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Started my work with Finnish forest companies in 2012...

The respondents found the following to be significant challenges in the
future:

« maintaining competitiveness in the global markets
- anticipating long-range changes
« creating new infrastructure for the new products and services

agility in reacting to change
assessing the significance of changes
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2. anticipating short term changes

3. anticipating long-range changes

4. creating new infrastructure for the new
products and services

5. preserving the old business

6. renewing the financing models for business

7. fragmented societal decision-making
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Very

stiff regulation
agility in reacting to change
10. changing the corporate culture
11. changing established practices of the field

12. maintaining competitiveness in the global
markets

Significance in the future
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Completely insignificang

significant

Mita mielta olet?

Completely disagree What is your opinion
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RESEARCH CENTRE fluctuate in a cycle of 40-60 years
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Rolling 10-year return on the S&P 500 since 1814 till March 2009 (in %, p. a.). Source: Datastream, lllustration: Allianz Global Investors
Capital Market Analysis
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Industrial societies

K-Waves 1 Wave 2 Wave 3 Wave 4 \Wave

Period 1780- 1830- 1880- 1930- 1970- 2010-
1830 1880 1930 1970 2010 2050
Drivers Steam Railroad Electricity  Auto- ICT Intelligent,
Machine  Steel Chemicals mobiles, resource
Petro- efficient
chemicals technolo-
gies
Prime Clothing Transport Mass- Personal Produc- Materials
field of industry production mobility tion and and
appli- communi- energy
cation cation of  production
infor- and distri-
mation bution




“."" S/

U,

G o LAND FUTURES It was the year 2000 when this would-be X-event started to

RESEARCH CENTRE
unfold...
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In the year 2000 Finnish forest companies decided
Invested total of close to 9 billion Euros to expand into
International markets:

« Stora Enso purchased US Consolidated
papers for €4.4 billion

 UPM purchased €1 billion pulp & paper
factory from Miramichi (Canada)

* Metsa group purchased factories from
MoDo (Sweden) and International paper
(US) for about €3 billion
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This is what they believed in...

Co-existence of Media STORAENSG

Historically, electronic media has not threatened the growth of paper based communication -
in many cases the paper industry has benefited from i1t
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uch too rosy a picture...

AMOUNT OF DIGITAL INFORMATION
CREATED AND REPLICATED EACH YEAR

o 1,773 exa bytesj‘
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173 exabytes

10-fold growth in five years!
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© Copyright Allianz SE, Economic
Research & Corp. Dev. 2010
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The consumption of printing papers and newsprint in
US markets 1976-2012

RESEARCH CENTRE
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RESEARCH CENTRE ...S0 they did not see this coming...

6th Wave: --> Pressure to
Socio-economic transformation renew the forest-value-
model
De-
LANDSCAPE stabilisation

of the
regime
New regime

Old regime:
J for forest

pulp & paper

SOCIO-TECHNICALJ s based value
REGIME A window of [ Q creation
opportunity
_ Natural
Blo—bgsed fibers to W?Odt Nature-
chemicals replace constructs Foodstuff B orientated
and 2nd fossill-based Wood products tourism
generation _ like xylitol
_ products desian
NICHE biofuels g

A

(Adapted from Geels 2002)
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= “As a result all these investments failed
miserably...

SE lost
~2,5b€ and
UPM had to sold the
close the company
fagtory some
years later

Metsa Group
was in the
brink of
collapse for
the next 12
years

The whole sector lost its
position and self-confidence
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certain fallacies of the top management...

competencies

Enso's previous experiences in NA were different and mistakes Company | -Dld l'ﬂu I
irrelevant here

Company business

Having one paper mill in the US is useless

US magazine and fine paper markets are still growing, although Demand Growth stopped to a large extent when the IT
growth is slowing down bubble burst
The development of the IT industry has a positive effect on paper Demand Technological development has started to reduce
demand paper consumption
LWC and CWF prices will mr;:r:’atgood levels for at least owo Prices Prices fell strongly beginning in 2001
Asian players entered the market, disrupting the
The US compeditive situation will not change markedly Supply “raleedy: n demand and supply

Listing in the US provides access to a more efficient debt capital
market

Financial markets

Pulp and paper companies listed in the United Seates are worth

than their European counterparcs Financial markets The valuation gap diminished during the 2000s

STE's biggest customers are American, and STE will benefit from
being in their home market

Benefit difficult to quandfy, but market share did
grow in the beginning

Demand

The dallar-euro rate will continue to fluctuate and local

manufacturing presence will provide natural hedge Financlel markets

. . Government
US govt will continue to set up trade barriers officials
With a local mfg footprine, STE can optimize its deliveries from Company business Customers were used to receiving CPl paper, and Source:
Europe structure did not want European paper ’
STE could not expand through M&A in Europe due to antitrust Government K()HlumleS 201 O
regulation officials
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What really went wrong:

* Forest company management and the
experts used shared the same worldview

* Forest companies had a good 1990’s and
they thought it will continue the way it has
happened In the past

* They did not listen to diverse opinions as
they thought they know the answers to all

guestions...
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X-event may occur when you have...

* ...lost the agqility to recognize the changes
In the environment

* ...lost capability to adapt to those changed
clrcumstances

* ...lost to capability to assimilitate shocks
and surprises so as not to be destroyed by
them



‘“'.,,:
',,

%" FINLAND FUTURES

RESEARCH CENTRE Reasons for X-event tO Occur

Internal
factors

External
factors




