Europe: Dead or Just Sleeping?

Economic Expectations Up. Confidence in Europe Down. Al top Driver.
Results from StepChange Economic Outlook Survey - Spring 2025
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Macroeconomic sentiment improves | Industry hopeful but
competitiveness of Furope in free fall | Costs up | Al to ben-
efit and applied in industry | Geopolitics continued topic of
concern | Sustainability losing momentum | Plastics with
sticky advantages

This publication is based on the Economic Qutlook Survey con-
ducted in February and March 2025 amongst more than 130
top managers and decision makers in the wider forest products
industry (pulp, paper, packaging, tissue, converting), including
participants of the 2025 Fastmarkets Forest Products Europe
Conference. Of all the respandents, more than 33% are in C-
level positions and another 40% in other top level managerial
roles.

The survey assesses the sentiment concerning macroeconamic
expectations for 2025, along with trends and priorities in the
corporate sector. The second section of the survey focuses on
artificial intelligence (Al) and sustainability. StepChange has
conducted this survey bi-annually for more than 15 years,
which puts the results into a long-term perspective.

Highlights of the study

e Net-positive economic sentiment improves from -38% (n
2023 outlook to 21% for 2025

e Furope competitiveness is expected to decline despite an
overall positive economic outlook

e Asia & South America lead in perceived competitiveness

e Al emerges as the top industry trend, surpassing digitali-
zation, with increasing adoption and pilot projects

o (ompanies prioritize customer acquisition, Al integration,
and energy strategy to adapt to market demands

e (Geopolitical tensions, tariffs and regulations like EUDR
and PPWR are expected to negatively impact the indus-
try

e Sustainability focus declines, viewed more as a regula-
tory burden than a competitive advantage

e  Plastic substitution faces hurdles, with cost and function-
ality favaring plastic over paper in many applications

Diverging Regional Perspectives on Growth and Com-
petitiveness

The overall macroeconomic outlook appears to be improving,
with survey respondents expressing a net positive sentiment of
21% for 2025. This marks a further steady increase from
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October 2024, suggesting a growing sense of confidence in
economic conditions. However, while the survey average
points to an upward trajectory, regional differences reveal a
more complex picture [See Figure 1],

Historical and current macroeconomic sentiment

Where do you see the economy in your region heading in the next twelve months? [%]
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Figure I: Macroeconomic development

Respondents from North America are notably maore optimistic,
reporting a net positive sentiment above the survey average.
Similarly, the rest of the warld (RoW) appears highly confident
in economic prospects. In contrast, European respondents are
more reserved in their expectations.

While Europe's net-positive sentiment stands at 12% - below
the survey average - it still reflects a generally positive outlook.
However, this optimism does not extend to expectations about
the industry’s future competitiveness for the region [See Figure
2] Respondents see a decline in Europe’s ability to compete in
the coming years, suggesting that while economic conditions
may improve, structural challenges remain. The contrast be-
tween economic sentiment and competitiveness expectations
points to broader concerns about cost pressures, regulatory
burdens, and industry dynamics that could hinder long-term
growth.

Industry competitiveness development - regional split

How will sector competitiveness evolve across regions in the next 5 years? [%]
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Figure 2: Industry competitiveness development by region

European respondents appear more confident in their own re-
gion's prospects compared to external observers, who may be
more cautious about Europe’s ability to remain competitive on
a global scale.

Political developments in the U.S. have also influenced senti-
ment. While North America is expected to perform better than
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Europe, respondents are not overwhelmingly confident about
the industry’s long-term competitiveness in the region. In com-
parison, Asia and South America stand out as the regions per-
ceived to be maost competitive in the industry's future land-
scape. These regions have historically benefited fram lower
material and labor costs, as well as fewer regulatory con-
straints, positioning them as stronger contenders in the years
ahead.

The industry's economic outlock may be improving, but re-
gional disparities highlight ongoing uncertainties. While opti-
mism s on the rise, competitiveness - particularly in Europe -
suggests that companies will need to navigate shifting eco-
nomic and regulatory landscapes carefully, to maintain a
strong position in the global market.

Industry Outlook for 2025

Understanding where the sectar is heading in 2025 is a key
focus of the Economic Outlook Survey,

While respondents do not expect the industry to peak, survey
results indicate that 2025 will be an overall positive year [See
Figure 3] However, expectations vary slightly across different
segments, suggesting that the industry may experience a year
of extremes rather than uniform growth.

Industry development
How will your sector of the pulp and paper industry develop in 2025? [%]
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Figure 3: Outlook on industry segment development

One of the most striking findings is that 31% of respondents
from the Paper and Paperboard Manufacturing segment ex-
pect the industry to hit a trough in 2025. However, within this
segment, the outlook differs based on the type of manufactur-
ing [See Figure 4]
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Figure 4: Outlook on the Paper & Paper Manufacturing segment
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Packaging paper manufacturers maintain a relatively positive
outlook, expecting stable or improving conditions. For graphic
paper, projections are mixed, with both upward and downward
expectations reflecting ongoing demand uncertainty. Tissue
producers, while overall positive, have the highest level of un-
certainty, with nearly a quarter of respondents unsure about
where their segment is headed in 2025.

These expectations for 2025 come after a year marked by vol-
atility and a subtle recavery across the industry. The Step-
Change B3NCH publication, which analyzes the financial per-
formance of nearly 100 publicly listed companies across dif-
ferent industry segments, provides valuable context for under-
standing how companies performed leading into 2025.
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EBITDA % by peer group 2022-2024
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Figure 5: 2022-2024 EBITDA% by B3NCH peer group

For the Packaging peer group, financial performance declined
relative to FY2023 across key indicators such as EBITDA%
[See Figure 5] and Net profit% [See Figure 6] After a histori-
cally more challenging year, it can be expected that respond-
ents from the packaging segment remain cautious, yet their
outlook for 2025 is generally maore hopeful. This aligns with
the expectation that the market will stabilize after a period of
weaker margins and demand fluctuations. Overall it needs to
be noted that all segments have been delivering positive
EBITDA on average even in recent more challenging years.

The outlook for the Graphic Paper segment has historically
leaned toward pessimism, and market challenges persist. How-
ever, B3NCH indicates that companies still operating in the
segment had stronger financial performance in FY2024 com-
pared to the previous year. While the segment continues to
face structural difficulties, the companies that remain in the
market are finding ways to sustain profitability.
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B3NCH publication FY-2024 results
Net profit % by peer group 2022-2024
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Figure 6: 2022-2024 Net profit% by B3NCH peer group

The Tissue peer group also showed resilience, continuing to
grow for the third year in a row in both EBITDA% and Net
profit% outperforming all other segments. However, survey re-
spondents expressed the most uncertainty about the direction
of their market in 2025.

As the industry moves inta 2025, companies are navigating
cautious optimism and lingering uncertainty. The key question
will be whether the momentum of recavery can be sustained
or if external pressures will continue to challenge profitability
and growth.

From Al to Regulation: Key Trends Defining the Indus-
try in 2025

Moving beyond macroeconomic developments and industry
expectations, the survey highlights the key trends that re-
spondents believe will shape the industry in 2025,

Compared to the October 2024 outlook, Al now tops the list,
surpassing digitalization. Mare than just a trend, Al is widely
seen as a positive force, with unanimous agreement that it will
benefit the industry [See Figure 7]

Mergers and acquisitions remain a dominant theme, rein-
forced by high-profile deals such as the Smurfit WestRock
merger completed in 2024 and the International Paper-DS
Smith acquisition completed at the start of 2025.

Cost pressures also continue to weigh heavily on the industry,
with energy and material costs expected to have a significant
influence on haw the sector evaolves.

Three of the most striking developments in the 2025 survey
are the sharp decline in Sustainability, Diversity and Recruiting.
Beyond its lower ranking, sustainability is also viewed in a
more negative light, with nearly 35% of respondents believing
it will negatively or very negatively impact the industry [See
Figure 8] Diversity has notably sharply declined which paten-
tially can be attributed to the current Zeitgeist in the U.S.
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Industry trends Il Down Up
What trends are you seeing in the market for the coming year? [%]
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Figure 7: Industry trends

*Date in brackets signifies date of survey response collection — responses concern following year

Industry drivers
What influence do you expect these drivers to have on the industry in the next 5 years? [%]

Al (Artificial Intelligence) 62% —8%
Changing customer behaviars & requirements 63% 2%
Digitalization / Industry 4.0 53% %
Capacity consolidation 53% 4%
Environmental and sustainability requirements 37% —6%
Regulations/Certifications (e.g. EUDR, PPWR) 22%0 7%
Prices and margins 2% 47% 25%0-3%
New capacities 23900 - 4%
Competition for talent and workforce qualification 0% - 2%
Fiber costs 8%l 1% - 2%
Imports 4% - 2%
Change in demand due to electronic substitution 4%
Energy costs and legislation 1% 1%
Geopolitics [ IEEEANI 9%- 2%

Il Very negative influence [l Negative Positive Very positive influence

Figure 8: Main drivers and influence expectations

Regulations such as the EU Deforestation Requlation (EUDR)
and the Packaging and Packaging Waste Regulation (PPWR)
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also appear as unpopular topics, with 46% of respondents an-
ticlpating a negative impact. In contrast, expectations for ca-
pacity consolidation remain high, which aligns with the indus-
try's current overcapacity challenges in many segments. As in
previous surveys, energy costs, legislation, and fiber costs are
expected to weigh on the industry, while geopolitics remains
among the most cited negative factors only surpassed by en-

ergy.

Geopolitics

The current geopolitical tensions impact our company... Oct 24 Mar 25

©

Positively

37%

() |

36%

Negatively

Figure 9: Geopolitical impact

When asked about the impact of current geopolitical tensions,
respondents made it clear: most companies are already feeling
the strain [See Figure 9] Survey results indicate that geopolit-
ical challenges are having a notable negative effect on busi-
ness operations, with future tariffs expected to further exacer-
bate the situation [See Figure 10]

Geopolitics
Tariffs will impact the industry... Mar 25
27%
[ I |~
Negatively Positively

Figure 10: Impact of tariffs
Navigating 2025 Priorities: Customer focus, Costs, Al

Given the prevailing trends, their anticipated impact, and the
wider macroeconomic landscape, respondents also indicated
which areas they want to focus their efforts on in 2025. While
priorities have not shifted dramatically since the October 2024
survey, certain areas continue to take precedence, with some
gaining impartance in response to evolving industry dynamics.

Customer related priorities (Pricing, Products, Acquisition and
Retention) remain at the top together with cost management
underscoring the need to manage top and bottom line while
keeping customers happy [See Figure 11] This trend is sup-
ported by survey results, which highlight how evolving cus-
tomer expectations are poised to positively influence the indus-
try [See Figure 8]

Additionally, Al - only included in the survey for a 2" time -
has continued to climb higher on the priority list, mirroring Al's
rise as the most dominant trend for 2025. Companies appear
to be maving beyond exploration and starting to integrate Al
more seriously into their strategic agendas. Alongside this, En-
ergy strategy is also increasing slightly again in importance - a
logical development given the continued concerns over energy
costs and regulatory pressures. Notably Sustainability contin-
ues ta drop in importance the third time in a row.
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Company priorities

What are your company’s current priorities? [%]
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Figure 11 Historical comparison of current priorities

Date in brackets signifies date of survey response collection — responses concern following year

While core priorities remain stable, shifts in customer focus, Al,
and energy strategy highlight how companies are adapting to
an evolving industry landscape. As businesses prepare for
2025, balancing cost efficiency with innovation and market re-
spansiveness will be key to maintaining competitiveness.

Artificial Intelligence: A Growing Interest

For the second time since October 2024, the survey included
a section on Al. In this short period, the industry's perspective
on the topic has evolved significantly, reflecting growing
awareness and a8 more defined approach to its adoption and
impact

Al remains a trending topic in the industry, as reflected in the
survey results [See Figure 7] Looking ahead, Al is expected to
gain even more significance over the next five years [See Fig-
ure 8] However, when considering companies' current priori-
ties, Al still ranks lower on the list. While its impaortance has in-
creased compared to October 2024, it has yet to become a
central focus.

The responses suggest that the industry is still in the early
scepticism phase regarding Al's potential to revolutionize the
sector. Many respondents remain uncertain, with opinions
clustering around the midpoint (50%) when asked about Al's
transformative impact [See Figure 12] However, a notable shift
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occurred in the Paper and Paperboard Manufacturing seg-
ment, where over 55% of the respondents now believe in Al's
revolutionary potential. This marks a reversal from the previous
survey when this group was more sceptical than the overall in-
dustry average.

Al (Artificial Intelligence)

Artificial Intelligence will...

5% 52%
@ o ©)
51% hd

55%
Not change our industry ’ Revolutionize our industry

Mar 25 - Survey avg @ Oct 24 - Survey average avg
Mar 25 - Paper & Paperboard Manufacturing avg. @ Oct 24 - Paper & Paperboard Manufacturing avg.

Figure 12: Impact of Al on the industry

One possible reason for this change s the growing number of
companies actively engaging with Al. Nearly half of all re-
spondents, and 52% within Paper and Paperboard Manufac-
turing, report having pilot projects underway [See Figure 13]
These initiatives may be providing tangible benefits, increasing
confidence in Al's capabilities and its potential to drive indus-
try-wide transformation. The positive experiences from these
early implementations likely contributed to Al's slight rise in
priority among companies.

Al (Artificial Intelligence)

We currently leverage Al to the extent of...

40% 41% 52%
® &}
48%

No consideration of Al Pilot projects

Implemented across the business

Mar 25 - Survey avg @ Oct 24 - Survey average avg
Mar 25 - Paper & Paperboard Manufacturing avg. @ Oct 24 - Paper & Paperboard Manufacturing avg.

Figure 13: Al implementation status

As Al adoption progresses, its role within the industry will likely
continue ta evolve. While scepticism persists, hands-on expe-
rience appears to be shifting perceptions. If ongoing pilot pro-
jects demonstrate clear value, Al will further up the priority list,
accelerating its integration into core business strategies.

Sustainability: Evolving Priorities and Persistent Chal-
lenges

Previous StepChange Economic Outlook studies have already
indicated shifts in the industry's stance on sustainability, but
this time, the change is mare evident than ever. While sustain-
ability remains a key topic, its influence as an industry-defining
trend has declined significantly [See Figure 7] In line with this,
sustainability has also moved down the priority list for many
companies [See Figure 11]. This shift is not entirely unexpected,
as many respondents highlighted that environmental and sus-
tainability regulations are placing increasing pressure on the
industry, often viewed as a constraint rather than a competitive
advantage [See Figure 8]
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Despite this shift in perception, companies appear to be at a
relatively advanced stage in their sustainability efforts. The
vast majority (~92%) have a defined sustainability strategy fo-
cused on reducing their environmental footprint [See Figure
14] A particularly notable development is the significant in-
crease - by 10 percentage points - in respandents reporting the
use of digital tools for integrated and automated sustainability
performance measurement. This progress aligns with the in-
dustry's preparation for compliance with regulations such as
the EU Deforestation Regulation (EUDR), which requires com-
panies to submit proof that products are free from deforesta-
tion and forest degradation. As a result, tracking tools and dig-
ital advancements have become more critical than ever.

Sustainability

Please indicate if you agree to the following statements concerning
sustainability and footprint in your organization

We have a clear sustainability
strategy which reduces our footprint

We track and measure our footprint
and other sustainability KPIs comprehensively

Our customers evaluate our
sustainability performance

We select our suppliers based on their
sustainability performance

We have digital tools for an integrated and automated
measurement of our sustainability performance

Il 2023 October [l 2024 March

2024 October

2025 March

Figure 14: Sustainability strategy perception

However, a growing sense of scepticism is emerging regarding
the broader impact of corporate sustainability efforts. Fewer
respondents now believe that sustainability provides a com-
petitive advantage, with this perception declining by 3 percent-
age points [See Figure 15]. Additionallu, there is a declining be-
lief that corporate sustainability strategies will lead to mean-
ingful improvements for society at large.

This raises a fundamental question: beyond compliance, what
are the true benefits of sustainability efforts? One persistent
challenge remains the financial viability of sustainability initi-
atives. The expected synergies between profitability and sus-
tainability are either not materializing, or companies have yet
to find a way to fully capitalize on them. On a higher level it
could be speculated that the current Zeitgeist from the new
U.S. administration might have an impact on responses.

On a more positive note, the sector continues to shift toward
renewable energy, reinforcing long-term commitments to sus-
tainability despite the evolving requlatory and economic land-
scape [See Figure 16]
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Sustainability
Please complete the statement (multiple answers allowed).

Our sustainability strategy...

..gives us a competitive advantage

.will improve the world for everyone

.helps to attract and retain talents

..Ilmproves our appreciation
by financial markets

..increases financial returns

2025 March [l 2024 March
2024 October Il 2023 October

Figure 15: Benefits of increasing sustainability

The survey also explored the topic of plastic substitution, par-
ticularly the reasons why it is not progressing at the anticipated
rate [See Figure 17] Interestingly, paper’s environmental foot-
print was not cited as 8 major obstacle, suggesting that the in-
dustry still holds an advantage in terms of sustainability per-
ception. Instead, cost remains the dominant barrier, with plastic
continuing to be the cheaper alternative.

Sustainability
Our Energy strategy is based on... B Oct23 Il Mar24 Oct 24 Mar 25
59%  67%
my | % N
R 1 8( i

62% 66%

Heavy exposure to fossil fuels 100% supply from renewables

Flgure 16: Energy strategy [% of Renewable energy planned to be used]

Sustainability

Please indicate the main reasons why plastic substitution is not happening at the
expected pace

Plastic remains cheaper

Paper alternatives
lack required performance

The industry overestimated the pace

Regulations are not driving
the transition fast enough

Consumers are not switching
to paper-based options

Recycling systems
favour plastic over paper

Supply chain and material constraints

Paper production requires
more water and energy

Other

W 2025 March

Figure 17: Plastic substitution

Additionally, paper's lacking versatility remains a challenge, as
it does not always meet the key performance requirements

DRIVING CHANGE TO DELIVER RESULTS

necessary for substitution. One of the mast striking findings is
that the initial momentum surrounding plastic substitution
may have been overstated. The industry appears to have over-
estimated the speed and scale at which paper could replace
plastic, leading to a realization that significant capital expendi-
ture and R&D investment would be required to achieve it. This
reinforces the reality that, for now, plastic remains the more
cost-effective aption.

The ongoing battle between paper and plastic remains unre-
solved, with cost and functionality still favoring plastic in many
applications. While sustainability remains a critical issue, its
role in shaping industry strategy appears to be evolving. The
regulatory environment is pushing companies toward compli-
ance rather than innavation, and the financial returns on sus-
tainability efforts remain uncertain. Moving forward, the chal-
lenge will be finding ways to integrate sustainability into busi-
ness models in 3 way that balances environmental responsibil-
ity with economic viability.

Summary: Optimism Amid Regional Variations and
Evolving Challenges

The survey presents @ more optimistic macroeconomic outlook
for 2025, with a net positive sentiment of 21%. While this
shows growing confidence, regional variations complicate the
overall picture. North America and the Rest of the World (RoW)
report higher optimism, while Europe remains more cautious. In
fact, despite Europe’s net positive outlook, respondents expect
the industry’s competitiveness to decline for the region. Espe-
cially compared to other regions, the canfidence in Europe ap-
pears to be decreasing.

For the industry, the outlook is generally positive, but segment
expectations differ;

e Packaging Paper manufacturers are not confident but
slightly optimistic, expecting an improvement

e Specialty Paper producers are generally optimistic
about the outlook, expecting growth

o Graphic Paper projections are more mixed, reflecting
ongoing market uncertainty

e Tissue Producers express the most uncertainty, with
almaost a quarter unsure of where their segment is
headed in 2025

Several trends are shaping the industry, with Al and cost man-
agement at the forefront:

o Alremains the most significant trend, with widespread
belief that it will positively impact the industry, though
many companies are still in the early stages of adop-
tion

e Sustainability, on the ather hand, has lost momentum,
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with a decline in its perceived value

Geopolitical tensions remain a major cancern, with tar-
iffs and trade disruptions expected to negatively im-
pact business operations

Companies are focusing on key operational topics, including;

Pricing and Margin Management and Cost Control re-
main top priorities as the industry navigates ongoing
cost pressures

Customer Acquisition and Retention is growing in im-
portance, driven by shifting custamer behaviors

Energy Strategy is becoming more critical, reflecting
concerns gver rising energy costs and related regula-
tory pressures

Al trending, gaining traction and surging

Diversity and Recruiting seem to have been side-
tracked

Overall, companies are balancing cautious optimism with the
need to address ongoing challenges. The ability to adapt to ex-
ternal pressures, implement Al, and manage costs effectively
will be key to remaining competitive in 2025. The pivotal years
ahead will determine whether Europe is merely slumbering or
has truly met its demise.
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For further inquiries and comments regarding this
publication, please contact us at leapfrog@stepchange.com
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About StepChange Consulting

StepChange is an industry focused and independent manage-
ment consulting company with a proven track record in sup-
porting clients to achieve sustainable value. StepChange pro-
vides support to top tier organizations in the industry from
strategy development to implementation of operational im-
provements.

StepChange is further an industry thought leader in digital
strategy and on the forefront of bringing digital transformation
to the fiber value chain.

With an international team of industry experts StepChange

1 will hit the ground running. StepChange provides innovative

and yet pragmatic solutions, placing an emphasis on delivering
measurable business results.
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