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The European recycling
landscape—the quiet
betore the storm?

Before plastics recycling in Europe can scale up, the industry
needs to overcome sizable obstacles. Our survey helps illustrate what
companies can do to achieve their aspirations.

by Mikhail Kirilyuk, Mirjam Mayer, Theo Jan Simons, and Christof Witte
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Plastics recycling in Europe is expected to

grow significantly in the next five to ten years,
particularly in response to increased pressure from
regulators and consumers. Governments and major
brands are continuously discussing and refining
targets to reduce waste and improve the circularity
of the plastics value chain. And while players in

the chemicals industry aspire to expand access

to recycling, adopt new technologies, and grow
sustainability efforts, many existing European
recyclers that have pursued these goals for years
have made little progress.

To better understand the reasons why—and to
assess the readiness of the EU recycling industry
to accommodate the necessary scale-up—we
conducted interviews with 57 recycling companies
in 12 European countries (see sidebar “About the
survey”).! Our findings confirm our hypotheses:
despite positive boundary conditions, plastics
recycling is not (yet) thriving as an industry; and
many recyclers struggle to overcome a lack

of product standardization, volatile customer

demand, and inefficient sortation processes.
These challenges have been exacerbated by the
COVID-19 pandemic, which has introduced both
short-term liquidity challenges and the potential
for additional regulations.

This article provides context for the current state

of Europe’s recycling industry as well as our
perspectives on how it can overcome its hurdles and
increase levels of plastics recycling. On this point,
we offer four recommendations that could help the
segment realize its potential.

The European recycling industry today
In 2017, the European Union set a target for
recycling 50 percent of plastic packaging by

2025 and b5 percent by 2030.2 Brand owners
across a variety of industries have also pledged

to improve plastics usage and recycling through
four main areas of focus, some committing to

bold quantitative targets during this same period
(Exhibit 1).3

" For more on plastics recycling in the United States, see Thomas Hundertmark, Manuel Prieto, Andrew Ryba, Theo Jan Simons, and Jeremy
Wallach, “Accelerating plastic recovery in the United States,” December 20, 2019, McKinsey.com.

2“Questions & Answers: A European strategy for plastics,” European Commission, January 16, 2018, ec.europa.eu.

3 For more on plastics wastes recycling and chemicals, see Thomas Hundertmark, Mirjam Mayer, Chris McNally, Theo Jan Simons, and Christof
Witte, “How plastics waste recycling could transform the chemical industry,” December 12, 2018, McKinsey.com.

Exhibit 1

Most brand owners have announced plans to increase plastics recycling, while
only a few have committed to quantitative targets by 2025-30.

Main focus

Frequency in pledges,' %

B Quantitative pledges?

® Nonquantitative pledges ~ Typical target,® %

Reducing material in
product and packaging*

Using materials that
are recyclable

Increasing recycled
content (including
mechanical and chemical)
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'By companies across 14 consumer segments; n = 252,
2Commitments associated with a defined numerical target and timeline.
3Mean quantitative target of quantitative pledges across broad sample.
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“Determining typical reduction targets is complicated by the fact that many companies provide absolute volumes or different base years, or seek to eliminate

specific applications or resins.

5Mean for recycled and renewable content slightly inflated, as pledges for 100% recycled or renewable content were counted as 100% for each category.
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About the survey

We interviewed representatives from all major resins). An analysis of publicly of 30 thousand tons per year), business
57 companies across 12 countries in available data from a broader sample set tenure (median of 29 years), and the
Europe, representing 20 to 30 percent of of 3568 European recycling companies in primary resin types that were processed
installed mechanical recycling capacity 22 countries validated several parameters, (a majority process polyolefins, the most
(around 2.6 million tons per year across including relative company size (median common type of polymer).

For example, Unilever announced it will use at least
25 percent of recycled plastic in its packaging

by 2025,* by which time Coca-Cola aims to source
50 percent of its plastic bottles from recycled
content.® These efforts are representative of
significant tailwinds to increase recycling and
improve recyclers’ business performance.

An overview of European plastics recyclers
The European plastics recycling industry began
long before the current targets were defined
and was, from the start, a vital part of valorizing
plastics waste, providing economically attractive

alternatives to virgin plastics for selected, primarily
lower-value applications, such as flower pots.
Among our sample of 57 European recyclers, a large
majority have been in the business for decades.

Of these companies, 47 percent are considered
small (capacity of up to ten kta®), 25 percent are
medium size (ten to 50 kta), and 28 percent are
large (more than 50 kta). Overall, these operations
are of modest scale compared with producers of
virgin plastics or the capacity of large packaging
companies. Most European recyclers in our sample
process polyolefins, but many other resins are also
recycled in Europe today (Exhibit 2).

4“Waste & packaging,” Unilever, unilever.com.

5“Coca-cola sets ambitious new sustainable packaging goals for Western Europe,” Coca-Cola EU dialogue, coca-cola.eu.

6 Ktarefers tothousand tons per year.

Exhibit 2

Polyolefins are the most-commonly handled plastic resins.

Number of companies processing specific plastic resins, (n = 57)
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'Includes PMMA, PPS, PTA, PTFE, PO copolymers, PPMA, and combination plastics.
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While most public attention focuses on plastics
waste discarded by consumers, most European
recyclers in our sample, surprisingly, collect plastics
waste from industrial sources—primarily the
automotive, construction, agriculture, and industrial
packaging industries. Often, the collection and
supply of these raw materials is based on self-
negotiated agreements or preexisting relationships—
for example, recyclers rely on clients or other
industrial partners. Sixty percent of companies use
industrial plastic waste as input material, while

only 16 percent rely exclusively on municipal

solid waste (MSW), and the remainder uses both
industrial and MSW sources (Exhibit 3).

Recyclers’ dependence on industrial sources
suggests that the flow from MSW (the largest stream
of plastic waste) to the recycling industry is not yet
working well.” A range of reasons could help explain
why this might be the case, including lower feedstock
quality or higher contamination compared to
industrial plastic waste, as well as existing alternative
waste treatment routes with less complexity, such as
waste-to-energy or incineration.

A future for chemical recycling?

Our survey focused on companies that practice
mechanical recycling, which leaves polymer chains
intact, as itis the most established method to
process raw materials. However, recent years

have seen a surge of interest in chemical-recycling
technologies, which break plastic polymers down
either to their building blocks (monomerization) or to
amix of cracked liquid polymers (pyrolysis). These
substances can then be processed in refining or
petrochemical plants and converted to new plastic
resins or other petrochemical products, such as
fuels. Chemical recycling can also prove useful as an
outlet for low-quality plastic waste that cannot be
mechanically processed.

One-quarter of the surveyed mechanical

recyclers consider chemical recycling as

potential competition for raw materials, while

35 percent view chemical-recycling technologies
as adjacent players or potential partners that

can complement the recycling landscape. Another
23 percent see chemical recycling as an interesting
area for business growth, but a majority remains

7 For more, see Thomas Hundertmark, Chris McNally, Theo Jan Simons, and Helga Vanthournout, “No time to waste: What plastics recycling could

offer,” September 21,2018, McKinsey.com.

Exhibit 3

Plastics waste is typically sourced from industrial waste rather than municipal

solid waste.

Number of companies, (n = 57)
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Source of waste

® Medium-sized players m Small players

Sourcing infrastructure

Municipal I 9
Both [ 5 [ 5

Other'

Own collection
infrastructure

Municipal waste
collectors

Directly from
industrial providers
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"Includes parent company, waste-selection platforms, collection centers, external service providers, client-run collection schemes, junkyards, direct delivery, and

mobile recycling.
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skeptical of its ecological footprint and economic
viability, especially in the short to medium term.
Indeed, chemical-recycling technologies are still
nascent and have only recently been pursued at
commercial scale.

Challenges for the European
recycling industry

While some companies indicated promising growth
over the past five years, more than half stated

that their business had grown at a rate below

GDP, stagnated, or even shrunk. Thus, significant
challenges limit any tailwinds, resulting in a lack

of perceptible uplift to recyclers’ businesses—a
scenario that has only intensified amid the COVID-19
pandemic. With this in mind, we followed up with a
subset of companies from our original survey and
interviewed them on their perspectives (see sidebar
“The impact of COVID-19 onrecycling”).

The top two challenges named by respondents—
before the pandemic but also persisting through
the crisis—are unstandardized and poor product
recyclability and the volatility of markets and
customer demands (Exhibit 4).

Compelling meaningful change requires investment
by both the recyclers themselves and other entities—
which begs the question of how to improve overall
business attractiveness. When companies were
asked which factors could improve the attractiveness
of the recycling business, the top answer was
government incentives, such as mandates for
recycled content, followed by public awareness

and a shift in mindset to increase the acceptance of
recycled material and remove any stigma associated
with waste as a raw material. A further important
requirement is competitive pricing with virgin
plastics—for example, through taxes levied on virgin
materials or subsidies for the use of recyclates.

The impact of COVID-19 on recycling

An additional survey conducted in April
2020 largely supports our perspectives
and recommendations, even as the
pandemic has continued to unfold.

While 80 percent of representatives
interviewed the second time felt affected
by the COVID-19 crisis, the magnitude
varied considerably by individual
businesses. Sixty percent of recyclers
interviewed said business slowed because
of the crisis but was not threatened in the
long term, while 33 percent felt it was on
hold or in danger. A majority (73 percent)
saw a decline in demand, while supply
issues (20 percent) or price drops (33
percent) were less of a concern overall.

Surprisingly, recyclers seemed less
concerned about the secondary effects

of the crisis, such as the recent drop in

the price of oil. Even though oil prices
substantially affect the recycling

industry (via cheaper virgin plastics), less
than half of interviewees (47 percent)
were concerned about them—though
respondents also indicated that it might be
too early to tell. In other words, negative
effects could materialize later and would
mostly be associated with declining prices
resulting from cheaper virgin plastics.

Furthermore, 67 percent of respondents
expected their operations to go back to
normal in the medium term, and the biggest
crisis-induced challenges were perceived
to be business uncertainty (27 percent),
additional regulations, and short-term
liquidity. Pre-crisis challenges related to
end-industry dynamics, demand volatility
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(especially in the automotive sector), and
competition were felt to be exacerbated,
but notinduced, by the current crisis. And
technological challenges continued to be
top of mind but were considered largely
unrelated to the pandemic.

Overall, recyclers do not expect any long-
lasting negative effects on circularity. In
fact, 87 percent of companies interviewed
do not expect consumers and customers
to de-emphasize sustainable products or
recycled content due to either the crisis or
alooming recession.



Exhibit 4

Respondents see significant challenges to improving plastics recycling.

Current hurdles to the recycling business, % answers provided

Lack of material standardization
or product recyclability

Volatile customer demand or
lack of market security

Inefficient quality of sorting

Feedstock contamination or
quality of available plastic waste

Investment needs

Inefficiencies (eg, transport,
energy)

Other’

"Includes competition with players in low-cost regions, bidding process, etc.

Meeting the European aspiration for a
step change in recycling

Equipped with a deeper understanding of the
European recycling industry’s current reality, our
study also yielded several recommendations that,
when effectively implemented, could support the
industry in achieving its collective growth aspirations.

Improve the quality and availability of feedstock

for recycling. Specifically, recyclers can establish
amore effective way to recover plastic from MSW.
This will require a combination of better collection
and sorting, the use of standardized materials (such
as flexible or rigid packaging), and improved product
designs to facilitate recyclability.

Several approaches can help promote the use

of standardized materials. One is packaging
differentiation, which allows consumers to identify
resin types more easily. Another is furthering the
use of flexible packaging in the circular economy—
which is the goal of CEFLEX, a collaborative
initiative of companies and associations in Europe.
Both approaches have the shared objective of
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harmonizing design to increase the recyclability

of materials. In addition, as changing regulations
may eventually require such efforts anyway,
standardizing materials in the short term will likely
save money in the long term (and avoid last-minute
scrambles).

Target incentives to enable closed-loop recycling.
Today, most recyclers practice open-loop recycling,
as closed-loop systems are not yet economically
feasible. That may change, however, as customers’
attitudes continue evolving and new regulations
take effect. The best incentive for companies to
use recycled materials in their products might be
from a reputational standpoint, rather than through
increased regulation.

Regulators can draw from a variety of mechanisms
to foster recycling, such as deposit refund

systems, extended producer-responsibility
schemes, recycling mandates, separate collection
infrastructure, and levies or subsidies. In addition,
extending appropriate incentives to increase the
number of resin types recycled and their application



both in the packaging and in the industrial realm
could significantly increase the supply of high-
quality plastic waste for mechanical recycling.

Make the industry economically more attractive
and investable. We know that each step of the
recycling chain must be improved, particularly
collection and sorting. Economically speaking, for
recyclers, the best way to improve collection is for
consumers to separate their plastic waste from
other forms of waste and to separate within types
of plastics; empowering the consumer to reduce
contamination and mixing can essentially pay for
itself. In addition, investing in technologies such
as Al and higher-quality washing systems can
incrementally improve sorting and the quality of
recycled materials, making them more competitive
with virgin plastics.

Create a common marketplace for feedstock and
products. One idea to help unlock the segment’s
potential and address the challenge of poor
market liquidity is creating a common marketplace
for both raw materials and recyclates, thereby
creating more liquidity and providing more supply
and demand security for recyclers and their
customers. The voluntary commitments submitted
to the Circular Plastics Alliance in the European
Union provide a first attempt at creating more

transparency, but their first assessment published
in 2019 illustrates the gap between committed
supply and demand and falls significantly short of
formulated ambitions by stakeholders along the
entire value chain, highlighting the need for more
actionable mechanisms.

While some uncertainty remains around how

to scale plastics recycling, the pressure to adapt
to sustainability and ever-evolving customer
expectations is here to stay. Brand owners,
recyclers, and players in chemicals each have
arole to play. Those that respond quickly and
decisively will drastically increase their chances
of remaining competitive in the years to come.

Mikhail Kirilyuk is a knowledge expert in McKinsey’s Moscow office, Mirjam Mayer is an alumna of the Vienna office,
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