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Important Results

· The implementation of the ideas of the White Paper will cause a cumulated loss of gross added value between 0.4% and 6.4% for the national German economy according to the available model calculations

· The exact magnitude of the loss of gross added value depends on the design of the regulations for the EU substances policy 

· The variables that are relevant for the design are:

· the costs of the registration of substances and uses,

· the number of multiple registrations,

· the time expenditure involved in the registration and the authorisation procedure,

· the inclusion of intermediates and polymers 

· the scope of the obligation to disclose data 

· the restriction of the use of substances of very high concern

· Other consequences must be expected in addition to the loss of gross added value. These consequences may lead to a reduced competitiveness of the German economy:

· reduced number of substances

· reduced levels of innovation

· reduced levels of investments

· reduced exports

· Therefore, it is recommended that the EU substances policy is designed in a workable way:

· minimisation of costs and procedural efforts 

· limitation of the number of substances and uses to be registered

· testing based on specific risks 

· short time period for the procedure

· protection of company know-how 

· ensuring security of planning and legal affairs


Objectives of the BDI research project

With its White Paper „Strategy for a Future Chemicals Policy” the European Commission outlined the foundations for the new substances policy in Europe. In order to obtain clarity on the consequences of the White Paper and to pro-actively present a practical design the EU substances policy, the Bundesverband der Deutschen Industrie (BDI – Federal Association of German Industry) commissioned the management consultancy company Arthur D Little GmbH to carry out a study. The objective of the study was to quantify the consequences of EU substances policy on the German economy including the effects on smaller and medium-sized enterprises as a function of the concrete design of the substances policy.

What is substances policy?

Substances are the components of each product and for each industrial activity. Therefore, the substances policy is not exclusively related to the products of the chemical industry. The term „chemicals policy“ is therefore misleading. The White Paper wants to cover all substances and the EU policy will affect the entire economy. Therefore the term „substances policy“ will be used here.

The current substances policy

The EU current substances policy exhibits the following characteristics:

· The starting point is the placing on the market of the substance

· Clearly differentiated treatment of existing and new substances with regard to the registration procedure and the resulting costs

· Higher cost and time expenditure for new substances due to high data requirements for the notification, resulting in the inhibition of innovation

· Lower costs for existing substances as generally only existing data have to be delivered

· Manufacturer and EU importers are responsible for the supply of the substance data, the authorities are responsible for risk evaluation 

· The obligation to communicate information regarding uses, exposure etc. remains foremost with the manufacturers and importers

· Examination and evaluation of substances on the basis of intrinsic properties 

· Many inconsistent regulations through the life cycle of a substance

The new EU substances policy: objectives and essential points

In the last years it has come increasingly into question whether the current substances policy is compatible with the overall objective of sustainable development. As a guideline for the new substances policy a number of political goals have been set, in particular:

· Protection of the human health and the environment 

· Increased information density on substances (in particular existing substances)

· Increased transparency for the consumers through an easier access to information

These objectives shall be achieved taking into account the following prerequisites:

· Keeping and promoting the competitiveness and the innovative potential of the EU industries

· Preventing the fragmentation of the single market
· Conformity with international obligations of the EU under the WTO 

· Integrating questions regarding substance safety into international projects 
Essentially the intention of the EU White Paper is to submit existing and new substances to a future uniform system and thus to end the currently differentiated treatment of existing and new substances. Essentially, the rules, which already apply to new substances, will also be applied in the medium-term to existing substances.

Compared to the existing substances policy, a system that is based on the proposals of the White Paper will result in the following characteristics:

· The starting point is the production and import of substances.

· Equal treatment of existing and new substances with regard to registration and/or authorisation procedures and the resulting costs.

· Additional costs for the use of existing substances, as extensive information must be collected for these substances. If this information is not supplied by a set date, the production and/or the import of the substance will become inadmissible up until such a time that the data is supplied.

· Cost reduction for new substances through the reduced information requirements for small productions volumes.

· Responsibilities: the manufacturers and/or importers are responsible for supplying information on the intended uses. In addition, they are further responsible for an initial risk assessment and for making suggestions on the risk management. The authorities are responsible for the final evaluation and if necessary the authorisation of substances of high concern.

· Increased responsibility of downstream users: if the use of a substance is not covered by the registration of the previous supplier, the downstream industrial user must provide the necessary information.

· Downstream users can be obliged to conduct additional tests, if the intended use, or the exposure, differs strongly from the uses originally registered by the previous supplier. This will thus affect the manufacturers and importers of substances as well as the downstream user.
· Authorisation: the authorisation for a specific use will be the rule for certain substances that have been classified as particularly of high concern provided these substances are not completely banned.
· Extension of the disclosure requirements, in order to ensure higher transparency for the consumers and industrial users of substances, as well as for all other interested parties.
The BDI research project on the effects of the new EU substances policy 

The Bundesverband der Deutschen Industrie (BDI - Federal Association of German industry) commissioned the management consultant company Arthur D Little (ADL) to conduct a specific study. The objective of the study was to estimate the economic effects of the EU substances policy and to be able to work toward a practical design of the future European legislation.

The starting point of the study was the determination of the key success factors for the individual German industries based on the analysis of the value chains. Following up on this, the possible economic effects of the EU substances policy on these key success factors were examined, in order to determine the key to the success of a particular industry. In order to guarantee an in-depth analysis at an industry level, three industries were selected for detailed analysis, i.e. the automobile industry, the textile industry as well as the electrical engineering and electronics industry.

Figure 1 describes schematically the methodology used to estimate the economic effects of the EU substances policy.
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Fig. 1: The three steps taken to estimate the effects of the EU substances policy 

Step 1: Analysis of the value chains and the industries

In the first step, data from approximately 50 interviews and 20 workshops was collected on the effects of the EU substances policy on individual value chains and industries, as well as determining the relevant key success factors. The starting point of the analysis was the question: to what extent will the EU substances policy affect these key success factors (fig. 2).
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Fig. 2: Effect of the EU substances policy on key industry success factors 

The following companies, among other, participated: BMW, Bosch, DaimlerChrysler, Epcos, Ford, Inboard, Infineon, Nordzucker, OEMETA, Osram, Saint-Gobain, Siemens, Südzucker and VW, as well as a number of medium-sized companies and various industry and trade associations. Special attention was paid to the inclusion of associations representing small and medium-sized enterprises. In parallel, it was examined which basic conditions can be considered to remain constant for the estimations and thus form the basis of each possible scenario. Likewise, it was determined which parameters can only be specified by the future EU legislation presumably having clear effects on the German industry. These parameters thus form the variables. The determination of the values defines the scenarios. On the basis of the results obtained in the interviews (industrial data, scenario facts and scenario variables) an empirical model was developed, which allows to calculate production changes for the individual value chains and industries as a function of the different specifications of the scenario variables.

Step 2: Extrapolation to the manufacturing industry

In the second step, an extrapolation of the results of the industrial branches and value chains analysed to the entire manufacturing industry took place based on the analogy reasoning and relevance examination, whereby the relative significance of the individual industries was taken into account. The result of this estimation was a relative production change as well as change of the gross added value for the entire manufacturing industry.

Step 3: Extrapolation to the entire German economy

In the third step, the production change of the entire German economy was estimated on the basis of the production change of the manufacturing industry. It was assumed that the inputs supplied from the remaining industries to the manufacturing industry will change proportionally to the production of the manufacturing industry. The result of this estimation was a change in the gross added value for the entire German economy.

Relevant Parameters

As a result of the interviews, it was found that the potential effects of the EU substances policy may be described using four parameters which depend directly on the design of the future legislation: 

· The parameter costs takes into account all costs or cost savings caused by the EU substances policy (e.g. registration costs of substances)

· The parameter time takes into account time effects influencing the use of substances and preparations (e.g. time delay caused by the registration procedure)  

· The parameter authorisation takes into account restrictions in the use of specific substances of very high concern

· The parameter transparency takes into account effects derived from the goal of the EU substances policy to disclose data regarding substances and their uses.

Each of these parameters may in principle have positive or negative effects on the economy. The direction of the effect depends on the scenario variables (fig. 3).
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Fig. 3: Levers and scenario variables of the EU substances policy

Major Scenario Variables

The model calculation shows that some of the identified scenario variables exert a significant influence on the estimated loss of production and gross added value of the German economy.

Two of the three most important factors are registration costs (depending on the expenses required by the industry and the authorities) and the number of parallel registrations to be expected (depending on the degree of consortia formation). These two scenario variables significantly effect the cost position of the German industry and thus may lead to substantial losses in production. Furthermore, the amount of time required by the REACH system is highly relevant. This scenario variable particularly effects innovative industries where even relatively short delays in entering the markets may already lead to a decisive competitive disadvantage.

Another important scenario variable is the number of registrations of specific uses required additionally. This variable depends e.g. on the number of defined exposure categories and directly effects the costs. Similarly, the registration requirements for intermediates and polymers also has a strong impact on costs as it may lead to a significant increase of the number of required registrations of substances. Further significant losses may follow depending on the design of the disclosure requirements. There is the danger that under certain conditions manufacturers and importers may prefer to stop supplying European customers rather than having to reveal know-how that is essential for their companies success.

Additional variables of less wide-scale importance are the costs of authorisation, the number of parallel authorisations and the costs for the maintenance of the current registrations.

Finally, the design of authorisation requirements for substances of very high concern has a strong influence on production loss, as some value chains cannot be upheld without the use of these substances.

Scenarios

A precise estimation of the economic consequences of the EU substances policy can only be done once its exact design has been determined. However, in order to be able to make relevant statements now, three scenarios have been developed. All three scenarios are based on the EU White Paper; however, they differ in terms of the design of the precise legislation. 

Using a model calculation, the loss of production was estimated for these three scenarios. These values should be understood as the cumulative production loss in the period after the introduction and during the implementation of the registration and authorisation system depending on the respective design of the EU substances policy. The losses were calculated as mathematical average of the manufacturing industry. They thus reflect both industries that are strongly effected (up to the point where their existence is threatened) as well as industries that are hardly effected by the EU substances policy.

The scenario „Clouds“ assumes implementation of the White Paper’s goals in the most practical way. Registration costs are estimated at only half the values that the White Paper suggests as a high acceptance of existing data and coverage of administrative costs by the EU is assumed. Furthermore, the scenario assumes that intermediates and polymers do not need to be registered, that business and company know-how are well protected, and that there is comprehensive formation of consortia. For this scenario, the model calculation results in a production loss of 1.4% for the manufacturing industry. The extrapolation to the whole German economy, which takes into account the inputs delivered to the manufacturing industry by the other industries, yields a reduction of the German gross added value of 0.4%.

In the scenario „Storm“ scenario variables are chosen as suggested by the White Paper, e.g. for the assumed costs of the registration of substances. For variables without clear indications in the White Paper, variables are selected based on the stated intentions of the White Paper as assumed by the authors of this study. For example, far-reaching requirements for publishing data regarding substances and – depending on the decision of the authorities – some business and company know-how are assumed. In this scenario, a high degree of consortia formation is also assumed. With losses of 7.7% for the manufacturing industry, the scenario already shows substantially higher losses than the scenario „Clouds“. For the whole German economy, the model calculation shows a loss of gross added value of 2.4%.

The scenario „Hurricane“ is based on assumptions and experiences of industry, chemical trade and authorities with the current practice in the regulation of substances. For example, based on the experiences with tests already carried out for new and existing substances, costs for both testing and registration of substances were estimated to be twice the values estimated in the White Paper. In contrast to the other two scenarios, in this scenario it is assumed that for a large number of substances multiple registrations are not avoidable. This assumption is based on the results of a pilot study run by RPA, in which the formation of consortia was shown to be problematic. Furthermore, it was assumed that the majority of data already available will not be accepted for registration purposes by the authorities. In addition, based on previous experience in this scenario the loss of time resulting from the registration procedure is assumed to be higher than in the first two scenarios. For this scenario, the model calculation shows the highest loss of about 20.2% for the manufacturing industry and an extrapolated loss of about 6.4% for the gross added value of the German economy.

In summary, for the scenario „Clouds“ a loss of 0.4% of the German gross added value is estimated by the model calculation. In the scenario „Storm“, this value increases to 2.4%. Finally, for the scenario „Hurricane“ a loss of gross added value of 6.4% is reached.

In a first approximation, a job loss of identical percentage is to be expected. Thus job losses for the German economy are estimated to be about 150,000 for the scenario „Clouds“, 900,000 for the scenario „Storm“ and 2,350,000 for the scenario „Hurricane“.

Further Consequences

The estimated loss in added value is strongly connected to losses in other areas: 

· The additional costs lead to a substantial loss of substances on the market, particularly in the area of substances produced in low volumes as for these substances the highest relative cost increases will result. The loss of commercially available substances also means a loss of options in the area of research and development.

· Research and Development commonly is done in geographic proximity to production. A loss of production thus is connected with a loss of innovation in Germany.

· Investments of global companies are made on the basis of secure long-term competitiveness. Depending on the design of the EU substances policy, Germany may not fulfil this condition. As a consequence, investments (including foreign direct investments) will decrease.

· Reduced production in Germany will lead to a decrease in German exports.

· Articles manufactured in Germany will be at a disadvantage in comparison to imports from states outside the EU as the production inside the EU is more regulated.

In contrast to the explicitly stated goals of the White Paper, the competitiveness and innovative potential of the German industry thus are not conserved or promoted, but decrease due to the additional burden of the new substances policy.

Recommendations

According to the model calculation, specific designs of the EU substances policy may have a dramatic impact on the German industry, leading to substantial socio-economic problems such as far-reaching relocation of production and large job losses. On the other hand, different designs offer an opportunity to achieve the core goals of the White Paper while reducing the adverse effect on the German economy.

The fundamental principle of the European legislation has to be a workable design for the EU substances policy in order to minimise the negative consequences for German industry.

Among other things, this means:

· The expenses and the costs of the procedure have to be kept to a minimum in order to limit the burden on industry. At the same time, the goals of the White Paper should not be lost sight of. Among other things, it is desirable to

· limit the number of required tests,

· reduce the internal and external administration effort,

· limit the costs of maintaining registrations,

· allow wide use of existing information. 

· The number of specific uses requiring registration may be reduced e.g. by the introduction of exposure categories.

· Testing and evaluation of substances should be orientated at concrete risks and the measures already taken. This is to optimise utilisation of testing resources. An orientation based only on intrinsic properties of substances or production volumes cannot be recommended. 

· Intermediates and polymers should be exempted from registration and authorisation.

· Time that is required for the procedure (provision of information/data, processing by the authorities) up to the planned production or use of substances should be kept short. They should not delay the market entry of new products.

· Authorisations should be risk-orientated, ideally based on general authorisations for specific types of uses.

· Process and product know-how of companies has to be fully protected. Any disclosure should involve affected companies.

· To limit the negative influence on the competitiveness of the German industry the EU should aim for globally harmonised legislation for substances. 


Apart from these aspects regarding the implementation of the White Paper, it is essential to guarantee security of planning and legal security. Among other things this means efficient specification of the cornerstones of the White Paper, with regard to both content and to the time frame. Furthermore, once taken, decisions should be retained in a consistent manner. Authorisations of substances should be given without any time limitations. The authorities must meet binding requirements for the time required for the registration procedure.

In the interviews conducted for the study, several other hints were given in order to reduce the negative impact of the EU substances policy. While implementing the new substances policy, the EU should also examine the substantial potential for cost savings, which may be uncovered during a possible integration of the currently existing legislation. No substances should be covered by both the new substances policy and already existing regulations, as this would increase the expenses for the companies affected without generating additional value. Requirements for additional registrations from downstream users should be kept to a minimum. Finally, preliminary consultations with all affected industries are recommended in order to discuss the drafts of the European legislation.
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