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Having just entered the recovery phase, European business leaders face
yet another crisis: Russian aggression against Ukraine and the subsequent
market turmoil it has triggered — soaring energy costs, rising geopolitical
tensions, and once-again disrupted supply chains.

Continued disruption over the past twelve
months means European leaders remain wary
about the future prospects. 69% believe that
global growth will decline this year, compared

to 53% of the global HLB survey respondents.
Likewise, only 68% of European leaders are very
or somewhat confident in their company’s ability
to increase revenue this year, compared to 79%
globally. The pessimism runs deep as 28% expect
a decline in their company’s revenue this year.

The muted economic growth sentiment also
prevailed in the Autumn 2022 Economic Forecast!
by the European Commission, suggesting a 0.3%
decline in GDP growth and a persisting inflation
rate of 8.5% in the euro area, home to the
majority of respondents in our sample.

However, more recent data in the EU’s Winter
2023 Economic Forecast? supports greater
optimism. The projected growth outlook for

DO YOU BELIEVE THE RATE OF GEOBAL ECONOMIC GROWTH

this year rose to 0.8% in the EU and 0.9% in the
euro area. The wholesale gas prices have already
fallen well below pre-war levels. Furthermore, the
EU labour market has performed well, with the
unemployment rate remaining at 6.1%3, a record
low.

Leaders themselves have shown exceptional
abilities to navigate a protracted storm — first,
the pandemic, now — the ongoing and inter-
related geo-political and economic challenges.
Now they must regain a stronger footing by
pursuing leaner operational practices and new
leadership strategies to successfully navigate
choppy waters.

WILL CHANGE IN THE NEXT 12 MONTHS?

Europe

Growth will increase

Global

Growth will stay the same B Growth will decline
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CONCERNED NOW

European leaders continue to face strong
headwinds with new and intensifying risks

to growth. Compared to global respondents,
Europeans are more concerned about resource
costs (36% vs 30% globally are very concerned
about rising energy and materials costs) and
geopolitical risks (31% vs 26%). Both of these
risks emerged over the past twelve months,
compounding supply chain disruption and
economic uncertainty caused by the pandemic.

European business leaders also fear the impacts
of inflation (85% vs 82% globally), and economic
uncertainty (84% vs 78% globally) more

acutely. Factors like “access to talent”, “rising
interest rates”, “exchange rate volatility”, and
“cybersecurity issues” are also top-of-mind for
over half of the respondents.

In the five-year perspective, leaders in Europe
expect some of these risks to become more
arduous. Cybersecurity risks are expected to
become more prominent by 74% of European
leaders, followed by climate risks (57%) and
social instability (48%). Whilst they expect
resources cost, inflation, access to talent, and
economic uncertainty to remain lingering
concerns.

Interestingly, Europeans are more anxious about
the future impacts of “disruptive technologies”
(48%) and “misinformation” (46%). Perhaps
European leaders feel they haven’t done enough
to keep up with competitors in the US and China
regarding tech-driven innovations.

Misinformation, made easier by social media,

is a pressing problem. Europeans come across
fake news (that falsifies or misrepresents reality)
on a daily basis. The ongoing prevalence of
misinformation, combined with undue political
influence, lowers public trust in media. A Digital
News Report* by Reuters found that over half of
Western Europeans don’t trust the news. In Italy,
for instance, only 35% believe the credibility of
their news agencies’ most of the time.

Lack of trust in public institutions and the media
is leading to polarisation in society. As living
costs rise and political disagreements continue,
concerns around social instability are likely to
increase.

That said, European leaders appear steadfast in
the face of such disruption. When asked about
the main focus of their business over the next

12 months, respondents are more committed to
transformation, over survival. 88% are focused on
business transformation, with 35% making it their
sole focus and 53% balancing transformation with
survival-driven activities.

Endurance and growth are somewhat conflicting
priorities, which require a great degree of
flexibility and operational tenacity. European
leaders are making the most of their ‘cash cows’,
in contracting market segments, and investing

in initiatives to drive future growth. In the

words of a senior executive in the real estate

& construction industry, leaders must “remain
flexible to change organically and keep an eye on
costs and invoices”. That’s a tough balancing act.
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European leaders are looking to strengthen multiple anchors to steady
them through stormy conditions including weak spots in talent acquisition,
operational effectiveness, and supply chain management. Hiring new talent
and improving operational efficiencies are also amongst the top actions
leaders plan to take this year in order to grow and remain profitable.

THE TALENT FACTORH

Having a competent crew is just as important as
an experienced captain and the type of vessel
you’re operating. Yet, good talent is hard to find.
The European markets continue to face labour
shortages. Over half of the German companies®
struggle to find skilled labour. The UK faces a
shortfall of over 330,000 workers®, with sectors
like transport, warehousing, retail, and healthcare
among others feeling the biggest impacts.

In our 2022 survey of European leaders?, 40%
were determined to focus on weaknesses in
talent acquisition. In 2023, the cohort who see
talent acquisition as problematic is now 48%.

More importantly, leaders aren’t just short of
staff. They can’t source workers with the right
skills to deliver results effectively and efficiently,
and at speed. To cope, over half plan to evolve
their human resource model to meet the future
requirements of work.

Also, 76% are focusing on improving workforce
productivity including 56% who are doing so

in combination with accelerating the adoption
of digital technologies. This alternative focus
area will likely help to drive efficiency gains

as well as helping to facilitate business model
transformation and new product development.
Over the next five years, European leaders

see the following digital technologies as most
important to their businesses — cloud computing
(48%), Al (45%), and machine learning (33%). In
the words of a CISO in the tech sector, leaders
need to “obtain comprehensive knowledge

to understand the transformations that will

be necessary for the short term for good
professional performance”.

FINDING THE RIGHT PEOPLEH

Power in Europe’s labour market is currently with
candidates. Professionals recognise the demand
for their capabilities and can be more selective
with job offers. Post-pandemic, many expect
flexibility in employment, preferring remote or
hybrid working. Not all employers have embraced
the ‘digital workplace’, however.

At the same time, the Great Resignation
continues according to Leapsome’s global
survey?®, with 86% of professionals (mostly in IT
and tech industries) planning to resign in the next
12 months. The prospects of better pay and the
work-life balance primarily drive the decision to
quit, although other factors are also at play.

Younger generations entering the workforce
are looking for more meaning in their work.
Uninspiring leadership, disingenuous corporate
social responsibility (CSR) programmes, and an
inability to connect with the corporate purpose
all contribute to resignations.

Purpose can be a favourable factor for retention.
When employees feel connected to your mission
and feel that they’re doing useful work, both for
the business and society at large, they’re less
likely to leave.

Among our European business leader
respondents, 67% have identified the purpose of
their business, which might vary from profit to
community-focused. A slim majority of European
leaders (55%) are focusing on improving
environmental, social, and governance (ESG)
impacts, including 11% who suggest this is their
sole focus versus a significant number (45%)
who are focusing solely on improving business
performance (45%) in 2023.



ESG is perhaps regarded as a “luxury” in these
challenging times — an additional investment
with unclear returns. Perhaps why many treat
ESG as a check-box activity. 56% of respondents
either disregard it altogether or do only what’s
required by regulators. Only 9% of business
leaders in Europe identify with being ‘purpose-
led’ vs 15% globally.

Yet, there are tangible longer-term benefits

to improving CSR practices and ESG factors.
Findings® from across Europe suggest that

the environmental dimension of CSR improves
innovative potential, reduces operating costs, and
provides a competitive advantage. Investments in
ESG areas can contribute to innovation capacity
and performance via greater material support
from stakeholders and governments, and the
creation of new workplace models. A refreshed
way of working is more conducive to innovation
and improves corporate reputation, which, in
turn, can attract better talent and improve
motivation, morale, and loyalty.

SEEKING OPERATIONAL EFFICIENCIESH

Despite the muted economic outlook, 88% of
business leaders in Europe remain focused on
pursuing long-term priorities to thrive, with 48%
also combining them with short-term survival
activities. A much smaller group is focusing
solely on immediate survival.

When asked to choose between improving
operational efficiencies versus investing

to innovate and grow, 78% are focused on
operational efficiencies, although the majority of
these are aiming to tackle both, simultaneously.
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But is doing both feasible?

In the last year’s HLB survey, 86% of European
leaders expressed greater confidence in their
ability to innovate than in pre-pandemic and
doing so at faster speeds than in the past.
However, the majority also selected “lack of
time” and “insufficient funding” as the key
barriers to innovation. This year, leaders have
even less time or investment capacity to innovate
due to the disruption caused by rising energy
costs, inflation, interest rates, and geopolitical
tensions.

At the same time, many face workforce
constraints, as cited earlier. Understaffed teams
are now asked to achieve more in less time

and on a smaller budget. 76% of leaders based
in Europe (Q4) plan to increase headcount to
improve productivity, however, the majority

of these (47%) are, at the same time, cutting
staff in other areas to save costs. Workforce
optimisation is a natural ‘coping mechanism’.
When immediate growth isn’t an option, cost
cutting and efficiency improvements become
necessary priorities. For 64% (Q2) improvements
in operational efficiency performance are the
key priority for 2023, followed by cost reduction
(43%) and new technology adoption (40%). That
said, leaders can only cut costs once. To thrive
in the longer term, they will need to consider a
broader range of operational changes.

WHICH OF THE FOLLOWING ACTIONS ARE YOU PLANNING
TO TAKE IN THE NEXT 12 MONTHS, IN ORDER TO GROW AND

REMAIN PROFITABLE?

63%

39%

33%
Divesting from a business or exiting a market

Launching new products and services
Joint ventures or strategic alliances

Collaborating with entrepreneurs
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Reducing costs

Adopting new technology
Building organic growth
Investing in human capital
Reviewing our strategy
Mergers & Acquisitions
Outsourcing

None of the above
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REVVING UP THE ENGINE FOR GROWTHH

Given the market conditions, it’s not surprising
that Europeans remain cautious in the short-term,
but more optimistic on their future outlook. 88%
are focused on both transformation and survival.
As a leader in the agriculture sector commented,
“this [crisis] will pass, make good choices in the
interim. Fix and lock things down to determine
operational performance, do not speculate.”

So how can European leaders operate at faster
speeds and at a lower cost?

Eurostat’® suggests that the real labour
productivity per hour worked figure has been
continuously increasing over the past five years,
even through 2020-2021. The EU also benefits
from having a relatively high percentage of

the population with a post-secondary degree.
Despite these factors, Europe appears to lag
behind in terms of high-tech innovation.

In 2020, European companies curtailed spending
on research & development (R&D) projects —
and so did regional investors. Even prior to

the pandemic, many leaders were treading
carefully with investments in information and
communication technologies (ICT). As a result,
European companies now trail behind the US and
China in terms of R&D growth rates, according to
the EU Industrial R&D Investment Scoreboard" in
sectors such as ICT products, healthcare, and ICT
services.

Interestingly, European business leaders are more
focused on building organic growth than their
global peers who are more likely to be launching
new products and services. With less capacity for
innovation activities in 2023, they appear to be
pinning their hopes on maximising the value of
their current product/services portfolios. Yet, as
a European CEO in real estate and construction
noted: “New opportunities are born from a crisis.

“New opportt

Look forward and be prepared to supply what
will be needed in the near and further future.
Don’t become the Nokia within your business.”

SUPPLY CHAIN AND SUSTAINABILITYH

Supply chain was selected as the third area which
will require bolstering in 2023. The majority plan
to fix ongoing challenges by simultaneously
applying ‘lean’ and ‘just-in-time’ principles and
creating surpluses where needed.

Since “rising resource costs” is an acute risk

for businesses today and one which they

expect to rise over the next five years, this is a
sound strategy. Logistical issues have placed
regional supply chains under significant stress
since the start of the decade. Bottlenecks in
container shipments, lockdowns in Asia, and
port congestion lingered for months throughout
2020-21. Early signs of stabilisation in 2022 soon
vanished on renewed geopolitical tensions.

Energy security has been disrupted in the region
and European countries have had to rapidly find
new energy supply routes to adapt to rising oil,
gas, and electricity prices. High energy costs
have prompted some businesses in Europe

to reduce their operations, which has further
strained supply chains.

These factors remain ongoing concerns, but they
may also prompt leaders to reconsider earlier
practices and move towards more sustainable
sourcing and operating strategies. It is not
surprising that renewable energy features in

the top three technologies most important for
European businesses over the next five years.

The importance of sustainability has increased
in the aftermath of the War in Ukraine, the
impacts of climate change and other incidents
seen globally. Many businesses are already

—
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DO YOU HAVE A GOOD
UNDERSTANDING OF
WHAT WILL BE REQUIRED
IN NEW ESG REPORTING?

making important choices in response to societal
concerns, such as safeguarding workers in
dangerous location or changing their operations
in Russia. However, less than half (46%) plan to
rethink the broader ESG responsibilities and more
than half (54%) don’t consider ESG as a priority
for 2023, in contrast with stronger intentions
around ESG shown by their global peers. This
may be an oversight as in the words of one of our
survey respondents: “The impending regulation
that will come our way means we need to think
about and act on it sooner rather than later.”

Reluctance to act on ESG may be explained by a
limited understanding of ESG and potential future
reporting requirements. Only 38% of European
leaders have a good understanding of what

will be required — and more importantly, how
ESG can be deployed to enhance competitive
positioning (from the supply chain to talent
acquisition and customer consideration).

Strong ESG performance also opens access to
new capital in the form of government subsidies,
tax rebates, and investment schemes. Green
taxation initiatives are underway at both the

EU and Member State levels. The European
Investment Fund (EIF)™? plans to allocate 50%

of its financing to companies, pursuing climate-
related initiatives.

At the same time, ESG disclosures are becoming
mandatory. The Corporate Sustainability
Reporting Directive™ (“CSRD”), approved at

the end of 2022, will require publicly listed

and enterprise-sized companies to report
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information on risks and opportunities arising
from ESG issues, starting in 2024. The reporting
requirement will extend to smaller companies
over the following four years. From 2028, CSRD
will also reply to non-EU parent companies, which
have at least one EU subsidiary and generate
over €150 million in net turnover in the region.

A number of other ESG reporting frameworks
have emerged. Sustainable Finance Disclosure
Regulation (SFDR)™ requires financiers and asset
managers to make investment decisions based
on ESG factors and provide wider product-level
disclosures for goods labelled as ‘sustainable’.

The Regulation on the EU Climate Transition
Benchmarks'™ also establishes two new tools
investors can use to assess future investment
decisions in Europe — the EU Climate Transition
Benchmark (EU CTB) and the EU Paris-Aligned
Benchmark (EU PAB). Individual companies can
also follow guidelines on non-financial reporting
to report on generated carbon footprints and
greenhouse gas emission levels.

ESG reporting frameworks offer an opportunity
to benchmark your business against regulatory
targets and locate underperforming areas.
Improvements in these can give your company
a competitive advantage in terms of greater
investor, shareholder, and customer support.
HLB advisors would welcome discussion on
ESG reporting and opportunities, generated by
sustainability-led actions.
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ESG is an undeniably complex subject. Each component — environment, social, and governance —
includes multiple sublayers of best practice guidelines. As part of our survey, we asked what ESG
actions European leaders take to meet wider stakeholder expectations. Below are some of the
strategies they plan to pursue this year.

CEO IN

THE HOSPITALITY & LEISURE

“Attention to governance aspects, paying attention to the
expectations of Personnel, the adoption of the legality
model L. 231, the adoption of extremely clear contractual
relationships with Suppliers.

Under the social profile, we will create, in a new location
to which we will move, an area that will be dedicated to
encouraging discussion and development of ideas by
Researchers, Start-ups, and Undergraduates.

Environmentally, we will equip the new headquarters with
natural energy generation facilities and install charging
stations for electric cars in our parking lots, which can also be
used by third parties.”




CEO IN THE
TRANSPORTATION AND
LOGISTICS

“Preparation of
PSGY CSRIAQOKES:
the appointment

of sustainability
officers, compliance
with supply chain

due diligence
requirements.”

HLB Survey of Business Leaders 2023 9

CEO IN
THE AGRICULTURE
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Leading through the storm isn’t easy. With the
high degree of uncertainty, few leaders

can produce accurate “readings” of the current
markets. Previous best practices lose their
potency and companies must continuously
reinvent themselves to meet the new risks and
navigate around constraints in revenue growth.

No wonder “flexibility” emerges as the most
important quality for successful leadership in
times of crisis. “Willingness to change and adapt
to the environment is key to personal growth and
success,” one a leader from the business services
sector further elaborates. Whilst a CFO from the
Manufacturing sector also notes that leaders
shouldn’t be “afraid to make mistakes but learn
from them and move on.”

Leaders who can respond flexibly to new
challenges will succeed. However, they must also
act with integrity, rather than look for shortcuts
to success. Honesty and empathy are important
to make customers trust you, trust is uttermost
important,” a CEO in the Retail industry says.
European leaders must rally support from
employees, customers and wider stakeholders to

maintain a positive brand reputation, essential for
long-term success.

“Do not let yourself be ruffled”, a CISO from

the tech industry says. Every storm eventually
passes, but while it rages you have to maintain

a strong posture to reassure the people around
you. Compelling communication was the third top
essential behaviour European leaders selected.
Maintaining a positive public image during
turbulent times when societies are polarised and
dealing with constant misinformation requires
timely, candid, and open communication both
with your people, customers, and broader society.
“Motivation, courage, endurance, and innovation”
are the qualities that will help you survive and
thrive in the challenging business environment,
according to a financial services leader.

WHAT DO YOU THINK ARE THE ESSENTIAL BEHAVIOURS

FOR SUCCESSFUL LEADERSHIP IN TIMES OF CRISES?
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Flexibility

Integrity
Accountability
Effective delegation
Authenticity
Growth mindset
Grit / Tenacity
Self-awareness
Intuition

Gratitude




ENDNOTES

1 Gentiloni, P. (2023) Autumn 2022 economic forecast: The EU economy at a turning point,
Economy and Finance. Available at: https:/economy-finance.ec.europa.eu/economic-forecast-
and-surveys/economic-forecasts/autumn-2022-economic-forecast-euseconomy-turning-point_en
(Accessed: March 17, 2023).

2 Press corner (2023) European Commission - European Comymission. Available at: https:/
ec.europa.eu/commission/presscorner/detail/en/ip_23_707 (Accessed: March 17, 2023).

3 Eurostat (2023) Statistics explained, Statistics Explained. Available at: https://ec.europa.
eu/eurostat/statistics-explained/index.php?title=Labour_market_flow_statistics_in_the_EU
(Accessed: March 17, 2023)

4 Reuters (2023) Resources, Reuters Institute for the Study of Journalism. Available at: https:
reutersinstitute.politics.ox.ac.uk/digital-news-report/2022/resources (Accessed: March 17, 2023)..

5 Person, R. (2023) More than half of German companies report labour shortages, Reuters.
Thomson Reuters. Available at: https://www.reuters.com/markets/europe/more-than-half-
german-companies-report-labour-shortages-2023-01-12/ (Accessed: March 17, 2023).

6 The Guardian (2023) Shortfall of 330,000 workers in UK due to Brexit, say thinktanks,
The Guardian. Guardian News and Media. Available at: https:/www.theguardian.com/
politics/2023/jan/17/shortfall-of-330000-workers-in-uk-due-to-brexit-say-thinktanks
(Accessed: March 17, 2023).

7 HLB (2022) Against the odds: How european leaders pursue innovation - HLB. Available
at: https://www.hlb.global/wp-content/uploads/2022/05/HLB-Survey-of-business-leaders
Europe.pdf (Accessed: March 17, 2023)

8 Jenny von Podewils (2023) Announcing leapsome’s 2023 state of people enablement
report, RSS. Leapsome. Available at: https:/www.leapsome.com/blog/announcing-people-
enablement-report-2023 (Accessed: March 17, 2023).

9 Zhang, A. et al. (2016) Reconsidering the relevance of social license pressure and
government regulation for environmental performance of European smes, Journal of
Cleaner Production. Elsevier. Available at: https:/www.sciencedirect.com/science/article/
abs/pii/S0959652616315128 (Accessed: March 17, 2023).

10 Eurostat (2023) Eurostat, Statistics Explained. Available at: https://ec.europa.eu/
eurostat/statistics-explained/index.php?title=Productivity trends_using_key national_
accounts_indicators (Accessed: March 20, 2023).

1 BEuropean Commission (2022) Scoreboard 2022 extended summary, Research
and innovation. Available at: https://research-and-innovation.ec.europa.eu/
document/3a5ac686-8151-4041-9b37-41f2ca4c4121_en (Accessed: March 20, 2023).

12 EIF (2023) Climate &amp; Infrastructure Funds - EIF INVESTEU, Climate &amp;
Infrastructure Funds - EIF InvestEU. Available at: https://engage.eif.org/investeu/climate-
infrastructure-funds (Accessed: March 20, 2023).

13 European Union (2022) Pe En - data.consilium.europa.eu. Available at: https://data.
consi|ium.europa.eu/dqc/document/PE—35—2022—|NIT/en/pdf (Accessed: March 20, 2023).

14 Eurosif (2021) SFDR, EUROSIF. Available at: https:/www.eurosif.org/policies/sfdr/
(Accessed: March 20, 2023).

15 Eur Lex (2019) Lex - 32019R2089 - en - EUR-lex, EUR. Available at: https://eur-lex.
europa.eu/legal-content/EN/TXT/?uri=CELEX%3A32019R2089 (Accessed: March 20,
2 0280




www.hlb.global/surveyofbusinessleaders

TOGETHER WE MAKE IT HAPPEN

HLB

THE GLOBAL ADVISORY
AND ACCOUNTING NETWORK

© 2023 HLB International Limited. All rights reserved.

HLB International is a global network of independent advisory and accounting firms, each of which is a separate
and independent legal entity, and as such HLB International Limited has no liability for the acts and omissions of
any other member. HLB International Limited is registered in England No. 2181222 Limited by Guarantee, which co-
ordinates the international activities of the HLB International network but does not provide, supervise or manage
professional services to clients. Accordingly, HLB International Limited has no liability for the acts and omissions of
any member of the HLB International network, and vice versa and expressly disclaims all warranties, including but
not limited to fitness for particular purposes and warranties of satisfactory quality.

This publication has been prepared for general guidance on matters of interest only, and does not constitute
professional advice. You should not act upon the information contained in this publication without obtaining
specific professional advice. No representation or warranty (express or implied) is given as to the accuracy

or completeness of the information contained in this publication, and, to the extent permitted by law, HLB
International does not accept or assume any liability, responsibility or duty of care for any consequences of you
or anyone else acting, or refraining to act, in reliance on the information contained in this publication or for any
decision based on it.

In no event will HLB International Limited be liable for the acts and/or omissions of any member of the HLB
International network, or for any direct, special, incidental, or consequential damages (including, without limitation,
damages for loss of business profits, business interruption, loss of business information or other pecuniary loss)
arising directly or indirectly from the use of (or failure to use) or reliance on the content of this Website or any third
party website, or from your use of any member’s services and/or products. Any reference to a member’s services or
products should not be taken as an endorsement.

HLB refers to the HLB International network and/or one or more of its member firms, each of which is a separate
legal entity.



