








¢ Due to the long term nature of the high investments required
and the need to achieve high capacity utilisation, stable long
term electricity supply is a key element of competitiveness
for important parts of the chemicals industry. Long term
contracts with power generators or increased own generation
in e.g. combined heat and power facilities to cover inherent
heat demand are the main options.

2.
Raw material change: towards higher
contribution of renewable raw materials

Heavy dependency on fossil hydrocarbons, high oil and gas prices
and the ambition to achieve a lighter carbon footprint have led to
considerable efforts in the chemicals industry to widen its feedstock
base, in particular through greater use of bio-based renewable raw
materials.

While in principle a large amount of chemical substances can be
produced from renewable raw material, the technical and logistical
difficulties must not be underestimated. Industrial production needs
a reliable flow of high quantities of feedstock of constant quality.
This represents an important difference from the use of renewable
raw materials to generate energy and certain fuels, where chemical
composition and purity are less of a concern. However, technological
developments may alleviate some of these problems. Important
long term R&D programmes are ongoing or imminent to address this
challenge and to boost investor confidence.

The decisive bottleneck in the availability of first generation feedstock
(mainly food crops) is on the agricultural and ecological side. Prices of
agricultural commodities recently rose sharply, partly due to the wider
use of bio-fuels. This has raised some ethical concerns, notably in relation
to possible food shortages, deforestation and loss of biodiversity. The
environmental impact of intensified agricultural production, therefore,
needs to be evaluated together with the CO, saving potential and other
GHG emissions in order to assess overall eco-efficiency. The future use
of second generation (bio-)feedstock largely based on agricultural
and forestry by-products or waste could ease many of these concerns
although the technical and logistical challenges should also be
considered. Further research and development are necessary to facilitate
viable larger scale production.

Natural conditions in Europe, at least for the production of first
generation feedstock, are in general less favourable than in some
other parts of the world. Many regions in Europe have a limited area
available for domestic production of biomass for industry. Partly, the
capacity depends on the use of innovative and efficient technologies
and sustainable management. One main problem, and a major cost
factor in the use of bio-based raw materials, is the need for suitable
infrastructure (the best locations seem to be close to deep sea harbours)
in order to deliver the huge quantities of feedstock needed for industrial
scale production of building block chemicals. Promising pilot projects
are underway in which it is intended to use existing clusters in the agro
or pulp and paper industries for the additional production of chemicals
and energy based on bio-based raw material. This cluster approach,
possibly combined with some financial support in the start-up phase,
could be decisive in achieving economic feasibility.

The EU produced about 60 million tonnes of plastics in 2006 from
fossil feedstock. Some 200 plastics families are in production. The total
production capacity of bioplastics in 2007 was variously reported as
between 110,000 and 600,000 tonnes — a small fraction of production
from petrochemical feedstock. This picture is expected to remain
for some time and biomass based feedstock will not take over from
petrochemicals in the foreseeable future. Bio-based plastics are
predicted to rise to 5 million tonnes annually over the next 20 years.
They will be largely used for packaging and will continue to fill niche
roles due to their specific technical advantages.

The use of renewable raw materials such as starch, cellulose, sugar,
vegetable oils and other fats has a long tradition of producing fibres
and certain chemicals, such as surfactants, food and feed ingredients
and enzymes. White biotechnology covers both the use of renewable
resources and the biotechnological production of specialty chemicals.
Ingredients, additives and active components for personal and household
care products can be based on renewable feedstock including palm,
coconut, soy, rapeseed and sunflower oil and tallow. The advantages
are biodegradability, skin compatibility. and little or no environmental
impact, where the feedstocks are grown sustainably. Many experts
consider that the further development of such uses of renewables are
more appropriate than moving into the production of general feedstock
(through biorefinery or pyrolysis) like oil and gas.

From an analysis focused on the chemicals industry, it appears that for
the next 15 years at least, there is a strong tendency for biomass to be
used to produce energy and biofuels rather than for (petrochemical)
feedstock, for both economic and ecological reasons. Most of the
High Level Group considers that in this period the use of biomass will
provide only a limited opportunity for the chemicals industry, primarily
through specialised products, with material substitution through new
molecules and products. The long term perspective could be more
positive and diversification of feedstock and energy sources is more
important than ever. Efforts to achieve wider use of renewables should
be maintained.

RECOMMENDATIONS

Secure established uses of renewable raw materials and pave the way for
large scale innovative applications in the medium and longer term.

e At present, it seems too early to make a robust assessment
of the economic viability of renewable feedstock in the
chemicals industry as a replacement for fossil feedstock, but
the expected significant potential available in the longer
term provides sufficient justification to continue research and
industrial development activities as a priority.

¢ Incentives (e.g. subsidies or regulation) in agriculture or
energy policy can seriously jeopardise attractive established
uses of bio-based raw materials in the chemicals industry by
favouring other applications (e.g. threat to tallow availability
as feedstock for the detergent industry due to higher
subsidies for bio-fuel use). Policy makers should seek to avoid
such unwanted side effects.
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Climate change
policy

1.

Action on climate change as a business
opportunity for the European chemicals
industry

Increased efforts to save energy and mitigate climate change are not
only a challenge for the chemicals industry, but also offer substantial
and rapidly growing market opportunities in Europe and other regions
as well. The chemicals industry offers a wide range of innovative
products (inorganic and organic chemicals) which either allows
environmentally more sustainable energy generation (solar panels),
energy storage (batteries depend on chemical products) or energy
savings (insulation material and light weight materials or tyres which
reduce vehicle energy consumption). Numerous initiatives have been
launched by governments and the private sector to promote the wider
use of energy saving products. These expand markets and create new
business opportunities. Examples include the comprehensive Action
Programme on Sustainable Consumption and Production and on
Sustainable Industrial Policy the Commission adopted in June 2008. In
particular, improved energy management in buildings offers potentially
vast savings for the economy as a whole in the near term.

The energy saved by these items easily exceeds the energy required for
their manufacture. Hence, the chemicals industry’s products frequently
create the potential for energy savings and emissions reduction in other
sectors of the economy. This must be kept in mind since these savings
are attributed to user sectors, and not to the chemicals industry. In
addition, the feedstock used for the manufacture of final products can
be, and is increasingly, sourced from recycling or recovery. However,
waste prevention is still the most effective way to save energy and
reduce CO, emissions. This also needs to be considered in product and
process development.

RECOMMENDATION

e Action on climate change provides significant business
opportunities for the European chemicals industry. At
the same time, it will remain an important research and
development focus in chemistry. This potential should be
fully exploited.

2.

In a globalised chemicals industry,
global action including an adequate
engagement of emerging economies is
essential to combat climate change

Despite the overall positive contribution from many chemical products
and solutions to the mitigation of climate change, the high energy
use and GHG emissions in producing base chemicals and the strong
dependence on fossil feedstock require constant efforts to improve
energy and resource use efficiency.

The chemicals industry operates globally with an increasingly strong
production base in Asia’s emerging economies. Climate change is a
worldwide problem and, consequently, the need to look at the global
effects of policy measures is crucial. The shape of a future international
agreement on climate change and in particular differences in the level
of commitments and ambitions on reducing GHG emissions are of key
importance for the competitiveness of the European chemicals industry.
Relocation of parts of the chemicals industry’s production capacity
due to different climate change mitigation commitments in different
parts of the world would cause unemployment and economic loss in
Europe. It would also increase global GHG emissions (carbon leakage)
and pollution if major parts of the industry move to areas, namely China
and India, with a problematic energy mix and low efficiency in energy
generation and use. Itis for this reason that the new Directive amending
the greenhouse gas emissions allowance trading system (‘ETS Directive’)
contains special provisions to reduce the risk of carbon leakage, while
maintaining the level of commitment to reduce emissions. According
to the provisions in Article 10 a) of the ETS Directive several significant
subsectors of the chemicals industry could fulfil the criteria of a sector
deemed to be exposed to a significant risk of carbon leakage. They
would be allocated allowances free of charge at 100% of the quantity
of emissions based on Community-wide ex ante benchmarks.

Sectoral agreements on reducing GHG emissions and increasing energy
savings can be an important way of engaging the chemicals industry
particularly in emerging economies to allow these countries to make
a meaningful contribution to reducing global emissions. Initiatives
have been started that might lead to international sectoral agreements
based on benchmarks in main subsectors, such as the petrochemicals
industry. Given the very substantial problems in many emerging
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economies in securing adequate energy supplies and the pressing
need to reduce massive air pollution, there should be a common interest
in such agreements, although it is too early to judge the perspectives
for global participation. In order to be effective against climate change,
and in particular carbon leakage, sectoral agreements should lead to
emission reductions of comparable magnitude to those for European
installations. They need to be controllable, verifiable and subject to
mandatory enforcement arrangements.

RECOMMENDATIONS

e Asthe chemicals industry is truly globalised, adequate
measurable action by emerging economies is needed to
mitigate climate change. This would contribute to creating
a more level playing field, allowing the European chemicals
industry to compete. Europe should do its utmost to create
the conditions for such action.

¢ Inview of the complexity of sectoral agreements in
the chemicals industry, support by all actors (industry,
governments, including those of emerging countries, and
the Commission) to bring these initiatives to a successful
conclusion in as many subsectors of the chemicals industry as
possible is to be welcomed.

3.

Europe’s chemicals industry has made
much progress in reducing energy
intensity and emissions, but further
efforts are necessary

The European chemicals industry can be regarded as a first mover
to improve energy efficiency and much has been achieved. Overall,
chemicals production in Europe increased by more than 50% between
1990 and 2005, yet the industry’s emissions of GHG fell by 25% over
the same period. This is mainly due to the many highly integrated
production sites. Other important elements were the large scale move
from coal to gas as a principal energy source and changes in the product
mix. Resource and energy demand were minimised and their flows
optimised at site level, by using excess heat from one process as an
input to another, for example. Indications now are that the residual
potential for emission reductions in most processes is comparatively low.
Ranges of 1-2% per annum are mentioned in some studies. However,
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the data available from these studies and from the ongoing work of
the International Energy Agency are too divergent to come to robust
conclusions on the nature, size and location of the remaining scope
for improved energy efficiency in various subsectors. The conditions
necessary to fully exploit this potential, including the need for targeted
research and development in Europe, should be further explored. This
will be important for the implementation of the requirement of the
revised ETS Directive that the allocation of allowances will be based on
measures which give incentives for reducing greenhouse gas emissions
and energy intensive techniques.

Carbon capture and storage (CCS) could provide an important
contribution to GHG emissions’ reduction in the longer term. Many
stakeholders consider CCS as a precondition for wider use of coal as
energy and feedstock. Other stakeholders consider that development
of CCS must not compromise efforts to reduce energy demand. While
underground injection of CO, has been applied for more than a decade
in various applications within the oil and gas industry, upscaling these
technologies for commercial application in large industrial installations
poses a substantial challenge. CCS can be implemented, in principle, in
petrochemical plants, but adding CCS increases technical complexity
and costs. Large scale deployment of CCS is hardly feasible in the
chemicals sector before 2020. However, further promotion of CCS via
pilot or commercial demonstration projects respecting the provisions of
the Directive on the geological storage of carbon dioxide is important
due to its potential as a possible option to reduce industrial emissions. To
successfully develop this technology further, ensuring public acceptance
of CO, transport and storage projects will be essential.

RECOMMENDATIONS

¢ Robust and verifiable information on the emissions and the
emission reduction potential of the chemicals industry is
crucial for decisions on measures to mitigate climate change
and for setting benchmarks for the future implementation
of the European Emissions Trading Scheme. Closure of the
current information gap is of the utmost priority.

e Member States and the Commission should make strong
efforts for the full implementation of the revised ETS Directive
within the ambitious timelines set and in cooperation with all
stakeholders.



Logistics

1.
Logistics: often neglected factor
for competitiveness

Logistics costs represent on average about 10% of the total turnover
of the chemicals industry. Intra-EU movements account for 50% of
total sales. Extra-EU exports are also significant (25% of total sales in
2006). Despite permanent efforts by the industry to minimise transport
distances by further integration and clustering and to limit the transport
of hazardous goods as far as possible, freight volume is still expected
to increase annually by more than 2.5% over the next ten years. The
ability to move chemicals, and the safety and efficiency of the transport
system and its infrastructure are vital to keep the chemicals industry
competitive. Environmental sustainability and chemical safety have to
be fully respected in pursuing this objective. In many cases, logistics
and infrastructure have been neglected and there is considerable scope
for improvement.

Central and Eastern Europe require
particular attention

Changing production patterns in Eastern Europe, the Middle East
and Asia involve a change in transport flows. The emerging regions
in Central and Eastern Europe are close to sources of feedstock and
represent a growing market. East-West connections currently require
more attention than the traditional North-South links. In contrast to
most of the established chemical logistics and pipeline networks in
Western Europe, the chemical sites in Central and Eastern Europe do
not have sophisticated connections between themselves and are not
equipped with the appropriate logistics network to exploit the growth
potential of new markets in Russia and its neighbouring countries. To
develop these sites, a pan-European vision seems necessary. Therefore,
the European Chemical Regions Network (ECRN) brought together
different stakeholders and started to develop a strategy for chemical
logistics in Central and Eastern Europe. The High Level Group welcomes
this ECRN initiative and noted that initiatives of this kind should be
supported and further developed. They might also be relevant for other
parts of the EU.

2.
Strong clusters: European asset that
merits further support

The close integration of most of the European chemicals industry along
the product value chain is one of its main competitive advantages. Many
companies integrate upstream or downstream activities. Leading players
in the petrochemicals sector link steam crackers and other chemical
units with refineries in integrated complexes and clusters which gather
several interconnected but independent, plants on one site. The majority
of the 300 European production sites are located in some 30 clusters.
The success of these clusters depends on having a valid combination
of key assets in place, among them shared use of infrastructure and
services, access to major transport modes and proximity to markets
and customers. Companies in well performing clusters benefit from
an optimised cost structure and better access to resources. Centralised
production of power and steam usually allows them to leave a lower
carbon footprint. Clusters also have the advantage of attracting new
talent and knowledge more easily. This, in turn, stimulates innovation.

Clusters play a key role for the European chemicals industry and
improving their competitiveness contributes to the sustainable
growth of the industry as a whole. However, in several Member States,
the industry is still widely dispersed and located around a historical
feedstock or energy resource. In addition, complete supply chain
integration within clusters often does not yet exist and interconnection
with other clusters is insufficient. Consequently, the development of
clusters considered economically viable should be supported while
complying with state aid rules. Improving the logistics infrastructure
within, and between, European chemical clusters can be considered an
important contribution to the competitiveness of the industry and the
development of a‘roadmap’has been proposed. A pan-European cluster
platform can help to create a broader European perspective focusing on
improving logistics infrastructure between clusters. Furthermore, this
could provide tools and criteria to improve performance. It should be
linked to the horizontal initiatives on cluster development discussed
in the European Council.
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RECOMMENDATION

¢ In many cases the development of local cluster platforms
with active cooperation between industry and (local) public
authorities would improve their logistical efficiency and
overall management. A multi-stakeholder approach to
cluster leadership may enable the development of long term
perspectives and guarantee consistency.

3.
Addressing numerous bottlenecks
in transport must be a priority

Long distance transport is the rule in the chemicals sector. Chemical
companies are often quite specialised and one company can supply the
whole European market. Even if large parts of the industry are located
in clusters, distances between these production sites can be very great.
Thereis arisk that insufficient logistics infrastructure and other transport
bottlenecks could prevent the achievement of stronger clusters. In
general, the High Level Group feels that the share of road transport is too
high. It considers that the declining use of rail should be reversed and
that more pipelines are needed. The development of efficient transport
systems of all types requires more attention, with due care paid to the
environment and safety.

Intermodal transport is generally supported and is of increasing
importance, but the necessary infrastructure is not yet fully in place and
regulatory hurdles can delay projects. Industry cites, for example, the
lack of transit storage permission for containers containing hazardous
goods at intermodal terminals and the complexity of procedures to
obtain permits for new intermodal terminals and for on-site storage.
The issue of spur tracks to connect railway lines with chemical sites
should also be addressed. Decisions on such measures should take into
account the wider impact and benefits and should not be based solely
on local interests. At the international level, differences in rules for the
transport of dangerous goods by mode of transport can be an obstacle
to intermodal transport and should be addressed.

A decline in the use of rail transport can be seen in several Member
States. Non-aligned railway systems between countries, and a lack of
efficiency and flexibility seem to explain this development. This is raising
concern, especially among national governments and the Commission,
which see the promotion of railway transport as an important step
towards reducing road congestion and emissions.

For road transport, the increase and harmonisation of allowable vehicle
weight at European level could be one option to address the increasing
problems caused by congestion and to take account of the fact that
most chemical products are relatively heavy. Industry would like to
see an increase to 44 tonnes for road vehicles and to 48-50 tonnes for
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intermodal transport. A higher, harmonised weight, it believes, would
reduce congestion, emissions, losses stemming from underuse of
vehicles and help tackle the shortage of qualified truck drivers. However,
the suitability of the existing road infrastructure and road safety need to
be carefully considered and the external costs of such a measure must
be carefully evaluated. Work by the Commission and Member States to
assess the advantages and disadvantages is ongoing.

Product pipelines are crucial for the chemicals industry and can make
a substantial contribution to reducing transport emissions and risks.
From an environmental perspective, pipelines are considered to be
more advantageous than traditional modes of transport provided nature
protection issues are adequately addressed during the planning and
construction stages. Pipeline constructors need to deal with numerous
authorities and regulations when implementing multinational
projects. This can become extremely time consuming and costly.
Closer transnational cooperation, including between stakeholders, is
needed to address these challenges. Such a European vision underpins
the idea of a pan-European Olefins Pipelines Network by improving
and extending the existing olefins pipelines in Western Europe and
developing it towards Southern and Eastern Europe, thereby integrating
all major clusters and regions.

RECOMMENDATIONS

Further integration of European chemical production sites into clusters
needs better infrastructure along the value chain.

e Stakeholders should work together with authorities on
a Member State and Community level to further identify
and address key bottlenecks which prevent wider use of
intermodal transport.

¢ National and European authorities should carefully assess
possibilities for revitalising railway freight transport.

¢ Massive congestion of the road network is a major problem
for chemical logistics and the Commission’s work in
investigating solutions to the problem, is strongly supported.

¢ The question of closing gaps in the olefin pipeline network
and public support for such an initiative needs to be pursued
in order to establish an appropriate basis for decisions on
investments and political priorities in this field. The High
Level Group welcomes the Commission’s 2" Strategic Energy
Review which is expected to provide clarification on the way
ahead.



Globalisation,

INternat
net
and trade

cOm

1.
European chemicals industry: strong
global player facing mounting pressure

The EU has always been an important player in the global chemicals
market. So far, it has been in a position to benefit from trade
opportunities. Europe has a very substantial trade surplus in chemicals
(€35.3 billion in 2007). However, analysis of global market shares shows
that between 1995 and 2007 both the European and US chemicals
industries lost 4%, while their Japanese counterparts fell by almost
7%. Combined, the chemicals industries in Brazil, Russia, India and
China (BRIC) gained almost 13% between 1995 and 2007. Thus, the
BRIC countries — especially India and China - have become major global
chemical producers following the strong increase in internal demand.

The evolution of the Trade Competitiveness Indicator (TCl), which
compares the trade balance to total trade (exports plus imports) of a
region, confirms this picture. It reveals the declining competitiveness
since 2003 of the overall EU chemicals industry. In four years, the TC fell
from 21.6% to 16.5%. This shows that imports are growing faster than
exports. The situation differs according to individual subsectors. A TCI
trend analysis (1999-2007) shows that the EU has recently increased
its trade surplus in speciality chemicals with most of its main trading
partners. The same applies to consumer chemicals and polymers.
Innovation and product development are drivers behind this growth. In
contrast, trade is deteriorating for basic organic fertilisers, oleochemicals,
fermentation products and the production of active pharmaceutical
ingredients. These parts of the EU chemicals industry experienced a
marked fall in their global market share.

The EU’s trade balance with key countries and regions is deteriorating
in parts of Asia for almost all subsectors. India and China are the only
two countries with which the EU currently has an overall trade deficit
for chemicals. Trade development with the Middle East indicates that
the region increasingly uses its feedstock availability to construct an
integrated chemicals value chain and strengthen its position in a wider
range of basic chemicals. Russia, until now, is only successful in using
its competitive advantage with raw materials in base chemicals and
fertilisers. With the US, Russia and South Korea, the EU has an overall
chemicals trade surplus which is increasing.

onal
tiveness

CONCLUSIONS

¢ International trade is vital for growth and employment in the
European chemicals industry. The industry has placed itself
at the centre of global trade and depends vitally on open
markets. As growth is concentrated in emerging economies,
improved access to these markets is of high importance.

¢ The general performance of the European chemicals industry
on the global market has been relatively good in the past
decade, especially compared to other traditional chemicals
producing countries such as the US and Japan. The European
chemicals industry is generally doing better in innovation
driven subsectors. The trade position of certain important
subsectors, particularly the raw material and energy intensive
parts of the chemicals industry, shows signs of serious
erosion. Their global competitive position is at risk.

Good economic framework conditions are
important for international competitiveness:
emerging countries have been catching up

A broader analysis of the factors influencing the international
competitiveness of the chemicals industry throughout the world shows
that the‘framework conditions’for the competitiveness of an economy
as a whole are highly important. In 2007, The World Economic Forum
(WEF) published a ranking of the main OECD industrialised and emerging
countries based on 12 indicators, such as macroeconomic stability,
labour market efficiency, education and innovation. The differences
between the two groups have narrowed. Currently, all show a relatively
good performance. This indicates that the EU chemicals industry’s main
competitors in those countries or regions increasingly enjoy similar or
comparable framework conditions.

This reinforces the view that the greater competition from emerging

countries is largely based on solid economic fundamentals, although
problems of social and environmental dumping persist. It is likely that
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this competition will only become stronger and emerging countries will
capture an increasingly important share of the global market.

CONCLUSION

e Several advanced emerging economies no longer face
structural handicaps in their chemicals industry. This raises
the question whether continuing preferential trade treatment
for chemicals for competitors from these countries is still
justified.

Growth is mainly outside Europe: expanding
global markets offer export potential for European
chemicals industry

Demand patterns over time show that the take up of chemical products is
above GDP growth in regions and countries going through industrialisation
and urbanisation. It is lower when economies are moving into service
industries. The availability of feedstock also plays a decisive role in locating
investments. Growth rates in traditionally industrialised countries are now
predicted to be substantially lower than in the emerging countries, such
as the BRIC, over the next 10-15 years. The strongest economic growth in
the coming decade will almost certainly occur in Asia, especially China.
The country’s economy is expected to continue to grow at around 8 %
a year until 2020. If true, by then, China will have overtaken the US and
Japan in terms of the size of its industrial market, although the EU’s will
still be the largest. However, the combined industrial market of the BRIC
countries will be the largest in the world.

The emergence of the Middle East will change the petrochemicals
landscape in the next few years. This region will be the main supplier
of petrochemicals to other parts of the world, in particular Asia, Europe
and the US. The current trade surplus the EU and the US enjoy in
petrochemicals will turn into a deficit. The European share of global
(petro)chemicals production will further decline as a result of the strong
growth of production capacity in the emerging countries in Asia and
the Middle East.

Despite increased competition, the overall growth of economies and their
chemical markets continues to offer a vast potential for sustained growth
of the European chemicals industry. Its high international orientation
and global network of external customer industries are important assets.
This is especially true if the industry succeeds in generating new growth
clusters with the capability of solving upcoming global problems, such as
the supply of energy, water and food for a rapidly growing population.

CONCLUSIONS

The further success of the EU chemicals industry is highly dependent
on exports to the world market. To maintain its international
competitiveness, three factors will be of particular importance:

e Open world markets and an improvement in market access
to the emerging economies where the growth in chemicals
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consumption is expected to be significantly higher than in
more traditional export markets.

e Access to energy, feedstock and other raw materials under
competitive conditions.

¢ Favourable internal economic and regulatory framework
conditions that foster the efficient functioning of markets and
rapid take up of innovations.

These factors, identified by the High Level Group, are fully in line
with the European Commission’s Communication “Global Europe
- Competing in the World®". The High Level Group supports this
approach and the accompanying Market Access Strategy® and in
this context recalls the need for coherence with the EU’s Policy for
Development.'

2.

Priorities of a European trade

policy: promoting and safeguarding
competitiveness of its chemicals industry

Multilateral Trade Agreements (WTO)

Growth and competitiveness of the European chemicals industry
are critically dependent on a free and fair global trading system. As a
consequence of the globalisation of supply chains, the imposition of
custom duties in OECD countries primarily increases input costs. A rough
calculation shows that, between them, chemical companies in the EU pay
annually on average €500 million customs duties on their intra-company
trade originating in the US. Therefore, trade liberalisation through a
substantial reduction, or elimination, of tariffs both multilaterally and
bilaterally would be in the EU chemicals industry’s interest. In the current
economic crisis, this has become even more important since there is a
risk of increasing protectionism.

In the Uruguay Round, a sectoral agreement — the Chemical Tariff
Harmonisation Agreement - was reached which harmonised chemical
tariffs (mainly among OECD countries) at 0%, 5.5% or 6.5%. Building
on this success, industry federations, predominantly from developed
countries, set themselves in 1999 the goal of convincing the authorities
to eliminate all chemical tariffs by 2010. However, in the World Trade
Organisation’s Doha Development Agenda (DDA), there seems to be

8  Communication from the Commission to the Council, the European Parliament,
the European Economic and Social Committee and the Committee of the Regions:
Global Europe: competing in the World - A Contribution to the EU's Growth and Jobs
Strategy, COM(2006) 567 final of 4 October 2006

9 Communication from the Commission to the Council, the European Parliament,
the European Economic and Social Committee and the Committee of the Regions:
Global Europe: A stronger partnership to deliver market access for European Exporters;
COM(2007) 183 final of 17 April 2007

10 In December 2005, the Council, the European Commission and the European
Parliament jointly adopted the so-called'European Consensus on Development’ (OJ
2006/C46/01). As a follow-up to this initiative the Commission published in September
2007 an "EU Report on Policy Coherence for Development” (http://ec.europa.eu/
development/icenter/repository/Publication_Coherence_DEF_en.pdf; it includes
COM(2007)545.



at this stage little chance of arriving at such an outcome through the
horizontal Non Agricultural Market Access (NAMA) negotiations. The
tariff-cutting formulas being considered will most likely not result
in a meaningful reduction for chemicals, particularly with regard to
the key emerging countries, which are of greatest interest for the EU
industry and which still have relatively high applied rates and even
higher bound rates. This means that the way to achieve a further
significant tariff reduction for chemicals in the DDA is through another
sectoral agreement. In June 2008, the EU, US and several other countries
submitted a proposal in the DDA for such an agreement. This was fully
supported by the EU chemicals industry.

From a European perspective, this sectoral agreement should involve
all countries with a significant chemicals industry and include all
chemicals (Harmonized System - Chapters 28 to 39). Chemical producers
based in emerging countries nowadays compete directly with their
EU counterparts. These industries are highly protected in their home
markets and benefit from low EU tariffs. An agreement among OECD
countries alone would be insufficient.

Market access depends not only on tariffs. Non-tariff barriers also
need to be systematically addressed. In addition, a comprehensive
agreement on trade facilitation is important for the trade dependent EU
chemicals industry. Finally, since innovation is decisive for the success of
the chemicals industry, trade policy has a key role to play in protecting
intellectual property rights in third country markets.

The European chemicals industry generally supports the accession
of more countries, such as Russia and Iran, to the rules-based WTO
system. It considers that the basis for the accession negotiations must
be acceptance of the Chemical Tariff Harmonisation Agreement and the
elimination of all non-tariff barriers and other trade distorting measures
such as double pricing and export taxes.

RECOMMENDATIONS

¢ Notwithstanding the difficulties in reaching an agreement
in the framework of the WTO trade negotiations, the
multilateral approach towards trade liberalisation, currently
being pursued through the DDA negotiations, remains the
preferred option. In order to foster increased competitiveness
for the European chemicals industry, the EU should therefore
continue to actively pursue an ambitious overall NAMA-
agreement complemented by a new sectoral agreement
on chemicals. All countries with a substantial chemicals
industry should participate in this, particularly the emerging
economies. The EU should continue its efforts to conclude an
agreement on trade facilitation in the framework of the WTO
and strengthen the Agreement on Trade-Related Aspects of
Intellectual Property Rights.

e As for new accessions to the WTO, the EU should strive to
ensure that trade distorting practices, such as double pricing
policies for energy and feedstock by acceding countries are
effectively addressed.

Free Trade Agreements (FTAs)

Bilateral and regional FTAs can be an important complement to
multilateral trade agreements. Economic considerations should have
priority in selecting potential FTA partners. The recommended criteria
should be economic potential (size and growth), level of protection
against EU exports (tariff and non-tariff barriers) and the risk of the EU
finding itself excluded from FTAs between major trading partners.

In terms of market access, FTAs should cover all industrial goods and
abolish all tariffs with a maximum of reciprocity in the phase in periods,
which should be as short as possible. In the negotiations, the EU should
secure an outcome at least comparable to conditions granted by an FTA
partner to other key competitor countries. In addition, the aim should
be to reduce or eliminate all unwarranted non-tariff barriers (NTBs) and
secure a standstill for all new ones. Bilateral and regional FTAs should
be so-called ‘WTO plus’ agreements. This means that they should go
further and faster in promoting openness and integration by tackling
issues which are not ready for a multilateral approach. Additionally, FTA
negotiations need to address unfair trading practices, such as certain
subsidies, export duties, double pricing and other impediments to
access to raw materials. It isimportant to ensure as much consistency as
possible between all FTAs in order to minimise divergent administrative
procedures, such as rules of origin, for customs authorities and economic
operators.

Enforcement of FTAs can sometimes be problematic. Therefore, due
attention should be given to the dispute settlement provisions in
these agreements. Where an FTA partner clearly lacks the institutional
framework to implement the agreement, the EU should bear this in
mind. ‘Capacity building’initiatives may help in certain cases.

RECOMMENDATION

e The EU should pursue Free Trade Agreements with key
trading partners, in particular if these are so-called WTO
plus agreements that go further in promoting openness
and integration than is currently the case in the multilateral
negotiations. The selection of potential FTA partners should
give priority to economic criteria with due consideration
given to the EU’s Policy for Development''. The EU should
strive for consistency between all FTAs and aim to achieve
conditions comparable to those granted by our FTA partner
to other key countries. FTAs need proper enforcement and
balanced and reliable dispute settlement procedures.

Regulatory dialogues and transatlantic economic
cooperation

The EU should further develop and strengthen its requlatory dialogues
in the framework of existing multilateral fora and on a bilateral basis with
other key trading partners, such as the US, China, Russia and Canada,
on chemicals industry specific issues in order to avoid future non-tariff
barriers and to eliminate existing ones.

11 see footnote 10
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Because of the strong common tradition of similar policy principles,
both nationally and internationally, the US is the most logical partner
when seeking more regulatory convergence in the chemicals sector.
However, it should also be recognised that substantial legal and societal
differences have materialised over the years which make regulatory
convergence difficult. Regulatory cooperation should, therefore, be
based on a realistic expectation of what is feasible.

Trade Defence Instruments (TDls)

The WTO anti-dumping agreement allows governments to act if there
is genuine (‘material’) injury to the competing domestic industry.
The chemicals industry accounts for most anti-dumping procedures
globally and both developed and developing countries make frequent
use of this instrument. However, not all WTO members apply the
same methodology or procedural deadlines. It is generally accepted
that the EU applies more rigorous criteria than most countries in the
world. The reason for this restrained use of anti-dumping measures
is that European industry usually has both significant producer and
user interests with a strong commitment to open international trade.
Developing countries, in particular, appear to use less stringent rules,
leading to unjustified action against imports when they decide to take
anti-dumping measures. Implementation of current WTO rules is weak,
or sometimes simply ignored. The Commission’s active role in countering
such practices is important and should be reinforced.

When it comes to anti-dumping or TDI practices in general, it is crucial
to create a truly global level playing field within the WTO framework.
The current proposals tabled in the context of the DDA negotiations
appear insufficient to achieve this.

In the discussions, industry raised concerns about increasing difficulties
in adoption by the EU of anti-dumping measures. In reply, it was pointed
out that the economic and industrial landscape has changed enormously
in the past decade. Due to globalisation, competition has intensified
and supply chains are more sophisticated, making economic analysis
much more complex than before. Interests among industry are also
more diverse. It is, thus, not surprising that decisions have become more
complex. In addition, there is a growing tendency by third countries to
threaten industries which participate in TDI proceedings with retaliation.
The EU should consider providing a strong and effective answer to these
threats, including recourse to ex-officio case initiations if appropriate.

RECOMMENDATIONS

¢ In the absence of progress in multilateral trade negotiations,
there should be no unilateral weakening of the current
European TDI legislation and practice. If improvements
in current practice are considered necessary, these could
include: (1) faster implementation of provisional measures
(six months instead of the current minimum of nine);
(2) making disclosure of provisional findings mandatory;
(3) more severity in cases of fraud and circumvention; and
(4) consolidation of energy and other raw materials
adjustments, by allowing for adjustments in the calculation of
the ‘normal’ price to tackle dual pricing.
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e Inthe WTO, the EU should seek to ensure stringent common
rules leading to a global level playing field with an alignment
of anti-dumping practices. TDIs will continue to be needed
to offset the impact of unfair trade practices. This includes
measures to tackle double pricing and below-cost pricing.
However, a realistic and balanced approach should be
followed and it must be recognised that TDIs are part of a
wider package being negotiated within the WTO.

Customs procedures and security

Because of globalisation, customs authorities are required to handle
an exponential and unprecedented increase in the volume of trade
transactions. In addition, 149 new regional partnership agreements
have been notified to the WTO since 1995. This further complicates
international trade rules. The challenge is exacerbated by a variety of
new safety and security risks, including terrorism. Global harmonisation
of customs procedures has slowed down due to security concerns.

Efficient customs procedures can help to improve competitiveness
by reducing business costs and creating productivity gains. The EU,
therefore, needs to modernise the Community Customs Code and to
work on greater operational integration of the customs administrations
of its Member States. This should include the further implementation
of new electronic control systems replacing the prevailing paper
environment. European customs law has to be modified in order to make
a clear distinction in the Community Customs Code between ‘good faith’
companies and smugglers. Nationally, there are several interpretations
of this, creating differences of treatment between Member States. This
increases the risk of customs disputes and penalises the European
chemicals industry which is heavily dependent on the import of raw
materials and semi-finished products not available in Europe.

In response to terrorist attacks, the number of security initiatives that
impact on international trade continues to grow. The EU is increasingly
tightening its security arrangements. For instance, from 2009 economic
operators will be obliged to send summary declarations on goods to EU
customs authorities before any departure or arrival. EU industry fears
that the pre-departure declarations for exports, especially, will create
competitive distortions with third countries, which do not control their
exports, but simply comply with the security obligations of the countries
importing their products.

The High Level Group proposes to develop new pragmatic partnerships
between European customs administrations and European companies
covering audit and risk management. This would help provide an
adequate response to a number of new recent security initiatives around
the globe, such as the American 100% scanning law of containers in
2012.

RECOMMENDATION

e The EU should continue to strive for more global
harmonisation in customs procedures within the relevant
international organisations such as the World Customs
Organisation and the WTO. This will enhance the fight
against black and grey customs clearance schemes which



are currently a major problem for chemicals exporters and
traders to some countries, such as Russia. The EU should
further pursue multilateral and bilateral cooperation between
customs authorities and governmental dialogue as ways to
counter illegal activities.

3.
Securing access to raw materials in non
discriminatory conditions

The EU chemicals industry needs to be able to source its raw materials,
including renewables, at world market prices in order to remain
competitive. It is, therefore, long established EU policy to have no, or
low, import tariffs on raw materials or intermediate products so as to
allow industry to create added value, and thus jobs, within the EU.

However, access to raw materials appears to have become more difficult
in recentyears, for several reasons. Increasing scarcity on global markets
has gone hand in hand with greater government interference in a wide
range of markets. In most cases, the origin of the market distortion is
external to the EU and comes, for instance, from export restrictions,
tariffs, subsidies or other pricing measures by third countries. But
sometimes internal EU policies, such as agriculture or energy, influence
cost and availability of raw materials for industrial purposes.

Evidence shows that countries restrict their exports or subsidise imports
of raw materials and thereby influence access to other countries,
including the EU, in various ways: export taxes (Chinese yellow
phosphorus), export licences or quotas (Chinese fluorspar, Chinese
coke), dual pricing schemes (gas and oil in Saudi Arabia or Russia) and
subsidised imports or local purchases of raw materials.

One problem for the EU when addressing these various practices is
that they are difficult to tackle under existing international trade law.
Therefore, itisimportant that the EU continues its efforts to strengthen
the rules regarding these practices in WTO and bilateral negotiations
and makes optimum use of other available means to tackle the situation.
Trade defence instruments can only be regarded as a second best
solution.

Some renewable raw materials for chemicals are also used to produce
food, feed and energy. In a situation of short supply, problems to source
raw materials may arise when policies for the particular use of renewable
raw materials, such as energy, are in place. These policies, combined
with high import duties, may lead to prices in the EU which are well
above world market levels for items such as sugar, starch, bio-ethanol,
tallow and palm oil.

For industries with an important share of raw material costs in their total
production costs, a situation of low import tariffs for their output and
substantially higher raw material prices in the EU than on world markets
is economically unsustainable. It is a factor which needs to be addressed
in order to avoid disincentives to produce and invest in the EU. In the
fermentation industry, large scale delocalisation is already taking place,
with the lack of competitively priced carbohydrate supplies, and no
feedstock alternatives, being an important reason.

For these cases, solutions could be found by eliminating, reducing
or suspending EU tariffs and quotas for renewable raw materials
that serve as industrial inputs in order to provide access at world
market prices for the most affected parts of the chemicals industry.
A number of customs procedures, such as Processing under Customs
Control (PCC), currently exist in the EU which allow for the elimination
or reduction of import duties on raw materials or intermediates for
certain specific, and industrial, uses. However, such procedures do not
create the predictability the chemicals industry needs for its investment
decisions which are usually taken with a 10-20 year horizon. A stable
and reliable supply of renewable raw materials is also important to
stimulate innovation in their use. For this reason, in particular, the tariff
for bio-ethanol for industrial use should be reconsidered in the European
Union. Eliminating or reducing import duties for bio-ethanol and certain
other renewable raw materials, should go hand in hand with the
introduction and enforcement of sustainability criteria. It is important
to agree on international standards for sustainability and certification
where possible, in order to avoid a multitude of schemes. Credible and
robust bilateral or regional schemes, such as those developed by the
EU, can act as stepping stones towards international consensus. The
criteria used should take account of existing voluntary schemes where
appropriate.

RECOMMENDATIONS

e The EU should continue to promote the development of
permanent new WTO rules addressing trade problems related
to the discriminatory supply of raw materials. In bilateral
trade negotiations, the EU should continue to address
unwarranted trade and subsidy distortions that cause
problems in accessing raw materials.

e The EU should assess the competitive advantages gained
by the elimination or reduction of import tariffs and by
opening import quotas for the raw material inputs, including
renewables, of the various subsectors of the domestic
chemicals industry. For environmentally and socially sensitive
renewable raw materials, further market opening should
go hand in hand with sustainability guarantees with due
consideration of WTO rules. Wherever possible, the EU should
strive for internationally agreed standards.
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COMMISSION DECISION
of 14 June 2007
setting up the High Level Group on the Competitiveness of the Chemicals Industry in the

European Union
(2007/418/EC)

THE COMMISSION OF THE EUROPEAN COMMUNITIES,

Having regard to the Treaty establishing the European
Community,

Whereas:

(1) Article 157(1) of the Treaty assigned the Community and the
Member States the task of ensuring that the conditions
necessary for the competitiveness of the Community’s
industry exist. Article 157(2) in particular calls upon the
Member States to consult each other in liaison with the
Commission and, where necessary, to coordinate their
actions. The Commission may take any useful initiative to
promote such coordination.

(2) In its Communication ‘Implementing the Community Lisbon
Programme: a policy framework to strengthen EU
manufacturing — Towards a more integrated approach for
industrial policy* ('), the Commission announced the
intention to set up a High Level Group concerned with the
competitiveness of the European chemicals industry.

(3) It is therefore necessary to set up a group of experts in the field
of competitiveness of the EU chemicals industry and to
define its tasks and structure.

(4) The primary task of the group should be to conduct economic
and statistical analysis of the factors determining the rapid
structural changes in the chemicals sector, as well as other
factors that influence the competitive position of the
European chemicals industry. Based on this analysis the
group should formulate a set of sector-specific policy
recommendations with a view to enhancing the
competitiveness of the chemicals industry in accordance
with the objective of sustainable development. Given that
Regulation (EC) No 1907/2006 of the European Parliament
and of the Council (%) concerning REACH enters into force
only on 1 June 2007 and its main operational provisions
will apply only 12 months later, it would not be appropriate
that matters directly related to REACH should be examined.

(") COM(2005) 474 of October 2005.

(2) 0OJ L 396, 30.12.2006, p. 1, as corrected by OJ L 136,
29.5.2007,

p. 3.

(5) The group should be composed of representatives of the
Commission, the Member States, the European Parliament
and relevant stakeholders notably from the chemicals
industry and downstream users, as well as civil society, to
be drawn, inter alia, from representatives of consumers,
trade unions, non-governmental organisations and
research/academia.

(6) Rules on disclosure of information by members of the group
should be provided for, without prejudice to the
Commission’s rules on security as set out in the Annex to
Commission Decision 2001/844/EC, ECSC, Euratom ().

(7) Personal data relating to members of the group should be
processed in accordance with Regulation (EC) No 45/2001
of the European Parliament and of the Council of 18
December 2000 on the protection of individuals with regard
to the processing of personal data by the Community
institutions and bodies and on the free movement of such
data (4.

(8) It is appropriate to fix a period for the application of this
Decision. The Commission will in due time consider the
advisability of an extension,

HAS DECIDED AS
FOLLOWS:

Article 1
High Level Group on the Competitiveness of the Chemicals
Industry in the European Union
A High Level Group on the Competitiveness of the Chemicals
Industry in the European Union, hereinafter referred to as ‘the
group’, is hereby set up with effect from the day of the adoption of
this Decision.

Article 2
Task
1. The group shall address issues that determine the compe-
titiveness of the Community chemicals industry. In particular its
tasks are:

(3) OJ L 317,3.12.2001, p. 1. Decision as last amended by
Decision
2006/548/EC, Euratom (OJ L 215, 5.8.2006, p. 38).

() OIL 8, 12.1.2001, p. 1.
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(a) to conduct economic and statistical analysis of the factors
determining the structural changes in the chemicals industry as
well as other factors that influence the competitive position of
the European chemicals industry;

(b) to assist the Commission in questions related to the compe-
titiveness of the chemicals industry;

(c) to formulate a set of sector-specific policy recommendations
addressed to policy makers at the Community and national
level, industry and civil society organisations.

2. The group will not discuss matters directly linked to Regulation
(EC) No 1907/2006 concerning REACH or assess its functioning.

Article 3
Consultation

1. The Commission may consult the group on any matter
relating to the competitiveness of the EU chemical industry.

2. The Chairperson of the group may advise the Commission
that it is desirable to consult the group on a specific question.

Article 4
Membership — appointment

1. The members of the group shall be appointed by the
Commission from high level specialists with competence and
responsibility in areas which are related to the competitiveness of
the European chemicals industry.

2. The group shall be composed of up to 31 members composed of
representatives of the Commission, the European Parliament, the
Member States, the industry, and of civil society.

3. Members of the group are appointed for their expertise in a
personal capacity. Each member of the group shall nominate a
personal representative to a preparatory sub-group hereinafter
referred to as the ‘sherpa’ sub-group.

4. Members are appointed for a 2-year renewable term of office
and shall remain in office until such time as they are replaced in
accordance with paragraph 5 or their term of office ends.
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(a) where the member resigns;

(b) where the member is no longer capable of contributing
effectively to the group’s deliberations;

(c) where the member does not comply with Article 287 of the
Treaty.

6. The names of members shall be published on the Internet site of
DG Enterprise and Industry. The names of members shall be
collected, processed and published in accordance with the
provision of Regulation (EC) No 45/2001.

Article 5
Operation

1. The group shall be chaired by the Commission.

2. The ‘sherpa’ sub-group shall prepare the discussions, position
papers and advice for actions and/or policy measures to be
recommended by the group; it will work in close contact with the
Commission services in order to prepare the work for the group
meetings.

3. The group may, with the agreement of the Commission, set up
sub-groups to examine specific questions under terms of reference
established by the group. Such subgroups shall be dissolved as
soon as their mandates are fulfilled.

4. The Commission’s representative may ask experts or observers
with specific competence on a subject on the agenda to participate
in the work of the group, or in the deliberations or work of sub-
groups and ad hoc groups, if in the opinion of the Commission this
is necessary or useful.

5. Information obtained by participating in deliberations or work of
the group or ad hoc groups or sub-groups shall not be divulged if,
in the opinion of the Commission, that information relates to
confidential matters.

6. The group, the ‘sherpa’ sub-group, and other sub-groups shall
normally meet on the Commission’s premises in accordance with
the procedures and schedule established by it. The Commission
shall provide secretarial services. Other Commission officials with
an interest in the proceedings may attend meetings of the group
and its sub-groups.



8. The Commission may publish, or place on the Internet, in the
original language of the document concerned, any summary,
conclusion, partial conclusion or working document of the group.
Proceedings and interim reports will be available on a dedicated
website. The final report will be published early after the final
meeting of the group.

Article 6
Reimbursement of expenses

The Commission shall reimburse travel expenses and, where
appropriate, subsistence expenses for members, ‘sherpa’ group
members, experts and observers in connection with the group’s
activities in accordance with the Commission’s rules on the
compensation of external experts.

The members of the group, ‘sherpa’ sub-group members, experts
and observers shall not be remunerated for the services they
render.

Meeting expenses shall be reimbursed within the limits of the
annual budget allocated to the group by the competent
Commission department.

Article 7
Applicability

The Decision shall apply until two years from the day of its
adoption.

Done at Brussels, 14 June 2007.

For the Commission
Giinter VERHEUGEN
Vice-President
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Annexll

Members of the High Level Group on the Competitiveness
of the European Chemicals Industry

Commission

Giinter Verheugen
Stavros Dimas
Janez Poto¢nik
Peter Mandelson'
Catherine Ashton™
Andris Piebalgs

Jacques Barrot™

Member States

Maria van der Hoeven

Fientje Moerman'®

Patricia Ceyssens'®

Piotr Grzegorz Wozniak

Martin Riman

Michael Glos

Hervé Novelli

Stephen Timms"’

lan Pearson'

Joan Trullén™

Teresa Santero®

Vice-President of the Commission - Commissioner for Enterprise and Industry
Commissioner for Environment

Commissioner for Science and Research

Commissioner for External Trade

Commissioner for External Trade

Commissioner for Energy

Commissioner for Transport

Minister of Economic Affairs, The Netherlands

Minister of Economic Affairs, Energy, Foreign Trade and Scientific Policy of Flemish
Region, Belgium

Minister for Economy, Enterprises, Sciences, Innovation and Foreign Trade,
Belgium

Minister of Economy, Poland
Minister of Industry and Trade, Czech Republic
Federal Minister of Economics and Technology, Germany

Minister of State, the Ministry for the Economy, Finance and Employment,
France

Minister for Competitiveness and Consumer Affairs, United Kingdom
Minister for Economics and Business, United Kingdom
Secretary-General of Industry, Ministry of Industry, Spain

Secretary-General of Industry, Ministry of Industry, Spain

12
13
14
15
16
17
18
19
20

Member until October 2008
Member since October 2008
Member until April 2008

Member until October 2007
Member since October 2007
Member until October 2008
Member since October 2008
Member until October 2008
Member since October 2008
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Industry

Francois Cornelis
Tony Bastock
Thierry Le Hénaff
David Duncan
Jiirgen Hambrecht
Ben van Beurden
Johan von Knorring

Giorgio Squinzi

Vice-Chairman of the Executive Committee and President of Chemicals, Total

Group Managing Director, Contract Chemicals Ltd

Chairman and CEQO, Arkema

Senior Vice President of Home & Personal Care Research & Development, Unilever PLC
Chairman of the Board of Executive Directors, BASF

Executive Vice President of Shell Chemicals

President, Bang & Bonsomer Group

Chief Executive Officer, Mapei

Regions, Trade Unions, Academia, Environmental NGO’s, Consumer organsiations

Reiner Haseloff

Reinhard Reibsch

Karin Markides

Mikael Karlsson

Mette Boye

President of the European Chemical Regions Network (ECRN)
Secretary General, EMCEF

President of Chalmers University of Technology, Sweden
President of the European Environmental Bureau

Head of Policy, Danish Consumer Council
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List of Recommendations

. Innovation and research

1. More innovation is key for a sustainable and healthy European chemicals industry

Strengthening Innovation Networks is of utmost importance

1.

Industry, in cooperation with governments, should set up topical innovation networks to promote key
strategic innovations and foster best practices and exchange of knowledge and experience between
them. One such network should deal with ‘energy and climate change’

Support for‘flagship projects; which could take the form of pilot/demonstration plants, as guidance for industry
and society to signal the potential of certain key innovations, is essential. Public support for this type of
project — not primarily as a source of finance but, as a minimum, to signal public commitment - is essential.

Industry and public authorities at all levels should strengthen clusters (and open innovation processes)
which facilitate cooperation across sectors and across borders, with the aim of further stimulating,
accelerating and facilitating cross-cutting innovation throughout the value chain.

Initiatives should build on existing structures and programmes where possible. The results achieved by EU,
national and regional innovation networks should be examined, and possible areas of improvement identified,
for example, by greater promotion of best practices.

As part of further strengthening existing networks, the technology platform SusChem should explore
opportunities beyond the defined key areas to include innovation leadership issues (‘bringing good
ideas to the market’) in a new SusChem+ structure.

SusChem has so far delivered a vision paper, a broad strategic research agenda, and a detailed
implementation plan. It should now develop a wider mandate covering the full scope of innovation, and
reaching out to an increasing number of Member States, regions and enterprises, in particular SMEs.
(Addressee: Industry, Commission, Member States)

2. Research: pillar of chemical innovation

Increase quantity and effectiveness of Research and Development, in particular encourage more efforts by the private

sector

4.,

Private sector should increase efforts to speed up innovation.

The European chemicals industry has a strategic interest in occupying high knowledge-based segments
assuring higher long term growth and profitability. Companies are urged to upgrade their R&D plans,
promoting ‘open innovation’ schemes and extending corporate research programmes to medium and long
term objectives. Companies should strengthen their relationships with universities and public research centres
and promote Public Private Partnerships on key medium and long term research issues.



Public sector should provide effective support to private sector efforts (Addressee: EU, Member States,
local authorities)

Within the limitations of national R&D budgets, many Member States have committed themselves to an
increased effort. Cost efficient use of scarce resources is essential. This can be achieved through greater focus
on the quality of R&D expenditure, based on excellence and priorities. Focusing on key areas at regional level
should be accompanied by road mapping exercises and active coordination of European and national efforts
in chemistry and chemical engineering research with close links to regional industry partners. Financial
instruments, including tax advantages, providing support and risk cover over a sufficient period are essential
for start-ups and other SMEs.

3. Innovation needs trust: improving communication with stakeholders
Improve information and communication

The chemicals industry needs to develop a more effective dialogue with society based on mutual
understanding and trust.

Listening and understanding are essential for effective two way communication. They are — alongside proper
risk management — key to developing the trust needed to support an innovation friendly environment and
make it work. Innovation requires the confidence of investors, customers, employees and consumers in the
sustainability and safety of products and processes.

4. Knowledge is key: protection of Intellectual Property Rights (IPR)

The Commission and Member States are encouraged to continue their efforts to reach agreement on
the creation of a Community patent and a common jurisdictional framework within which European
and Community patents can be enforced.

The Commission and Member States should pursue international patent law harmonisation through
the World Intellectual Property Organisation (WIPO) and initiatives such as the Transatlantic Economic
Council (TEC).

The Commission and Member States should recognise the protection of confidential business
information as an important IPR and ensure that the proportionality principle is systematically applied
when striking the balance between the legitimate protection of confidential business information and
other policy objectives, such as the right to know, transparency and access to documents, as has been
done, for example, in the Aarhus Convention. Awareness of this IPR should be emphasised by relevant
industry associations in their information activities to members and by the Commission and Member
States when developing innovation policies relevant to SMEs.

The Commission and all players involved in the fight against counterfeiting and product piracy in
Member States, including European industry, should cooperate to facilitate investigations and conduct
strong enforcement activity against counterfeiters in Europe and elsewhere in the world, and develop
public educational initiatives.
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Proper consultation of stakeholders, improved communication by authorities and more harmonised and correct
application of rules are key elements of a good regulatory framework

The Commission should ensure that all relevant considerations are addressed in impact assessments
accompanying new legislative proposals. These should include the impact on sustainable development,
health, international competitiveness, SMEs and innovation. Where appropriate, further research
needs should be specified.

The Commission and Member State authorities should improve communication with industry and other
stakeholders to facilitate proper understanding of, and compliance with, regulatory requirements.

The need to communicate full and accurate information is especially important following adoption of new
legislation. Ways to achieve this include information meetings and other initiatives for enterprises along
the value chain to provide guidance on the implementation of new rules. Regional authorities can play a
crucial role in this process. The special needs of SMEs should also be borne in mind. While the Commission’s
Better Regulation strategy is bringing about significant improvements in this field, including consultation,
implementing measures with a substantial impact should also be subject to appropriate consultations with
stakeholders.

The Commission and Member States should aim to avoid unnecessary divergence of rules and
implementation requirements while ensuring correct application of EU rules, in order to reduce the
administrative burden. Regulation should form a consistent framework and provide a reasonably
stable long term perspective.

Developing human resources needs more attention

Member States should step up promotion of chemical and science education, starting with primary
schools.

Chemistry or/and chemical engineering faculties should define the profiles of new professions in
cooperation with industry.

Industry, in cooperation with education and employment agencies, should intensify efforts to assess its
human resource requirements in the short and long term in various locations and regions and identify
probable changes in skill profiles.



1. Energy and feedstock as decisive elements of competitiveness
Measures are needed to secure a sufficient level of investment in the base chemical sectors in Europe

In order to support the competitiveness of the petrochemicals sector in Europe, measures, such
as strengthening clusters and improving infrastructure, should be taken to consolidate existing
competitive advantages and secure the integration of Europe’s chemicals industry as a whole.
(Addressees: Member States, regional/local authorities, EU)

Improved performance of an effectively liberalised gas market, at least in the Community, and securing
reliable imports of gas at competitive non-distorted prices are of very high importance for substantial
parts of the chemicals industry. (Addressees: EU, Member States)

Due to the long term nature of the high investments required and the need to achieve high capacity
utilisation, stable long term electricity supply is a key element of competitiveness for important parts
of the chemicals industry. Long term contracts with power generators or increased own generation
in e.g. combined heat and power facilities to cover inherent heat demand are the main options.
(Addressees: Private Sector, Member States, EU)

2. Raw material change: towards higher contribution of renewable raw materials

Secure established uses of renewable raw materials and pave the way for large scale innovative applications in the
medium and longer term

At present, it seems too early to make a robust assessment of the economic viability of renewable
feedstock in the chemicals industry as a replacement for fossil feedstock, but the expected significant
potential available in the longer term provides sufficient justification to continue research and industrial
development activities as a priority.

Incentives (e.g. subsidies or regulation) in agriculture or energy policy can seriously jeopardise
attractive established uses of bio-based raw materials in the chemicals industry by favouring other
applications (e.g. threat to tallow availability as feedstock for the detergent industry due to higher
subsidies for bio-fuel use). Policy makers at European, national and local level, should seek to avoid
such unwanted side effects.
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V

. Climate change policy

1. Action on climate change as a business opportunity for the European chemicals
industry

22.

Action on climate change provides significant business opportunities for the European chemicals
industry. At the same time, it will remain an important research and development focus in chemistry.
This potential should be fully exploited. (Addressees: Industry, Member States, EU)

2.In a globalised chemicals industry, global action including an adequate
engagement of emerging economies is essential to combat climate change

23.

24,

As the chemicals industry is truly globalised, adequate measurable action by emerging economies is
needed tomitigate climate change.This would contributeto creatingamorelevelplayingfield, allowing the
Europeanchemicalsindustrytocompete.Europeshoulddoitsutmosttocreatethe conditionsforsuchaction.
(Addressee: EU)

In view of the complexity of sectoral agreements in the chemicals industry, support by all actors
(industry, governments, including those of emerging countries, and the Commission) to bring these
initiatives to a successful conclusion in as many subsectors of the chemicals industry as possible is to
be welcomed.

3. Europe’s chemicals industry has made much progress in reducing energy
intensity and emissions, but further efforts are necessary

25.

26.

Robust and verifiable information on the emissions and the emission reduction potential of the chemicals
industry is crucial for decisions on measures to mitigate climate change and for setting benchmarks
for the future implementation of the European Emissions Trading Scheme. Closure of the current
information gap is of the utmost priority. (Addressees: Industry, Member States, Commission)

Member States and the Commission should make strong efforts for the full implementation of the
revised ETS Directive within the ambitious timelines set and in cooperation with all stakeholders.



2. Strong clusters: European asset that merits further support

In many cases the development of local cluster platforms with active cooperation between industry and
(local) public authorities would improve their logistical efficiency and overall management. A multi-
stakeholder approach to cluster leadership may enable the development of long term perspectives
and guarantee consistency.

3. Addressing numerous bottlenecks in transport must be a priority

Further integration of European chemical production sites into clusters needs better infrastructure along the value

chain

Stakeholders should work together with authorities on a Member State and Community level to further
identify and address key bottlenecks which prevent wider use of intermodal transport.

National and European authorities should carefully assess possibilities for revitalising railway freight
transport.

Massive congestion of the road network is a major problem for chemical logistics and the Commission'’s
work in investigating solutions to the problem is strongly supported.

The question of closing gaps in the olefin pipeline network and public support for such an initiative
needs to be pursued in order to establish an appropriate basis for decisions on investments and political
priorities in this field. The High Level Group welcomes the Commission’s 2nd Strategic Energy Review
which is expected to provide clarification on the way ahead.
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2. Priorities of a European trade policy: promoting and safeguarding
competitiveness of its chemicals industry

Multilateral Trade Agreements (WTO)

Notwithstanding the difficulties in reaching an agreement in the framework of the WTO trade
negotiations, the multilateral approach towards trade liberalisation, currently being pursued through
the DDA negotiations, remains the preferred option. In order to foster increased competitiveness
for the European chemicals industry, the EU should therefore continue to actively pursue an overall
NAMA-agreement complemented by an ambitious sectoral agreement on chemicals. All countries with
a substantial chemicals industry should participate in this, particularly the emerging economies. The
EU should continue its efforts to conclude an agreement on trade facilitation in the framework of the
WTO and strengthen the Agreement on Trade-Related Aspects of Intellectual Property Rights.

As for new accessions to the WTO, the EU should strive to ensure that trade distorting practices, such
as double pricing policies for energy and feedstock by acceding countries are effectively addressed.

Free Trade Agreements (FTASs)

The EU should pursue Free Trade Agreements with key trading partners, in particular if these are so-
called WTO plus agreements that go further in promoting openness and integration than is currently
the case in the multilateral negotiations. The selection of potential FTA partners should give priority
to economic criteria with due consideration given to the EU’s Policy for Development. The EU should
strive for consistency between all FTAs and aim to achieve conditions comparable to those granted
by our FTA partner to other key countries. FTAs need proper enforcement and balanced and reliable
dispute settlement procedures.

Trade Defence Instruments (TDIs)

In the absence of progress in multilateral trade negotiations, there should be no unilateral weakening
of the current European TDI legislation and practice. Ifimprovements in current practice are considered
necessary, these could include: (1) faster implementation of provisional measures (six months instead
of the current minimum of nine); (2) making disclosure of provisional findings mandatory; (3) more
severity in cases of fraud and circumvention; and (4) consolidation of energy and other raw materials
adjustments, by allowing for adjustments in the calculation of the ‘normal’ price to tackle dual
pricing.

In the WTO, the EU should seek to ensure stringent common rules leading to a global level playing field
with an alignment of anti-dumping practices. TDIs will continue to be needed to offset the impact of
unfair trade practices. This includes measures to tackle double pricing and below-cost pricing. However,
arealistic and balanced approach should be followed and it must be recognised that TDIs are part of
a wider package being negotiated within the WTO.



Customs procedures and security

The EU should continue to strive for more global harmonisation in customs procedures within the
relevant international organisations such as the World Customs Organisation and the WTO. This will
enhance the fight against black and grey customs clearance schemes which are currently a major
problem for chemicals exporters and traders to some countries, such as Russia. The EU should further
pursue multilateral and bilateral cooperation between customs authorities and governmental dialogue
as ways to counter illegal activities.

3. Securing access to raw materials in non discriminatory conditions

The EU should continue to promote the development of permanent new WTO rules addressing trade
problems related to the discriminatory supply of raw materials. In bilateral trade negotiations, the
EU should continue to address trade and subsidy distortions that cause problems in accessing raw
materials.

The EU should assess the competitive advantages gained by the elimination or reduction of import
tariffs and by opening import quotas for the raw material inputs, including renewables, of the various
subsectors of the domestic chemicals industry. For environmentally and socially sensitive renewable
raw materials, further market opening should go hand in hand with sustainability guarantees with
due consideration of WTO rules. Wherever possible, the EU should strive for internationally agreed
standards.
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