

This practice of community giving is a Tembec corporate policy.
It was not initiated by the architects of the Kapuskasing mill buyout;
rather, it was a long-standing practice.” Two other Tembec initia-
tives resulted in greater local benefits when Spruce Falls Inc. was
formed: an environment fund and a local purchasing policy. When-
ever possible, Tembec purchases goods and services from local sup-
pliers in an effort to support the local economy. Tembec managers
stated that if local businesses try to take advantage of this policy,
the company purchases outside the region.

In Pine Falls, similar reinvestments in the mill infrastructure were
undertaken. Around $29 million was spent on the wastewater treat-
ment plant, and $38 million on the de-inking facility. One union
leader claimed that $50 to $60 million was spent “on improvements
that you don’t even see.” He referred to maintenance and upgrades
that Abitibi began to neglect as soon as they knew they were going
to sell the mill. With respect to other community investiments, none
of the informants reported greater investments in the community
itself.

7 Tembec’s origins date back to the 1970s. This company began as a local buyout
as well, which may explain its interest in directly supporting community interests.
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Ultimately the costliness of mill upgrades was a significant factor
in shareholders’ decisions to sell these profitable locally owned
firms to Tembec; the most significant factor, however, was the hand-
some return to employees and managers who held shares in the
company while still holding their jobs. Tembec had additional fi-
nancial resources (and borrowing power), which were far beyond
the capacity of these small companies and which would allow Tem-
bec to continue modernizing and expanding the mills. These two
case studies suggest that greater financial investments in the mill
and in the community were made both by the new local owners
and subsequently by another corporate owner. Both the local and
corporate owners made it part of their management philosophy to
invest modestly in the community and, most intensively, in the mills
themselves.

Subjective Indicators

Community cohesion. In addition to unanticipated financial returns,
we observed unforeseen consequences regarding subjective indica-
tors of success and failure in evaluating the buyouts. In both com-
munities, the process of mill buyouts and subsequent sales to Tem-
bec led to dramatic changes in community collective action and
cohesion. In Kapuskasing, the people we interviewed largely agreed
that the buyout fostered an unprecedented level of community ac-
tivism, sense of purpose, and cohesion. They cited several examples
to illustrate this point, including the $12 million that was raised in
30 days for the purchase of community shares and a blockade that
union members and local business people staged in protest of foot
dragging by the province. In the past, mill workers had felt some
resentment toward local business people, and they had practiced a
certain amount of “outshopping” in protest of perceived price
gouging.® Mill workers, however, reported that much of that ani-

mosity diminished or disappeared when the local business commu-
nity began to put up its money to subscribe to community shares
and save the mill.

We make two important points with respect to community cohe-
sion in Kapuskasing. First, there was no past history of community
activism. In fact, many respondents complained about previous

% One respondent suggested that there was a high correlation between wage in-
creases and major price hikes in the local retail sector. Workers would receive higher
wages through contract negotiations, and local business owners would try to siphon
oft as much as they could by increasing their prices.
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crises and issues in the community and the absolute failure in mo-
tivating people to participate: for example, previous closures of re-
gionals and of a military base met with no resistance from the com-
munity. Second, the cohesion that occurred because of the buyout
seemed to last beyond the initial year or two after the buyout itself.
Many people said that the community now has more confidence
and more independence; also, some of the traditional barriers,
whether ethnic or between business and organized labor, have been
mitigated, although not eliminated.

In Pine Falls, most of our interview respondents agreed that the
period preceding the buyout was characterized by a strong sense of
community solidarity and perseverance. People spoke about the
teamwork involved; most were very proud of the collaborative ef-
forts and the success of the buyout.

A closer look reveals a different story, however. Some groups tra-
ditionally have been excluded from the local economic benefits of
the Pine Falls mill, most notably the residents of the adjacent First
Nations community of Fort Alexander. Except for a few reserve
leaders, the buyout brought few benefits, financial or otherwise, to
the reserve. In addition, the cohesion that was described by some
was refuted by others. Some of the unionized workers supported a
different form of buyout, with more control for the union as op-
posed to management. In the end, the mill manager was the nego-
tator; the upper echelons of salaried employees were the heaviest
investors in the Pine Falls Paper Company, and ultimately made the
greatest profits.

When it was clear that the mill buyout would be a success, the co-
hesion that reputedly had emerged in order to complete the buy-
out evaporated quickly. Some people expressed resentment that the
benefits of the buyout were not distributed more evenly among the
employees, and even across the community. Although average
workers received greater returns than they expected, envy towards
mill management, whose financial gains were greater, surfaced re-
peatedly in our interviews with mill employees.

Workplace democracy. In Kapuskasing, management efforts to instill
a new work culture and to involve employees meaningfully in man-
agement decision making met with many challenges. Structurally,
managers suggested that they attempted to improve workers’ rep-
resentation and control of decision making by allowing union rep-
resentatives to sit on the board of directors of the new company,
Spruce Falls Inc. Not much changed for the rank-and-file workers,
however, in part because the local managers signed a management
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contract with the consortium of interests that orchestrated the buy-
out. The most important of these was Tembec, which agreed to in-
vest in the mill only if they held the management responsibilities
for the mill. Tembec brought in some new people and retained
many of the existing managers; as a result, the transfer from corpo-
rate to local control was much like a traditional corporation-to-
corporation purchase. The only change for the workers after the
buyout was that they held some company shares. The fact that the
mill buyout was technically a buyout by employvees did not translate
into the type of attitude change that occurred in Pine Falls man-
agement buyout, where workers liked to remind managers that
“they were their hosses.”

Of the informants we interviewed, union leaders in Kapuskasing
were the most insistent that workplace democracy failed with the
Kapuskasing mill buyout. They were quite candid, however, in plac-
ing at least half of the blame for that situation on the workers
themselves. Management provided numerous opportunities for em-
ployees to participate in mill investment and management deci-
sions, but workers rarely became involved. Interviews with mill
workers suggested that a deeply ingrained working-class culture is
present in the community, as well as a “punch-the-clock” attitude
that was not conducive to greater involvement by workers in man-
agement.

In Pine Falls, we found that community cohesion around the buy-
out eventually eroded because of unmet expectations regarding
workplace democracy during the Pine Falls Paper Company’s
tenure. Before the buyout, local managers could pass the blame for
unfavorable policies to corporate headquarters in Toronto, because
most of the corporate policies that affected workers, contract nego-
tiations, and the like were coordinated by Abitibi Price executives
from headquarters in that city. After the buyout, however, the
buffer between local managers and the unions, as provided by ab-
sentee ownership and management, no longer existed. The mill’s
immediate supervisors were now responsible for management deci-
sions, and tensions mounted.

Another factor that caused some friction in Pine Falls was the ex-
pectation, created by the buyout, that relationships between man-
agement and unionized employees would fundamentally change:
the new “part owners” expected to have more say in company pol-
icy. One manager reported to us that disgruntled workers would
walk into his office and demand a change in the handling of some
issue, adding “After all, I am your boss.” This manager suggested
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that the greatest challenge facing the company was “getting the em-
ployees back as employees. I think that a lot of people can’t differ-
entiate {between] being a shareholder and an employee.”

Social relations and community power. Kapuskasing apparently ex-
perienced less disruption to the social fabric than Pine Falls over
the long run, though the former community endured a longer pe-
riod of uncertainty leading up to the buyout. One social service
worker we interviewed said that child abuse cases doubled during
a two-year period around the time of the buyout. Politically, little
changed in Kapuskasing. The town had had an elected municipal
government for decades, though for one 25-year period the
mayor was the mill manager. The mill and mill issues are still
dominant in local politics; even so, mill managers are not neces-
sarily active in town politics, especially because the management
of the mill was maintained by a corporation with headquarters in
Montreal.

The discrepancy between the line workers’ and the managers’ fi-
nancial gains was less dramatic in Kapuskasing than in Pine Falls; as
a result, there appears to be less animosity and envy between man-
agers and unionized workers in Kapuskasing. In addition, because
Tembec took over the practical management of Spruce Falls from
its inception, the culture of work and the nature of work roles and
relationships were not disrupted as severely as in Pine Falls. Finally,
Kapuskasing is a much larger community than Pine Falls; this fac-
tor also may be important because the effects of the change in mill
ownership and management would be more be spread more thinly
across a larger community.

In Pine Falls the social relations within and between communi-
ties, relations on the shop floor, relations between management
and unions, and community governance changed irrevocably in
the process of the buyout and in the subsequent sale of the mill to
Tembec in 1998. The “old order” was severely disrupted in Pine
Falls in several ways, including an erosion of the respect afforded
to local managers under the old regime, and the camaraderie and
cohesion among the line workers in the mill after the manage-
ment buyout. In part, this disruption occurred because the union
was divided over the initial buyout proposal as well as the subse-
quent sale to Tembec. Certainly, relations on the shop floor also
were affected by the fact that the net worth of those who bought
shares was increasing far faster than that of the workers who de-
cided to sell shares. (For a summary of the subjective indicators,
see Table 2.)

I
Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



203

gman

ley and Kro

Employee/Management Buyouts — Beck

'90UBUIIA0G [BD0] 01 [neyr2a0 Jolew e syuasaadoal siy [,
"MIIAISMOJ PUE S[[B] dUld JO uonewesfewe a1 01 paf

J23qUIA]T, O] JJO-[[28 2sSNEIIQ uni &:C_ 2Y] Ul peAalyoe jou

umo) Auedwod e se sqeg sulg Sumueiurewr jo [vor)

‘sIIoM Suoure sareys ur Suipen Aq
PUE saIeys Jo uonnquisip ay1 ur sanmbaur paurdew
10 [eal Aq Apuedyrudis paydnisip o1om SUONE[II [BIDOS

“SupjewIuoIsNap
pue juswadeuew Ul Aes € paiuem A91]) SISP[OYIRYS
pue saadojdwa 9¢ 01 JUNUOD 10U IIIM SINNIOM 12U
10U N PIsIET 219M suone1dadxo SIayIop ‘spuewap

959yl YIM A[2ATONISUOD [BIP O] MOY MOWY JOU
PIP Juduwafeurw Ing Indur 210W PIPUBWSP SINIOM

"OJLIIS [BUIIUL PIMIUDI

pa1dadxaun pasned [jrw oY1 2aes 031 ysnd 2A129[[0D
a1 Jo reurdyye Juawysiidurosoe jo pnoad A1oa
ATunuwiwod $9nunuwod uaamlaq [N A1aa Gnodng
Y1 210J9q (S[[B] Ul UIYIIM) UOISIOD I[(RIIPISUO,)

'9DURUIAA0S [BD0] 01 [NEYI240 J0feur ON

'saunyroj [eanijod 1apang

01 ansst digsioumo [[rur ay) asn 03 pary suennijod
awog ‘sonijod [ed0[ ur 120wy JuedyIudis JUI9Y

mnodng ay) jo | Aep wouj 1Penuod juswaeurw
$,29WIA], 01 NP SUONEB[I [BIDOS 01 uondnisip Iourpy

‘as[o Surypiue se yonw se Aieiusw Jefjod

-an[q,, dWe[q 1N ‘PILINdd0 d3uryd OU ABS suoun
andur aoyaom yromwess dn sdejd juswaSeurw

: SAem po, 01 wamar uatp ‘ssarfoxd Aes surog

Surddoysimo, ur uononpau

‘sareys Arunuwiuiod jo uonduosqnsioao ‘ojuoloy,

ul YIed s, Uaane) ur A[[el ‘Uumol ul dPed0[q sapn[oul
20USPIAY "UOIS2YOD paualydioy modng 9y eyl
SNSUISUOD INOANG 2I0J2( WSIANIE 10 UOISIYOD NI

9DURBUIIAOX) pue
19MO ATunuuion)

suone[ay [eog

Aderdoura(J UUN_&ALOMS

U0ISa1[07) ATunuImon)

s[[e Qulg

Suiseysndey

s10jedIpu] 3andalqng jo Lrewwng ‘g a[qe],

Reproduced with permission of the'copyright owner. Further reproduction prohibited without permission.



204 Rural Sociology, Vol. 67, No. 2, June 2002
Conclusions

We have used a social impact assessment framework to examine
both the quantitative and the qualitative dimensions of change in
two communities in Canada that experienced local buyouts of pulp
and paper mills. The communities in question orchestrated the
buyouts of their local mills in efforts to maintain a level of income,
a tax base, and a way of life in their communities and to stave off
the severe economic and social distress that local residents believed
would follow from the closure or large-scale downsizing of the mills
in question. Thus our purpose in using social impact assessment
variables was to determine the degree to which desirable aspects of
these communities stayed the same, and how changes in the own-
ership structure were associated with qualitative effects on mill
workers and other community members. Sociological literature
generally suggests that local ownership, as opposed to absentee
ownership, is likely to be associated with greater community invest-
ment, workplace democracy, and community cohesion.

Overall, both communities were able to maintain jobs, popula-
tion, and real estate values, and the profits were reinvested in mill
upgrades. Yet although some of the objective facts of these two
cases are very similar, the outcomes of subjective elements related
to social relations, workplace democracy, and community cohesion
are quite different. It is even more surprising that Kapuskasing,
where job loss, out-migration, and financial stress were much
greater in the transition period from corporate to local ownership,
appeared in the end to fare better with respect to community co-
hesion and social relations. Pine Falls, on the other hand, was fi-
nancially successful and profitable as soon as local interests took
over the mill, but it still suffers from social discord, internal bicker-
ing, and confusion because the old social order was severely dis-
rupted by the buyout process.

We attribute this contrast to a difference in expectations. In the
Kapuskasing employee buyout, employees and managers knew from
the beginning that Tembec would be managing the mill; there were
fewer expectations about changes to workplace democracy and a
communitywide flow of benefits from the new composition of own-
ership. Greater disappointment and discord occurred in Pine Falls
because employees’ expectations changed when familiar faces be-
came the chief executive officers of the company, and when it be-
came clear that managers were profiting more from the mill’s fi-
nancial success than were employees.

—
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Both communities benefited from considerable reinvestment in
their mills. Some regard the buyout experiences as failures because
the companies were locally owned for only half a decade and now
are subject, once again, to external corporate control. From the
perspective of conferring benefits and sharing wealth with local
communities, however, not all corporations are the same. Tembec,
itself born of a local buyout and the new corporate owner in both
places, practices reinvestment in the community, both in mill infra-
structure and in the local social and institutional infrastructures.
Tembec purchased Canadian forest product mills specifically, and
has enjoyed particular financial success (“Profits Triple” 2000).
Most workers remain owners of Tembec shares, and thus will profit
as Tembec profits. This underscores the point that communities
benefit differently under different corporate owners (Centre for
Social Management 1993; Shuman 1999) and that local ownership,
particularly if it constrains the retrofitting of production processes
and investments to improve competitiveness, may not always be the
key to greater local benefits. Perhaps by looking to the Tembec
model for community relations, other mill towns may be able to
strike better deals with the forest companies to which they are
hosts.

Both Pine Falls and Kapuskasing weathered stormy periods and
saved their mills for the foreseeable future. In the process, several
local people made fortunes, while others benefited from merely
holding on to their generally well-paid jobs. Yet regardless of how
much local individuals benefited, the buyouts were quite financially
successful in achieving the overall goal of maintaining the indus-
trial forest sector as a strong presence in the communities. Real es-
tate values, the viability of retail outlets, tax bases, and the like were
preserved. People expected that their purchase of shares would
yield no dividends and stood only a moderate chance of saving the
mills; thus, at one level, local people are pleased with the results of
the past few years. The disappointments expressed by our interview-
ees were associated with rapid social change and changes in rela-
tionships, and with the rise and fall of community cohesion. The
widespread economic gains and the tensions during the period af-

ter the buyouts were unanticipated consequences.

Future studies should examine levels of community well-being
where buyouts are ultimately unsuccessful, and where there are
publicly tradable shares in which a locally owned mill is subject to a
hostile takeover. We suspect that the act of organizing and conse-
quently of “saving the town” would also improve community well-
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being, even with a lack of short-term success, because such social
learning could be applied to new business ventures. This compara-
tive case study indicates that future studies must test empirically the
benefits and effects of various ownership arrangements of large-
scale industries in rural areas, and of success versus failure in local
buyouts.
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