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1. Executive summary

This document will critically analyse the environmental forces that impact on Pasaban S.A. company and will give some recommendations. 
Pasaban is a company located in Tolosa (Spain) and is dedicated to build machines for the paper industry. There is a wide range of machines Pasaban can make like winders, sheeters, packing machines, but the star product is the sheeter. This family-owned company exports its machines all over the world and it is considered as a manufacturer of quality sheeters. In the later years, Pasaban has explored a partnership with Rolland Paper Converting in USA for maintenance as well as for new installations. Another partnership was launched with IK4-Tekniker (known by its R&D capabilities) to develop an innovative winder.
Paper and pulp industry is undergoing changes in production. There is a decline in graphic printing paper and an increase on sanitary paper and packaging paper. Covid-19 had an enormous influence in changing the game rules of production. The total number of companies and factories have been reduced while the sales have kept growing overall at small pace. Competition has been fierce in the last years and has forced companies to seek for effectiveness, productivity, and new market opportunities. 
Challenges have not come only from the pandemic. Globalisation is causing that competence can come from almost any country in the world. Emerging economies have access to technology and reduced costs of manufacturing. Legislation and political changes may soften or harden the trade agreements between countries. China is an outstanding developing economy which is investing in R&D as well, and therefore it will be source of quality and competitive machines in near future. 
Global instability is the rule in recent years. Brexit before and now Ukraine and Russia war have created big doubts in Europe and by extension in the whole planet. Market rules have changed, difficulties on trade have arisen due to new barriers for products moving from UK to EU and from EU to UK. Ukraine and Russia war affecting inflation and prices on basic products as well as in energy prices has influenced the world economy, and commercial trades. 
At micro level, rivalry among different companies is fierce and Pasaban is affected by companies from different regions. Bargaining power of buyers is changing as more firms that produce machinery for pulp and paper industry are created. China again being a country where many successful companies have been created to meet the requirements of internal industry as well as exporting. The threat from China is especially worrying as there is a combination of low costs and increasing technology development ongoing. More manufacturers of machinery mean more options for the buyer to seek for a better price, and therefore bargaining power of buyers increases. Bargaining power of suppliers remains stable, and there are many suppliers available for the raw material required to build the machines manufactured by Pasaban. Barriers to entry have been reduced. New entrants could even profit from companies that can produce stand-alone parts of different machines and mix and match them to get a complete and functional machine. This way the design times are reduced, and the risk is reduced as well. 
Pasaban as a company is having highly skilled employees that maintain the ambitious standards of their produced machinery. The good customer relationship and fast service response are key for Pasaban. On the other hand, Pasaban is a small to medium company that must compete with huge multinationals which can invest huge amount of money in R&D and workforce. 
In order to survive to the turbulent changes, Pasaban will have to invest in R&D to maintain its competitive advantage as well as increase its sales. Alliances with IK4-Tekniker and Rolland Paper converting will help, but these alliances should be closely monitored to achieve the desired results. CSR (Corporate Social Responsibility) policies are recommended to increase the engagement with the stakeholders, and specially with workforce that is stressed due prolonged periods of work away from their families. Diversifying and promoting alternative products is recommended to avoid the dependence of the star product (the sheeter) and to reduce the risk.
[bookmark: _Toc491160656]2. Introduction

This document is aimed to analyse current environmental forces and their impact on Pasaban S.A. company. The current state of the art on the industry and the particular situation of Pasaban S.A. will be taken into account to provide some guidance and advice on how to better succeed on the competitive environment. This competitive environment will be analysed with the help of well know tools. In the case of macro-economic situation, PESTEL will be the chosen one followed by a SWOT analysis. Last but not the least important, the 5 forces model described by Michael Porter will be used to help with the shape of the strategy to be followed to gain competitive advantage. 
Pasaban is a family-owned company based in the Basque Country (Spain). Its vision is “providing the paper industry with high quality, customised converting machines and solutions” (Pasaban, no date 1). It was founded in 1928 as a mechanical workshop in Tolosa (Pasaban, no date 1). In 1955 the company turned towards paper finishing processes, to later in 1977 create its own electronics. Montelec was created in 1996 (Dutt, no date 1) to manufacture their electronic products which became Dutt in 2015. Dutt is manufacturing the PLCs (microcontrollers and CPUs), the power drives and inverters for the Pasaban machines and it also provides components for other industries (Dutt, no date 1). Dutt is owned by Pasaban family as well, and it is important for this analysis as it develops the critical technological aspect of the Pasaban machines. Pasaban produces nowadays a wide variety of machines to accomplish the processes of “cutting, winding, unwinding, wrapping, stamping and laser perforating, amongst others” (Pasaban, 2018). Pasaban sells machines all over the world and helps on the preventive and corrective maintenance promoting the remote assistance (Pasaban, no date 2). High technology machines include banknote related machines to cut, pile up and stack pallets in reams fully automatised (Pasaban, 2015). In 2017 new project was started to develop an innovative winder with the help of IK4-Tekniker technology centre. In the later years, a partnership with Rolland Paper Converting Services LLC materialised (Pasaban, 2021), and this would open more opportunities in USA for Pasaban machines along with maintenance services.

[bookmark: _Toc906668198]3. Main Findings

[bookmark: _Toc1681706835]3.1 Macro economic environment.

	“PEST analysis” is a powerful tool to analyse the external macro environment that can affect a business (Sammut-Bonnici and Galea, 2014). PEST, PESTEL, PESTLE and other variations of the name stand for the same type of analysis. PESTEL has two basic functions, identify the environment where a company is working on, and to provide data that could help firms to predict future environment changes (Yuksel, 2012). PESTEL framework can help firms to make informed decisions for long-term goals and sustainable business (Song, Sun and Jin, 2017). 
Globalisation is a fact nowadays. Markets are not independent from each other anymore and companies find it easy to access to markets all over the world. Distances have been reduced and products can be shipped in matter of days to any place of the world. Paper industry is not an exception to this, and production is distributed all over the globe. Many countries produce pulp and paper derivates which are exported and imported into different countries. Trade agreements between countries ease the movement of the goods from country to country. Politics play a key role as their changes can soften or harden these legal conditions to trade. 
A side effect to globalisation is that the access to the technology has become easy for emerging economies and knowledge associated to it, can be easily gained. Therefore, developing countries can produce similar products to developed countries, with the advantage of lower production costs. Some emerging economies like China are becoming a competitive player in paper sheeting industry. China is not only providing labour, but it is increasingly gaining experience in research and development as well. Companies of relatively recent creation like Kingsun in 1995, who is exporting machines to 68 countries already (Kingsun, no date), can change the game in the paper sheeting industry. Similarly to Kingsun, there are other companies of different sizes created in China that can threat other worldwide companies, making the competition stronger. Few years ago, the difference between a European machine and a Chinese equivalent would be the technology. Mechanically they could look alike while the performance optimisation would be key in favour of the European one. Thanks to the investment of China in research and development, this country is gaining experience and know-how which in the mid to long term will help their industry to shorten the technological gap.
According to Tiseo (2022) the largest paper industry volumes in the world are China and USA, with markets growing with respect to other countries from 2013 to 2018, and China having almost twice as much production as USA in 2022. 
The number of companies and paper mills has been reducing from 1991 to 2021 to almost half of 1991 figures, however the turnover of the industry has been growing (CEPI, 2021). When it comes to the figures whithin Europe, the production by country shows that the main producers of pulp are located in Sweden and Finland, while for paper and board is Germany followed by Italy (CEPI, 2021).
Pandemic isolation and work from home policy disrupted the game rules for every business. COVID-19 affected supply chains and distribution of the product causing great disturbance in the paper industry (Gurtu, Johny and Buechse, 2022). Remote working, meetings through videoconferences, and the need for sharing documents in real time and with different locations affected the way the paper products have been used. Online sharing documents in screens has been boosted. COVID-19 produced a global decline in paper and pulp market of 0.1% in 2020 as compared to 2019, which was softened in part due to the high demand on sanitary paper, but it is projected to keep a steady growing in the next years (Fortune business insights, 2021). The impact of digitalization caused in part the drop on the printing paper, but on the other hand, a growth of the paper packaging mainly due to e-commerce has been also observed (Tiseo, 2022). Similarly in a report by McKinsey (Berg and Lingqvist, 2019) it is corroborated that the graphic paper demand is reducing and will keep declining over the next decade, and that packaging paper, tissue paper and hygiene products will keep growing in future. Companies willing to survive would require cost optimization and good management on the changing environment.
Technological improvements in electronic devices may look like a thread for the paper industry, but as explained by Briscoe (2021) in many cases the adoption of new technologies can help to increase the paper production, and that the “paperless office myth” can just be that; a myth. However, in the same article, Briscoe acknowledges that technology in conjunction with legislation changes can lead to profound changes in behaviour of consumers. 
Sustainability efforts, increasing demand for paper and forest made packaging, other industries demand for forest products (like construction for example), or new regulations for the environment will shape the 2020 to 2030 decade (Feber et al, 2021).
Future paper industry has to deal with climate change new regulations, adapt to new technologies, invest in productivity, and take advantage of new opportunities (Feber et al, 2021).
Recent geo-political changes such as Ukraine war and the Brexit in UK, have affected many products stability. Companies have been forced to seek for different markets or to adapt to restrictions and over-costs. These costs looks like they are being passed to the consumers increasing the inflation. In the case of Brexit, cost of living has increased for the average household in UK (Breinlich et al, 2022). Similarly, products that were easily accessible for EU consumers from UK market found to be more complicate to purchase. Ukraine war has caused an impact in cost “equivalent to 1% of global GDP in 2022” (Liadze, 2022). Europe area will be affected the most shrinking its GDP in more than 1%, and inflation will be increased globally adding an extra 2% in 2022 (Liadze, 2022). War has also imposed some restrictions on trades with Russia, and the future is still uncertain on the area. This climate of high tension close to the European countries causes instability and uncertainty in the markets which is associated with higher risk, which again is linked to higher over-costs. 
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3.2 Micro economic environment.

In order to analyse the factors that will affect closely the behaviour of the industry, Michael Porter’s 5 force framework will be used. This model consists of 5 forces that will shape the industry competition. These forces are the bargaining power of buyers, the bargaining power of suppliers, the threat of new entrants, the rivalry among industries, and the threat of substitute products or services (Porter, 1985). Competitive advantage has been a very successful book in business strategy, and despite the evolution of the industry, its concepts are still usable nowadays to help with the development of strategy (Stonehouse and Snowdon, 2007) 
The rivalry among different companies is fierce, and many companies dispute the first positions among the industry. Some of the main competitors of Pasaban are companies like Jagenberg Paper (Jagenberg Paper, no date), Raumaster Paper (Raumaster Paper, 2016), BW papersystems (BWpapersystems, no date). A more extensive list can be found in Global Paper Sheeter Machine Market Research Report 2022 (Absolute reports, 2022).
The bargaining power of buyers is changing with the new entrants in the market. Before it was a more technical market where technology was kept in secret by companies as a key factor of their success and competitive advantage. There was a long gap of time since new improvements were achieved until other companies could have similar technologies in place. Pioneering a new technology and being the first entrant applying that technology to the market has always been a competitive advantage, however with the speed of spreading of the knowledge and quick implementation of new technologies, maintaining this position is extremely complicated. Hence buyers are gaining power on deciding which supplier to use.
The bargaining power of suppliers in this industry is not high. This keeps the costs of material within an acceptable range. All the components of the machinery can be produced in multiple places and there is not one critical product to consider that would change the game play. In Pasaban’s case, as explained in the introduction chapter, the key product is its electronics and software programmes, but these technologies are developed by a company owned by the same family. The know-how of the critical parts of their machines is therefore kept safe and not shared with the outside while the components to build the main boards are standard ones. 
Barriers to entry is a force that has changed over time. At the beginning it was more a case of developing technology and invest money in the prototypes. Machines were very complex to build and require a high volume of capital to develop a fully operational unit. Nowadays, there are more companies that can produce parts of the machine and reduce the risk for new entrants, as they can build a machine combining these units. As an example, MTorres is a company makes splicers and unwinding stations that can be attached to any machine and simplify the design and implementation stages (MTorres, no date). 
Technology changes and environmental new regulations can lead to new substitutes to the products that Pasaban is producing. Regular printing paper can be reduced by technology as more digital screens can be used as alternative for publicity or marketing campaigns, or companies deciding to reduce the paper consumption and having online resources instead. At the moment, the regulation for reduction on plastic packaging is helping to increase the cardboard production as substitute. “Paper is the most sustainable and recyclable packaging material available in the world today” (Fortune business insights, 2021). Industry has to be attentive as similar case could happen with paper if anything better is found in the future as its substitute.


[bookmark: _Toc340603317]3.3. SWOT analysis.

The SWOT analysis is a great tool still usable in the nowadays strategic analysis (Helms and Nixon, 2010). In a SWOT analysis there are typically four quadrants, strengths and weaknesses which are internal features, and opportunities and threats which are external. In order to benefit most from the SWOT analysis, it is better to consider a defensive approach as well as an offensive approach incorporating resource base view concepts as indicated by Valentin (2001), so all range of possibilities can be covered.

Strengths of Pasaban
- Highly skilled and motivated employees form part of the company. When they join, they are attracted by technology and the quality of the machines built by the firm.
- There is a great knowledge of technology and high flexibility to meet customer needs. Installers have the capability and are allowed to make structural and program changes in the machine to accommodate the customer needs and to improve performance on particular conditions. 
- There is a good customer relationship due to long time that the firm has been in the market. Pasaban company has had contacts with major players in the pulp and paper production.
- A strong point in Pasaban is its quick response customer service. A qualified team of workers can be sent on the following day of a customer demand if required. Time is a particularly important factor for paper mill productions. These companies can lose a lot of money just by having a machine stopped.
- Pasaban is having a healthy economy. The business has a volume of total sales of nearly 40 million Euros in 2021 and a bit higher than 40 million in 2020 (Infocif, 2022). 

Weaknesses of Pasaban
- It is a small company size compared with other multinational groups that operate worldwide.
- There is small investment in R&D. Traditionally research and development is done in house with the help of the electronics company Dutt which belongs to the Pasaban family. Only limited results can be achieved using this model, as there is limited access to experts.
- Although at the beginning new workforce is committed and motivated, installers are required to stay prolonged periods of time abroad which in long term causes burn out effect in employees. (Especially in electricians, mechanical and programmers that travel during the machine installation and set-up). 
- Even though different products are sold, production is mainly focused on cardboard sheeters. There is a high dependence on this star product, while other products provide residual benefits.
- Long installation processes, installations carried out abroad, far away from workforce families, and little amounts of days off in between consecutive installations, makes it difficult to conciliate family life and labour.
- There is a high employee turnover among installers due to familiar tensions. In most of the cases job is considered to be interesting however incompatible with a regular familiar life.
- The need to be up to date with technology that changes constantly, generates high volume of stress. 

Opportunities 
- Market investigation has shown that within the similar range of products of the ones that Pasaban is developing, it could be interesting to develop products for sanitary paper industry which is growing. There are huge similarities with the regular paper, or cardboard and the sanitary paper processes. 
- Partnership with the USA company Rolland Paper converting can be exploited to gain market share, and use their expertise and presence in that market to expand to other third-party countries where USA trades are more beneficial than European trades.
- R&D investment will still make sense as quality and precision machines are demanded by customers. While emerging companies are catching up with technology, there is margin to improve the existing products and maintain the competitive advantage.

Threats 
- New entrants in the gameplay especially from China which are gaining in quality on their machines can compete in future with Pasaban machines. Fast growing economies like China with large amounts of money invested in R&D help to reduce the technological gap between developed and developing countries.
- Digital printing is declining, so folio size and A4 dedicated products will be affected. Attention should be paid when attempting to make investment in this type of machinery.
- Global economy decline will cause a fiercer competence and reduced margins to be competitive.

[bookmark: _Toc1719786901]4. Conclusion

Several situations have changed in the paper and pulp industry recently. Overall production has been demonstrated to be growing year after year, however, there has been a shift on the final product demanded. While the graphics paper is on decline, packaging and sanitary is growing and compensating the loses. Paper and pulp market has become more competitive and as a result, the number of companies has been reduced. This reduction implies that companies pursuit efficiency and productivity. Market is still demanding machines that would provide competitive advantage to the firms. These machines are valued by the amount of production they can deliver at a required quality standard. Having lower quality machines lead to lower quality finished material and can limit the markets you can target. Hence the importance of the quality of the machines. Pasaban is dedicating high efforts to keep high quality and precision to its machines, and it is very important to continue in this line. 
Within this context, good machines require highly qualified workers in the processes of design, installation, and final setup. The quality and technology of the machines help to recruit new employees willing to learn and keeping them engaged while they learn the insights of the sheeters, winders, and packing machines. To keep these highly skilled workers in the company, it is not enough to give them good salaries, but to engage them with the vision and strategy of the company. High employee turnover is a result of long periods of work abroad, away from their families. This causes burn out effects on employees and little by little their perception of the company worsens. Policies should be implemented to make it more bearable these long installation periods. An approach that could help would be to implement a code for Corporate Social Responsibility (CSR). CSR covers the areas of all stakeholders, (employees, marketplace, environment, community) and embraces goals in ethics and human rights that society as a whole would find as desirable. When a company seeks to cover these human needs and not just profit, the perception of the firm becomes more social responsible Moir (2001). CSR creates good reputation which attracts employees willing to work for the company, and CSR helps to align the employees with company goals increasing the commitment (Turker, 2009). Although Corporate Social Responsibility is not directly linked to increased profit margins, it is perceived as having beneficial effects among the stakeholders when implemented (Blomgren, 2011). 
Human resources will be also a department to enforce if excellence is required in the workforce. Smart Human Resources 4.0 (SHR 4.0) is a new concept evolved from the new technologies such as Big data, Artificial intelligence, and computer technologies that aims to help Human resources to take better informed decisions (Sivathanu and Pillai, 2018). This SHR 4.0 consist of bringing on board talented people, and to upskill workforce to overcome future challenging situations. This upskilling will help to adapt the company to future changes allowing to distinguish low performers from high performers and to act in consequence. Seeking for new talent should be a priority when excellence is required. 
Fierce competence that has emerged especially from China requires attention as the technological differences with their machines is getting reduced. Bargaining power in buyers is increasing as a result of new cheaper suppliers in the market. An effort should be made to reduce costs as much as possible without affecting the quality of the final product. Globalisation allows outsourcing parts of the machine, and this could be an option to reduce costs on parts where the know how is not critical. Critical parts should be produced in house to maintain the competitive advantage as much as possible. 
Dependence on sheeters is a weakness that should be dealt with. The alliance with IK4-Tekniker for the research and development of a winder should be monitor, and the same process should be carried out to develop future potential products. Options should be explored on the emerging high growth sanitary paper products. Investment in R&D is key to achieve the competitive advantage that would enable Pasaban machines to maintain good sale prices and good margins without the need to enter in price wars.

[bookmark: _Toc1668238257]5. Recommendations

 	After the PESTLE, SWOT and Porter’s 5 force analysis, main environment changes that affect Pasaban have been identified. The following recommendations have been suggested.
A price war should be avoided, and it has been recommended to be cost effective. In order to avoid competence, R&D investment will be required to gain competitive advantage over the industry. 
Highly skilled workforce should be maintained to keep the precision and quality within the Pasaban firm. A plan to increase the engagement has been proposed. CSR could help so it is highly recommended to plan its implementation. Human resources can play a great role in keeping workforce motivated by embracing new technologies and providing training where required. “Training investments generate considerable gains” (Hansson, 2007). Implementations of SHR 4.0 would be beneficial for the company. A strong human resources department can play a vital role in the strategy of the company. Aligning the human resources with the strategy of the company would achieve better results transforming the workforce as a whole. 
Dependence on only one type of machinery is not recommended at long run, so the advice is to diversify and open market opportunities in other type of machines. At the moment Pasaban’s main star product is the sheeter, but this dependence has to be monitored closely. Minor changes in the market may cause high damage on the company
Partnerships with IK4-Tekniker and Rolland should be exploited to achieve higher levels of innovation with the former, and higher levels of sales with the later. 
Critical components of software and hardware should be kept in house production in Dutt under the protection of Pasaban family businesses. Outsourcing of other parts of the machine with less know-how may be recommended.
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