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The Community is the leading world manufacturer of
chemical products with a turnover of about 290 billion
ECU in 1990.

The chemical industry represents a major factor in the
EC trade balance as it registered a surplus of almost
24 billion ECU in 1989.

After the second oil crisis, the beginning of the 1980s
was marked by production stagnation and major
over-capacity problems.

The sector then underwent thorough restructuring which
has enabled it to benefit fully from the upturn in growth
from 1983 onwards.

Between 1986 and 1989 growth was particularly rapid
(about 5% per annum), but it slowed in 1990.

The prospects are good in the medium and long-term
but the sector is faced with two major problems.

As an important consumer of petroleum products,

both as an energy source and as raw materials,

it is particularly sensitive to their cost.

Furthermore, the chemical industry is responsible for a
certain number of problems with regard to the
environment.

Therefore, its future is in danger of being considerably
changed by the adoption of stricter policies at
Community level on environmental protection.
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Figure 1
Chemicals
Turnover of the EC in comparison with the USA and Japan, 1980-89
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Source: CEFIC, Eurostat, DRI Europe

The chemical industry
within the European
Community economy

Present situation The chemical sector
represents about 10% of manufacturing in-
dustry’s added value within the Community.
In 1989, its production was 275 billion ECU,
an increase of more than 8% over 1988.

The Community is the largest world producer,
far ahead of the United States (223 billion
ECU) and Japan (147 bilion ECU).

If turnover has continued to increase in
the EC and Japan since 1984, it has how-
ever markedly decreased in the United
States between 1984 and 1987.

Overall, 1989 was a good year for the
chemical industry. Further to the accelera-
tion of European growth, demand was sus-
tained and real production increased by
about 3.4%. The majority of chemical indus-

try sub-sectors profited from this healthy cli-
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mate with the notable exception of the fer-
tiliser industry and certain petro-chemical
products such as ethylene, butadine and
benzene. Pharmaceutical products, paints
and generally all end-user products regis-
tered strongest growth. However, the indus-
try suffered from a certain raw material
price increase, notably that of oil. Further-
more, handicapped by high usage of its
production capacities, it was not able to
stop imports increasing more rapidly than
exports. These two factors notably af-
fected the petro-chemical industry.
Production and consumption Stagna-
tion of demand at the beginning of the
1980’s hit hard at an industry which had
undertaken major investment during the pre-
vious decade. Company profitability, hit by
over-capacity problems, dropped sharply.
Thus the sector undertook drastic restructur-

ing, accompanied by numerous redundan-

Table 1
Chemicals
Main Indicators, 1980-90 (')

cies as well as output reduction. This restruc-
turing enabled it to benefit fully from the up-
turn in demand from 1983 onwards. Since
that date, with the exception of 1986, growth
in real production has been strong. Between
1986 and 1989 annual growth was about
5%.

About 70% of chemical product demand
stems from industry in the form of inter-
mediate consumption, the remainder being
basically destined for final consumption.
The principal sector clients for the chemical
industry are the plastics transformation in-
dustry, the textile industry, agriculture, and
the chemical industry itself, which repre-
sents more than 30% of its own demand.
This considerable auto-consumption is ex-
plained by the high degree of industrial ver-
tical integration in which the downstream
elements, refined chemicals or specialised
chemicals are the almost exclusive outlets
for components situated upstream; that is
to say, basic chemicals. From a general
point of view, the EC chemical industry has
experienced rapid growth over the last two
decades. Since 1970, production has in-
creased on average by 3.5% per annum,
whilst over the same period the average
growth of manufacturing industry was 2%.
Strong sector expansion can be explained
in part by factors such as innovation and
the replacement of traditional materials
such as steel, wood, paper and glass by

new materials derived from chemical pro-



Table 2
Chemicals
Turnover and foreign trade, 1980-90 (')

{million ECU} 1980 1981 1982 1983 1984 1985 1986 1987 1988 1980 1990{9
Turmnover at current prices .

EC 152 286 170196 180645 195862 223 850 240478 220831 286 857 265 704 289 045 298 760
Intex 63 71 75 81 a3 100 a5 88 110 120 122
Unitod States () 116 711 161 673 176 378 212532 267 808 258 555 201 541 184 284 203 147 223 285 N/A
Index 45 63 88 82 104 100 78 71 79 86 N/A
Japan ) 57011 73648 76816 Q0583 107762 113437 118287 116571 135464 146613 N/A
Index 50 65 87 80 95 100 103 103 118 129 N/A
Turmnover at constant prices

EC 206 906 208 785 207 869 218140 234 4585 240473 240282 250 418 271 441 280 308 282 090
Irddex 86 87 86 91 g7 100 100 104 113 116 117
Trade at current prices &) .

Exports extra-EC 27329 832923 34273 39581 47705 51656 45879 45922 51185 56123 60726
Index 53 64 66 77 g2 100 89 89 998 109 118
Imporis extra-EC 12666 14029 15844 18167 22089 25331 23665 28607 27024 32333 36710
Index 50 55 83 72 87 100 83 23 107 128 145
XM 2.16 2.35 2.18 2.8 2.16 2.04 1.94 1.85 1.88 1.78 1.65
Imporis intra-EC 43127 38828 371668 43101 50899 60789 60543 64200 73070 82762 N/A
Index 71 64 61 71 84 100 100 108 120 138 N/A

{) Bxcluding Gresce and fibros for Belgium, France, Spain, Irgland, Luxemburg;

rubber and plastics industries included for Belgium and Spain

{*} Bowrce : Association des fabricanis en chimie (for the United Stales), Japan Chemical Industry Assaciation
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Saures: CEFIC

cesses. This trend has enabled the EC
chemical industry to increase its shares of
industrial markets and to experience rates
of growth higher than the average rates of
manufacturing industries (growth premium,
i.e. the difference in positive growth be-
tween chemical industry production and
manufacturing industry production).

This observation remains valid even if the
causes have changed. Whilst at the begin-
ning of the 1960s innovation and tradi-
tional material substitution could be held
responsible for half of the strong rate of
expansion experienced at the time, being
10%; today only 1% of the growth rate of
4% can be attributed to this premium.

This differential decrease is only the conse-
quence of the chemical industry’s pro-
gressive evolution towards maturity.

For the chemical industry, oil products con-
stitute at the same time the main raw ma-
terial and an energy source. Producing
100 ECU of chemical products requires on

average about 15 ECU of energy and oil

raw materials. The chemical industry is
therefore strongly dependent on oil price
fluctuations. So, for example, although a
sharp decrease in turnover in 1986 was
noted, further to a fall in the value of the
dollar (minus 5% at current prices), the in-
dustry managed to maintain a high profita-
bility level thanks to a fall in oil prices.
Employment The chemical industry di-
rectly employs 1.9 million people, being
about 7% of the Community’s manufacturing
industry employment. The majority of em-
ployees in this sector have a high level of
qualification and training. Like other sectors
of manufacturing industry, since 1974 the
chemical industry has had a diminishing la-
bour force. From 1984, however, the start of
a production upturn has led to a stabilisation
of employee numbers. However, productivity
since 1984 shows only an average annual
growth rate of 3.5%, whilst in the past this
rate was usually above 5%. This phenome-
non probably relates to the dawning of a

more mature growth period, with fewer pro-
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ductivity gains, aftributed to the greater por-
tion of higher added value chemical pro-
ducts; products representing smaller volumes.
Investment For 1989 investment expendi-
ture was 18 million ECU against 15.3 million
ECU in 1988, being a growth of almost
18%. Even if these figures are nominal
values, they do reflect a considerable in-
crease in investment volume, of the order of
8.5% by volume (CEFIC data). Furthermore,
the sector is showing a nominal investment
growth greater than 10% per annum since
1985.

The greatest proportion of investment ex-
penditure is at present directed towards
productivity improvements, new product in-
troduction and production processes, com-
puterising production unit operation, safety
and environmental protection.

One example is investment by the Com-
munity chemical industry in the electronic
data interchange (EDI). The product aims
at establishing a pan-European system for

electronic transmission of commercial docu-
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Table 3
Investment expenditure
within the EC chemical industry

ments between chemical companies and

their financial partners.
Extending existing production units and
the construction of new units was not,
until recently, a top priority. Furthermore,
the petro-chemical industry does not fore-
see any major change in basic technology
even if efforts are being pursued for inno-
vation in terms of production processes
and products. However, because of the re-
structuring undertaken at the beginning of
the 80’s and high market demand, invest-
ment profitability has returned to accept-
able levels and this can now justify
installing additional production capacity to
respond to the need to preserve competi-
tive status on a world scale.
The rate of investment (representing per-
centage of investments in relation to turn-
over) has decreased during the two
recessionary periods in the 70’s and at
the beginning of the 80’s. This phenome-
non is due as much to the absence of
large investment projects as to a dispropor-
tionate growth in turnover caused by high
price increases. Since 1984, this portion
has once again increased from 4.4% in
1985 to 6.2% in 1289. This evolution is an
indication of the good health and the promi-
sing future of the industry.

Sector description
The chemicai industry is an industrial

branch of very heterogeneous character in
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which the main activities consist of chemi-

cally transforming materials to diverse sub-

stances, giving them new physical and

chemical properties. For these activities,

the chemical industry employs raw ma-

terials from the petroleum, mining and ex-

tractive industries such as oil, minerals,

metals, but also certairi agricultural pro-

ducts. The main activity sectors corre-

spond to the following product groups:

< basic chemical products;

< fertilisers and nitrogen compounds;

< plastic in primary form and synthetic rub-
ber;

< pesticides and other agro-chemical pro-
ducts;

< paints, varnishes and other similar coat-
ing products, inks and fillers;

< pharmaceutical and medical products, bo-
tanical products;

« soaps and detergents, cleaning and po-
lishing preparations, perfumes, toilet pre-
parations

2%

% man-made fibres

o

The industry comprises two upstream bran-
ches constituting basic chemicals (basic in-
organic chemicals and basic organic or
petro-chemical chemicals) and a series of
downstream branches such as pharmaceuti-

cal products, agro-chemicals, detergents,

etc.... The upstream sectors’ outlets are
aimost exclusively the downstream sec-
tors, which themselves supply either other
industries (agriculture for agro-chemicals,
the plastics transformation industry for plas-
tics in primary form...), or the end-user
(soaps and detergents for example).

The role of the basic chemical industry is
to transform raw materials into products or
substances usabie by the other chemical
sectors. This includes what are generally
coied organic chemicals and inorganic
chemicals or basic chemicals.

In 1989, basic chemicals overall repre-
sented 27 % of total chemical production.
Figure 3 shows the influence on the down-
stream sectors.

Inorganic chemicals mainly use minerals
and hydrocarbons as raw materials. Plas-
tics. as well as fertilisers, are two large
consumers of inorganic chemicals.

The principal products of inorganic chemi-
cals are ammonia, nitric, sulphuric and
phosphoric acid, sodium bicarbonate, car-
bon and sodium hydroxide.

As for petro-chemicals, here mainly hydro-
carbons are used, both as a raw material
and as an energy source.

The petro-chemical industry produces a

wide range of products used in plastics,

Figure 2
Chimicais
Industry comparison, 1989
% of production

Soaps and detergents 4%
Parfumes and cosmetics 7%

Fibres 4%

y,
Paints, varnishes 6% S

Pharmaceutical products 17%

Glues and adhesives 1% .

Plastics 7%
Inorganic chemicals 8%

Organic chemicals 19%

Fertilisers 2%
Agrochemicals 2%

Others 23%

Source: CEFIC, Eurostat, DRI Europe
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Figure 3
Chemical industry production process

Sodium hydroxide

Paper,

metal industries

Source: DRI Europe
fibres, paints, detergents, pesticides, phar-
maceutical products.

Industry structure
Whilst about 9,000 chemical companies
operate in the EC, the chemical industry
remains a concentrated industry. Accord-
ing to a survey by the European Com-
mission, five companies share more than
40% of the EC production. Amongst the
ten foremost world chemical companies, no
fewer than seven are European. Amongst
the 30 foremost world chemical companies,
17 are European (of which 13 are based in
the EC), 10 are American and 3 are
Japanese (Chemical Insight no. 422, Sep-
tember 1989).

The sector is therefore dominated by
European companies. The EC chemical in-
dustry turnover represents 28% of the
world turnover in this industrial sector. Re-
cently American companies have experi-
enced high growth rates, thanks to an
increase in domestic demand but also due
to an increase in exports linked to the
weak dollar.

New producers have appeared on the
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world stage, particularly in South East

Asia, but also in Brazil and the Middle

East. However, the major share of produc-

tion remains by far in the hands of the

European and American groups.

During the 1960’s and up to the middie of

the 1970’s, the chemical groups’ basic

strategy aimed at developing output.

The 1970’s economic crisis led to a major

downscaling of prospects, hightighting the

need to restructure the industry.

Company strategies were thus modified

along the following lines:

— Production rationalisation; this rationalisa-
tion was translated into major redundan-
cies which continued after the upturn in
demand;

— Companies returning to their basic busi-
ness; this trend is of course not specific
to the chemical industry;

— Increasing installation size, notably due to
re-siting activities in order to benefit from
the economies of scale;

— Activity movement towards refined chemi-
cals, with greater added value than basic

chemicals; being less sensitive to econ-
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omic climate fluctuations.
This restructuring has led to intense mer-
ger and acquisition activity. According to a
European Commission report, between
1984 and 1988 25% of mergers and
acquisitions carried out in the Community
related to chemical industry companies.
This percentage is even higher if one only
considers operations of an international na-
ture or those linked to large organisations,
for example, if account is taken of the
French chemical industry restructuring, with
Orkem passing to Elf Aquitaine and Total,
the Italian chemical industry restructuring
with the creation of Enimont by the fusion
of the Enichem and Montedison activities,
and the restructuring of the pharmaceutical
industry with the creation of Smith Kline
Beecham. During the 1980s, EC groups
worked at consolidating their positions in
North America by acquiring local factories
and developing exports. The high growth
Asiatic countries became a new target for
American and European companies which,
three years ago, signed a large number of

joint venture agreements with local firms.
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Table 4
Chemicals

The 10 leading EC companies 1989

Hoechst

There are major structural differences
within the chemical industry, notably be-
tween basic chemicals and refined chemi-
cals. Concentration is clearly higher within
basic chemicals, the exclusive domain of
large companies, as opposed to refined
chemicals.

As an example, in the Federal Republic of
Germany six producers share 80% of inor-
ganic chemical production. In the case of
petro-chemicals, this share is more than
75%. At Community level, the majority of
large chemical groups have petro-chemical
operations. Amongst the ten leading EC
producers, only two are not active in this
sector (Ferruzzi and Solvay). This strong
concentration is explained by the existence
of economies of scale and capital require-

ments much higher than in other sectors of

- Nédertangi
United Kingdom

the chemical industry. Competition is how-
ever much more intense in basic chemi-
cals than might be believed from the
strong concentration. Apart from the need
for heavy capital investment, entry barriers
are in the main rather weak. In fact, pro-
duct differentiation possibilities are limited.
R&D and knowhow have less importance
than in the refined chemical industry, and
do not confer decisive competitive advant-
age. The niche phenomenon witnessed in
the refined chemical industry does not
exist in the basic chemical industry.
Therefore, the latter experiences a high
potential for competition amongst the pre-
sent producers on the market and the
threat of the arrival of new competitors.
This threat has become particularly appa-

rent during the latter years with the arrival

Figure 4
Chemical industry
World production, 1988

North America 23.3% —

Planned economies 15.7%

Japan 14.6%

Rest of World 3.1%

EC 28.1%

Rest of Europe 15.3%

Source: CEFIC, DRI Europe

8-6

* F o
* *
P A N=offfR*xAa M a

oy K

of new producers from the oil-producing
countries as well as from South East Asia.

Production distribution

within the Community
The proportion of turnover within the GDP
of each Member State is shown in Figure
5. This figure shows that, proportionally,
Spain, Belgium, Luxembourg, the Nether-
lands and Ireland have a chemical indus-
try bigger than that of other EC countries.
With regard to product segmentation, the
German, French and Dutch industries are
more concentrated on basic chemical sub-
stances and plastic materials, whilst the
United Kingdom and ltaly have a greater
share of medicines and a few other every-
day consumer products.

Research and
development, and
innovation

R&D expenditure has increased even in
times of poor financial results. For 1987,
the percentage of total turnover dedicated
to R&D by the chemical industry was esti-
mated at 4.5%, being 10.5 million ECU
(CEFIC data). In specific sectors of the
pharmaceutical and agro-chemical industry,
this percentage can even go up to 10 -
12% of turnover.

R&D has opened up new fields. For the
chemical industry the most innovative field
is incontestably bio-technology: the applica-
tion of scientific and engineering principles
to the treatment of matter by biological
agents.

As opposed to classical bio-technology,
based initially on fermentation, modern bio-
technology is an assembly of several tech-
nologies, of which the most important are:
< genetic technology, recombinant DNA

technology, to isolate genes responsible



for certain properties of an organism;
< cell fusion, to unite the characteristics of
different cell types within a single cell (for
example, mono-clonal antibodies for treat-
ing ilinesses);
< enzyme technology, to produce specific re-
actions;
< process technology, to develop and con-
trol the biological production process on a
large scale. (Refer to R. Van Tulder and
G. Junne: European multinationals in core
technologies. J. Wiley & sons, 1988, page
12 onwards.)
The application of these new technologies
will enable new product and new process
development in the pharmaceutical indus-
try, the agro-chemical industry, in the pes-
ticide and refined chemical substance
industry. It will represent a major contribu-
tion to improving personal safety and the
environment (e.g. low waste technologies,
low energy content technologies, clean
technologies). Innovation is also apparent
in a second category, that of new ma-
terials, advanced composite materials,
polymers, plastics and ceramics. These ma-
terials have led to major innovations in the
field of micro-electronics (silicon, gallium ar-
senide, optical fibres) and in the field of
bio-technology (membranes).
Many small and medium-sized chemical
companies have participated in projects
within the Community framework pro-
gramme in the field of technological re-
search and development. This programme
does not limit itself to offering financial
support to the extent of 50% of research
costs, but also combines research carried
out in the various institutes and regions by
opening new market opportunities.
For the chemical industry, the most impor-

tant programmes are as follows:

Table 5
European chemical industry
Breakdown by country 1989

Turnover

{Billion ECU) {as a %)
EC () 289045 100.0%
Belgique/Belgié, Luxembourg 21303 7.4%
Ranmark 3230 1.1%
BR Deutschiand 7711 26.7%
Espafia 20 553 10.2%
France 48 604 17.2%
Ireland 3361 1.2%
lialia 40 148 13.9%
Nederland 20342 7.0%
Portugal 4 221 1.5%
Linited Kingdom 49 092 13.9%
{*} exchudling Greece
Sourpe: CEFIC

1. BAP (Bio-technology action programme,
revised 1988-1989) and BRIDGE (Bio-tech-
nology research for innovation, develop-
ment and growth in Europe)

2. BRITE (Basic research in industrial tech-
nologies for Europe) and EURAM (Re-
search programme on raw materials and
advanced materials)

Commercial trends
Foreign trade holds a major place in the
chemical sector. Export activity, i.e. the
portion represented by exports in produc-
tion, is 20%, or even 50% if intra-Com-
munity trade is included in the calculation.
The Community is the world’s leading ex-

porter of chemical products, with exports

of more than twice those of North
America. Traditionally the Community has
a positive commercial balance (it is also,
along with EFTA, the only large trading
bloc showing a trade surplus).

According to CEFIC data, this surplus was
23.8 billion ECU in 1989. At that time, ex-
ports were 56.1 billion ECU. In 1986, fol-
lowing the fall of the dollar, the chemical
trade surplus greatly deteriorated. It has,
however, regained its growth since then,
particularly from 1988 onwards. The sector
remains one of the main trump cards of
Community trade. In 1988, it represented
14% of manufactured goods exports from

the EC, and a little less than 7% of its im-

Figure 5
Proportion of turnover in G.D.P., 1989
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ports. Intra-Community trade has regularly
increased since 1983. Exchanges between
Member States were more than 80 billion
ECU in 1989. Belgium, the Netherlands,
Portugal and Ireland have the most active
roles in the field of inter-Community trade.
The Community’s main commercial part-
ners are EFTA, North America, the rest of
the world (developing countries) and, to a
lesser extent, the Pacific region (Japan,
Australia and New Zealand). On their own,
EFTA, North America and the rest of the
world represent 73% of the Community’s
exports and 83% of its imports.

it is with North America that the EC trade
surplus has experienced the greatest
growth since 1982. However, after

1985 this surplus decreased following the
fall of the dollar. This degradation of the
exchange rate encouraged EC chemists to
undertake major investments in the United
States during the second half of the
1980s. It should also be noted that the
American and EC industry structures are
somewhat different, to the extent that the
American industry has not yet really experi-
enced, like its Community equivalent, a
movement in production towards refined

chemicals. Thanks to the falling dollar,

American basic chemical competitiveness
was noticeably improved between
1985 and 1989. Consequently, American
companies did not experience the same in-
centives as their Community equivalents to
develop downstream in sectors less sensi-
tive to exchange rate movements. The phe-
nomenon can also be explained by the
presence in the United States of important
resources for one of the primary raw ma-
terials of basic chemicals: oil.
Regarding improvement in trade surpluses,
South East Asia and the rest of the world
represent fast-expanding markets. How-
ever, for a few years now, we have been
witnessing the emergence of new basic
chemical producers in these regions, espe-
cially in the oil-producing regions.
Overall, Community exports are somewhat
specialised in refined chemicals, whilst im-
ports are of basic chemicals. To a certain
extent, the EC imports basic chemicals in
order to export refined chemicals. Competi-
tive discipline created by imports is there-
fore higher for basic chemicals than for
refined chemicals. Compared to the aver-
age EC trend, it appears that the Federal
Republic of Germany and Denmark are
more oriented towards Western Europe.

Table 6

Chemicals

Exports and imports
Annual growth rate - current ECU

The United Kingdom and Ireland export
more towards North America, whilst the
proportion of exports towards developing
countries is higher in France, Spain and
Portugal than in the other EC countries.
Impact of the Gulf crisis
During the second half of 1990, the Gulf
crisis created a dramatic increase in oil
product prices. This increase caused the
chemical industry to run greater risks than
the majority of other manufacturing indus-
tries. This sector is in fact a big energy
user. This usage is mainly upstream in the
basic chemical industry. The biggest en-
ergy user is the petro-chemical industry,
for which 100 ECU of production require
between 35 - 40 ECU of energy
(1985 prices). This consumption is the re-
sult of actual energy requirements as well
as requirements for hydrocarbons as a
raw material. Other sub-sectors with high
energy contents are plastics (between 20 -
25%), inorganic chemicals and fertilisers
(about 15% each one). If account is taken
of hydrocarbon consumption as a raw ma-
terial, between 85 - 90% of the chemical in-
dustry’s total energy consumption is
attributable to the basic chemical industry

in its wider sense (i.e. including fertilisers

Total EFTA North Pacific USSR Eastern South-east Hest of
America Region Europe Asia world
EC exports o
1982-1988 7.79 9,31 12.55 11.71 723 3.34 12.81 3.87
1982-1986 7.99 10.29 15.62 11.76 82 4.18 13.06 232
1986-1988 7.4 7.37 6.65 11.6 5.31 1.68 123 7.04
1988-1988 () 8.4 8.75 585 8.14 32,83 253 10.18 818
EC imporis ) .
1982-1988 8.52 11.8 447 13,42 4.18 5.1t 25.00 B.26
1982-1986 9.21 12.55 6.08 13.18 4.56 823 24.04 7.34
1986-1988 7.14 9.43 132 13.91 3.42 281 27.23 10.11
1988-1889 (') 12.86 13.1 20.83 15.36 -0.01 8.97 26,17 11 99
(") 6 European countries )
Source: DRI Europe
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and plastics). Overall, the refined chemical
industry is a low energy consumer but as
the basic chemical industry is its main sup-
plier, it is also likely to be indirectly af-
fected by an increase in energy prices.
After the second oil crisis, the chemical in-
dustry has considerably improved its en-
ergy efficiency. This has increased by
29% between 1979 and 1985. It is, how-
ever, difficult to evaluate the additional en-
ergy savings that the sector could make to
combat a further increase in crude oil
prices. The International Energy Agency col-
lected in 1987 the results of a series of
technical surveys on potential energy sav-
ings within the industry. According to this
research, potential energy savings within
the chemical sector are, with the present
state of technological knowledge, relatively
limited. They are, in any event, a lot less
than in sectors such as steel-making,
paper production or construction materials.
Therefore, the sectors most sensitive to
variations in energy prices are organic
chemicals, plastic chemicals, agro-chemi-
cals and inorganic chemicals. The vulnera-
bility of these sectors is also due to the
intense competition which reigns therein,
and which prevents companies from pas-
sing on entirely via their sales prices an in-
crease in their costs. An increase in oil
prices is therefore more likely to affect the
profitability of these industries than that of
refined chemicals.
Apart from its direct impact on energy
costs and raw material costs, the Gulf
crisis is likely to affect the chemical indus-
try in two other ways;
— A slowing of the EC growth rate and
therefore a slowing of demand for chemi-
cal products;

— Decreased competitivity from EC chemi-

cal companies in relation to that of oil
and natural gas producing countries; this
loss of competitivity is accentuated even
more by the fall in the dollar over the last
few months.
If the Gulf crisis had lasted some time, it
would have meant a fall in production and
a worsening of the trade balance in cer-
tain sensitive sectors such as petro-chemi-
cals, the plastics industry or the fertiliser
industry. The petro-chemical industry is,
on this point, the most critical sector. In
fact, it would have had at the same time
to face up to a rise in energy prices, an
even greater rise in raw material prices
(the price of the latter, such as naphtha,
increases generally more rapidly than the
price of oil), as well as a decline in de-
mand, which is particularly sensitive to in-
dustrial production changes. To this could
be added a loss of competitivity vis-a-vis
companies operating in oil-producing coun-
tries. According to the EC experts’ esti-
mates, the joint factors of crude oil at
$30 per barrel and a slow-down in GNP
growth could have led to a drop of 15% in
petro-chemical industry production in 1991;
a fall in exports by 9% and in imports by
5%. The oil crisis impact would have only-
been slightly weaker in the case of plastic
production, with a fall of 12% in produc-
tion; 8% in exports and 6% in imports. Fi-
nally, the fertiliser sector would have seen
its production fall by 6%, its exports by

10% and its imports by 5%.

In fact, this sector has to confront, as do
the other sensitive sectors, increased
costs, falling competitivity (in relation to
producers such as North America or the
Soviet Union), and a fall in domestic de-
mand. But it will also suffer from a fall in

demand from some of its main export mar-
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kets such as China, India or South East
Asia. The combination of the above-men-
tioned factors (price increases, fall in de-
mand and loss of competitivity) will most
probably give rise to the reappearance of
over-capacity, but will not have the same
effects on all EC countries, mainly penalis-
ing those which have recently heavily in-
vested in the sensitive sectors, such as
Belgium, Portugal, Spain, Greece, German
Federal Republic of Germany and France.
Environment
Environmental problems are particularly
noteworthy in the case of the chemical in-
dustry. The latter, due to its size and the
numerous pollution problems that it raises,
is a favourite target for legislation, notably
at EC level. However, the industry itself is
very aware of the pollution problems of
which it is directly or indirectly responsible
and has already undertaken important ef-
forts, often ahead of legislation. For 1989,
expenditure is estimated at 2 billion ECU
in the field of environmental protection.
The problems raised by the chemical indus-
try with regard to the environment are in
fact of two types; on the one hand, all the
poliuting elements caused by the produc-
tion process itself, and on the other hand,
the downstream pollution problems when
the chemical products themselves are con-
sumed. In the first area we find polluting
emissions in air and water.
As an example, the sector, because it is a
large energy user, is confronted with the
problem of NOx (nitrous oxide) or SOz
(sulphur dioxide) (gases responsible for
acid rain) emissions into the atmosphere.
As well as these two types of polliution,
there is also the problem of waste process-
ing and disposal. Opening new tips or ex-

tending existing tips runs into increasing
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Table 7
German chemical industry expenditures on environmental protection, 1987

Current

investment expenditure
{Million of ECU) (%) {(Million of ECU) (%)
Total cost 499 100 2138 100

of which:

Waste destruction a3 7 478 22
Water produciion 221 44 1083 51
Air protection 233 47 8§35 25
Noise reduction 12 2 42 2

Source: Verband der Chemischen industrie

opposition from public opinion which per-
ceives major nuisances (odour, damage to
the countryside, etc.), as well as the risk
of water and ground pollution.

For the moment, the investment expendi-
ture aimed at combating various forms of
pollution linked to production processes
represents 10% of the sector’s total invest-
ment, but it is expected that this percen-
tage will double during the next decade.
Table 7 shows capital and current expendi-
ture linked to environmental protection in
the Federal Republic of Germany.

Current expenditure is far from negligible
because it represents more than 3% of
the industry turnover and is four times
higher than the corresponding capital ex-
penditure.

Pollution linked to using chemical products
and not to their production can happen
either at the time of actual use or at the
time of disposal in the form of solid waste
or during recycling. For the first example,
we find volatile organic compound
emissions linked to the use of solvents (in
paints or adhesives), or water table con-
tamination by nitrates in fertilisers.
Difficulties in recycling plastics or destro-
ying the ozone layer with CFC’s contained
in refrigerators or air-conditioning systems
are typical examples of the second form
of pollution.

There are several types of solutions to the

8-10

environmental problems raised by the
chemical industry:
% Use of clean technologies;
% Use of end-of-line technologies

(fitters, etc..);
4 Substitute product development (HCFC in-

stead of CFC).
Generally, a high proportion of the chemi-
cal industry research and development
effort is geared towards environmental
problems. This trend can only be in-
creased in the future. Finally, it should be
noted that amongst the industry sub-sec-
tors, those situated downstream are more
likely to be threatened by the appearance
of substitute products which are kinder to
the environment. In fact, it is mainly down-
stream (packaging plastics, notably) that
substitute products can appear, coming
from other industrial branches. On the
other hand, the problems raised by inter-
mediary goods produced and consumed
by the chemical industry itself are gene-
rally likely to be solved by the appearance
of new chemical products, sometimes
more costly and generally more advanced
from the point of view of their technologi-
cal content.

1992

The main legislative measures by which
the chemical industry hopes for rapid pro-
gress on the road to harmonisation cover

the following areas; standards, bio-technol-

o

* *
N*O@R*A M A
* *

*og ¥

P A

ogy, environment, energy, indirect taxation,
fewer administrative constraints, transport
de-regulation, R&D, competition, trade stat-
istics and policies. Some progress has al-
ready been made in this direction but
further efforts are necessary. As and when
technical and administrative barriers to
trade fall, we can expect that movements
towards concentration and rationalisation
will appear in the sector to maintain its
competitiveness, exploit the possibilities of
the larger market and benefit from econ-
omies of scale. This phenomenon will par-
ticularly affect the siting and the
coordination of production, distribution, mar-
keting and services. It should be noted
that, according to the Cecchini report on
the implications of creating a single mar-
ket for the European economy, the chemi-
cal industry is one of the manufacturing
sectors where the potential gains linked to
the Single Market are the highest.
Outlook
Preliminary statistical data show a net
slow-down in sector growth in 1990.
Growth, slower than forecast, of EC eco-
nomies has led to weaker demand for
chemical products than that forecast by
the majority of industry experts. To this
weakening of demand is to be added the
phenomenon of de-stocking and also an in-
crease in the level of imports. The result
is a very small increase in real chemical
production in Europe, about 1.7%. Qil pro-
duct prices during the second half of 1990,
due to the Gulf crisis, have brought about
a fall in profitability for chemical companies.
The forecasts given in Table 8 are based
on the hypothesis of stable oil. From this
date EC chemical production will experi-
ence once again relatively high growth

rates, of more than 3% on average per



annum. Such prospects are based on "a
reasonable" evolution of environmental
policies within the Community. A harde-
ning of these policies, such as raising a
tax on carbon to combat C02 emissions,
could have a major impact on the results
of various sub-sectors which comprise the
whole chemical sector. On the other hand,
forecasts for 1991 are far from being as op-
timistic. A slow-down in European econ-
omies following an oil price increase would
lead to a new lowering of the growth rate
for domestic demand. This lowering of de-
mand will not be compensated by an in-
crease in export trade to the extent that
world trade will stand still. A lower rate of

growth for imports will enable the industry,

Table 8
Chemicals
Main indicators, 1990-95
Constant prices - annual growth rates

(%} 1980 1991 1992 1983 1994 1985
Production 1.7 1.9 35 a7 33 35
Consumption 25 20 4.2 338 a5 37
imports 66 4.4 7.1 6.6 85 8.0
Exporis 4.2 4.0 53 63 58 57

SBource: DRI Burope

however, to show real growth of about
2%. This low growth will not prevent indus-
try profitability from falling, particularly
within the basic chemical sector. In the me-
dium to long-term, certain sectors should
experience growth greater than the industry
average, for example pharmaceutical pro-

ducts, cosmetics and perfume or plastics.
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Written by: DRI Europe

The sector is represented at the EC level by:

CEFIC: Conseil européen des fédérations de
'industrie chimique.

Adresse: avenue Louise 250, boite 71,
B-1050 Bruxelles;

tel: (32 2) 640 20 95; telefax (32 2) 640 19 81
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The Western European plastics manufacturing
industry has experienced a spectacular turnaround
over the last few years. It is presently in its seventh
year of sustained consumer growth, most of which
originates within the Community. Satisfying internal
demand has taken over from export trade, leading to
lower export trade levels in the industry. Investment
in additional production capacity is planned with
prudence because of the long-term uncertainties
present in both the EC and the world economy.

"
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Description of the sector
The plastics industry in its widest sense
comprises of companies producing polymers
and synthetic resins, mixed with additives to
form materials known as plastics, as well as
companies who transform these materials
into semi- and fully- finished products.
The EC plastics manufacturing industry,
mainly composed of small and medium-
sized companies, achieved a turnover of
55 billion ECU in 1988 and employed ap-
proximately 800,000 people. However the in-
formation and statistics listed below only
cover plastic material manufacturing; plastic
material transformation will be dealt with in
a more detailed manner in Chapter 20.
Current situation
Western European plastics manufacturing
production is estimated at 29 million
tonnes in 1989, for a value of slightly
more than 40 billion ECU. About 90% of
the total is produced by the EC, the rest
being spread among the Scandinavian
countries, Austria and Switzerland. Gener-
ally, plastic materials and synthetic resins
play an important role in the economy; the

majority of industrial sectors and consumers
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use plastic materials, either in the form of
raw materials or as ancillary products.
Plastic material manufacturers are not only
raw materials manufacturers; they also
help the entire plastic product sector by
contributing to the technical and commer-
cial development of plastics applications.
Overall, industrial and special plastics con-
tinue to enjoy healthy growth. Mass mar-
ket plastics, which represent more than
two thirds of total plastic production, have
played a vital role in the plastics industry
development since the Second World War.
However, they have been hit by very large
oil price rises and by the economic down-
turn during the period from 1975 to 1983,
which led to production over-capacity. The
mass market plastics industry has actively
rationalised and restructured itself over the
past years, notably between 1982 and
1984, adjusting production capacities and
obtaining cost price reductions. The last
six years have brought an upturn in de-
mand and profits.

Industrial statistics for principal plastics col-
lected by APME (Association of Plastics

Manufacturers in Europe), cover all of



{thousand tonnes)

Table 1
Plastics
Main indicators, 1980-90 (')

1980 1981 1982 1983 - 1984 19885 . 1986 1987 . 1988 1989 1M
Apparent Consumption (%) 11088 9932 10572 12051 12500 ’!3‘!@0 14180 15918 1?2;:’9 1792ﬂ - WA
Net exports 1174 1407 1005 1594 1651 1141 800 720 547 218 NA
Production 12262 11383 11678 13402 18803 13940 14755 15747 17486 17936 18510
Employment (thousands) N/A N/A N/A N/A N/A N/A N/A N/A 170 \ N/A N/A\
'y West Eu ; § 3 X . PP, P3, : i '
§41W1mm$@mwdm statistics cover LDPE, HDPE, PP, PS Wc PS8 dass 1ot incliude expandable grades nor acrylaie or acrylonirie madified grades
%) Estimated
Soure: APME

Western Europe. They do not give the de-
tail of each member country’s production.
Statistical data in this section cover produc-

tion of the five main thermoplastics:

3

low density polyethylene (LDPE);

e
x4

high density polyethylene (HDPE);

<%

» polypropylene (PP);

o

% polystyrene (PS);
“ polyvinyl chloride (PVC).
These thermoplastics represent about 66%
of total plastic production in Western Eu-
rope - being a volume of 18 million tonnes
with a market value of 20 billion ECU.
Western European production of these
plastic materials is the equivalent in vol-
ume terms of the United States’ produc-
tion and more than double the Japanese
production.

Consumption
The wide range of properties available
and the tailoring of property profiles for
specific applications have led to a vast
and diversified demand for plastic ma-
terials. On the one hand, there are very
high velume applications and on the other
hand, technical applications characterised
by continuous developments. A great num-
ber of industries use polymers at the
same time as other raw materials.
The main outlets are found in the follow-
ing industries: packaging, construction and

civil engineering, transport, household equip-

ment, electricity and electronics, communi-
cation technology, textiles, agriculture and
horticulture, games and leisure activities,
health and medical applications, paper and
wood, photography, armaments.

After the difficulties at the beginning of the
1980s, the plastic materials industry has
benefited since 1984 from relatively sus-
tained growth in demand, reflecting in part
generally improved economic conditions in
the Community or elsewhere. Quite re-
cently, growth in two figures for certain
plastic materials categories - with a record
year in 1988 - is evidence of the high and
sustained growth rates which the European
plastics manufacturers are experiencing in
terms of production and sales: total West-
ern European plastics materials production
has thus increased by 6.7% in 1987, 11%
in 1988 and 2.6% in 1989. These excep-
tional growth rates may seem surprising in
an industry which is generally considered
to have reached maturity.

The sustained growth in demand for plas-
tic materials is attributed to the improve-
ment of the economic environment, and
more especially to the favourable conditions
prevailing in the end-user sectors such as
the automobile and construction industries.
Increased usage of plastic materials in the
automobile industry, in the building indus-

try, in food and drinks packaging, agricul-
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ture, sewerage pipes and infrastructure de-
velopment all contribute to increased con-
sumption. Furthermore, it appears that
plastic materials usage to replace other
materials in industrial and household
goods production is developing faster than
forecast, and that consumption is reacting
very quickly to the economic upturn.
Often, plastic materials replace traditional
ones such as glass or steel, as they are
lighter and energy-saving. The fall in their
cost following the fall in oil prices since
1982 has further accentuated this product
replacement. 1989 was marked, however,
by a slowdown in demand, due to de-stock-
ing by end-users after 1988. The growth
in apparent consumption has thus gone
from 8.6% in 1988 to 3.7% in 1989. The
growth of true plastic usage has however
been maintained in 1989.

In Western Europe, it is polypropylene -
as in 1988 - which registered in 1989 the
strongest growth with 13.8% by volume
(versus 12.9% in 1988). This product
usually surpasses the others as, the most
recently created, it opens even more new
markets. It is closely followed by low den-
sity linear polyethylene (11% growth by vol-
ume), a relatively recent product. Other
thermoplastics remain stable although they
all registered strong growth in 1988. These

high growth rates, however, should not
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mask the uncertainties which hang over
the plastic materials industry in the long-
term, whether it be in terms of legislative
restrictions linked to the environment,
changes in demand, or changes in produc-
tion capacities.

Trade trends
The Western european plastics industry ex-
ports about 8% by volume of its produc-
tion. This export percentage fell during the
period 1984-88; it was stable in 1989.
In 1984, 17% by volume of production was
exported outside the Community.
By comparison, the United States’ exports
in 1989 represented 11% of the domestic
production, whilst Japan exported 11.5%
by volume of its production. Until recently,
the highest growth in demand for plastic
materials has come from inside the Com-
munity rather than from export markets.In
volume terms, Western European exports
have constantly declined since 1984; the
1989 level being 40% lower than that of
1984.
Western European imports have increased
over the same period and at present repre-

sent 7% of the production.

Figure 1
World plastic consumption
by region, 1972-95

(million tonnes)

1972 1986

88 Latn America [l Eastern Europe
Western Europe %77 North America

1991 1995

Asia/Oceania

Source: Freedonia Group Inc

The growth of imports of the principal plas-

tics was particularly strong in 1989 with a

progression of 43%.

Over the last two years, exchange rate

parities have in fact affected EC manufac-

turers’ competitiveness and rendered The

EC market more attractive for Middle and

Far Eastern exporters.

However, the shortages within the EC

have also encouraged increased import op-

portunities for the majority of products.
Employment

Over-capacity at the end of the 1970s and

Table 2
Plastics
Production and external trade, 1980-90

the beginning of the 1980s led to major in-
dustry restructuring, particularly during the
period 1982-4.
The rationalisation arising from this, which
is still in progress in certain regions, signi-
fied a reduction in employment in the plas-
tics industry down to the present figure
estimated as 170,000. More recently, conti-
nued growth in demand and production
has, however, created some jobs in the in-
dustry, but at a rather slow rate.
Investments

Plastic materials production restructuring

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990()
12262 11389 11573 13402 13803 13940 14755 15747 17486 17936
g8 B> B3 56 69 fp0 -6 113 s 478
11038 11642 11078 13042 13584 14285 15296 4 17982 17602
= e o o 95 100 107 - e
5344 4941 5023 5t 6520 5948 5983 6397 7045
: ; @ 83 84 S 10 o 61 8 1B
Exports extra-W Eur 1654 1780 1695 2259 2303 2093 1945
ndex 79 85 81 108 110 100 93
Imports extra-W Eur 480 373 6e0  6B5 | 652 941 1045
Index - 5 & 2 71 oes oo A1
XM 345 477 246 34 353 23 186
Import penetration NA NA 007 006 005 007 007
) West European figures: 1888 provisional data; statistics cover LDPE. HDPE, PP. PS, PVO: PS do
{?) Estimates o . :
‘SWH}&%&PME
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Table 4
Plastics
Forecasts
1989 1980 1991 91/90 92/ 95/92
% var. %var. %var.
Production
(thousand tonnes} 17936 18510 18180 +3.6 +3.2 +3.2
Source: DRI Europe

and rationalisation has not been uniform

all over the Community. Whilst thermoplas-

tic capacities have been reduced in the

growth in demand has often brought about
maximum usage of production capacity

which, in turn, has favoured progressive re-

Figure 2

Western Eu
demand

rope plastic materials
evolution 1972-95

—

s

i
8 i
|
1

1%

0%

-4% -3% -2% -1%

2% 3% 4% 5% 6% 7% 8% 9%

Source: Chem Systems International, Enimont

majority of Member States, the United
Kingdom and the German Federal Repub-
lic have borne the major part of these re-
ductions over the entire product range.
Recovery in demand since 1984 has
brought the industry up to new levels of

production capacity usage. Continuing

covery of market prices. Thus, the -compa-
nies’ financial situation has much im-
proved. Generally, plastic material
manufacturers have funds available to in-
vest in new activities. Factors determining
investment seem to be linked more and

more to the environment, notably in areas

Table 3
Plastics
EC trade in current value

covering the need to manage waste, and
public acceptance of chemical products
and chemical industry activities of which
plastics are a part. Any further increase in
production capacity will probably be cau-
tious, taking account of the experience of
the last decade; investment plans are
mainly directed towards new process and
new product development, as well as to-
wards productivity improvements in order
to maintain the industry’s competitiveness.
The European plastic material producing in-
dustry has a strong technological base.
From the point of view of research and de-
velopment, it compares favourably with
American and Japanese industry. This is
an important strategic trump card for a
modern European industry which depends
on the use of more and more sophisti-
cated materials and technologies.
Legislative context
Legislation affecting public safety, environ-
mental protection and well-being, is an im-
portant factor which influences industrial
activities. The areas most concerned with
safety are the following:
< the consequences of plastic contact in
the case of medical or food applications;
< plastic safety with regard to fire;

< the ecological consequences of plastic

{mitlion ECL} 1980 1981 1982 1883 1984 1885 1986 1987 1988 1989 1990()
Exports extra-EC B8960.4 10018.8 105258 12516.7 16§ 077.1 16269.6 13639.4 13 740.5 15 719.9 16 642.8 14 649.0
Index {*} 58.1 61.5 684.7 76.9 927 1000 804 B1.0 926 98.1 80.0
imporis extra-EC 47958 56721 63551 70194 89344 102046 91071 8217.81008223 13877.1 129568.3
Index (% 47.0 55.1 61.7 68.2 8668 100.0 82.1 831 984 1206 1258
XM 1.¢ 1.8 17 1.8 1.7 1.6 1.5 1.5 1.4 1.2 1.1
Trade intra-EC 14 844.3 16 967.0 18 542.9 21 240.9 25 120.4 27 446.8 28 357.3 28 916.0 33 645.1 37 690.7 N/A
Index ("} 54.8 §1.8 67.8 774 g1.6 1000 1037 983 1144 1282 N/A
Share of total (%) 58.3 59.8 63.7 62.9 62.8 62.6 70.0 668.3 70.9 73.5 N/A
£} Taking inio account changes in EG membership.
{3 Estimates
BourceEurostat {Comext)
ﬂ'* . o
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usage.
These factors have an important influence
on the industry’s development. Recycling
used plastic is developing as a contribu-
tion to communal management of solid
waste, although this process still remains
expensive if account is taken of the extra
cost of waste sorting and the plastic recy-
cling itself. However, certain EC countries
have already introduced legislation setting
goals to be achieved for the recycling of
packaging products.
In traditional applications, plastics meet
the same criteria as those applied to the
materials they replace. In new applications,
plastic alone, or combined with other ma-
terials, corresponds to much stricter output
and safety standards.

Outlook
Uncertainty is driving the behaviour of the
main internal markets and exchange rate
movements continue, but the general pros-
pects for the industry continue to be good.
The first quarter of 1990 shows a return
to the level of demand of the first quarter
of 1989. Production growth in 1990 should
be greater than that observed in 1989,
with an expected rate of 3.2% versus
2.5% in 1989. In the medium and long-

term, other factors will come into play. As
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plastics are more and more used in all sec-
tors of the economy, it can be expected
that the plastic material industry will
achieve results higher than the average of
other industrial sectors. Generally, plastic
materials production will continue to be a
highly competitive sector; however, Ameri-
can investment in considerable production
capacity and the increased rate of con-
struction of factories in South East Asia
bring fears of increased competition.

Faced with rising demand and thanks to in-
creased profits from plastic material produc-
tion, numerous companies have invested

in new installations, which will come into
service over the next few years.

According to Morgan Stanley’s projections,
between 1988 and 1992, world production
capacity could increase by 24% and reach
16 million tonnes for polypropylene, by

17% and reach 10.3 million tonnes for poly-
styrene and 16% and reach 21.5 million
tonnes for polyvinyl chloride.

But it is then expected that demand will
slow as the growth phase of the cycle
passes its highest point (refer to Figure 2
Chem Systems International). Therefore,
the plastic materials industry could again
be characterised by an over-capacity and

mediocre profitability, as at the beginning

x ¥ %
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of the 1980s. The plastic material produc-
tion growth rate should reach 3.6% in
1991, to fall back to 3.2% on average dur-
ing the period 1992-95.

Faced with a growing market with a
limited future and expected increases of
plastic material imports, the EC must de-
fend its advanced technological standards
and reinforce in a selective way its re-
search and development effort. Further-
more, the anticipated oil price rise in the
middle of the 1990s will have conse-

quences on cost structures.

APME: Association of Plastics Manufacturers in
Europe. Address: Avenue Louise 250, bte 73,
B-1050 Brussels; tel: (32 2) 640 28 50;

telex: 61523 APME B; fax: (32 2) 64291 55

Revised by: DRI Europe



In 1989, aggregate production from the paint, varnish
and printing ink industries stood at around 5 million
tonnes, which represents a value of approximately ECU
12.4 thousand million. The development of production
volume in the printing ink industries was less affected by
the crisis of the 1980s than were the paint and varnish
sectors. One factor that explains these different profiles
is that paint production is more closely linked to
industrial activity and to demand for durables and
investment. In view of the costs incurred in transporting
these types of goods, but also the structure of the
industry (high concentration in the market for paint and
varnish) and the importance of service linked to sales
(repair work, rapid supplying to the ink industries),
export levels are relatively low. Taking into account the
relative stability of the market for paint, varnish and
printing ink, and the prospects for overall growth in EC
economies, an overall growth rate of the order of 3% can
be expected in 1990, with more moderate growth over the
following five years.

Description of sector ate section devoted to printing ink. The
The NACE definition of this sector encom- production of paint and varnish dominates
passes "paint, paint fillers, varnish and this sector; it represents 90% of all vol-
printing ink". The information and figures ume produced and 84 % of production
provided in this analysis relate in the first value.

place to paint and varnish, with a separ-
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ing in

Paint, varnish and print
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Figure 1

EC market structure for paint, varnish and printing ink

Products

Paint and varnish 90%

Printing ink 10%

in the EC in 1989
(4.9 million tonnes)

Countries

United Kingdom 12.5%

Nederland 6.6%

Italia 16.2%

France 15.6%

Portugal 2.4%

Belgique/Belgié 3.7%

BR Deutschland 33.1%

Danmark 2.2%
Espafia 7.6%

Source: CEPE

Paint and varnish

The paint and varnish sector is charac-
terised by goods which are intended for
final consumption (to individuals and
professionals) and intermediate goods sup-
plied to industry (car, electrical, etc.).
This sector therefore encompasses a full
range of products with various applications,
of which three main categories can be
cited:
< architectural coatings, including exterior

and interior house paint, primers, finishing

coats, pore fillers, varnish and dyes;

World market
(16 million tonnes)

Others 14.5%

South-East Asia 9%

Japan 13% |

Western Europe 30%

Australasia 1.5%

< product coatings used for a whole series
of industrial products and consumer prod-
ucts; for example, for wood or metal fur-
nishings, the car industry and other forms
of transport, the aircraft industry, machin-
ery and equipment, domestic appliances,
electrical insulation, film, paper and foil,

toys and sporting goods;

o<

special fillers designed for a specific appli-

cation or for use in special conditions;

these mainly include products for the re-

painting of cars and machines, high-per-

formance maintenance, road markings,
Figure 2

Geographical structure of the paint
market in 1988 (1)

bridge maintenance and also metallic coat-
ings.
Current situation

In 1989, production of paint and varnish in
the EC reached approximately 4.4 million
tonnes, representing over 80% of Euro-
pean production. In the world market, the
industry in Europe represented 30% of the
market, that is to say 2% less than North
America. In the European Community, over
75% of production is accounted for by four
countries: the Federal Republic of Ger-

many (31.3% of EC production), ltaly

EC market (1)
(4.3 million tonnes)

United Kingdom 12.5%

Nederland 7.3%

North America 32% Italia 16.4%

France 15.6%

Portugal 2.4% R

Begique/Belgié 3.5%

BR Deutschland 31.3%

Danmark 3.5%
Espana 7.6%

(1) Not including Luxembourg, Ireland and Greece
Sources: European Chemical News and CEPE
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World market
(16 million tonnes)

Other (1) 34%

For cars 11%

For metal boxes 3%

For decoration 52%

Figure 3
Per product structure of the paint market
in 1988

EC market

(3.5 million tonnes)

&

For cars 12%

For metal boxes 2.5%

Other (1) 31.5% e

g

For decoration 54%

(1) Coatings intended for other industries
Source: European Chemical News

(16.4%), France (15.6%) and the United
Kingdom (12.5%).

In terms of products on offer, both in
Europe and the world market, paint for
decoration predominates (54% of the mar-
ket in Europe), followed by other paints
(31.5%) which are intended for industries
working outside the car industry; for
example, powder coatings for the domestic
appliances industry. In coatings for cars, a
little over half is for OEM (Original Equip-
ment Manufacture), while the remainder is
for second application coatings.

Whilst production varies greatly, the level
of consumption per inhabitant can also
vary very strongly from one country to an-
other. The highest level is to be found in
Denmark (24.4 kg per inhabitant in 1988),

with the lowest in Spain (8.7 kg).

Following the economic upturn in the Com-

munity, the production of paint and varnish
has advanced since 1986 by around 5% a
year. Given the range of products it offers,
this industry’s development actually de-
pends, on the one hand, on private con-
sumption, investments in building and
renovation work by the various economic

actors (individuals, firms, the State), and,

on the other hand, on the advances and
technical and economic demands made by
industries.
In this sector, the exported volume only
represents a relatively small part of produc-
tion (15% on average). Nevertheless,
this rate varies greatly from one country to
another. These low export levels can be ex-
plained by the relatively high costs of trans-
port and the high concentration prevalent
in this industry. Many firms in the sector ac-
tually own subsidiaries in various countries
which allow them to serve local markets.
Production and
consumption
Between 1981 and 1986, the production of
paint and varnish within the Community
fell by some 7%. It actually amounted to
4.2 million tonnes in 1981, a level which
was only exceeded in 1988, following two
years of strong growth. This development
is in keeping with the economic upturn fol-
lowing the deep recession which charac-
terised the beginning of the 1980s. This
relative stabilising of the production volume
was accompanied by new products and
techniques of application which stemmed

partly from rationalisation in the sector’s
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client industries and the problems of the
environment.

"High solid" paint - products with a high
concentration of pigments - and powder fil-
lers (reducing the losses caused by over-
spray and allowing recycling) are
noteworthy examples. Their use has in-
creased (albeit slowly) and the use of high
solid paint has become widespread. While
powder coatings often attain rates of
growth of over 10%, their share of total
consumption is still relatively low probably
under 5%. Proportionally greater demand
has been recorded for high solid paint, sig-
nalling a reduction in the use of non-
aqueous solvents. The solvents found in
paint aid drying, and liquify the product.

They are relatively expensive and pose

Table 1
Per capita consumption of paints
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Table 2

Production of paint and varnishes (')

980 1981 1982 19& 1%4 1985 1986 - 1987 1988 1989 1990()
kg v EOR WS 8B R B R
Gapye oo 0 AR AR R L AR R
G et 50 MR W OB VSR MR Ouh MW cm oM

) Excluding Grescs, treland and Lixembourg
gm ml"f' account changes in EC membership
Source: CEPE

problems of pollution, which is why indus-
tries have reduced their content. Overall,
technical standards are as good as, if not
better than, those of non-Community com-
petitors. No doubt this is due to the con-
centration within the market for paint and
varnish and to the fact that several of the
world’s leading companies are from the EC.
Apart from the fact that the range of "natu-
ral" products varies from one country to an-
other, production has been hindered by a
technical shortage of raw materials and a
lack of technical staff.

The recent shortage and sharp rise in the
price of titanium dioxide have been of cru-
cial significance. This substance is at pres-
ent easily the most used pigment, not only
in white paint, but also to "lighten" most
other shades. This technical shortage is
continuing, although on a smaller scale.
Certain specialists from the sector have
even announced that the opening of new ti-
tanium dioxide production plants will at
best merely stabilize prices for a while.
Companies are also suffering increasingly
from a lack of experienced technical staff,
as a result of the mounting degree of
"complexity" and the fall in the number of
training facilities.

Protected / painted surfaces of all kinds
continue to grow in number, while the con-
tinuation of the trend to manufacture more

efficient paint - "high solids", powders - of-
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fers the advantage of less bulky products
containing fewer costly organic solvents.
Nevertheless, the success of this new
generation of ecological products con-
tinues to fall short of the predictions made
for them.

Structure of industry
Aside from paint for the car and shipbuild-
ing industries - owing to the particular char-
acteristics of the consumer goods industry
(linked to tastes, habits, etc.) - firms face
no particular requirement to locate their
production plants geographically. Even in
these sectors, the need to maintain a
presence the world over tends to lessen
this characteristic. Although all the Mem-
ber States of the Community have paint
production plants, a considerable number
of these are confined to within the major
countries, chiefly the highly industrialised
ones. The 1980s have been witness to a
large number of mergers and downstream
takeovers reaching well beyond national
boundaries. In 1980, the ten biggest paint
and varnish companies actually held 20%
of the world market; by 1989, their share
had risen to about one-third. Within the EC
market, the leaders are: ICI (United King-
dom, the world’s leading producer), BASF
(FRG), PPG (USA), Hoechst (FRG) and
Akzo (Netherlands).

Since 1980, over 200 acquisitions have
been recorded, 30 of them in 1988.
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Besides some product standardisation, the
perspective of the Community Single Mar-
ket is a significant inducement to concen-
trate production centres of the paint sector
as it is for industry in the Community in
general. Acquisitions in this sector also re-
flect the need to reach an adequate size
to confront the concentration of distribution
networks. In addition, greater centralisation
of, on the one hand, spending on R & D -
even more so now that the Directives on
environmental protection have been
adopted - and, on the other hand, spend-
ing on marketing are further factors to ex-
plain this consolidation. In 1989, for
example, IClI's acquisition of Du Pont (pow-
der coatings, USA) and the acquisition of
Reliance Industries (USA) by Akzo could
be noted.

Some segments of the paint industry can
be viewed as oligopolies, such as lacquer
and paint for the shipbuilding industry.
Others are more diversified, notably dec-
orative paint. In general, concentration is
high in areas where production is highly
specialised and demand relatively stand-
ardised. Car coatings for OEM and paint
for metal boxes are actually segments with
very high concentration.

The same is true from the buyers’ side;
the distribution system and client indus-
tries of the paint and varnish sector are

becoming more and more concentrated. In



the case of the latter, car production is a

striking example.

It follows that, in many countries, there ap-

pears to be a trend towards the formation

of large companies with sizable means to
finance chiefly R&D, or of small, spe-
cialised firms. Examples of family-run firms
or ‘medium-sized companies are not lack-
ing. In the future, industrial concentration
will intensify; many small firms which have
ignored the potential and the conse-
quences of the 1992 Single Market are
destined to be wiped out, insofar as their
local markets will no longer be able to
preserve their existence. Otherwise, the
wide variety of products and their multiple
applications offer the flexible and innova-
tive entrepreneur a great many oppor-
tunities.

The main consequences of this market con-

centration and globalisation to come will

be:

A widening gap between world-wide

groups and the small and medium-sized

firms:

-~ on one side, huge R&D resources and ad-
vanced technology;

— on the other, a low level of production
and a trend towards specialisation in con-
sumer products.

— Fierce competition for relatively stand-
ardised products sold on domestic mar-
kets that are increasingly coveted by
foreign companies.

External trade

In some cases, exports to relatively

nearby countries may stimulate growth, al-

though as a general rule, paint is a pro-
duct which does not travel well, due to the
relatively high transport costs involved. In
countries with large production capacities,

firms chiefly serve their domestic markets,

with export levels relatively low. Indeed,
several Member States only export a smalil
part of their production; the FRG (15% in
1989), France (12%), ltaly (10%) and the
United Kingdom (13% in 1988). Conver-
sely, the paint and varnish industries in Bel-
gium, Denmark and the Netherlands export
a far greater share which varies between
40% in Belgium and 50% in the Nether-
lands.

The fact should be noted that the growing
size of the main groups operating on a
world scale, which specialise in fillers for
a particular use and very often supply
their clients locally, generate customer loy-
alty mainly by responding to their technical
demands; the main international con-
sumers are car OEM, packaging, metal
boxes and domestic electrical appliances.
The internationalisation of the paint indus-
try, the rationalisation carried out and
trade in products between subsidiaries,
mean that statistics on trade between
Member States are becoming less and
less accurate.

Employment
Employment in the industry rose by 9% in
1989, thus totalling 95.7 thousand people,
or 10% fewer than the numbers in 1980
(106,400 jobs). This sizable reduction dur-
ing the 1980s was due to rationalisation in
this sector, mainly in terms of concentra-
tion, greater mass production, technological
advances and the resultant specialisation.

Investment
The concentration of production units is
set to continue in the future, entailing new
investments. Investment necessary to pro-
tect the environment has also increased.
While, in some countries, this has become
compulsory by law or under public press-

ure, in others it has progressed more
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slowly. The financial impact of environmen-
tal concerns has been put at 2.5% of turn-
over, which corresponds to the average
profit rate. Research and development play
an important role in most fields of applica-
tion; the cost of this work demands that
there is an international market and has
led to higher concentration and greater spe-
cialisation.

Environment
The EC Commission has adopted several
Directives on environmental pollution which
concern the paint and varnish sector.
Titanium dioxide, or white oxide, is without
doubt the product most affected in this in-
dustry. Paint, lacquer and ink represent
around 55 to 65% of titanium dioxide con-
sumption in the EC, the remainder being
used in plastics, textiles and rubber.
In its natural state, titanium dioxide dam-
ages neither health nor the environment,
although its refining is pollutive, either
through the residues it creates, which are
often dumped into the sea or into streams,
rivers and waterways, or through the
fumes which it gives off.
In 1978, a Commission Directive (78/176)
was adopted with the aims of reducing pol-
lution caused by waste and encouraging re-
cycling. A second Directive was adopted
in 1982 (82/883) to ensure extensive
prevention and define procedures to con-
trol and monitor waste emissions into the
environment, including the sea. in 1983,
the Commission submitted a draft Directive
to harmonise programmes to reduce pollu-
tion caused by titanium dioxide using in-
dustries. It set out to ban the dumping of
the most pollutive residues and to limit lig-
uid acid residues. In the absence of any
consensus, this Directive has not yet been

adopted.
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Table 3

Employment and productivity in paint and varnishes

(thousands) 1980 1981 1982 1983() 1984() 1985 1986() 1987 1988 1989
Employment (7) 1064 1037 981 936 909 888 881 891 880 957
Productivity 619 620 623 616 584 653 690 701 976 1092

{1} Excludity Greece, irsland and Luxembourg
{8 Estimated
Source: CEPE

Forecasts

The concentration and globalisation of the
market are being reflected in greater re-
sponsibility and increasing risks for pro-
ducers. Moreover, the shortage of titanium
dioxide and its high price, which will prob-
ably persist in the immediate future, are
prolonging uncertainty.
The environmental protection reguiations
are also beginning to have tangible ef-
fects. In addition, with some raw materials
reliant upon the price of crude oil, or
derived directly from it (the industry in fact
attributes half of its costs to this single fac-
tor), the change in the price of a barrel of
oil is an element which can disrupt any in-
crease in volume.
Taking account of these various elements
and counting on moderate growth in the
EC, ail other factors being equal, the
growth rate in the volume of production of
paint and varnish in 1990 looks set to
maintain the continuity of the previous
year (around 3%), before returning to a
level closer to the general trend in Europe
over the period 1992-95 (1 to 2% a year).

Printing ink
Printing ink is used for a whole series of
printing processes such as letterpressing,

offset/litho, gravure, flexography, screen

printing and others, with the exception of
textile printing. It is used to produce news-
papers, periodicals, books, catalogues, ad-
vertising material, packaging, wall
coverings, posters, business forms and offi-
cial paper.

Current situation
Printing ink industry production in the EC
has risen on average by 4% a year since
1980. This trend, which appears to have ig-
nored the recession of the 1980s, can be
explained chiefly by its lesser dependence
on industrial activity, responding to the rela-
tively stable activity of the food industry,
for example. In addition, since the eco-
nomic upturn began, some customer sec-
tors have developed strongly (advertising,
for example). In 1989, printing ink produc-
tion reached 535,000 tonnes in 1989 (in-
cluding Ireland), as against about 368,000
tonnes in 1980.

This level corresponds to virtually 90% of
total production in Europe and has been as-
sessed as being worth some 2 thousand
million ECU.

Production and

consumption

Within the European Community, the
Federal Republic of Germany is the lar-

gest producer of printing ink; in 1989, it ac-

Table 4

Forecasts for paint and varnishes
1989 1960 1991 1891/80 1895/92
var % var %
Volume of production (1000 tonnes) 4 438 45871 4663 .2 1.5

Source: DRI Eurape
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counted for 43% of production and em-
ployed 35% of the entire workforce em-
ployed in this sector.

The other main national producers of ink
in the Community are the United Kingdom
(14% of production and 20% of employ-
ment), Italy (14 and 11% respectively) and
France (13 and 16%). The Federal Republic
of Germany is also the largest consumer of
ink per inhabitant (2.7 kg in 1989), fol-
lowed by Belgium (2.4 kg) and Denmark
(2.0 kg). In spite of the decline in book
printing, the use of the letterpress process
has not entirely disappeared, even though
it is at present at an extremely low level.
Otherwise, offset printing continues to grow
in importance.

Packaging, chiefly of food, remains an in-
teresting market and is increasingly becom-
ing the business of specialists, subjected
to legislation which can still differ slightly
depending on the country concerned.

The long-awaited negative effect of elec-
tronic media (radio, television) on news-
papers has now begun to manifest itself,
albeit on a smaller scale than had been
expected.

From the environmental protection point of
view, the use of non-aqueous solvents
may pose problems similar to those en-
countered by the paint industry, even if
the rather limited number of professional
users means that emissions can be control-
led more effectively.

Structure of the industry

Unlike the paint sector, there are only a



limited number of multinational firms in the

printing ink industry. Nevertheless, a
series of mergers, following the same pat-
tern as the paint industry, was carried out
in this sector in the 1980s.

Generally speaking, production units in
most southern EC countries are consider-
ably smaller (family-run firms) than in
other regions of the Community.

Another interesting development seen in a
number of countries, albeit at a relatively
slow rate, is the growing size of printing
works controlled by the State or other pub-
lic bodies.

Other points in common with the paint in-
dustry are, on the one hand, the costs of
transporting ink and, on the other, the de-
pendence of raw material costs on the
price of oil.

It should also be pointed out that the finan-
cial reserves of a fair number of com-

panies can be considered to be below the

Production
(492 070 million tonnes)

United Kingdom 13.9%
Portugal .9%
Nederland 4.5%

Italia 13.6%

France 12.6%

Espaiia 4.3%
Danmark 1.7%

Belgique/Belgié 5.5%

BR Deutschland 43%

Table 5
Printing ink sales

norm.
Employment

Although employment in the printing ink in-
dustry fell in the 1980s, it has remained
stable for some years at around
13,000 jobs spread across over 140 firms.
The technological advances requiring
fewer workers and the regrouping which
has taken place are an intrinsic part of
this phenomenon.

External trade
The share of production exported amounts
to 20% on average for the whole of the
Community, a rate which is relatively low
when compared to the average for Euro-
pean industries. As in the paint and var-
nish industry, this rate exceeds 40% in
Belgium and the Netherlands. The low aver-
age level, which is representative of the
dominant producers within the Community,
can be explained in part by the importance

of the service that comes with the product,

Figure 4
Geographical structure of the printing
ink industry in the EC (1) in 1989

302 1757.0 1950
4946

that is to say repair work, rapid delivery,
etc.
The biggest share of production is there-
fore consumed internally, particularly in
the main producing countries (the Federal
Republic of Germany, France, the United
Kingdom). For smaller-size producers,
trade between Member States is greater.
Export levels are much lower still in Japan
(3 to 4% of production).
Investments
Investments are limited to rationalisation
and modernisation programmes carried out
mainly for ecological reasons. Obligations
in this regard seem to vary considerably
from one country to the next.
As with the paint industry, there are hardly
any major barriers to trade to be removed
between now and "1992".
However, the predominant role of service
in this sector will require each individual to

make a special effort to preserve his posi-

Employment
(13,357 jobs)

United Kingdom 20.1%

Portugal 1.4%
Nederland 3.8% .

Italia 11.2%

France 15.7%

Belgique/Belgié 3.3%

BR Deutschland 34.9%

Danmark 2.1%
Espafia 7.4%

(1) Not including Luxembourg, Ireland and Greece
Source: CEPE
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tion within the multicultural and multina-
tional markets.

Outlook
The outlook for the printing ink industry de-
pends on the development of activity by
its users, chiefly in newspaper circulations,
but also in printing quality (European stand-
ards on printing ink are among the toug-
hest in the world). No figures exist to
allow a breakdown of types of use. How-
ever, as current development is showing,
the future of the graphic industry does not
seem to face any fundamental threat from
the electronic media.
By reckoning on a stable, general ecu-
nomic growth rate within the EC, and in
view of the trend of the past few years, it
is estimated that growth rates could be of
the order of 5% by volume in 1990, before
falling back to an annual rate nearer to 2%

in the medium term.

Written by: DRI Europe

The industry is represented at EC level by:
CEPE: European Committee of Paint, Printing Ink
and Artists’ Colours Manufacturers’ Associations
Address: square Marie-Louise 49,

B-1049 Brussels; Tel.: (32 2) 230.78.09

Fax.: (32 2) 230.14.09
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Table 6
Per capita consumption of printing inks
{kilogrammes) 1986 1987 1988 1988
Belgique/Belgis 1.8 24 23 24
Danrnark 1.8 2 2 2
8R Deutschiand 24 25 28 a7
Espaiia 05 0.5 0.6 0.6
France 1.2 1 1 1.3
freland (') 0.7 N/A N/A NA
ltalia 0.8 N/A NA 1.1
Nedetland 1.6 NA N/A 1.7
United Kingdom 14 14 1.4 1.4
() 1085
Table 7
Forecasts for printing ink
1989 1980 1991 1991/90  1995/82

var %. var %
Volume of production {1000 tonnes) 535.3 562.1 578.9 3 2
Source: DRI Burope



The quality and the value of all types of glue currently
produced are very low, including their share of value
added during the production process.

‘Today, glues are used in nearly every manufacturing
industry, and privately in households.

The glue production in the EC in 1989 had a market
value of approximately 3.4 billion ECU.

The new glue mixtures that are manufactured gradually
replace the use of screws and moulding, leading not only
to an increase in glue production, but also to a rise in

goods constructed using glue.

Description of the sector
It was not until after the Second World
War, especially the last 30 years, that the
glue industry has become an important
business. The development is due to the
usage of new raw materials as well as
new production techniques.

There are two types of glue:

« Liquid glues, which consist of a glue-
based material liquified with a solvent,
which evaporates after the two surfaces
have been glued together;

% Solid glues, which have to be "activated"
before they can be used. The "activation”
can be made by either a solvent, water,
heat or simply by reaction with air.

Types of glue produced depend on the fol-

lowing items:

< the type of materials that have to be
glued (e.g. metal to metal or metal to
wood);

% the incorporation of the glueing process
into the different steps of production (e.g.
during the production of a car, 12 kg of
glue are used, but at very different

places, engine, carpet, sealing, etc);

« the speed with which the glue has to dry
(e.g. glueing cigarettes - 8000 connections
of filters and cigarettes per minute);

< the type of pressure to which the connec-
tion is exposed (e.g. major sustaining
parts of a building, books, heat, cold and
humidity);

% the desired adhesive strength (e.g. easily
removable parts or only removable by de-
stroying the surface).

The classic raw materials contained in

glues are animal materials (bones, skins,

etc), different sorts of saps, casein, natu-
ral and synthetic rubber, as well as differ-
ent synthetic products from the chemical
industry (i.e. polyvinylacetate, polychloro-
phene, polyurethane, silicon, acrylic, etc).

Due to chemical research, organic sol-

vents are being increasingly replaced by

water, without losing properties of adhe-
sion.

Production and usage rate In the EC

about 500 companies produce glue. These

are mostly medium-sized firms with an an-

nual turnover of between 2.4 and 14.5 mil-

lion ECU. But there are also big multina-
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Figure 1
Adhesive world market sales, 1989
(10 billion ECU)

Rest of World 15%

USA 40%

BR Deutschland 10%

/ Rest of EC 25%

.
Japan 10%

Source: FEICA

tional companies in the EC producing glues,
such as Beiersdorf, Borden, Bostik, Casco,
Cecu, 3M, H B Fuller, Grace, Henkel, Loc-
tite, National Starch and Swift.

Precise statistics concerning the produc-
tion of glues do not exist. Nevertheless
the most accurate estimates show a world-
wide production of glue worth around

10 billion ECU per year. Of the total pro-
duction, 40% is produced in the USA,

35% in EC, 10% in Japan and 15% in the
rest of the world. In the EC, West-Germany
is the largest glue manufacturer with an an-
nual production of around 450,000 tonnes
worth around 1 billion ECU. This amount
represents about a quarter of the entire EC
glue production.

Most of the glue manufacturers have spe-
cialised their production according to the
types of glue they offer and the customers
they serve. According to specialists the
whole production is split into four main cus-
tomer groups, of which each group uses
approximately one quarter of the output.
The industries’ four groups are the con-
struction industry, the furniture industry,
the paper and packaging industry and mis-
cellaneous which include the automotive,
electronic, shoe and cigarette industries

and private households.
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Estimates claim that around 57 % of the
total glue production is used in the indus-
trial sector; 43% in the end-user sector, of
which 27% in the do-it-yourself area and
16% in the hand-craft sector.

Some companies, especially the big multi-

nationals, offer an extensive range of differ-

ent types of glue.

Trends
Since the adhesive industry offers the
newly developed and highly specialised
metal and plastic glues, not only the com-
mon methods of connecting like nailing,
screwing and welding are being replaced
more and more by adhesives, but a
possible connection with glue has increas-

ingly become part or even the starting

point of technical innovation. Glueing allows

the usage of thinner and lighter materials,
which in turn permits the construction of
"faster" end products (e.g. cars and aero-
planes).

The main target of research and develop-
ment in the glue industry is therefore to
enhance the old types of glue by improv-
ing their chemical composition. The new
improved glues then facilitate the gaining
of new markets. In order to achieve this
goal, the standardisation types of glue, is

essential.

The accomplishment of a Common Euro-
pean Market in 1993 will level out regional
differences and the European adhesive in-
dustry will be able to look forward to a
solid economic growth with higher applica-
tion rates of glue, especially in the indus-
tries of the future like avionics and
electronics.

An obstacle to future growth will be the
move towards stricter environmental laws
of product safety and quality. It is ex-
pected that the growth of the glue industry
will differ according to the sector, but
generally speaking, an annual growth rate
of 2-3% in the coming years seems to be

a realistic estimate.

FEICA: Fédération Européenne des Industries de
Colles et Adhésifs.

Address: Ivo-Beucker-Strasse 43,

Postfach 230169, D-4000 Diisseldorf 1, BRD

tel: (49 211) 679 31 30; fax: (49 211) 679 31 88
Reviewed by: ERA: European Research
Associates



While production remained relatively stable during the
Eighties, the fertilizer industry underwent restructuring
and rationalisation on a large scale with a view to
increasing efficiency and revitalising competitiveness.
The sector is particularly sensitive to fluctuations in
world supply and demand and to competition in general;
between 1980 and 1989 the volume of imports into the
Community almost doubled while visible consumption

within the Community rose by just 25%. Exports fell
sharply during the same period. The early Nineties will
probably be marked by a drop in Community demand
and the persistence of over-capacities, a situation that
will further accelerate the ongoing process of

restructuring.

Description of the sector
The fertilizer industry produces and markets
single fertilizers such as nitrogen (N), ex-
tracted from the atmosphere, or phosphate
(P), obtained from imported minerals, as
well as a range of complex fertilizers con-
taining compounds of N, P and K (potas-
sium).

The latter element comes from deposits lo-
cated either within the EC or in third coun-
tries. Nitrogen, phosphate and potassium
are the essential elements of plants. Some
intermediate products obtained during the
manufacture of fertilizers (ammonia for
example) are also used in other sectors of
chemistry.

The statistical data of this chapter relate
to fertilizers proper; the intermediate pro-
ducts will be dealt with in the section on

chemistry.

Current situation
In 1989 the fertilizer industry of the EC
produced around 50 million tonnes of fer-
tilizer including products for technical appli-
cations and semi-finished products to a
value estimated at 6.6 billion ECU (6.7 bil-
lion ECU in 1988). These 50 million
tonnes of fertilizer include approximately
19 million tonnes of fertilizing elements.
The industry in the Community accounts
for 12% of world fertilizer production (15%
in 1988) and is the fourth world producer
after the Soviet Union, the United States
and China. After a sharp decline in the
early Eighties production stabilised from
1986 at around 50 million tonnes.

Consumption

The consumption of fertilizer is seasonal
and geographically scattered; of the 50 mil-
lion tonnes, 30 million are used in three

months over the whole agricultural territory
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Table 1
Fertilisers

Table 2
Fertilisers
Production in volume and in current value (')

Main Indicators, 1980-89

Figure 1
Consumption of mineral fertilizers in the EC, 1988
Total: 18 million tonnes (nutritive elements)

United Kingdom 13.4%

Portugal 1.5%
Nederland 3.6%

gique/Belgié/Lu
Danmark 3.1%

bourg 2.1%

Italia 12.3%
BR Deutschland 16.2%

Ireland 3.3% )
/' Hellas 3.2%
)
Espana 10.4%

France 30.8%

Source: OECD

Figure 2
Fertilizers. Annual usage of fertilizers in the EC, 1987

(kg per hectare of cultivated land)
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of the Community. Since fertilizers are con-
tinuously manufactured products their dis-
tribution is ensured throughout the year by
means of a substantial transport and stor-
age infrastructure. The storage costs are
covered by staggering prices down the ag-
ricultural year; prices are at their lowest
level at the beginning of the non-growth
season and rise as the period of use ap-
proaches. Consumption increased by 2.5%
on average during the Eighties but a grow-
ing proportion of Community consumption
has come from imports: their share went
up from 10% of total Community consump-
tion in 1980 to 16% in 1989. Today EC
consumption is going through a spell of
stagnation and actually looks set to fall
during coming years.

Foreign trade
In 1989 this sector exported approximately
8% of its total production (10% in 1988).
The balance of foreign trade which was in
surplus at the beginning of the Eighties
has fallen into deficit since 1986. The Com-
munity industry is exposed to competition

from developing countries who enjoy exten-



Table 3
Fertilisers
EC Trade in current value

{million ECU) 1980 1981 1982 1083 1984 1986 1986 1987 . 1968 1980 '
Exports extra-EC () 7390 8600 6030 6850 9910 10860 6900 6690 5?9 0 4860
Cindex () | 700 810 570 650 940 1000 620 . 600 540 440
fmports extra-EC (1) % BOBO 6130 6700 8260 8930 10240 10840 10400 10200 11080
Index (3 . 600 600 660 B0 880 1000 1000 101.0 1000 1170
XM ) 12 14 8 8 14 10 7 5 & . A
Trade Intra-EC () 9390 1060.0 13830 15310 17740 18810 17240 16440 16640 18600
index €} 490 560 740 820 950 1000 910 860 880
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sive reserves of natural gas and phos-
phate and to competition from planned
economies eager for foreign exchange.
This competition is particularly keen when
supply exceeds demand on the world mar-
ket as was the case in 1986 and
1987 when most European producers were
unable to break even. In 1989 the trade
deficit in fertilizers in the EC was 732 mil-
lion ECU compared to 450 million in 1988.
In response to the dumping practised by
certain exporters and the damage caused
by cheap imports, the authorities of the
Community as well as other OECD states
have introduced anti-dumping measures.
Characteristics of the
main structural and
geographic factors
The fertilizer industry is largely dependent

on raw material resources: hydrocarbons

(especially natural gas) and natural phos-
phates; these products are bulky and of
low added value. It is also a highly capital
intensive sector where the construction of
an ammonia plant producing 500 000
tonnes per annum costs around 250 mil-
lion ECU and the pre-processing plants up-
stream of it can cost double that amount.
The fertilizer factories are often vast inte-
grated production platforms also manufac-
turing intermediate products for other
sectors of industry. These products include
ammonia, nitric acid, urea, ammonium ni-
trate, sulphuric acid and phosphoric acid.
Setting aside the sale of these intermedi-
ate products which represent only 10 to
20% of total production, the industry has
but one source of revenue; farmers. The
Community industry is committed to a huge

restructuring and rationalization process

990

both within national frontiers and at Com-
munity level. Sales networks have been de-
veloped in all countries. Plants have been
shut down and production concentrated at
the most favourable locations in terms of
supply and outlets. The necessary invest-
ments have been made in order to im-
prove efficiency and productivity -
especially in the use of energy - to pro-
duce the best fertilizers and distribute
them in the most effective way.
Six companies occupy a commanding posi-
tion in Europe; Norsk Hydro (Norway),
Kemira Oy (Finland), BASF (F.R.G.),
Grande Paroisse (France), Enimont (ltaly),
FESA (Spain).

Research and

development
In terms of research, the industry looks at

methods of fertilizer application that en-

Table 4
Fertilisers
EC Trade in volume

1980 1961 1982 1983 1984 1985 1986 1087 1988 1989
ition tonnes) ‘ 3 '-
cg*; 87 56- 41 50 58 58 81 60 - &0 . 88
, 160 970 710 880 1000 1000 - 840 980 840 540
mmextrwsci*} . 44 38 41 50O 48 54 . 71 8BS 75 B4,
index ) - 820 716 750 930 910 1000 1200 1560 1400 1550
Trade intra-EC (1) 81  81. 88 110 120 115 122 140 187 154
Index (7 , L7TI00 - 700 850 950 1030 1000 1050 1210°. 1190 ~§m»o;.
XM 15° 15 10 10 12 14 67 o7 Coe7 ok
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sure usage is more efficient and environ-
mentally friendly.
The aim of this research is to identify the
periods of use, the methods of spreading
and the best agricultural practices, the ob-
jective being to optimise the use of fer-
tilizer while protecting and respecting the
environment at the same time.
Research is often done in conjunction with
private and public agricultural institutions,
and the publication of results forms part of
the education traditionally offered by the in-
dustry.

Environment
The chemical origin of fertilizers coupled
with the fact that they are spread on the
majority of cultivated land raises questions
as to their effects on the environment and
the food chain. The presence of nitrates in
water and of cadmium in the soil are mat-
ters of particular concern. Regarding ni-
trates,
the latest ECETOC report (European
Centre of the Chemical Industry for the En-
vironment and Toxology) has raised
doubts as to the validity of the data on
which the current limit imposed by the EC
is based: 50 mg of nitrate/litre for drinking
water. Concerning cadmium, there is very
little data available on the link between the
cadmium content of the soil and that of
vegetation or between that of vegetation
and that of food on the one hand, and be-
tween the amount of cadmium absorbed
and human health on the other.
This phenomenon involves very complex
processes in the biotope (soil, vegetation,
animals, humans).
Fertilizers supply the plants with the nutri-
tional elements they need.
Spread in the right amount at the right

time, they cover the plant’s nutritive needs
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and are absorbed almost completely. Most
nitrates in water result from the mineraliza-
tion of organic matter in the crop systems
during the period from August to October
and from manure used in cultivation.
Although the nitrate levels currently re-
corded do not constitute a health hazard,
the fertilizer industry is committed to pre-
venting their increase and reducing them
whenever possible. Phosphate fertilizer
may contain cadmium as a result of im-
purities in the untreated phosphate used
as the raw material.
There is at present no known industrial
process for eliminating those impurities,
and even though the quantities involved
are minimal (2.5 g/ha/yr in the EC) the fer-
tilizer industry is doing all it can to limit
them still further.
Research programmes including some
funded by the Commission are aimed at
identifying solutions applicable to the condi-
tions encountered in the countries that pro-
duce raw phosphates.

Outlook
The increased use of fertilizers is essential
to help increase food production and im-
prove food quality so as to cope better
with the growth in world population.
Trends in fertilizer production will however
probably be irregular due to a number of
economic and climatic factors.
Certain political factors are also important,
in particular the common agricultural policy
and policies on the environment and
trade, since it is an industry which is very
sensitive to the price of imports.
As a result a cyclical imbalance between
supply and demand will persist and market
prices will continue to experience exten-
sive fluctuations.

The economic crisis which the EC fertilizer
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industry is currently going through is due
to a slump in demand and a sharp rise in
imports. In future it is to be expected that
penetration by imports into the EC will con-
tinue and might even deepen if trade ex-
changes are liberalised.

The outlook for trends in the demand for
fertilizers in the Nineties scarcely seems
more optimistic. According to certain esti-
mates the demand for nitrogen fertilizers
which represent more than half fertilizer
production will decline in Western Europe
by 1.5% per annum to 1993, after already
falling by 1% in 1988 and 1989.

The United Kingdom, Denmark and the
Netherlands will be most affected by this
reduced demand with a drop of 10% com-
pared with 1986-87, and a drop of 10 to
20% is forecast by the mid Nineties.

Only Greece and Portugal should enjoy a
growth in demand. Legislation which is cur-
rently proposed at both national and
European levels to restrict the concentra-
tion of nitrates in soil and water could ag-
gravate this tendency; Norway for instance
is set to impose a 50% reduction in the
use of nitrogen fertilizers on land which
drains directly into the North Sea. World
demand should nevertheless grow overall
by 2 to 3% per annum.

This divergence between supply and de-
mand has brought about a situation of
overproduction and price coIIa[.;:se in Eu-
rope. We are also witnessing the advanc-
ing rationalisation of operations - not to
say a gradual disinvestment - on the part
of some major European industrial con-
cerns. ICl, BASF and Norsk Hydro closed
a number of plants in 1989 while the Fesa-
Enfersa merger in Spain resulted in the
progressive closure of six production units.

Hoechst will also cease the production of



fertilizer in 1990. The fertilizer industry in
the Community has undergone consider-
able changes during recent years.

Current endeavours to cut production

costs and stimulate productivity will be con-
tinued however; future competitiveness will
depend on the cost of raw materials -par-
ticularly natural gas - and the constraints
imposed on the industry in terms of plant
operations. An enhanced understanding of
plant species and their needs will bring
about an improved utilisation of fertilizers
and will probably bring about a gradual de-

cline in fertilizer consumption and lead to

keener competition among producers.

The reliability of fertilizers supplied to
farmers is one of the major responsibilities
of the manufacturers of the EC. A signifi-
cant reduction in the market share of the
industry best suited to respond to the agri-
cultural and environmental constraints of
the Community could have serious conse-

quences.

EFMA/CMC-Engrais. Address: Avenue Louise
250, Bte 54, B-1050 Brussels; tel: (32 2) 640 30
00; fax: (32 2) 64193 17
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With 29% of the market share, the EC remains the
world leader in the agrochemical market. The USA,
with nearly 24% is the world’s second largest
agrochemical market. Globally the agrochemical market
is forecast to grow at an average annual rate of 2.9%
until the mid nineties.

Previous forecasts indicated that growth would be
lower on average within Europe, however more recent
statistics indicate otherwise. Average market growth in
the EC during 1988 was approximately 6 %.

It can be expected therefore that the EC will not only
retain its present level of market share but actually
increase its lead position in the future.

The EC maintains a favourable balance in world
agrochemical trade with exports almost three times
imports. Intra-Community trade continues to increase
as trade barriers are removed in preparation for the
single European market. Growth is forecast in exports
driven by a continuing increase in demand from the
developing nations.
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Biotechnology has recently become a key
area of research with plant breeding and
biopesticide research dominating biotechni-
cal developments. The new products will
be safer for the environment and provide
stronger pest control. However, the first
commercial results of this research are not
expected to appear on the European mar-
ket before 2000. One of the major chal-

lenges faced by the industry in the

Community, harmonisation of product regis-

tration, is still under debate. A common

procedure concerning active ingredients on
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a Community level, and specific national
procedures for formulated products has
been proposed, but it is not expected that
there will be a formal policy in place be-
fore 1992.

A more competitive environment is ex-
pected with the advent of the single Euro-
pean market and there will probably be
fewer agrochemical companies in the EC
by the mid nineties. Prices will converge to-
wards the French level which is the
middie of the price range and further con-

solidation of the industry is expected.



Figure 1
World agrochemical market

Percentage market share, 1988

Others 13.7%

Far East 8.5%

E.Europe 9% /

Japan 16%

EC/12 29%

U.S.A 23.8%

Source: County NatWest WoodMac

Description of the sector
The agrochemical industry is relatively
small compared with other sectors of the
chemical industry. Highly technical rather
than labour intensive, it is a complex indus-
try scattered widely throughout the world.
Agrochemicals include insecticides, fun-
gicides, herbicides, plant growth regulators
and all other chemicals designated for
crop protection. In addition to chemical
pesticides, many new biotechnological pro-
ducts designed to protect plants against
disease and pests are currently under de-
velopment. Fertilizers, although listed
under the same NACE code, have sepa-
rate NIMEXE codes and fall outside the de-
finition of agrochemicals, and are dealt
with in a separate section.

Current situation
The EC is the leader in the global agro-
chemical market with France, ltaly, the
United Kingdom, Spain, West Germany,
Denmark and the Netherlands constituting
major markets in both the Community and
the world. EC countries accounted for five
of the top six agrochemical markets in
terms of real growth, with Spain recording
the fastest growth rate due to EC invest-
ment in modern farming techniques.

In 1988 the EC’s plant protection market

was estimated at around 5.3 billion ECU
while forecasts for 1995 put its value at ap-
proximately 5.6 billion ECU. In compari-
son, the US market, the world’s second
most important plant protection market,
was estimated to be 4.7 billion ECU in
1988, and by 1995 is expected to stabilise
at approximately 5.1 billion ECU.
Assuming that volumes and prices in the
world market remain more or less stable
and proportional to crop acreage, the EC
should continue to be the world leader in
the agrochemical market.
Structure of the Industry
Recent changes in the farming industry
have greatly altered the structure of inter-
national competition in the agrochemical
sector including:
< Changes in the demand and consumption
of food;
% Agricultural overproduction in the de-

veloped countries;

P

» Reduction of arable land in the U.S,;

<

Growing environmental concerns;

P

% Research into Biotechnological products;

<

Modern farm management techniques.
World-wide the number of companies of im-
portance in the plant chemical industry in
1985 was estimated at about 40, taking

into account their research and develop-
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ment capacity as well as their production
levels or distribution networks: 16 Ameri-
can, 12 European and 11 Japanese firms.
The majority of agrochemical manufactur-
ing plants are located in either the US,
Japan or Western Europe. The 13 largest
companies listed below - of which 7 be-
long to the EC - generated in 1988 an esti-
mated 75% of total sales.
In April 1989, Dow Chemical and Eli Lilly
merged their agrochemical divisions to set
up a new company, Dow Elanco, which
ranks fifth in the world, with annual sales
of 1.5 billion US dollars. Nearly all these
firms are multinational chemical companies
whose agrochemical divisions represent a
relatively small part of the total sales of
the group to which they belong.
As Europe moves towards the single mar-
ket several policies proposed by the EC
will have a direct impact on agriculture
and subsequently the agrochemical indus-
try:
< Monetary Compensatory Amounts, MCA;
< The Common Agricultural Policy, CAP;
% The establishment of European Currency
Unit, ECU;
< Harmonisation of VAT and associated
trade barriers;
< Community agrochemical product registra-
tion.
The more competitive farmers of the EC
would benefit from the removal of MCAs.
Removal of these Community subsidies
might free CAP funds for other use within
the industry such as crop diversification,
capital investment and increased use of
crop protection products.
Crops
In Europe the main consumer crops are
cereals (35 million hectares), arboriculture

and viticulture (11.6 million hectares), beet
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(1.9 million hectares), protein crops
(1.6 million hectares), potatoes (1.5 million
hectares), and clover (1.3 million hec-
tares). The United Kingdom, France,
Spain, Italy and Germany produce be-
tween 70% and 90% of these crops.
The improvement of yields during the de-
cade has been achieved through the use
of better seed varieties, extended irrigation
systems, and, in many areas, as a result
of high intensity farming, with sizable in-
puts of agrochemicals and fertilizers.
Product groups
Agrochemicals protect agricultural crops
against a wide variety of pests, weeds,
fungi, rodents and insects. When em-
ployed correctly, agrochemicals can signifi-
cantly increase crop yields and improve
the quality of agricultural produce. There
are four main groups of agrochemicals:
« Herbicides;
< Insecticides;
< Fungicides;
< Plant growth regulators (PGR's).
Herbicides are used to control weeds.
This is the largest product group and also
the most rapidly growing market segment.
Herbicides are particularly useful in de-
veloped countries such as the EC whe;e
labour is expensive and there has been a
rapid expansion of their use since the
early 1960s.
Insecticides are used to control insect
pests particularly on crops grown in tropi-
cal and sub-tropical climates. These agro-
chemicals are widely used in southern EC
Member States such as Spain and
Greece, particularly in orchards. Fun-
gicides are used to control fungal dis-
eases mainly in high value crops such as
cereals and vines. With much of northern

Europe experiencing high rainfall and a
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Table 1
Major companies’ 1988 agrochemicals turnover

Company Agrochemical Total Group  Agrochemicais

Sales ($m) Sales ($m) As % of Total
Ciba-Geigy (CH) 2070 11890 1.7
ICH (UK} 1810 21 044 8.1
Bayer (D} 1870 22738 8.2
Rhone Poulenc (F) 1688 10 740 157
Du Pont {F) 1412 32 360 44
Monsanto (USA} 1877 8283 16.6
BASF (D} 1028 24 645 42
Shelt {NL) 985 78 142 1.8
Dow {USA) 959 16 682 5.7
Hoechst (D} 938 28013 4.1
Schering (CH) 740 2962 280
Amaerican Cyanamid (USA} 690 4592 150
Bandoz {CH} 5686 6725 8.7
Source:Published accounts and CNWM astimates
County Natwest WoodMac

cool climate the use of fungicides is in-
creasing.

The fourth product group includes spe-
cialised agrochemicals as well as PGRs
and is the smallest agrochemical market
segment. Plant growth regulators are used
in a wide variety of horticultural and agri-
cultural applications to control plant size
and growth rate. Steady growth has been
observed in this product group recently
and PGRs are seen to have an increas-
ingly important place in the future of the
agrochemical industry.

The market shares of the specialty agro-
chemicals such as nematicides, roden-
ticides and fumigants included in this
group are very small in comparison to the
four main product groups.

The five Member States France, ltaly, the
United Kingdom, Spain and Germany,

whilst being the largest producers in the

Community, are also the largest con-
sumers of plant protection chemicals, utili-
sing 95% of the herbicides, 97% of the
fungicides and 77 % of total pesticides con-
sumed in Europe.
Ciba-Geigy is considered as the leader
regarding herbicides with an estimated
world market share of 13%. Then come
Monsanto with 9%, Bayer and BASF with
7% each.
In the world insectides market, Bayer
holds 14% followed by Rhéne-Poulenc
(10%), FMC and Hoechst (5% each).
In fungicides, the main companies are
Bayer (18% of the world market),
Ciba-Geigy (14%), Rhéne-Poulenc (10%),
Du Pont (8%), BASF and Sandoz (5%
each).

Product distribution
There are three main types of distribution

systems for agrochemicals in Europe: the

Table 2
Average yields of major crops worldwide, 1980-87
{Kg per ha) 1980 1687 increase (%)
Wheat 1877 2286 22
Barley 2080 2308 14
Malze 3060 3 586 ’ 17
Rice 2770 3110 12
Soybeans 1561 1 801 ez
Rapeseed 996 1360 37
Sugar beet 29284 36 640 25
Polatoes 12800 15 857 24

Saurce: County NaiWest WoadMan
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Figure 2
World agrochemical market, 1988

Fungicides 19%

Insecticides 28%

Plant growth reg. 7%

Herbicides 46%

Source: Ciba-Geigy

English, the German and the Spanish sys-
tems. All other forms of distribution net-
works resemble one or other of these
three systems.

The English distribution network involves
few middlemen, a strong trading system,
and relatively few technical services for
the farmer. Correspondingly the English ag-
rochemical prices are amongst the lowest
in the Community. At the other end of the
scale, the German system revolves princi-
pally around co-operatives providing a
high level of technical service and support
to its customers. As may be expected,
agrochemical prices in Germany are the

highest in the EC. Spain on the other

hand, has many stages in its distribution
system between the time the product
leaves the factory until it arrives at its

final destination. The smaller the scale of
the farm and the more isolated it is, the
more intermediate stages there are. The
Spanish system is the most complicated
distribution system in the Community.

In Italy by comparison, although there is
widespread parcelling, the system is much
simpler, for it relies on a powerful coopera-
tive network. In general the longer the dis-
tribution chain the higher the price to the
end user, and the more reduced the indus-

try’s capacity for added value.

Figure 3
World agrochemical usage, 1988

Percentage
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Product pricing
Methods and costs of distribution, both
local and national, vary from one country
to another and directly affect end user
prices. Prices are also a result of market
competition as well as differing distribution
networks. For example in Denmark distribu-
tion channels account for 25% of the final
price whilst in Germany it can be as high
as 48.5%. As a result there are significant
price differences in Europe. German prices
are the highest in the Community at almost
double those of Great Britain while prices
in France lie somewhere between the two.
Recently however, the price differential
between EC Member States has narrowed
and this trend will undoubtedly continue.
For the past three years all companies in-
troducing new products, with a single
European market in mind, have launched
their products with price differentials not
exceeding 25 %.

When the single market becomes a reality,
the removal of physical barriers to trade
should in theory lead to a single EC pro-
duct pricing regime. However, the industry
will retain flexibility to set higher pricing le-
vels for products which do confer added
benefits to the end user.
Ultimately, post 1992 agrochemical prices
will probably converge to those of France
which is the middle of the price range and
which has a market of substantial size.
The whole area of average or near aver-
age Community pricing will have far-reach-
ing ramifications for the agrochemical
distribution systems in terms of competi-
tion across national boundaries, pan-
European ambitions, national distributors
and the cooperative movement.

Trade

Recent statistics from Eurostat continue to
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show a positive balance of trade in agro-
chemicals for the EC. After a peak trade
performance in 1985 there was a slight de-
cline till 1988, but figures from 1989 show
that trade is again on the increase. Al-
though imports have grown faster relative
to exports, the Community’s export posi-
tion remains strong with total export value
almost three times the total value of im-
ports as shown in the figure 4 below.
Insecticides form the bulk of EC exports
followed closely by herbicides. Export of
fungicides has been relatively low over the
past decade but recent figures demon-
strate a growth in trade nearly equalling
that of insecticides.
EC imports are made up mainly of her-
bicide and fungicide products. A relatively
small volume of insecticides are imported
for use mainly in the southern countries of
the Community.
Future export growth is likely to continue.
With the continuing increase in demand
for food production in the developing coun-
tries Community agrochemical exports
should be expected to increase well into
the nineties. After a slight decrease during
1987, internal Community trade has in-
creased over the last three years. This
trend should continue as more and more
physical and fiscal trade barriers within
the Community are removed.
Product registration and
legislation
One of the major challenges facing the
EC agrochemical industry is the diversity
of national product registration require-
ments which represents a considerable
cost factor when launching new products.
Proposed changes to procedures for agro-
chemical registration in the Community will

have a significant impact on EC agrochemi-
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Figure 4
External agrochemical trade
Extra-EC imports/exports

(in million ECU)
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cal firms.

The way in which the Commission curren-
tly views the use of pesticides is set out

in its report on Environment and Agricul-
ture published in 1987. Its aim is to re-
duce to a strict minimum the use of
chemicals for agriculture, revise existing
legislation and devote more attention to
the broader effects of pesticides on the en-
vironment as a whole.

The Commission has considered harmoni-
sation guidelines for agrochemicals since
1976. These proposals were discussed for
six years before being withdrawn. New pro-
posals put forward in 1989 suggest har-
monisation of registration procedures for
active ingredients at Community level and
of formulations at national levels.

A possible stumbling block to agreement

to this system is whether or not the na-
tional authorities will be able to grant provi-
sional approval pending review of the
active ingredient at Community level. Provi-
sional authorisation procedure is currently
used in @ number of Member States such
as France, the United Kingdom, and Ire-

land, however, objections to the concept
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from other Member States may prevent its
introduction into the Community as a
whole. There remains a great deal of dis-
cussion before an agreed procedure on
product data requirements for scientific
evaluation of efficacy, toxicological and en-
vironmental considerations can be estab-
lished. Unless substantial strides are made
in the next six to twelve months the new
registration scheme is unlikely to be in
place before the end of 1992.
Research and
development
Current R&D expenditure averages be-
tween 8% and 9% of sales in the agro-
chemical industry with biotechnology
forming the key area of research and devel-
opment programmes in virtually all major
agrochemical companies. The main thrust
of this research is in the area of plant
genetics and the development of biopes-
ticides. Trends indicate that expenditure on
biotechnological research will continue to
expand into the nineties. Genetic engineer-
ing techniques have made traditional plant
breeding far more efficient and sophisti-

cated. New plant varieties are being de-



Table 3
External trade - Insecticides

(million ECU) 1980 1981 1982 1983 - 1984 1985 1986 1987 1988 1989
Exports extra-EC (1) 3780 4860 5080 6080 7680 7620 6200 8400 5200 5420
“Index (3 51.0 80.0 67.0 80,0 1010 1000 810 718 68.0 711
Imporis extra-EC () 85.0 430 53.0 63.0 95.0 88.0 90.0 76.6 968.0 1080
Index {3) 45.0 480 58.0 76.0 99.0 1000 93.0 780 1000 1104
XM () 10.8 108 85 88 8.1 78 89 72 58 5.1
Trade intra-EC ('} 1280 161.0 1800 2B88.0 2810 2650 2600 2810 3150 3380
Index %) 80.0 66.0 74.0 980 1100 1000 88.0 1060 1220 1288
Bhare of total (%) 23.7 23.1 25 2? 276 254 27.3 33 35.2 398
() Baporing counies.- 1960 ECO; 1981-83£C10 ‘
Partrer country - extra / intra BG 12, Greeos sstimated.
%) Taking itto gccount changes in EC memberghip
Souree: Eurostat (Comext)
Table 4
External trade - Herbicides
{million ECL)) 1980 1981 1962 1983 1984 1985 1986 1987 1988 1969
Exporis extra-EC {1} 3140 3020 8040 2890 3620 4330 8810 3560 3500 3510
ndex {7} 73.0 70.0 70.0 87.0 84.0 1000 88.0 82.0 81.0 81.1
imports extra-FC () 1220 94.0 - 110 18310 1680 1520 ‘133 0 16880 1810 2440
index £} 86.0 84.0 76.0 80.0 1110 1000 880 1110 1250 1605
XM ('} 28 3.2 27 2.2 2.1 2.8 29 21 1.9 1.4
Trade intra-EC {%) 3770 4080 458.0 4400 5630 6410 6890 6780 7610 8450
index (3 81.0 87.0 75.0 720 88.0 1000 1070 1080 1180 1318
Share of total (%) 83.2 57.8 58.7 544 555 528 55.4 §57.7 61.1 &5
£} Repotting countries - 1980 ECY; 198“3-83 BO10
Partrier country « < exira / Intra EC12. Grence estimated,
{3} Taking into account chunges in EC membership
Bowrce: Eurostat (Comext)
Table 5
External trade - Fungicides
{million ECU) 1980 1981 1982 1983 1884 1985 1986 1987 1988 1989
Exports extra-EC ('} 1080 1510 1780 2320 2610 3070 4480 3260 3280 3880
-index {7} 210 3800 450 59.0 660 1000 1120 82.0 83.0 87.2
imponts extra-EC (') 280 630 780 800 870 1520 1200 1070 1370 1780
index {8 18.0 42,0 53.0 83.0 570 1000 78.0 70.0 880 1171
KM 3¢ 2.4 23 2% 3.0 28 3.7 a1 24 2.2
Trade intra-EC (Y 1910 2250 2610 3180 4300 4840 438.0 3820 4420 568.0
index &) 420 50.0 55.0 89,0 890 1000 g1.0 79.0 810 1153
Share of tofal (%) 581 56.5 54 53.6 83.1 575 50.6 57 58.7 884
Feporting courries - 1980 ECY; 198183 EG10
mpmwwmy extra / intra BC12. Greece setimated.
(%) Taking into account changes in EC membership
Source: Eurasiat (Camexy) ,
* ¥
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veloped with features such as:

< resistance to pests and disease;

< resistance to herbicides;

+ resistance to frost or drought;

« improved produce quality.

Biopesticide research involves utilising
naturally occurring insect and plant pa-
thogens to control insects, fungi and
weeds. Such advances in biotechnology
will lead to novel microbial products and
new crop varieties which will become im-
portant crop protection agents and increas-
ingly supplement or supplant the effects of
agrochemicals.

Crop resistance to insect pests and fungal
pathogens will gradually replace some in-
secticide and fungicide usage. Initially re-
sistance will be limited to individual pests
or pathogens and it will be some time be-
fore pest and disease complexes will be
controlled exclusively by biotechnology
without the complementary use of agro-
chemicals. In the meantime agrochemical
research is also directed at lowering the ef-
fective dose rates and environmental
residues of agrochemicals currently em-
ployed in the market place.

Research in biotechnologies will not notice-
ably reduce total pesticide sales but it will
cause modifications to the types of pro-
ducts and to the competitiveness of those
involved. The products marketed will be
safer for the environment and give
stronger pest control, whilst the first re-
sults of biotechnology research shouid ap-
pear on the European market during the
next decade.

The rate of uptake of this new technology
will be limited at least as much by econo-
mics compared to current agrochemicals
as it will be by the time taken to develop

and register the technology. Biotechnology
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Figure 5
External agrochemical trade

(milion ECU)

BB mports intra-EC

1980 1981 1982 1983 1984

1985 1986 1987 1988 1989

Source: Eurostat - Comext

offers the promise of industry revival but it
will be accompanied by a demanding legis-
lative framework, some of which is already
in place, which will limit the rate of com-
mercial exploitation.
Environmental protection
With the "European Year of the Environ-
ment" highlighting public awareness of en-
vironmental issues, the agrochemical
industry has increasingly come under scru-
tiny. Whiist respecting environmental

needs the industry must also balance its
role of crop protection and the mainten-
ance of reliable food supplies.

30% of all potential food production world-
wide continues to be lost to pests, diseases
and weeds. Without agrochemicals this
figure would double. Advances in the agro-
chemical industry have had a positive im-
pact on food production. Pesticide
development has almost eliminated the risk
of agricultural disasters.

The challenge faced by the industry today
is to find a balance between environmen-
tal concerns and the production needs of
modern agriculture. The industry invests
major resources to ensure that their pro-
ducts comply with government regulations

on environmental safety. In fact for every
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new product tested only one in 15 000 -
20 000 reaches the market place.

Whilst it is true that some early pesticides
were toxic to man and the environment,
modern agrochemicals are designed to be
effective against pests while having a mini-
mum impact on the environment. The EC
is moving towards high value/low spray
rate products in attempts to reduce agro-
chemical usage with biotechnological R&D
featuring largely in the search for new and
environmentally safer plant protection pro-
ducts. Future crop protection will probably
rely on a combination of traditional and
new methods for controlling insects,
weeds and pests.

The impact of 1992
Two specific areas of the agrochemical in-
dustry will be affected by the estab-
lishment of the single Community market.
The first pertains to the removal of physi-
cal barriers to trade theoretically leading
to a single EC product pricing regime. The
second concerns registration of agrochemi-
cals. Product pricing will undergo an
averaging out effect, probably close to
French prices, the mid-range of agrochemi-
cal prices in the EC. In addition, the

French agrochemical market is the largest



of all the Member States and on that
basis market forces will ultimately deter-
mine the outcome of pan-EC pricing le-
vels. Registration of agrochemicals within
the Community as discussed previously
seems to be developing towards a two tier
system. This system will probably follow
the proposal made in 1989 which suggests
approval of active ingredients at the Com-
munity level with separate approval of
formulated products at national level. The
single market concept itself will not bring
about all the changes in the agrochemical
industry in the EC. Any changes that do
occur as a result of a single European
market would probably have happened any-
way, although the time scale would have
been longer.

In conclusion, the establishment of the
single European market, whether in

1992 or soon after is going to increase
competition in the agrochemical sector re-
sulting in a more limited number of partici-
pants. It is hoped that some cost gains
can be achieved by the industry through

regulatory harmonisation and efficiencies

to offset the expected lowering of prices
foreseen in some Member States.
Industry outlook
On the basis of agrochemicals product
prices, post 1992 selling at or near the cur-
rent French price levels throughout the
Community, and given the likelihood that
crop acreage will be no higher than at
present, the EC regional market will con-
tinue to hold its leadership position in the
world agrochemical market.
Long-term growth will be at a lower rate
worldwide (2-3% per annum not including
inflation) with a higher rate in less de-
veloped countries (5% per annum) where
intensification of agriculture will continue.
Low growth of agrochemicals will continue
in the developed countries as a result of
agricultural reform to restrict surpluses,
Japanese agricultural liberalisation and fur-
ther subsidy reduction worldwide.
Competition between companies will in-
crease in intensity and further rationalisa-
tion will occur through acquisition and
mergers. During the last two years there

have been numerous takeovers. In many
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* *
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instances the plant biotechnologies were
the target for these mergers; this was
manifested by the large companies taking
over the seed and biotechnology com-
panies. All of them now have research
teams at work on the new biotechnologies
and their applications for agriculture. How-
ever, the commercial benefits of this work
will only be felt in the medium or long-
term.

The most successful companies in the ag-
rochemical industry of the future are those
who are strong internationally, who have
effective R&D aimed at generating both
chemical and biological products and who
give high priority to ensuring that their pro-

ducts are environmentally safe.

GIFAP: International Group of National
Associations of Agrochemical Manufacturers.
Address: Avenue Albert Lancaster 79a,
B-1180 Brussels; tel: (32 2) 375 6860;

fax: (32 2) 375 2793

Reviewed by: DRI Europe
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The Community soap and detergent industry operates
in a very competitive environment but benefits from
considerable potential in both the industrialised and

developing countries.

The world market for soaps and detergents is
following a growth evolution around two

differing trends.

On the one hand, there is a relatively stable market
in the developed countries where growth is more
related to new product introduction

(liquid laundry detergent), new formulae (biological
products) or even changing habits (trend towards
washing laundry at lower temperatures).

On the other hand,

there is a sharp growth in the use of cleaning
products in southern countries,

under the impulse of accelerated industrialisation and
migration from the country towards the town.

Whilst the supply of raw materials is

concentrated in the South,

the finished product offer is dominated by a few
Northern transnational companies.

At present, efforts undertaken by Com-

munity companies to penetrate export mar-

kets is heightening competition.

The latter mainly influences product pre-
sentation and sales promotion but also in-
fluences the raw materials used. Changes
in demand and the costs of raw materials
have varied the basic product offer and
have brought about upstream production

diversification.
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Water eutrophication caused by pouring
waste water in lakes and waterways in-
creasingly preoccupies public opinion. New
legal directives have been introduced, to
varying degrees from country to country,
bringing about changes in product composi-
tion.
Sector description
The statistical information below covers:

— toilet, household and industrial soaps;



Table 1
Soaps and detergents
Main Indicators, 1983-89

Figure 1
World consumption of laundry cleaning products
and other cleaning products, 1988
Total: 17.5 million tonnes

East Asia 26.3% o

Latin America 14.9%

North America 15.4%

Western Europe 20.6%

Other countries 22.9%

Source: Colin A. Houston & Associates

— washing products, surface cleaners and
washing powders.

Household articles used for clean(s)ing
such as polishes, stain removers, house-
hold disinfectants, deodorizers, cleaning
products for windows and mirrors etc. are
not included. The maintenance product sec-
tor is described elsewhere in this docu-

ment.

Present situation
Western Europe is a very large market for
cleaning products in general. In fact, ac-
cording to estimates by Colin A. Houston
and Associates, laundry and cleaning do-
mestic product consumption in Western
Europe represents almost a fifth of world
consumption (20.6% in 1988 being 3,6 mil-

lion tonnes).

According to the International Association

Table 2
Soaps and detergents
EC trade in current value

of the Soap and Detergent Industry,
European soap and detergent production
was 9 million tonnes in 1988, with a value
of 11 billion ECU. Figure 2 shows that
Europe mainly produces goods for laundry,
cleaning and scouring (89% of 1988 pro-
duction) of which about half are liquid pro-
ducts (49%) and 43% laundry products.

It is generally considered that the Euro-
pean surface cleaning product market, as
in North America, is stable. However,
table 1 indicates that the production value
of soaps and detergents shows since
1983 an annual growth rate of about
7.6%. It can be seen that the take-up of
liquid laundry products was relatively slow
in the EC, but the delay, in relation to the
USA is being considerably reduced. Apart
from ecological reasons, liquid laundry pro-
ducts benefit from easier use, storage and
packaging for sale. At present, it is esti-

mated that these products represent 35%
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Soaps and detergents

Toilet soaps 4%

Laundry, surface cleaning and scouring products 89%

Figure 2
European production structure, 1988
total: 9 million tonnes

Laundry, surface cleaning

and scouring products

Toilt articles 7%

Liquid products 49.5% /

Auxiliary powders 1%
Scouring products 3%

Dishwashing Products 3%

Laundry washing powders 43.4%

Source: AIS

of the surface cleaning products market in
the UK, 20% in Germany and 10% in
France. Changes in taste, consumer habits
and technologies require products and, con-
sequently their production processes to be
quickly adaptable. Intense competition
within the soap and detergent industries is
specially reflected in the sums invested in
sales promotion. In 1989, expenditure on
powder and liquid detergents in Europe
was around 470 million ECU, being 2.5%
of turnover.

Although the level of foreign trade is rela-
tively unimportant, the balance (exports
outside the EC/imports into the EC) is posi-
tive; by about 5% in the 1980’s. In fact, in
1989, for a total export value of 907 million
ECU (7.6% of production), the EC im-
ported soaps and detergents to the value
of 149 million ECU. Inter-EC exchanges
grew sharply in 1987 and 1988, increasing
by 55% between 1986 and 1988. The low
level of soap and detergent consumption in
the meridional countries recently arrived
within the EC is inherent to this evolution.
The internal structure of imports and ex-
ports in value has remained unchanged in

relation to the previous decade. The EC

8-42

mainly exports washing, surface cleaning
and scouring products (in 1989, 55% of all
exports) and toilet articles (37 %), but very
few domestic and industrial cleaning pro-
ducts. Regarding the majority of imports,
washing, surface cleaning and scouring pro-
ducts represent 60 %.

Industry structure
The world market for cleaning products is
dominated by five major multinational
groups of which three are within the Com-
munity : Unilever (Netherlands and Great
Britain), Henkel (Germany), Benckiser (Ger-
many), Colgate Palmolive (USA), Procter
and Gamble (USA). For many years these
companies concentrated on their home mar-
kets. At present they are intensifying their
efforts to penetrate other continents, not-
ably by buying out or buying shares in com-
panies often placed downstream of their
production process.
In Europe, the soap and detergents sector
accounts for about a thousand manufactur-
ing and distribution companies which vary
from those who only supply the local mar-
ket to those large international companies
which serve the world market. In fact the

European and American multinational com-
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panies possess a substantial number of
production units within the Community. It
follows that another specific feature of the
sector is the trend to develop brand
names well known to the consumer rather
than company names. The International As-
sociation of the Soap and Detergent Indus-
try at present informs the small companies
so that they prepare themselves for the in-
ternal market in 1993, whilst the larger
companies are already ahead of them hav-
ing concentrated their production and tech-
nical resources to minimise production
costs.

Employment
The number of people employed in the
European soap and detergent industry is
considered to be stable at about 80,000 to
85,000 employees. This stability, linked to
technological advances, implies an improve-
ment in productivity. However, the growing
complexity of the production process re-
quires continuous employee training. The
restricted number of young people enter-
ing the employment market reinforces the
need for training programmes for existing

employees.



{million ECU)

Table 3
Soaps and detergents
Breakdown of external trade by product

1980 1881 1982 1983 1984

1965 1986 1987 1988 1989

Exports extra-EC

Toitet products

Household and industrial
products

Washing products, surface
cleaners and scourers

imports extra-EC

Toilet producis

Household and industrial
products

Washing products, surface
cleaners and scourers

imports intra-EC

Toilet products

Household and industrial
products

Washing products, surface
cleaners and scourers

190 240 217 184 235

33 38 35 32

205 214 218 263 273

131 157 177 20
2 4 3 3

29 40 45 55

113 124 145 158 183

15 20 26 28

233 272 325 375 455

2 301 262 341 500

24 23 25 87 51

60 82 77 89 87

190 186 211 272 312

8

32 33 70 66

Saurce: Eurostat {Comext

Production and
consumption
It is generally admitted that soap and
detergent consumption is closely linked to
the standard of living. During the last few
years the trend towards washing laundry
at lower temperatures has been clearly

marked. This originates from protecting

delicate materials and energy conservation.

In response to this demand, the introduc-
tion of products operating at lower tem-
peratures has reinforced this evolution.
Liquid detergents in particular, which are
easy to use, meet this demand. On aver-
age they represent 18% (by value) of the
EC market.

Over the last ten years, washing machine
purchases have increased and purchases
appear to rise in relation to the number of
laundry products. Apart from these evol-
utions, change on the part of industrialists
must also occur in accordance with the
geographic context in which they operate.
In fact, the socio-cultural context, history,

climatic conditions can considerably in-

fluence consumer needs and demand. If
globally, European population growth re-
mains moderate, soap and detergent con-
sumption should increase further in Spain
and Portugal.

Distribution
The soap and detergent industry not only
addresses individual consumers but also
hotels and restaurants. For the latter, pro-
ducts, packaging and distribution are quite
specific. Over the last twenty years the
emergence of hypermarkets has consider-
ably modified the distribution system. In
fact, this relatively concentrated product
offer has resulted in an increasingly chan-
nelled demand. It follows that the indus-
tries now have more influential buying
groups, representing increasingly powerful
pressure groups. Furthermore, over the
last few years, distributors have launched
their own products onto the market (own
label brands), thus heightening existing
competition. In 1988, their product offers
represented 6% by value of the detergent

market.
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Taking account of the importance of shelf
space in supermarkets and hypermarkets,
and also at the manufacturers, many or-
ganisations have invested in computer sys-
tems. In fact computer shelf (sales
department) management contributes to
sales growth.

Investments
In this very competitive environment, ma-
terial and advertising investments must be
sustained and considerable funds are allo-
cated to research and development.
On average, a company dedicates 2.5% of
turnover to R&D. In certain cases, com-
panies link to pool their research effort.
R&D investment enables future demand to
be better understood, develops new pro-
ducts and also improves existing products
to respond to, amongst other issues, the
pollution problem. In the production pro-
cess, the use of enzymes in laundry wash-
ing powders is a sign of industrial
development, especially as the effective-
ness of these biological powders on stains,

blood and eggs for example, is widely rec-
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ognised. The appearance of liquid formu-
lae, particularly effective at low tempera-
tures, also constitutes a recent evolution.
Environment
A high level of nutritive substances causes
eutrophication of water surfaces, i.e. a de-
crease in oxygen which engenders an ab-
normally high level of aquatic vegetation.
This ecological problem is of concern to
many Member States. On the other hand,
the role played by detergents containing
phosphates in this process and the
measures to be taken on this issue are
still the subject of controversy. Detergents
containing phosphates only reprqéent a
small percentage of the phosphefte present
in rivers and lakes. The majority‘comes
from industrial, agricultural and human
waste. Measures taken vary greatly be-
tween Member States. Italy has prohibited
the use of phosphates in laundry washing
products. In Germany the level is limited
but use is tolerated for a few years to
come. In Benelux agreement has been
reached between the industrialists and the
government to promote phosphate-free pro-
ducts. In the UK a recent report revealed
that prohibiting phosphate products would
be useless as the rivers are short and fast
running in the major part of the country.
Generally, it is recommended that purifica-
tion systems are installed to enable phos-
phate extraction from waste water before
pouring it into waterways.
Detergent plastic packaging is also in-
volved as an ecological preoccupation.
For this reason, recycled paper and card-
board usage is on the increase. In the
same vein, some companies have intro-
duced refillable containers and are pres-
ently carrying out research into recycling

plastic bottles.
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Over the last few years, consumer interest
in the composition of the products pur-
chased has risen. In response to this, the
Commission, the Member States and the
detergent industry have developed a sys-
tem of constituent labels which will be im-
plemented spontaneously by all companies
before the end of 1990.

Outlook
On the one hand, growth in the soap and
detergent sector mainly in the medium to
long-term depends to a great extent on
consumer behaviour and the development
of other sectors such as textiles and
household equipment. On the other hand,
protection of the environment and product
safety play an ever-increasing role in indus-
trial development. From this point of view,
the soap and detergent industries are well
placed to minimise the ecological impact
of their products and to create healthy
and safe work conditions.
However, there still remains a consider-
able growth potential, notably in the
Southern countries, the countries recently
absorbed into the EC and the Eastern
countries. The conquest of the Eastern
European market after the recent opening
of frontiers will depend upon European
companies’ ability to woo them and export
more products. However, the Eastern
European countries’ adjustment to a mar-
ket economy system requires European
manufacturers to wait for some time. Also,
in the long term, exports to Eastern
Europe could be substituted by the setting
up of local production facilities. Taking into
account the analysis of these various fac-
tors and the prevailing favourable condi-
tions, it is reasonable to suppose that
production growth in this sector will be sus-

tained at a rhythm more or less equal to
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that of European private consumption, and
will be in the region of 3% per annum on

average for the next five years.

AIS: Association Internationale de la Savonnerie
et de la Détergence (International Association of
the Soap and Detergent Industry).

Address: Square Marie-Louise 49,

B-1040 Brussels;

fel: (32 2) 230 83 71; fax: (32 2) 230 82 88.

Revised by: DRI Europe



The EC and US markets are currently equal. 1989 saw
the EC marginally overtaking the American market.
During the 1980s, there were significant increases in
sales within this sector, the major developments being
the introduction of new products, new consumer growth
and the internationalisation of trademarks.

Although the standard of living determines the
development potential of this sector, fashion and
advertising also have a considerable influence on sales
trends.

Traditionally aimed at the export market, the industry
was well versed in how to retain and increase its
worldwide market shares during the 1980s and is now
experiencing a period of consolidation.

The outlood for the EC perfumery, cosmetics and
toiletries market is that growth should continue
throughout the 1990s at an average annual rate of 5%
over the next three years.

Breakdown of the sector
The industry encompasses two major pro-
duct categories: Products which are a daily
feature of our lives and luxury products
which satisfy a different range of criteria.
More specifically, products falling within
this sector can be categorised as follows:
< hair products;
< beauty products;

% toiletries;
< alcohol-based products;
% toiletries for men.
Current situation
In 1989, domestic consumption of per-

fume, cosmetics and toiletries accounted

for approximately 1.5% of overall consump-

tion within the European Community. Dur-
ing the same year, growth within the
perfume, cosmetics and toiletries industry
continued as during previous years, with a
9.4% increase in the value of sales,
contrary to 7.3% in 1988. Between

1985 and 1989, ex-factory sales increased
by 28%, amounting to a total of 14 billion

ECU in 1989.

In terms of product share, hair products ac-

counted for the majority of sales within the
industry (28% in 1989), followed by beauty
products (25%) and toiletries (23 %).

The four largest EC countries (Germany,
France, ltaly and the United Kingdom) are

also the four major markets, accounting
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Table 1
Perfumery, cosmetics and toiletries
Main indicators, 1981-90

1981 1982 1983 1984 1885

1986 1987 1988 1988 1880()

Ex-factory sales () (%

6850 7582 7705 8430

10963

11334 11048 12816 14022 14707

%) Excluging exports and toilet soaps
2 1980-84 EC10
Estimates

&
Sourca: COLIPA

for 82% of sales within the Community. In
1989, the various market assessments
were: Germany 3.4 billion ECU, France
3.2 billion ECU, ltaly 2.7 billion ECU and
the United Kingdom 2.1 billion ECU.
There is a strong link between individual
product consumer trends and living stand-
ards. The main consumer trends apparent
during the 1980s led, inter alia, to great
diversification.

It would appear that there were initial
changes in product patterns in the hair
care market, which influenced the make-
up market during recent years. The promo-
tion of the natural look for women,
together with the introduction of products
such as gels and fixing mousses largely
explain this development.

In demographic terms, despite the stable
or declining birth rate, between 1983 and
1988 there was a 3.3% increase in the
EC 15-64 year-old range, with substantial
increases in the Southern countries of
Europe. Between 1983 and 1988 the
number of adults in Spain, for instance,
increased by 5.2%.

Table 2
Perfumery, cosmetics and toiletries
Ex-factory sales by product category

(%) 1989
Alcohol based products 8.1
Beauly and care products 25.2
Hair products 280
Toiletries 227
Men's toiletries 6.1
Other products 9.9
Total . 100
Source: COLIPA
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irrespective of age, European consumers
are becoming increasingly aware of their
appearance, personal hygiene and health.
Campaigns launched to combat skin
cancer, for example, have resuited in the
greater use of sun creams. An ever grow-
ing array of natural products is now avail-
able. Bath, shower and hair mousses and
gels have replaced the more conventional
products, as have skin products, especially
those designed to reduce the signs due to
ageing, all of which exemplify the current
trend.

The focus on men now forms an integral
part of the market and is gradually follow-
ing the same trend as the female care
and consumer patterns. During the last

5 years the growth in products for men
has risen sharply and there is no indica-
tion of any decline. Although such growth
is mainly a result of the introduction of
new consumers, the successful promotion
of product "loyalty” has stabilised sales. In
1989, the 18% growth in products for men
outstripped the 9.3% overall EC market in-
crease, the main appeal being the perfume
lines. Fashion instigated the trend (e.g. wet-
look gel), coupled with the general concern
for improved grooming and care.

Marketing is also responsible for these de-
velopments, focusing more and more on
skin hygiene and the protection of the envi-
ronment. Within the industry, the combina-
tion of research and marketing is

particularly important. Other forms of pro-
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motion such as selective marketing (solely
in pharmacies or luxury perfume and cos-
metics retailers) are currently practiced
whilst creative product name selection

(e.g. identifying the product, more often
than not a perfume, with a specific person-
ality or given event) has become an import-
ant marketing technique.

Structure of the sector
The four firms which dominate the world
market are as follows:
< L'Oréal (France): 1989 turnover in toile-

tries and cosmetics - 3.4 billion ECU;
< Unilever (United Kingdom/The Nether-

lands): 3 billion ECU
4 Shiseido (Japan): 2.6 billion ECU;
% Avon (U.S.A.): 2.6 billion ECU;
Followed by:
< Procter and Gamble (U.S.A.);
% Wella (Germany);
% LVMH (France);
4 Schwarzkopf (Germany);
« Sanofi (France);
% Revilon (U.S.A);
< Estée Lauder (USA)
The consolidation of firms continued in
1989.
However, whilst the major groups grew in
strength, smaller companies began to
make their presence felt with numerous
firms being formed, accompanied by a
sharp rise in national companies.
Local producers tended to concentrate
more on developing their exports and on

mergers to give their products wider mar-



ket cover.

With competition becoming increasingly

fierce at international level, major firms

are seeking to take advantage of any op-

portunity to form strategic mergers - even

if the cost is high, in order to:

< safeguard their existing market positions;

< conquer new markets abroad,;

% penetrate new market sectors.

Acquisitions continued during 1989 and

1990, confirming this move towards consoli-

dation. In November 1989, Sanofi bought

out Stern perfumes (acquired in 1988)

from the Avon Group, and in April 1990,

LVMH and L’'Oréal took control of Lanvin.

In 1989, certain mayor mass consumer

market companies established footholds

within the industry:

< Unilever bought out Fabergé/Elizabeth
Arden, together with Calvin Klein per-
fumes; the group also took control of
Valentino in ltaly and Evyan in the United
States. The Fabergé buy-out marked a
strengthening of Unilever's position within
the deodorant, hair product and perfume
market; Calvin Klein perfumes encour-
aged penetration of certain top-of-the-
range markets;

< In September 1989, Procter and Gamble,
which had no previous track record in the
perfume sector, acquired Noxell.

In addition, several pharmaceutical groups

decided to return to their basic activities,

thus withdrawing from the cosmetics field,

one such group being the British com-

pany, Smithkline Beecham, which in May

1990 sold off its cosmetic division to the

German detergent manufacturer,

John A. Benckiser.

Commercial trends
In 1989, the trade of perfumes, cosmetics

and toiletries within the Community slightly

Figure 1
Sales ex-works within the EC, by country, 1989
(14.02 billion Ecu)

UK 15.3%
P1%

N3.4% <
\

119.4%

IRL .3%

F23.1%

B-L 2.7%
DK .8%

D 24.4%

Source: Colipa

exceeded that outside the EC, amounting
to 5.638 billion ECU, compared with the
early 1990s when the level of exports ex-
ceeded trade within the Community. Be-
tween 1980 and 1989, the average annual
rate of growth for trade within the Com-
munity amounted to 12.5%.

During 1980-89, foreign trade continued to
be very favourable for the industry. The ex-
port/import ratio remained stable during
the 1980s, with the value of exports out-
side the EC exceeding that of imports by
four to one. In 1989, exports outside the
EC amounted to 4.961 billion ECU against
1.312 billion ECU for imports, giving a
trade balance surplus of 3.649 billion
ECU. Between 1980 and 1989, the value
of exports outside the EC increased by an
average of 9.2% per year whilst extra-EC
imports increased by 10.5% per year.

The internationalisation of trade marks is
one factor which helps to explain the resi-
lience of exports, coupled with the reputa-
tion of certain products, especially
perfumes e.g. the amount of perfume sold
in the duty-free shops of airports throug-
hout the world clearly illustrates the high
reputation of French perfumes. Neverthe-
less, the industry has been affected by

foreign competition, with products manufac-
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tured by the Japanese company, Shisheido,
for example, becoming increasingly avail-
able within our markets. The construction
of a cosmetics factory in the Loire Valley
also reflects the internationalisation of the
perfume, cosmetics and toiletries industry.
Finally, the rapid consumer growth re-
corded in the developing countries as a re-
sult of improved living standards and high
population growth levels indicattes consid-
erable potential for export.

The environment
For two or three years, environmental prob-
lems have become important issues both
for producers and consumers, more espe-
cially problems relating to air and water
pollution. Certain cosmetics and perfume
producers have now implemented active,
environment-friendly policies which act as
a source of inspiration for the creation and
marketing of new products (e.g. natural
products). Others show less concern. How-
ever, in the years to come all manufac-
turers within this sector will be obliged to
investigate ways of reducing the effect of
their products on the environment. Atten-
tion is being focused on two specific possi-
bilities: the biodegradable properties of
toiletries and cosmetics, together with the

incorporation of preservatives in their manu-
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Table 3
Perfumery, cosmetics and toiletries
EC trade in current value

1988

(million ECU) 1980 1981 1982 1983 1984 1986 1987 1988 1989
Exports extra-£C () 20040 23650 24030 27097.0 34480 38940 37920 38790 42560 49610
Index {*) 515 607 640 718 885 1000 922 - 944 1035 1141
Imports extra-EC. () 5050 6100 6710 7570 9260 9980 9300 10050 11860 18120
Index {2 510 6.1 672 758 . 928 1000 896 959 1131 1251
XM (1) 40 39 87 37 37 39 40 39 38 38

Trade intra-EC (')
Index (%)
Share of total (%)

18280 21040 24580 27%3 33790

48.7 562 684.5

485 461 487 487 49

3809.0 40050 45060 51100 56580
100.0 1277 141.0
493 &§13 537 543 528

e Rkt
Sauroe: ;wstat{cmexﬁ
facture. Problems relating to packaging
such as aerosols which contain ozone
layer damaging CFCs (particularly deodor-
ants and hair fixing products) are also in-
herent to this problem.

The impact of 1992
The perfumery, cosmetics and toiletries in-
dustry must now comply with the regula-
tions prescribed or those being introduced
by the European Commission within the
context of the implementation of the
1992 Single Market. Although the regula-
tions relating to the environment form part
of this administrative context, the disparity
between prices for the same product
within the various Member States reflects
a certain fragmentation of the market
which should start to disappear. By way of
an example and according to a survey car-
ried out by the consultants "Runzheimer
Mitchell Europe", a bottle of Timotei sham-
poo (200 ml) costs 60% more in Amster-
dam than in London (exclusive of tax). The
explanations for this situation as given by
the companies themselves are numerous
e.g. marketing strategies which continue to
be based on the various geographical en-
tities which make up the EC; different pro-
motion, sales and distribution costs; the
fact that they, the manufacturers, have little

control over the retail cost of their products
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within the various countries.....

Within the context of the Single Market,
the essential points tackled by the Com-
mission relate above all to consumer pro-
tection, more especially with regard to
health and welfare. The Commission is par-
ticularly concerned that consumers are ad-
vised as to the contents of products,
particularly given that the distinction be-
tween a toiletry and a medicinal product is
sometimes extremely vague (e.g.
numerous alleged hair shampoo
"remedies").

The EC Commission is preparing a draft
sixth amendment to the directive which fo-
cuses on cosmetics. This concerns, inter
alia, the implementation of a glossary of
any contents which may feature in the
composition of cosmetic products within
the European Community. The draft is
aimed at increasing consumer awareness,
improving the safety of products and pro-
viding for the free circulation of cosmetics
within the confines of the EC.

The proposals of the Commission should
be available during the first half of

1991 and one can only hope that the revi-
sion of this directive will serve to
strengthen the EC industry and reinforce

its success on the world markets.

* * o
* *
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Outlook
Given the wide range of products featured
within this industry, the prospects for
growth vary in accordance with the type of
product in question.
There has been a sharp growth in hair
care products within the EC market during
recent years; it appears this trend may
reverse as the markets gradually reach
saturation.
Growth in beauty and skin care products
is set to continue.
There has been considerable growth in pro-
ducts for men, more especially perfumes
and skin care products.
Overall, this is an industry which is
marked by relatively high rates of growth
within the EC, fierce international competi-
tion and strong export development poten-
tial. The growth rate for sales should
continue to exceed an average of 5% per

year over the next three years.

Written by: DRI Europe

The industry is represented at the EC level by:
COLIPA: Comité de Liaison des Associations
Européennes de I'industrie de la Parfumerie, des
Produits Cosmeétiques et de Toilette, Address:
Rue de la Lol, 223, Bte 2, B-1040 Bruxelles;

Tel: (2) 230 91 79; Telex: 21908 COLIPA B; fax:
(2) 2311587



On the whole, the maintenance products industry is a
relatively stable market, in spite of the fact that it
incorporates variations specific to each geographical
region where factors such as customs and climate
influence consumer behaviour. Over the past ten years,
various factors have had a significant influence on the
industry. Competition is becoming increasingly fierce;
competition between producers but also pressure
generated by the ever more concentrated distribution
system.

Demographic changes, the structure of households (a
growing number of smaller units) and the ever growing
number of working women are all determining factors for
this industry. The new awareness of environmental
problems and the resulting regulations have likewise
influenced the manufacture of maintenance products
(particularly in the case of aerosols). Considerable sums
are therefore being invested in R&D. Finally, in view of
the nature of the product and the potential which
remains to be tapped in certain southern Member States
of the EC, the current growth looks set to continue for
some time.

Definition of the sector
Maintenance products are defined as pre-
parations sold in ready-to-use form or
which are easy to use when diluted with
water. Such products are mainly intended
for domestic use but can also have certain
industrial applications. The maintenance
products industry encompasses products
such as cleaning preparations (floors,

cars, windows, etc.), metal polishing prep-

arations, scouring preparations, wax, disin-

fectant and bleach household insecticides,

stain removers, etc.

It thus covers the wide range of products
needed in order to maintain healthy, hy-
gienic conditions in the modern home.
Such products contribute to the efficiency
of our daily environment, help to save
time in household tasks and raise our

standard of living.
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Extra-EC exports
(million ECU)

Figure 1
Maintenance products
Structure of external trade, 1988

Hypochlorite products (3) 8.93

Agricultural pesticides 396.77

Disinfectants and others (4) 670.21

Polishing preparations (2) 11.64

Cleaning agents (1) 69.46

Agricultural pesticides 117.89 :

Extra-EC imports
(million ECU)

Hypochlorite products (3) 1.53
Cleaning agents (1) 23.13

Polishing preparations (2) 2.66

Disinfectants and others (4) 170.78

E;; Products for polishing metal and cookers
8
Source: Eurostat and FIFE

The EC market
Within the EC, consumption of mainten-
ance products varies markedly from one
Member State to the next, according to
the climate, local customs, habits, etc.
From this point of view, the EC market is
made up of a number of markets, each de-
veloping independently of the others. Over
the past ten years, the market for mainten-
ance products has developed in two re-
spects: on the one hand, it has become
more consumer-orientated and on the
other, it is gaining ground in an increas-
ingly competitive environment.
The number of households is on the in-
crease; they are smaller than in the past,
with a growing number of single-parent
families. The ageing of the population
brings with it the need for more intensive
use of space and, hence, more frequent
maintenance. In addition, a growing num-
ber of women are now working outside
the home. All these various reasons ex-
plain why consumers are now looking for
practical products, designed to help save

time. These requirements in turn create
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Includes cleaning agents and maintenance products for cars, wood, leather and footwear

Hypochlorite products and similar preparations for domestic and industrial use
Household disinfectant and deodorants, household insecticides and anti-parasite preparations

the need for continuous efforts in terms of
research and development in the mainten-
ance products industry.

Structure of the sector
It is difficult to say exactly how many firms
and employees are involved in the mainten-
ance products industry. Firstly, many of
these firms operate not only in the main-
tenance products sector but also in other
sectors linked to consumer products. Sec-
ondly, the sector features a large number
of small and medium-sized firms and the
range of products is very wide, thus mak-
ing the task of gathering statistical data dif-
ficult.

Nevertheless, in 1990, the number of firms

involved in the production and marketing

of maintenance products was put at 560,

within the EC, including the newly unified
Table 1

Size of the EC maintenance
products industry

Number of companies
Number of employees
urno! illion ECU)

Germany. This figure includes large multi-
nationals operating worldwide as well as a
multitude of smaller firms supplying their
national or sometimes even regional mar-
ket.
The growing commercial competition from
supermarkets which sell their own brands
should be noted. Such products tend to
be less expensive (generic products),
either because the product is less concen-
trated, or because it is marketed in large
quantities. They are normally produced by
well-known firms.

Employment
The total number of people employed by
the maintenance products sector within the
EC remained relatively stable throughout
the 1980s and in 1990 was estimated at
25,000. Due to improved productivity, the
sector has been able to respond to the
growth in demand without increasing the
number of jobs.
Within the maintenance products industry,
salaries and wages are generally higher
than those in other sectors. The reason

lies in the high level of training required.



Whatever the area - research, testing,
sales or production - the number of skilled
jobs is higher than average; in addition,
continuous training is required in order to
keep up with innovations in the sector.
External trade
Due to the fact that it is highly competi-
tive, the EC maintenance products indus-
try is a net exporter in relation to the rest
of the world. Nevertheless, the industry’s
cover rate (i.e. the ratio of extra-EC ex-
ports to extra-EC imports) has gradually
decreased since 1984 from 5.2 to 3.4.
These figures should be treated with cau-
tion however, as they include part of the
insecticides and herbicides used in agricul-
ture, products which come under the agro-
chemicals sector and which account for a
significant share of the trade in mainten-
ance products (somewhere in the region
of 34%).
If one excludes insecticides and her-
bicides, the trends are basically identical:
the EC’s trade surplus in relation to the
rest of the world stood at around 871 mil-
lion ECU in 1989. Exports increased by
6% in 1989 after having stabilised in 1988.
Imports increased by 11% in 1989 follow-
ing an increase of 15.5% the previous

year. Finally, the cover rate for imports/ex-

ports was in the region of 3.4% in 1989.
A breakdown by product group shows that
exports for groups other than disinfectants
and household insecticides, deodorants
and anti-parasite products grew in
1988 and 1989.
Intra-EC trade is on the increase; between
1986 and 1989, the total amount of main-
tenance products traded within the EC in-
creased by nearly 17%.
Investment
The competition which governs this mar-
ket, rapid changes in consumer tastes and
new regulations mean that constant efforts
are needed in terms of research and deve-
lopment, in order to retain market shares.
Packaging and production processes are
constantly being improved and altered.
Overall, consumer safety and environmen-
tal considerations are determining factors
when it comes to developing products; the
packaging and labelling must ensure that
the product is both easy and safe to use.
Recently, major efforts have been made to
develop new types of propellant for aero-
sols and containers which do not involve
the use of pressure. In addition, com-
panies have sought to standardise con-
tainers and widely adopted packaging
which conforms to EC standards.

Table 2
Maintenance products
EC trade in current value ()

The introduction of solutions thickened
with hypochlorite, which greatly enhances
the performance of such products, is one
example of this trend. The Hypochlorite
Commission is another. The latter inspects
approximately 1 million tonnes of products
per year, products which ensure basic,
highly effective protection of public health
at a lower price. The Commission is
aware that in a very small number of
cases, incorrect use of hypochlorite can
pose a risk. This can occur when hypo-
chlorite products are mixed with other
acidic cleaners and used simuitaneously.
The Hypochlorite Commission has firmly
encouraged better labelling aimed at pre-
venting incorrect use. At the same time, it
supported a public information campaign
stressing the advantages and high safety
levels of hypochiorite products, when used
correctly.

Prospects
The maintenance products industry sup-
plies virtually all retail groups which mar-
ket products under their own trademark,
providing them with advice and instruc-
tions as well as production and packaging
facilities. Owing to the diverse range of
products manufactured in this sector, it is

difficult to paint an overall picture. Any re-

{million EC) 1880 1981 1982 1983 1984 1986 1987 1988 1989
Exports extra-EC 641 813 891 1067 1304 1446 1387 1163 1187 1227
Index (2} 46 57 62 75 80 92 80 80 85
Imports extra-EC 115 166 198 216 253 2689 267 316 356
Index &) 40 54 63 70 78 89 83 28 110
XM 88 4.8 45 4.9 52 4.7 4.4 3.7 3.4
Trade intra-EC 505 601 675 808 1031 1084 1050 1028 1090 1261
Index (%) 52 60 87 80 95 a7 84 101 116
Share of total (%) 41 40 40 41 44 43 47 49 82
{") Aeporting couptries - 1980 ECY; 1681-83 EC1D
Partner country - extra / intra EC12. Greece estimated.
2 Taking intn t changes in EC bership
Source: Ewrostat (Comext)
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duction in the use of maintenance products
seems unlikely however, given their integral
role in numerous aspects of daily life.

Such products are therefore less suscep-
tible than most to the vagaries of the econ-
omic climate. The market is expected to

stabilise somewhat, with an average
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growth rate slightly below that of the GNP.

Growth rates will vary however, from one
country to the next; the southern Member
States, where maintenance products are
less widely used, should offer more promi-

sing prospects for growth.
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FIFE: International Association of the Cleaning
and Maintenance Products industry.

Address: Square Marie-Louise 49,

B-1040 Brussels; tel: (32 2) 230.83.71; fax: (32 2)
236 82.88.

Revised by: DRI Europe



The pharmaceutical industry in the EC has reported a
positive trade balance with the rest of the world over the
1980s. However, it is currently faced with a number of
problems which jeopardise the future health of the
sector. These include the high cost (current estimates of
which range from 105 to 200 million ECU in 1989) of
developing and bringing to the market a product or a
new chemical entity (NCE); the period of exclusivity
granted under existing patent protection legislation; the
varying degree of state involvement in Member States
social security systems; the favourable treatment
granted to certain generics manufacturers and
increasing competition from the US and Japan which are
generally able to operate in a freer domestic
environment. The end of the decade also saw the
emergence of groupings of major companies through
mergers and acquisitions, not just in Europe, but
worldwide.

The sector is therefore undergoing profound change to
adapt to the 1992 deadline, but is also gearing up
worldwide to meet the challenges presented by new
technological developments (biotechnology), politics
(upheaval in Eastern Europe), economics (emergence of
new competitors) and demography (ageing population).

Definition of the sector To avoid confusion, the sector has
Within the EC, the first Article of Directive adopted, as reasonably representative, a
65/65 defines medicinal products as grouping of data based on the Standard In-
shown in table 2. ternational Trade Classification (SITC),
It is not easy to translate the concept of heading 54 of the OECD, i.e. the entire
medicinal products into economic terms. "medicines" section, as well as the sections
Until recently, each Member State had its covering specific active substances.
own classification. The key figures are based on this defini-
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{miilion ECU)

Table 1
Pharmaceuticals
Main Indicators, 1980-90 (')

1980 1981 1982 198683 1984 1965

1986 1987 1988 1989 1980 (Y

Apparent consumption (%)
Net exports

Production %)

Employment (thousands} (%)

18 601

15382 17316 19382 21438 23350 26465

1797 2044 2250 2470 2842 3129
21199 24234 26585 28852 82397
368 397 a97 395 398

400 400 443

34078 38368 41845 43947 46681

3697 3835 3969 4153 3819
37775 40407 45814 48100 50800
445 445 447

('} Figures baged on SITC 54

%) Excluding Spain. 1980 estimated
{% 1969 estimated.

{* Estirsaled

Bource; EFPIA

tion. Missing data have been completed,
wherever possible, with Eurostat data
drawn from a NACE 257 base.
The data reported here are approximate
and should be considered as trend
indicators, providing an acceptable basis
for comparison.

Current situation

The pharmaceutical industry is represented

in every Member State of the Community
with the exception of Luxembourg (only im-
ports). However, the various stages of the
production of pharmaceuticals are im-
plemented in different ways as a function
of the company in question.

The combined production of pharmaceuti-
cal companies operating in the Community

market more than doubled between

Table 2
Pharmaceuticals
Definitions and scope

Article 1 of EC directive 65/65

- Proprietary medecinal

products
Any ready prepared medicinal product placed on the market .

under a special name and in a special pack.

- Medicinal product

Any substance or combination of substances presented for

treating or preventing disease in human beings or animals., Any
substance or combination of substance which may be administered
o human beings or animals with a view 1o making a medical
diagnosis or to restoring, correcting or modilying physiological
furictions in human beings or in animals is Hkewise considereda -

medicinal product.

- Any substance irraspective of grigin. Such substance may be :

* human, e.g. human blood and human blood products

“ animal, e.g. micro-organisms, whole animals, parts of
organs, animals secretions, foxins, extracts, blood products

* vegetables, e.g. elements naturally occuring, chemical materials
and chamical praducts obtained by chemicat change or synthesis,

Source ;O C 22, 0.2, 1985

Table 3
Principal combined nomenclature codes for pharmaceuticals
29.38 sulphonamides
20,36 provitamins, vitamins
28.37 hormones
29.38 glycosides
2039 alkaloids
29.41 antibiotics
30.01 glands and substances for prophylactic uses
30.02 vaccines and sera
30.03 medicaments
Source : Eurostat
¥ o
* *
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1980 and 1989 from 19 billion ECU to
48 billion ECU.
The EC is currently the leading world loca-
tion for production and export of pharma-
ceuticals with an external trade surplus of
about 3.9 billion ECU in 1990. Moreover,
intra-Community trade is growing fast, and
was worth 6.1 billion ECU in 1989, 3
times greater than in 1980.
The EC pharmaceutical industry continues
to invest close to 5 billion ECU each year
in research. However, its position is pre-
carious. Domestically it faces problems of
various regulatory environments, pricing
policy and patent laws which differ from
country to country in the EC (see below
for more details). Internationally it faces
strong competition from the United States
and Japan.
The pharmaceutical industry employs
around 450 000 persons in the EC, more
than 10% of whom are involved in re-
search.

Production industry and

industry structure

Production is very diversified as it meets
specific and very diverse demand. it
varies in its degree of integration (from
the synthesis of basic chemical entities to
the preparation of finished products) as
well as in the type of dosage formulation
produced, (from the most widely used

solid formulation, ie, tablets, pills, etc..., to



Table 4

Pharmaceuticals - Production and Investment

{milllion ECU) 1980 1961 1982 1963 1984 1985 1986 1987 1988 1989 1990()
Production in current prices ,

EGC 186@102‘?199924334926&5@38%80323973377750404070458‘!40 48100 50500
Index 570 5.0 ?5.6 82.0 89.0 100.0 117.0 125.0 141.0 148.0 156.0
UBA (Y 142'730199879252070307910357040410580349150327220 N/A N/A N/A
index 48.0 B1.0 5.0 89.0 1000 85.0 BO.O N/A N/A N/A
J@@l{‘) 9?810?27559139770 1?234019574021115023831024?410 N/A N/A N/A
index 43.0 §6.0 82.0 830 1000 49.0 N/A N/A N/A
Productivily (9 4781 .? 53388 6 3043 67304 72744 80083 94438 61212102053 N/A N/A
Ingiex 59.0 659 75.4 83.1 89.8 100.0 116.6 1126 1271 N/A N/A
investment in current value (s) 9270 10720 13130 1384.0 15040 17640 17040 23780 2489.0 N/A N/A
Index 528 60.8 744 78.5 853 1000 966 1348 1411 N/A N/A

{*) Census of Mwm«im Eurostat estimates

gw&,m&w

specific formulations for particular thera-
peutic activities, ie, injectable ampoules,
capsules, etc...).

Production must meet the demand for
both widely prescribed medicines for the
treatment of common illnesses, as well as
for medicinal products to treat certain rare
conditions, of which only a few hundred
cases may have been diagnosed in Eu-
rope. In all cases the legislative framework
is the same, production standards are very
strict and high quality is essential.

EC production has increased steadily from
19 billion ECU in 1980 to 48 billion ECU
in 1989 to meet the demand of the world
market, with the European industry active
in scientific and technical research.

EC production is higher than USA and
Japan production (respectively 1.2 and 1.7
times higher in 1987).

Three EC companies are among the ten
worldwide pharmaceutical leaders: Glaxo
(UK), Hoechst and Bayer (D). Smith
Kline-Beecham resulting from the merger of
Beecham (UK) and Smithkline Beckman
(USA) can be added to this group.

From the remaining six, two are Swiss
and four US.

The recent merger of Rhéne-Poulenc (F)

{% Productivity=Production ia cutrent valus/Employment
{3 Exchurding Ireland and Portugal; 1883, 1685, 1988, 1687 and 1088 are estimates.”

and Rorer (USA) has modified the ranking,
Rhéne-Poulenc-Rorer reaching now the
fifth position.
Within Western Europe, the ten leading
companies are from United Kingdom
(Glaxo, Wellcome, ICI, Beecham), Germany
(Hoechst, Bayer) and France (Rhéne-Pou-
lenc).
Strong competition exists both in Europe
and worldwide, and no single company
has a dominant position; the 10 largest
companies in the world represent only
25% of the world market.
However, in order to face new challenges
in terms of R&D costs, increasing competi-
tion and markets diversity, new groupings
of major companies have emerged through
mergers and acquisitions:
< merger between SmithKline (USA) and
Beecham (UK) giving Smithkline-Beecham;
< merger between Bristol Myers (USA) and
Squibb (USA) giving Bristol Myers-Squibb;
< acquisition of Rorer (USA) by Rhéne Pou-
lenc (France);
< more recently announcement of the joint
venture between Du Pont (the largest
chemical company in the US) and Merck
(the largest pharmaceutical company in

the world) named Du Pont-Merck Pharma-

x* %
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ceuticals (DPMP).
Research

Medicinal products depend heavily on re-
search for progress.
In 1988, the EC pharmaceutical industry in-
vested close to 5 billion ECU in research.
This represents nearly 15% of its turnover
and one of the highest research/turnover ra-
tios in industry. Depending on the size of
the national industries, investment varies
between 3.5% and 24.6%. Research is car-
ried out principally in Germany, France,
Italy and the United Kingdom, and to a
lesser extent in Belgium, Denmark, the
Netherlands and Spain.
As a result of this investment, seven Euro-
pean companies (six of EC origin) rank
among the leading 10 worldwide in terms
of nominal R&D spending. However, if com-
panies are ranked according to profita-
bility, only 2 European companies are in the
top 10.
As can be seen in Figure 1 and 2, Euro-
pean research is still the most productive,
but results achieved by Japan in particular
(which achieves a better rate of innovation
than the USA for the period 1986-89) de-
monstrate that a redoubling of effort is re-

quired and that more investment is essential.
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Table 6
The leading pharmaceutical companies in Western Europe (1988)

Turnover

Companies Countries

: {million ECU)
Gilaxo United Kingdom 3845
Hoechst BR Deutschland 3343
Bayer BR Deutschiand 3136
Ciba-Geigy Switzerland 2935
Sandoz Switzerland 2516
Hoftman-La Roghe Switzertand 2003
Wellcome United Kingdom 1926
Rhone-Peuleng France 1915
ICH United Kingdom 1805
Beecham United Kingdom 1791
Boehringsr-ingetheim BR Deutschiand 16875
Schering BR Deutschiand 1263
Montedison Halia 1194
Akzo Nederland 1025
Sanofi France 850

Source : Chimie Actualitg, 1989

The diversity of research fields has re-
quired companies to specialise in certain
research areas, and in the production of
corresponding medicinal products.

In addition to research costs (essentially
for personnel), other necessary invest-
ments (well over 2.4 billion ECU in

1988 as shown in table 4) are of sufficient
size to reinforce the need for specialisa-
tion. However, this is a changing market
and no single company or product is pro-
tected from the arrival on the market of a
competitor with a more innovative thera-
peutic profile.

Another problem area is the long develop-
ment time of a product.

It takes over 10 years from the time a pat-

ent is applied for until marketing authoriza-
tion is obtained.

This process uses up more than half the
patent protection period granted to the
innovator.

EC companies are therefore left with too
short an exclusivity period to ensure
profitability of their investment in R&D
before the possible appearance on the
market of very price-competitive imitations.
By comparison, American and Japanese
companies have been granted an exten-
sion of the patent-protection period by
their respective governments.

This is why in April 1990 the EC Com-
mission tabled a proposal for a Council

Regulation COM (80) 101 final "to improve

Table 5
The leading pharmaceutical companies in the world

Companies Countries Turnover (')

{billion US$)
Merck USA - 45
Squibb-Bristol USA 3.8
Glaxo United Kingdom a5
Smithkline-Beecham USA-United King, 33
Giba-Geigy Switzeriand ’ 32
Hoachst BR Deutschiand 27
Bayer BR Deutschiand . 25
Johnson & Johnson USA 25
American Home Products USA 24
Sandoz Switzerland : 23
{'} one year cumulated turnover ending in September 1989
Source ; Rhone-Poulenc mid-1890
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the protection of innovation in the pharma-
ceutical sector" and guarantee "labora-
tories working to develop new medicinal
products at a level of protection equal to
that enjoyed by research in other sectors”.
Consumption

Iin 1988, the EC consumption was around
33 billion ECU (at manufacturer’s selling
price).
A patient can obtain medicine either
through a medical prescription - and in
this case he will probably (but not necess-
arily) be reimbursed by his social security
system - or without a prescription in which
case he pays the full price if he wishes to
obtain a product for minor indications.
There are also products available over the
counter (OTC), which are marketed directly
to the public.
Medication costs account for about 16% of
total health care costs in the EC.
For products dispensed on the basis of a
prescription, reimbursement mechanisms
differ in the 12 Member States.
Apart from varying reimbursement sys-
tems, the EC also has 12 different price-
structure systems, which are summarised
below:
For a price to the public of 100 units:
< the manufacturer receives between

49 and 70 units;
< the distributing wholesaler between 6 and

13 units;

o

the dispensing pharmacist between

22 and 38 units;

< the State, through VAT, between 0 and
25 units.

(NB: in view of the uniqueness of the UK

system, this country was not included in

this survey).



Figure 1
Pharmaceuticals
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Source: REIS-ARNDT, "Drugs in Germany" 30/03/1987 and information in "Scrip" for 1986-1989.

Employment and
productivity
The EC pharmaceutical industry has a
workforce of approximately 450 000 and,
in general, employment is slightly decreas-
ing. However, indirect employment gener-
ated upstream and downstream should be
taken into account. It has been calculated
that the pharmaceutical industry generates
employment for a total of 1.2 million
people throughout the EC.
In addition to employment stability, the
workforce covers a wide range of skills
within companies.
University graduates account for 20% of
these. Women represent, on average, 30%
of the total workforce, and up to 50% in
certain manufacturing countries.
Productivity has been increasing by an
average growth rate of 10% since
1980 reaching a level in 1988, of more
than 10 billion ECU by employee (see
table 4).
Trade
The trade balance has been positive since
the beginning of the decade, and has
doubled in the last eight years reaching
around 4 billion ECU in 1988.

However, export growth is showing signs

of slowing, and despite a clear improve-
ment in 1987, imports are still increasing
faster than exports.
This is reflected in the export/import ratio,
which has dropped from 2.38 in 1981 to
2.08 in 1988.
The intra-EC trade also has grown fast
and was valued at 6.4 billion ECU in
1989, 3.5 times greater than in 1980.
The world market for pharmaceutical pro-
ducts has evolved, as shown in Table 9,
growing by 20% in ECU from 1984 to
1989. This rapid expansion provides good
opportunities for export growth.
Outlook
Western Europe as a whole represents
one of the largest potential markets in the
world. However, unlike in the USA and
Japan, the existing structures do not allow
it to benefit from a market free from inter-
nal barriers. Even the EC market effec-
tively consists of 12 separate markets as
opposed to one large market.
In view of Japan’s increasing share of the
world market, the prospects of growth for
Europe-based producers are less favour-
able.
In addition, the EC’s pharmaceutical indus-

try must cope with a series of specific un-
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Table 7
Pharmacenticales
Share of medicines in total health care
costs, 1988

certainties which make forecasting difficult.

The trend appears to be one of slower

growth: around 5% in 1989, slightly more

than 3% in 1991 and 1992 (see table 10).

The challenges confronting the industry

are formidable:

— rising research costs and the need to in-
vest simultaneously in new fields such as
biotechnology. For example, in the USA,
1987 R&D spending in this area was esti-
mated at 1.7 billion ECU (2 billion US dol-
lars), 69% of which was on health care.
This is to be compared with the 5 billion
ECU spent in the EC for R&D in the
whole pharmaceutical sector;

— pressures on the industry in respect of
cost containment by national authorities
who are, for their part, interested in
controlling healthcare budgets;

— erosion of protection afforded by existing
patent legislation due to lengthy adminis-
trative procedures and the sophistication
of control techniques in the industry;

— parallel to the erosion of effective patent
life, the threat from lower-priced imitations
to the detriment of innovative medicine.

The EC Commission, convinced of the im-

portance of this issue to pharmaceutical in-

dustry research and competitiveness, has
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Table 8
Pharmaceuticals - EC trade in current value (")

{million ECU} 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1980 (%)
En@'tsextra«-EC * 33 3527 3953 4497 8174 BIIZ2 6987 7057 7640 8803 8800
I ) NA 61 68 78 80 100 120 123 132 147 152
Imporis extra-EC () 1216 1483 1703 2027 23832 2843 3270 3222 3671 4350 4981
Index (%) N/A 56 64 77 88 100 123 122 139 185 188
XM N/A 2.38 2.32 2.22 222 2.11 8 213 218 208 1.94 1.76
Trade intra-EC 1846.6 22941 25705 2940.7 35391 40050 45981 48809 54835 6431.0 N/A
Index (% 473 57.3 64.2 734 884 1000 W77 1148 1286 1507 N/A
Share of total {%) 36.4 376 3790 383 38.7 39.6 43.0 43.9 44.2 45,7 N/A
{1 Excluding Greecs; figures cover SITC 54
{2 1980 excluding Gresce and Spain
% Taking ino account changes in £EC membershig,
{%} Estimated
SaurcerEFPIA, Burostat (Comext)
Table 9

Pharmaceuticals - Evolution of the world market, 1984-89 (')
{million ECU} 1984 (%) 1985 (%) 1986 {%) 1987 {%) 1988 (%) 1988 (%)
World () 110389 100 123314 100 112 202 100 116420 106 114 400 100 132 260 100
Europe 25601 23 28831 23 80285 27 32918 28 36500 32 40300 31
UBA T 30704 28 34663 28 20723 28 28778 25 32500 29 T 40400 3%
Japan 16867 15 18396 15 20184 18 21986 19 24400 21 28100 21
{3 World iotal excludes Eastern Europe
Source: US estimates

prepared a proposal for the restoration of

a patent term;

— strong competition from the principal US
and Japanese competitors who already
benefit from a large internal market and
are looking for expansion;

— increased competition in term of technol-
ogy and innovation;

— recent upheaval in Eastern Eﬁrope.
Internationally, the outlook is good since
demand is likely to grow. The increase in
population and especially of the proportion
of elderly people in industrialised countries
will necessitate a greater number of thera-
peutic agents and methods.

It appears that operating in a complex, do-

mestic and internationally competitive envi-

ronment, the EC pharmaceutical industry
faces an uncertain future. Its innovative

and technical capacity is well established,
but the investment necessary for healthy

growth is essential.
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Table 10
Pharmaceutical production forecast (at 1989 prices)
(miltion ECU) - V 1989 1990 1991/00 1992/91
Production 43100 50500 +3.5% +3.2%

Source : EFPIA and Sema Group Management Cansultants

In short, a balanced and global solution
must be sought within the EC to compete
successfully and in line with the Commis-
sion’s views, as expressed in the Explana-
tory Memorandum to Document COM (86)
765 final (which became the so-called
‘transparency’ Directive 89/105).

"The aims of Community policy must be to
ensure that such measures (ie, those
taken by national authorities to control the

cost of medicines and social security) do The industry is represented at the EC level by:
EFPIA: European Federation of
Pharmaceuticalies Industries Associations/
ternal market and take due account of the Fédération Européenne des Associations de

not adversely affect the operation of the in-

I'Industrie Pharmaceutique.

Address: Avenue Louise 250, Box 91,
health within the Community will to a large B-1050 Brussels;,

tel: (32 2) 640 68.15; fax: (32 2) 647 60.49
Reviewed by: Sema Group Management

need to maintain a high level of public

extent depend on the activities of the Com-

munity’s own pharmaceutical industry” Consultants
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In 1989 EC consumers spent around 7.4 billion ECU on
OTC (over the counter) pharmaceutical products. This
represents approximately one third of the total
pharmaceutical market. The promotion of
self-administered medication and growing public
awareness of health problems should enable the
industry to expand moderately by around 5% per annum
in the years to come. The situation varies widely from
country to country: regulations governing prescriptions
and health care funding systems take different forms, as
do the procedures for recording statistics and national
policies on issues such as advertising and prices. The
broader harmonisation of legislation should help the
sector to take full advantage of the current favourable
tendency.

Description of the sector
The OTC pharmaceutical products industry
supplies medical products which can be
purchased directly by the consumer with-
out a doctor’s prescription. The products
are generally used for non-malignant disor-
ders. Over-the-counter buying is regarded
as perfectly acceptable in certain circum-
stances because it:

% reduces the financial burden on the state
health care system;

< reduces the volume of work by doctors
called on to deal with health problems
which require no medical treatment;

% promotes personal responsibility on
issues that affect an individual’'s own
health.

OTC products do not have the same

status in all the members of the EC, and

this report only relates to products which

are medicines as defined by the laws on
medicaments of the various countries.
Similarly it is necessary to study both the
potential of the complete OTC sub-sector
(i.e. turnover of all medicines available
without a prescription) and of true self-
medication (or turnover of OTC products)
in order to describe this sector of industry
as accurately as possible.

Current situation
The size of the market for OTC pharma-
ceutical products in the EC is not easy to
gauge: the laws governing prescriptions,
the funding systems and the outlets where
OTC products are sold vary considerably
from country to country. The same product
may be sold on prescription in one country
and may be an OTC product in another. It
may be sold exclusively by chemists, drug-

stores or in food stores, a fact that makes
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Table 1
Non-prescription pharmaceuticals
Turnover in OTC products and share of OTC products in the
total pharmaceutical market

Turnover Share of fotal
{million ECU) market (%)

1987 1988 ‘1989 1987 1988 1989
Belgique/Belgis 500 500 480 30 29 30
BR Deutschiand 4 700 5100 5480 37 38 36
Espafia 450 560 550 15 13 13
France 3700 4 100 4220 35 35 35
talia 800 o060 Q90 13 11 10
Nederland ('} 707 714 798 30 28 25
United Kingdom 800 1000 1080 22 22 22

Source: institute for Medicinal Slatistics, 1990

statistical data difficult to collate. There
are also numerous products that can be
sold without prescription but which are sub-
sidised if they are prescribed by a doctor.
The market in medicaments available with-
out prescription was estimated to be 13.7
billion ECU in 1989, an increase of ap-
proximately 6% compared with 1988. It
represents around one third of the total
pharmaceutical market. It corresponds to
the potential subsection of OTCs (turnover
of all medicines not subject to prescription)
of which over 50% is nevertheless pres-
cribed by doctors. This evaluation is based
on the price to the consumer and was car-
ried out by the AESGP in association with
the Institute of Medical Statistics (IMS).
Around 7.4 billion ECU is currently spent

by EC consumers on medicines available

without a doctor’s prescription. The import-
ance of medicaments sold for self-adminis-
tered medication varies greatly from
country to country. While there is virtually
no use at all of non-prescribed drugs in
Greece for instance, officially at least, and
while this practice is relatively rare in the
southern members of the EC like ltaly,
Spain and Portugal, it is a well estab-
lished practice in countries like France,
the Federal Republic of Germany and the
United Kingdom.

Table 1 shows the turnover in OTC me-
dicines in the seven principal markets for
1987, 1988 and 1989. Table 2 gives the
total turnover in true self-medication.
Germany and France together represent
71% of the turnover in products available

without prescription and 66% of the turn-

Table 2
Non-prescription pharmaceuticals

Turnover in self-medication products and their share of the total pharmaceutical market

Turnover Share of total

{mitlion ECU) market (%)

1987 1988 1989 1987 1988 1989
Belgique/Belgis 300 300 280 18 18 18
BR Deutschiand 2200 2300 2430 16 16 16
Espafia’ 400 400 476 12 11 11
France ‘ 2000 2200 2420 19 18 20
Itafia 800 800 890 11 9 9
Nederland 115 118 139 8 7 B8
United Kingdom 500 800 690 14 13 14
Source: lnstituts for Medicinal Statistics, 1990
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over in self-medication products.
Nevertheless the turnover - like the market
share - does not always apply to the

same range of products with the same pro-
motional potential. In France for instance,
approximately one half only of the total
turnover in self-medication is actually ac-
counted for by drugs which are advertised;
the other half consists of subsidised me-
dicines for which advertising is not per-
mitted. These products are subject to

price controls but may not appear in adver-
tising. In other countries nearly all non-
prescribed medicines are advertised and
bought by the consumers themselves.

The importance of the main groups of pro-
ducts in these seven countries is indicated
in table 3. Remedies for coughs and colds
as well as analgesics dominate the sector.
Since this definition was not applied to
statistical data on the market for non-pres-
cribed products until 1987, the growth in
the total market for this type of drug and
the percentage of true self-medication can-
not be established without causing some
confusion. Up till now the IMS has
scarcely been able to record the pharma-
ceutical turnover as a whole, let alone stat-
istics for OTC products and self-
administered medicines, and this is why

past estimates cannot be directly linked to

Table 3
Non-prescription pharmaceuticals
Turnover in the principal self-medication
products (official price), 1989

{million ECU) Turnover
Group of products

Remedies for coids and coughs 1 200
Analgesics 1 200
Digestives and

stomach medicines 840
Skin treatments 780

Vitarning and mineral supplements 700

Source: institute for Medicing! Statistics, 1960



figures for 1987-1989 since the method by

which these data are gathered has been

changed. Nevertheless it is possible to
show that there are substantial variations
in developments in medicines without pres-
cription and of self-medication within the
various countries of the European Com-
munity. Here are some examples:

% the principal categories of OTC: in nearly
every European country, remedies for
coughs and colds and painkillers are the
principal preparations that are not subject
to prescription. However tonics, as an
example, are far more important in the
Federal Republic of Germany than they
are in most other member countries,
whilst vitamins and mineral supplements
are especially significant in the Nether-
lands;

% the approach to the issue of health care
funding: this leads to widely varying cost
control measures and hence to different
systems of financing. Since this in turn af-
fects encouragement to practice self-medi-
cation, the uneven development of this
sector of industry is easy to appreciate.

In addition, both parliamentarians and pub-

lic health civil servants in the various coun-

tries of the EC have realised the immense
contribution which self-medication can
make to the funding of sickness insurance
systems. In the Federal Republic of Ger-
many for example, it is estimated that self-
medication cuts state sickness insurance
expenditure by at least 1 billion ECU.

Structure of the industry

OTC products are manufactured both by

large pharmaceutical conglomerates which

also make prescription medicines and by
certain more specialised companies. Both
reflect similar tendencies towards restruc-

turing and regrouping.

Activity in the areas of mergers, takeovers
and alliances between groups has conti-
nued to gather pace over the past three
years and affect the market for prescrip-
tion medicaments as much as the OTC
sub-sector:
< the recent "marriage" between the Sanofi
and Sterling companies, subsidiaries of
the French EIf and the American Kodak
corporations respectively and which are
responsible for their prescription and OTC
medicines both in Europe and in the
United States (respective turnovers were
1.8 and 0.5 billion ECU in 1990);

alliances established in 1990 between the

<>

American groups Merck and Dupont on

the one hand and the French company

Rhéne-Poulenc and the American Rorer
on the other. Rhéne Poulenc/Rorer have
also acquired a holding in the Canadian
Connaught;

< "megamergers" of the pharmaceutical
groups Bristol Myers-Squibb (American),
Smithkline-Beecham (Anglo-American)
and Merell Dow-Marson (American} in
1989. Bristol Myers-Squibb, the number
two in world pharmaceuticals, have just
acquired a 33.5% holding in the French
Upsa Laboratories.

At both European and world level certain

pharmaceutical groups are specializing

and strengthening their position on the

OTC market. These include:

“ Sanofi, Ciba Geigy in Europe;

4 Schering Plough, through their new com-
pany Schering Plough Healthcare Pro-
ducts (annual turnover 0.5 billion ECU),
and Johnson & Johnson / Merck Con-
sumer Pharmaceuticals, a joint venture
created in 1990 in the United States.

Other pharmaceutical groups are in the

process of departing from the OTC scene:

* ¥ %

* *
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this was the recent case of the ICI group
selling its OTC interests in the EC and
USA.

Legal context
In most cases and in most countries, the
registration of OTC products is identical or
similar to the system used for registering
products which are subject to prescription.
Currently this system is applied in each
country for each product, which is not only
a waste of time but also constitutes the
main legislative barrier to the free circula-
tion of products, since manufacturers ob-
tain separate marketing licences for each
individual country. However firms are able
to request Community coordination of the
national registration decisions under the
"multi-state" procedure created by EC di-
rective 83/570/EC.
Since trends in self-administered medica-
tion vary from one country to another, it is
essential to be able to develop a system
of reciprocal recognition facilitating the sup-
ply of any product considered sufficiently
safe and efficacious in one country of the
Community to any of the other countries.
Prices Retail and wholesale prices vary
widely from one country to another in
Eurppe and are sometimes exempt from
value added tax on OTC medicines, as in
Portugal. The control of prices for OTC me-
dicines and for prescription medicaments is
legitimate according to the EC Commission.
Nevertheless the Commission has also
stressed the fact that normal competitive
prices must be applied since the consumer
is able to choose directly the product which
represents for him the best value (after con-
sulting his chemist if necessary).
It would now seem appropriate to abolish

the controls applied to these products, in
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Table 4
Non-prescription pharmaceuticals
Recent acquisitions

Buyer Company sold Vendor Annual Sales
of company /
division sold
{million ECU)

Boots ACF Roterfarma ACF Molding -7

{Nstherlands) {Netherlands}
Ciba Geigy QT divisions of ICl in iCl 10
{Switzerland) the UK and freland {UK}
{Care Lab.}

Johnson & Johnson OTC divigion of iCl -107

Merck Consumer IClinthe USA {UK)

Pharmaceuticals

{United States)

Rhéne-Poulenc Santé Auspharm Intermnational ‘ -7

{France) {Australia}

Soures: Sema Group Management Consultants

which case the Member countries would al- Outlook

ways be able to impose a freeze on their
prices in so far as such a freeze would
also relate to other sectors of the economy
and form part of a global strategy aimed
at curbing inflation.

This is a view shared by the majority of
EC countries and is an essential element

in the future development of the OTC in-

As a large number of over the counter
preparations are subsidised at least to
some extent by the health insurance sys-
tems, incentives aimed at increasing self-
medication are somewhat restricted.
However a number of studies including the
WHO study "Self-Medication in Europe”,

published by the regional office of the

dustry. WHO for Europe in 1988, indicate growing
Table 5
Non-prescription pharmaceuticals
The 20 main world pharmaceutical groups on the medicaments market (")
Company (hationality) Clagsification Tumover
1989
{bitlion ECU}
Merck (LiISA} 1 4
Bristol Myers-Squibb {USA) 2 35
Gilaxo {United Kingdom} 3 3.1
Smithkline Beecham {USA - United Kingdom) 4 3
Ciba-Geigy (Switzerland) B 29
American Home Products {USA} 3 2.7
Hoechst (BR Deutschland) 7 2.5
Johnson & Johnson (USA) 8 23
Bayer (BR Deutschland) g 23
Sandoz (Bwitzerland) 10 2.1
Lilly (USA} 11 2.1
Pfizer (USA) 12 2.1
Rhéne-Poulenc-Rorer {France - USA) 13 2
Roche (Switzeriand) 14 1.8
Schering Plough (USA) 15 1.6
Marion Merell Dow {LISA} 16 1.6
Upiohn {USA} 17 1.5
Sanofi-Sterling (France, USA) 18 1.5
Boehringer (BR Deutschiand) 18 1.5
Warner Lambert (LISA) 20 1.4

{") Classification based on sales by preseription
Bource: Sema Group Management Consuliants
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awareness on the part of the public of self-

administered drugs and a heightened will-

ingness by people to take responsibility for
their health without the use of treatments
prescribed by a professional consultant.

As a result, the prospects for this sector

can be regarded as positive. The industry

forecasts an annual growth rate in turn-
over of approximately 5% over the next

few years, that is 14.4 billion ECU in 1990

(constant prices 1989), but with consider-

able variations from country to country and

from one category of drugs to another,
such as:

< Vitamins and tonic products: most EC
countries are experiencing a healthy
growth, especially in the field of "multivit-
amins", where sales exceed those of vit-
amin C;

% Pregnancy testing kits: this market is con-
stantly expanding bearing in mind the arri-
val of new types of tests that are more
sophisticated and safer to use;

4 Cold treatments: numerous innovations in
terms of new drugs and new presenta-
tions (capsules, liquids, pills, etc), are giv-
ing new impetus to the market, unlike
nasal sprays which are experiencing less
success in some European countries.

We also note the general appeal of prophy-

lactic self-medication drugs and diagnostic

products available without prescription.

This trend goes hand in hand with an in-

crease in many countries in vitamin and

mineral supplements. These two tendencies
should continue. On a less hopeful note,
those groups of products that have en-
joyed a relatively buoyant turnover for
many years (for example painkillers, me-
dicines for coughs and colds) are tending
to stagnate and will not make much re-

covery in a number of countries. However



this will mainly affect those countries
which already show a substantial turnover
in self-administered drugs and to a lesser
extent countries where self-medication is
on the increase and where groups of pro-
ducts not subject to prescription such as
medicines for coughs and colds, and pain-
killers, should strengthen their position to
a more significant degree.

Nevertheless as with the pharmaceutical in-
dustry as a whole, the future expansion of
manufacturers of OTC products also de-
pends to a large degree on the regulatory
context of the Single European Market in
1992 and after.

The new proposals relating to a future sys-
tem of marketing licences (French Official
Journal No. C 330 dated 31.12.90) should
encourage the reciprocal recognition of
OTC products among member countries.
Elsewhere the Commission has also pro-
posed the harmonisation of the classifica-
tion criteria of the drugs which are

available with and without a prescription

Table 6

Non-prescription pharmaceuticals

Breakdown of the price of a popular OTC drug in the major members of the EC, (index)

Country Wholesale B.T. B.T. () AT.()
Belgique/Belgis 123 200 212
BR Deutschiand 130168 146-208 186-232
Espafia 114 162 172
France 111 1686 178
ialia 112 149 164
Nedertiand 124 184 222
Portugal 110 139 138
United Kingdom 114 171 197
) B.T. = before tax

AT, » after tax

Source: AESGR

(French Official Journal No. C 58 dated
8.3.90) as well as the ways in which phar-
maceutical advertising is controlled
(French Official Journal No. C 163 dated
4.7.90, p.10) which should help to estab-
lish a Community-wide system applicable

to OTC medicines.

Written by: Sema Group Management
Consultants

The industry is represented at EC level by:
AESGP: Association européenne des spécialités
pharmaceutiques grand public.

Address: 7, avenue de Tervuren, B-1040
Brussels; tel: (32 2) 735.51.30; fax: (32 2)
735.52.22.
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Man-made fibres

8-64

Following a particularly bleak period throughout the
1980s, brought about by the crisis in the textile
industry and growing competition from newly
industrialised countries, the major European
producers of chemical fibres are finally reaping the
rewards of their restructuring programme.

The European chemical fibres industry is turning its
attention to higher-value-added products,

while pursuing a dynamic investment policy aimed
mainly at rationalisation and research and
development. Competition remains keen however,
and 1989 saw a marked slowdown in the growth of
world demand.

European industry is expected to show a low level of

growth in the early 1990s;
the prospects will largely depend on EC decisions.

Description of the sector state via a fine strainer, then solidified by

Chemical fibres are either synthetic fibres cooling. It is then spun in a variety of
(chemical polymers which are synthesised ways, depending on how it is to be sold.
using hydrocarbons), or man-made fibres It can be cut up into short fibres for use
derived from natural sources, mainly cellu- in the manufacture of fabric using tradi-
lose. There is also a third type of chemi- tional machines designed for natural

cal fibre: mineral fibres derived from glass, fibres. These short fibres often have very
for example. These fibres are not normally similar characteristics to those of natural
included in the textiles sector and have fibres.

therefore been excluded from the statistics.
The main synthetic fibres are polyester,
polyamide (nylon) and acrylic. Polypro-
pylene fibres are also becoming increas-
ingly common. Cellulose-based fibres
include acetates, rayon, rayon staple fibre
and viscose. All of these fibres are divided
up into sub-categories according to their
physical form. Filament is a continuous

polymer which is remilled in its molten
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In 1989, consumption of chemical fibres ac-
counted for 64% of total fibre consumption
within the EC. These fibres are primarily
used in the clothing industry (49% of total
consumption), fabric for interior furnishings
and industrial applications (34% and 17%
respectively of total consumption). As a re-
sult, the industry’s development is largely in-
fluenced by the performance of the textile

and clothing industries.



{Yhousand tornes) 1980

Table 1
Man-made fibres
Main indicators, 1980-90

1981

1982 1983 1984 1985 1986 . 1887 1988 1989 186G
Visible consumption {1} N/A 2492 2388 2430 28659 2745 2839 2860 2057 3226 3288
Net exporis (1 NA 260" 126 206 197 172 44 84 1 - 180 - 169
Production 2585 2752 2514 2636 2856 2917 2883 2924 20958 3076, 3119
Number of peopie smployed () 114 99 93 87 85 81 77 K 74 71 N/A
{in thousands) .

{') 1981-83 EC 10; 1969-90; Estimates
’ m&mm@m
EC production of chemical fibres mainly
consists of synthetic fibres which account
for 85.6% of production, 53.1% in the form
of short fibres and 32.5% in the form of
filaments. Man-made fibres, in the form of
filaments or short fibres, account for a
mere 14.4%. This preponderance of syn-
thetic products over man-made fibres is be-
coming more pronounced.
Current situation
The largest EC producers of chemical
fibres are:
& Hoechst, AG (Germany): its turnover in
chemical fibres amounted to 3 billion ECU
in 1989;
% Akzo Fibres and Polymers Division

(Netherlands): 2.2 billion ECU;

%

Rhéne-Poulenc Fibres, S.A. (France): 1.6
billion ECU;

% ICI Fibres Ltd (United Kingdom): 1.05 bil-
lion ECU;

Courtaulds Fibres Ltd (United Kingdom):
0.67 billion ECU;

followed by Enimont SpA (ltaly), SNIA

Fibre SpA (ltaly), Bayer AG (Germany).

With a production capacity of 1 million
tonnes, Hoechst is the largest world pro-
ducer of polyester. It is currently seeking
to extend its operations in the Iberian pe-
ninsula with the purchase of Finicisa
Fibras Sintéticos in Portugal and Brilen in
Spain in March 1990. ICl is the leading
European producer of polyamide (nylon).
The main foreign producers such as the
American firm Du Pont De Nemours, the
world’s leading nylon manufacturer, and
the Japanese firm Asahi, also operate in
Europe.

The EC chemical fibres industry has under-
gone extensive restructuring since the late
1970s. Among the prime motives for this
restructuring were the low increase in
European textile consumption during the
1970s, following the oil crisis in 1973, the
growing deficit on the EC’s textile and
clothing trade balance and the development
of chemical fibre production capabilities in
the rest of the world. Other reasons in-
cluded the numerous investments made by

EC firms in other parts of the world, par-

ticularly the developing countries.

After reducing its production capacity by
220,000 tonnes over the period 1978 -
1981, the chemical fibres industry em-
barked upon a second programme aimed
at reducing capacity in 1981, since the sec-
tor was continuing to suffer major losses.
The aim was a further reduction in capac-
ity of over 500,000 tonnes, i.e. 18% of the
total capacity installed. For a number of
countries, this entailed a much larger reduc-
tion than average: the United Kingdom, for
example, shed 51% of its synthetic fibre
production capacity, i.e. 316,000 tonnes, be-
tween 1977 and 1986. Germany lost
269,000 tonnes, i.e. 26% of the total. Haly,
meanwhile, lost only 11%, i.e.

66,000 tonnes. As regards employment le-
vels, the United Kingdom has suffered the
most: 76% of workers in the synthetic
fibres industry lost their jobs between

1975 and 1985. Whereas the initial oper-
ation resulted in a more or less linear re-
duction in production capacities, the

second was supposed to enable firms to

Table 4
Man-made fibres
EC production by product

{Thousand tonnes) 1980 1981 1982 1883 1984 1885 1986 1987 1988 1989
* Bynthetic filaments 8ot . 861 789 g2 879 919 918 927 g2 1017
- Short gynihetic fibres SRS 1217 1368 1262 1384 1511 1579 1568 1585 1570 1625

Fiiamenits and shert fibrés

Cellulosic fibres 567 523 463 450 466 419 399 402 426 434

Total 2585 2752 2614 2 636 28586 2917 2 ?83 2924 2958 3076

Sotitce: CIRFS '
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shift their attention to specialist fibres.
Between 1978 and 1985, European com-
panies reduced their production capacity
by a total of one third (i.e.900,000 tonnes).
EC producers, however, now appear to be
reaping the rewards of their efforts over
the past twelve years or so. In 1989, the
French firm Rhéne-Poulenc saw its oper-
ational margin in the sector reach 37 mil-
lion ECU whereas it barely balanced in
1988 and was negative in 1987. The
Dutch firm Akzo has also noted a marked
improvement: its trading result in fibres
rose by 37.5% in 1989. At 110 million
ECU, this margin now represents 5.2% of
sales. Another cause of this relatively posi-
tive trend lies in the anti-dumping measures
taken by the Commission of the European
Communities against the major Asian pro-
ducers, including Turkey. Thanks to such
measures, EC manufacturers have man-
aged to revive competition on their own
market.

Production and

consumption

In 1989, world production of chemical
fibres increased by approximately 2.3%,
reaching a record level of 19 million tonnes
in what proved to be its seventh consecu-

tive year of growth. This figure also tes-

Table 2
Man-made fibres
share in world production, by product

(%) 1977 1987 1988 - 1989
Synthetic filaments 20 14.8 138 14
Shart synthetic fibres 23 20 189 18
Filamenis and short fibres :
Celiulosic fibras 19 12 130 13
Bource: CIRFS

tifies, however, to a slowdown in the
growth of world production since the figure
for 1988 had been 3.8%. As usual, syn-
thetic fibres are the prime engine of
growth: they increased by 2.6% in
1989 and now account for 82% of total pro-
duction with 15.6 million tonnes. Production
of man-made fibres has grown slightly less
with an increase of 1.2%; it now stands at
nearly 3.4 million tonnes, i.e. 18% of total
production.
The industrialised nations have reported a
low increase in production: production in
Japan and Western Europe increased by a
mere 1%, while American production
dropped by 1%. At the same time, produc-
tion in the less industrialised countries rose
by 4% in 1989, i.e. a lower rate than that
recorded in previous years. The newly in-
dustrialised countries now account for 52%
of world production of synthetic fibres
whereas in 1980 they only accounted for
39%. Growth in these countries tends to
Table 3

Man-made fibres
Production in terms of volume

be concentrated in South-East Asia, which
now accounts for 55% of the newly indus-
trialised countries’ production. Between
1980 and 1989, Western Europe’s share in
world production fell by 3 points; it currently
represents 18% of total production. The
United States, the leading world producer,
have also seen a decline in their share of
world production, from 27% to 21% over
the same period. Japanese production,
which now accounts for 9% of world pro-
duction, represented 13% in 1980. Among
those to benefit the most from the growth
are Taiwan, South Korea and China.

In 1989 EC industry saw a 1.5% increase
in the volume of chemical fibre production,
which reached 3 million tonnes, i.e. the
equivalent of 16% of annual world produc-
tion. Since 1980, EC production has grown
at an average annual rate of 1.6%. Among
the Member States, the largest manufac-
turers are Germany (34% of EC production

in 1988), ltaly (23%), the United Kingdom

(Thousands tonnes) 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1880(Y) .
Production 2585 2752 2514 2638 2 856 2917 2883 2824 2958 3078 3119
Index g8 94 88 90 98 100 99 100 10 105 107
USBA NA N/A 2930 3380 3521 3456 3568 3755 3849 3838 NiA
Index N/A N/A 85 88 102 106 103 109 112 111 N/A
Japan 1832 1788 1759 1786 1834 1834 1 760 1727 1736 t 755 N/A
Index 106 98 a6 97 100 100 86 94 85 o8 N/A
Productivity 22765 27828 27178 30195 93561 58236 37345 38780 40081 43448 N/A
index 628 76.8 5.0 83.3 92.6 100.0 108.% 107.0 1108 - 126 N/A
{'s Estimates
Source: CIRFS, Eurpstat {Comext)
x*Hox
P A
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tries, while in Japan growth tailed off. In
1989, the capacity take-up rate rose stead-
ily to over 85%.

POLYESTER The growth in polyester pro-
duction slackened in 1989, with a rate of
5%, compared with 7% in 1988. An in-
crease was recorded in all regions except
for the United States: Western Europe
(+7%), Japan (+9%), other countries
(+7%). By contrast, the United States re-
ported a 2% drop in production. European

consumption of polyester filament increased

Figure 1
Changes in world production of man-made fibres
10000 (thousand tonnes) S 3 , .
-
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e Othercountries ¢ United States A Eastern Europe 4 Japan
Source: Akzo

(12%) and Spain (10%).

Synthetic fibres As in 1988, world pro-
duction of synthetic filaments (up 2% in
1989) increased at a higher rate than short
fibres (up 1%). Short fibres nevertheless ac-
count for the greater share of production,
with 54 % compared with 46% for filaments.
The structure of synthetic fibre production
has continued to evolve: the share ac-
counted for by polyester and other syn-
thetic fibres (polypropylene, PVC,
elasthane) has increased to the detriment
of polyamide and acrylics. Polyester now
represents 54% of world production of syn-

thetic fibres, polyamide - 24 %, acrylics -

15% and other fibres - 7%, thus indicating
steady growth. The growing importance of
polyester in terms of synthetic fibres seems
to form part of a long-term pattern: polyes-
ter's share of total production has been in-
creasing steadily since 1970.

POLYAMIDE At a world level, polyamide
production increased by 2% in 1989.
Whereas filaments increased by 1%, short
fibres increased by 4%. This was higher
than the average growth rate recorded in
the United States (+ 3%), where around
60% of world production takes place; it
reached 2% in Western Europe and the
newly industrialised or developing coun-

Figure 3

by 8% in 1989 and the production capacity
take-up rate remained unchanged at 85%,
due to the introduction of new capacities.
The geographical distribution of polyester
production indicates a further increase on
the part of newly industrialised countries to
the detriment of traditional producers. In
1980, the Far Eastern countries accounted
for 22% of world production of polyester;
by 1989, their share had risen to 45%; ac-
cording to the forecasts, they should ac-
count for 60% of world production by
1999. The relative decline in European pro-
duction occurred parallel to this rise: West-
ern Europe’s share fell from 15% in

1980 to 11% in 1989; by 1999, it is ex-

pected to account for a mere 7% of world

World production of man-made fibres, by region, 1980 and 1989

1980

Total: 14.3 million tonnes

Other countries
39.3%

Japan
12.7%

Western Europe
20.7%

Other countries
52.4%

United States
27.3%

/

1989
Total: 19 million tonnes

Western Europe
17.9%

United-States
20.6%

Japan
9.1%

Source: Akzo
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production Figure 2

A survey eordusted by the B i June World production of synthetic fibres

(million tonnes)

1985 led to the temporary introduction of
compensatory duties on imports from Tur-
key, Taiwan, the United States, South
Korea, Mexico and Rumania, duties which
exceeded 40% in the case of the latter

two countries. In December 1988, the indus-
try’s margins were particularly low and the

EC Council of Ministers confirmed the provi-

sional adoption of antidumping duties im-

posed on imports from these countries.

Other synthetic fibres

Polyester Acrylics Polyamide

The padding fibre sector was granted a pro-

visional stay of five months, during which SRR

time the Commission of the European Com-
munities examined the question of the avai-
lability of this product on the European

market. The final customs duty came into

effect in May 1989.
ACRYLICS In 1989 the downward trend in
world production of acrylic fibres continued

and became more pronounced, insofar as

Figure 4

production fell by 6%. The sharp reduction
(-7%) in the Western European market and
the region’s exports played a decisive role

in this trend: European production of ac-

Distribution of synthetic fibre production, by region, 1988

Polyester

Polyamide
Total: 3.8 million tonnes

Other countries
42%

Japan United States

7% 33%

Total: 8.1 million tonnes

Other countries
61%

Western Europe

1%

46%

United States
20%

Other countries

Western Europe
18%

Acrylics
Total: 2.4 million tonnes

Western Europe
28%

United States
10%

Japan
16%

Source: AKZO
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rylics dropped by 14% in 1989. This drop
in production also made itself felt in the
United States and Japan. A 2% increase
was achieved in other parts of the world.
The situation in the acrylics sector has
sharply deteriorated since 1987. The mar-
ket is in a critical state following a drop in
consumption of acrylics in certain sectors,
a downturn in the fashion industry and a
significant increase in imports of finished
goods made from acrylic fibres, mainly
from Turkey. EC overcapacity in acrylics is
currently estimated at over 100,000 tonnes
per year. The long-term trend in demand
for acrylics appears to be a downward
one, and rationalisation has become a key
objective for producers. Factory closures
are likely in Italy, with Snia, Montefibre
and Enichem all selling off their production
capabilities to Enimont. By relinquishing its

acrylic fibres business to Enimont, Snia is

seeking to concentrate on nylon. Similar re-

structuring could take place in Germany,
which would leave just one producer for
acrylic fibres.

OTHER SYNTHETIC FIBRES Other syn-
thetic fibres recorded a growth rate of 8%
in 1989; they are mainly produced in West-
ern Europe (45%) and the United States

(30%). Among these other synthetic fibres,

polypropylene has a clear lead.
Man-made fibres World production of
man-made fibres increased by 1% in 1989,
evenly split between short fibres and filament.
The increase has been most noticeable in
the newly industrialised countries (3%) and
Western Europe (2%), whereas the United
States recorded a 2% decline and in Japan,
production dropped by 4%. In Western coun-
tries, demand sometimes outstripped supply.
Employment levels
The European chemical fibres industry wit-
nessed a significant, steady drop in the
number of employees, partly due to the
cut in production capacities and technologi-
cal developments which reduced the
amount of manpower required. Employ-
ment levels in this sector fell from
113,600 people in 1980 to 70,800 in 1989.
External trade
In 1989, imports continued to threaten EC
producers, who saw their own exports
slump by over 20%, thus confirming the
trend begun in 1985. EC exports increased
in volume by 22% between 1980 and
1985, only to drop by 10% between
1985 and 1988. In total, EC exports in-
creased by a mere 10% between
1980 and 1988.

At the same time, extra-EC imports grew

Table 5
Man-made fibres
EC trade in terms of volume

by 43% between 1980 and 1988. In 1989,
the volume of chemical fibre imports was
approximately 8% higher than the already
high levels recorded in 1988. The result
has been a gradual deterioration in the
extra-EC exports/extra-EC imports ratio
since 1983: it decreased from 1.72 to 1 in
1988, when, for the first time ever, there
was an equal volume of exports and im-
ports. The figures for 1989 are expected to
reveal a sharp fall in this ratio to below 1.
Among the developing or newly indus-
trialised countries, the most dangerous
competitors for EC industry are Taiwan
(second-largest world producer of synthetic
fibres) and South Korea, followed by
China, Thailand, Indonesia, India and
Pakistan, albeit to a lesser extent.
Intra-EC trade, which had increased by an
average of 4% per year between 1980 and
1985, has since slowed down: between
1985 and 1988, it increased by a mere 5%.
Technological trends
Over the past 15 years, EC producers
have begun to focus on high-value-added
specialities (technical yarn, carbon fibres,
etc), leaving the vast bulk of basic pro-
ducts to the newly industrialised countries.
Research and work on practical appli-

cations are mainly geared towards high-

{Thousand tonmnes) 1980 1981 1682 1983 1984 1985 1986 1987 1988 1989(3) 1990()
Extra-EC exporis ('} 452 524 401 492 561 588 516 565 . 532 475 382
ndex (% 82 04 72 88 95 100 88 96 80 72 65
Extra-EC imports ('} 306 264 275 286 364 416 472 501 531 §78 551
tndex (%) 79 80 82 65 88 100 113 120 127 138 132
XM () 1.48 1,98 1.46 1,72 1.54 1.41 1,09 113 1.00 0.74 0.69
intra-EC trade (1) 853 935 868 958 1069 1154 1140 1208 1214 N/A N/A
index (3 82 87 81 89 a3 100 98 104 105 N/A N/A

(") Declarant colintries « 1980 EC 9; 1081-83 EG 10
Pariner counlry - extradintra EC 12, Estimates for Greece

%) Estimatos
Source: CIRFS, Eurostal {Comaxt)
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tech fibres intended for the carmaking,
space and defence industries. According
to the forecasts compiled by Frost and Sul-
livan Lid, the market for high-tech fibres -
from those used for optical cables to com-
posite materials used for jet fighters -
should increase from 1.9 million tonnes
with a value of 2.4 billion dollars in
1988 to 2.2 million tonnes, i.e. 2.8 billion
dollars by 1993. Carbon fibres are ex-
pected to grow by 15% per year in terms
of volume and 13% in terms of value,
whereas optical fibres will increase by 14%
per year in volume and only 2% per year
in terms of value.

Outlook
Future performance will largely depend on
decisions taken by the EC in response to
complaints lodged by EC producers regard-
ing unfair pricing practices. Because of the
duties charged on imports from a certain
number of Third World producers, the
pressure should ease off in terms of
prices and volume. This should enable
prices to be upwardly adjusted, thus ensur-
ing a return to profitability. The measures
taken by the EC Council of Ministers and
their impact on prices should also have a
positive effect on the trade balance.

The system of controlling official aid for
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Table 6
Man-made fibres
Projections for 1989-94
Growth in production in terms of volume

{Thousand tonnes) 1989

1930 90/89

91/90 92/91 84/89

Production 3076

3119

+1,4% +0,7%  +0,8%  +4,9%

Bource; (Rl Europe projections

the synthetic fibres industry, introduced by
the Commission of the European Com-
munities in 1977, has been extended for a
further two years, until 1991, owing to the
surplus production capacity which still ham-
pers EC industry. In spite of major restruc-
turing and reconversion efforts, the
synthetic fibres industry is still vulnerable:
its production capacity still exceeds EC re-
quirements. By maintaining the system, the
Commission will continue to ban any offi-
cial aid in EC countries which could contrib-
ute to an increase in production capacities
and will support projects aimed at reducing
these same capacities. The Commission
must be notified of any official aid propo-
sals and no such aid may be granted with-
out its approval. Surplus production is
currently put at 150,000 tonnes and couid
be reduced via the adoption of a series of
rationalisation agreements.

Following a relative slowdown in EC pro-

duction between 1984 and 1987, the short-

* ¥ ox
* *
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term prospects for manufacturers of syn-
thetic fibres are now slightly more encoura-
ging. World demand for synthetic fibres,
stimulated by demographic growth and the
worldwide rise in income, is expected to
reach 20.5 million tonnes by 1995. EC pro-
duction should increase by an annual aver-
age of 1.4% in 1990, 0.7% in 1991 and
0.9% from 1992 to 1994. The latest projec-
tions show, however, that the gradual shift
in production from Western countries to
newly industrialised countries is now irre-

versible.

Written by: DRI Europe

The sector is represented at EC level by:
CIRFS: International Committee for Rayon and
Synthetic Fibres

Address: rue Montoyer 24, B-1040 Brussels;
tel: (32 2) 230.95.80; fax: (32 2) 230 60 54



In 1989, the EC petrochemicals industry saw its margins
increase for the seventh year, influenced by the dual
factors of continuing demand and a reduction in the cost
of raw materials, mainly oil and natural gas.

However, in terms of volume, 1989 was characterised by
an initial downturn which had begun at the end of 1988.
Capacities were virtually fully used and large-scale
investment was anticipated by most operators. However,
the fall-off in economic growth which characterised the
start of 1990, coupled with the Gulf War, seems likely to
profoundly alter producers’ expectations, as do the
results and risks associated with this industry.
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Definition of the sector % their relatively low added value;
As a uniform activity sector, petrochemi- % a high degree of reliance upon energy-giv-
cals can be defined as the industry which ing raw materials;
uses the raw materials derived from oil or < a high level of sensitivity to GDP growth;
natural gas to manufacture the two follow- % increased unit investments;
ing product categories: % continuous processes;
< primary petrochemical products: ethylene, % not labour-intensive.
propylene, butadiene, benzene, toluene, Polymers, especially thermoplastics for
and xylenes, etc.; widespread distribution, the production of
< major monomeric intermediate products which is often integrated with the produc-
and basic organic products (styrene, tion of primary products and major inter-
ethylbenzene, vinyl chloride, etc.). mediate products, are not dealt with in
These products, which are referred to as this chapter, even though they are classed
"commodities” as opposed to "specialities" as petrochemicals. They are dealt with in
are characterised by: the chapter on plastics.

< the scale of tonnage used;
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Figure 1
Major products of the petrochemicals sector

Raw materials Primary Intermediate
petrochemical
products
Ethylbenzene
Monomeric vinyl chloride
»Ethylene Dichloroethane { Trichloroethylene,
Tetrachloroethylene
Ethylene oxide ———® Ethylene glycol
Methane
Natural gas Ethane Steam cracking | —
Propane Propylene oxide
| Propylene Acrylonitrile
Isoprene
Phenol
Naphta
Crude oil >
Gas oil r» Butadiene

r#»Butylenes ——» MIBE

Phenol
- Tol
oluene —KTDI

Ethyloenzene '
- Benzene —EECyclohexane —— > Styrene
Cumene

Dimethyl terephthalate
» Xylenes Phthalic Anhydride
Terephtalic Acid

Ly | Steam
—| reforming —Methanol

Source: Sema Group Management Consultants

Current situation
The petrochemicals sector, in terms of
basic and intermediate products, accounts
for approximately 20% of the total turnover
of the chemicals industry, which, in the
EC, stood at 320 billion ECU in 1989. This
percentage increases to 40%, if we include
fibres and plastics.
From 1983, production rose steadily, with
differences, however, between individual
products and countries.
In 1989, production stabilised in terms of
volume as a result of a fall in demand.
The operation rates for units were close to
saturation point. In terms of value, com-

pany profits were excellent.

8-72

Petrochemical production is undertaken by
large-scale groups which, having under-
gone extensive restructuring, still imple-
ment a dynamic strategy of acquisitions
and joint ventures.

The EC holds a vital position at a world
level. Taking the example of ethylene, the
EC accounts for 25% of production, the
United States 31%, Japan 11%, with the
remaining third accounted for by new pro-
ducer countries.

The drop in economic growth and the in-
crease in the price of oil which charac-

terised 1990 and the beginning of

1991 have resulted in a marked fall in pro-

ducers’ margins.

x X %
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Production and
consumption

Primary or intermediate petrochemical pro-

ducts are used for the production of plas-

tics, fibres, elastomers, solvents,
detergents, colouring agents and overall,
for the production of miscellaneous pro-
ducts used by all sectors of industry. Their
consumption is dependent on several fac-
tors:

+ the economic environment and the
growth in markets for use: cars, construc-
tion, packaging, textiles, rubber;

« inter-product competition, (e.g. rivalry be-
tween plastics) and inter-equipment com-

petition, (rivalry between compound



steels);
< the emergence of new products;
< improvement in quality and performance;
< the influence of environmental restrictions.
Their production cost is particularly af-
fected by the price of raw materials (oil
and gas).
After several years of growth, production
and consumption of primary and intermedi-
ate petrochemical products stabilised in
1989 at the 1988 level.
An analysis of a few primary petrochemi-
cal products which are characteristic of all
the products and markets is presented in
table 2.
Ethylene EC production, which has seen a
steady growth rate since 1985: 4.3% in
1986, 6.4% in 1987, 7.8% in 1988, de-
creased slightly in 1989, reaching 13.1 million
tonnes i.e. a capacity use rate of around
95%. Net imports rose to 54,000 tonnes in
1989, slightly up in comparison with 1988.
Consumption, which followed the produc-
tion trend, reached a level of 13.1 million
tonnes in 1989 (down 2% in comparison

with 1988). This involves over 80% com-

Table 1
Development of world production of petrochemical products, 1989

' 'Butad»ene
Be nzar;e ‘

Figure 2
Development of ethylene supply and demand

(thousand tonnes)
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Source: Sema Group Management Consultants

modity thermoplastics: polyethylenes, polyvi-
nyl chloride, and polystyrene, this particular
share is on the increase.

The Federal Republic of Germany ac-

counted for 23% of EC production, fol-

Table 2

lowed by France with 19% and the
Netherlands with 17.5%.

In order of importance, the major pro-
ducers are: Enimont, Shell, Atochem, Dow

and BP.

Development of supply and demand within the EC in respect of the

. Productlors .
Consumption

- PROPYLENE
~ Actual capaci
- Production

; Consumptzon

%5 aumnme

gement Consutants

primary petrochemical products

13830 795
13071

1388 13071
1837 132
\ 79(5)6

8057
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Figure 3
Breakdown of ethylene production within the EC, 1989

United Kingdom
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Source: Sema Group Management Consultants

Figure 4
Age of natural ethylene units in existence
(Capacity) EC total in 1990: 14 200 tonnes
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Source: Sema Group Management Consultants

Figure 5

Development of propylene supply and demand
(thousand tonnes)
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Propylene The production of propylene
has also increased steadily since 1985: up
6% in 1986, up 7% in 1987, up 9% in 1988,
and up 2% in 1989, reaching 7.9 million
tonnes in 1989 i.e. a capacity use rate of
95%. Refinery production accounts for
around 18% of total production compared
with 72% production by steam cracking.

The EC is a net importer, i.e.

151,000 tonnes in 1989. Consumption,
which reached 8,057,000 tonnes in 1989,
can be broken down into two major seg-
ments: polypropylene (38%) and other inter-
mediate products for a wide variety of
uses, the consumption of which involves
many branches of industry.

The Federal Republic of Germany is the
major EC producer, followed by France
and the Netherlands.

Butadiene Production of butadiene sta-
bilised in 1989 to the same level as 1988,
which was a year of strong growth, to

1.8 million tonnes. This represented 83% of
capacity.

The EC is a net exporter and consumption,
which rose to 1.4 million tonnes in 1989,
is mainly for producing synthesis elas-
tomers (for tyres and industrial rubber).
Benzene Benzene production reached

5.5 million tonnes in 1989, a decline in com-
parison with 1988. The EC is a net impor-
ter: 314,000 tonnes in 1989. This repre-
sented 82% of production capacities. Over
40% of benzene consumption is intended for
the production of plastics (polystyrenes, ABS
resins). Other applications are more varied.
Structure of the industry
The petrochemicals industry is a sphere of
activity performed by large-scale European
or indeed international groups, having al-
ready undergone extensive restructuring

due to the effect of the oil crises and slow-




downs in economic growth which charac-
terised the end of the 1970s and the be-
ginning of the 1980s.

Analysis of the list of the 12 leading world
chemical firms, draws attention to the
presence of 10 EC firms. Amongst these
firms, over half are involved with the pro-
duction of basic and intermediate petro-
chemical materials, since some companies,
such as Rhone Poulenc, have intentionally
withdrawn from the field of basic chemistry.
Among the ten non-EC leaders, Dow
Chemical (United States), and Exxon
(United States), are firmly installed in
Europe in the petrochemicals sphere.
However, this industry is not exclusively
dominated by large firms. There are
10,000 chemical and petrochemical com-
panies in Western Europe producing a turn-
over of 200 billion US dollars. They
employ 2 million people and form the third
largest European industry, making a
massive contribution to balance of trade
assets. Their exported products currently
account for over 18.5 billion US$ in
foreign currency, i.e. the equivalent for
Europe of the combined exports of the
electronics, electrical, car, clothing and tex-
tiles industries.

The petrochemicals industry only accounts
for one share of the activity of these
groups which are, moreover, widely diversi-
fied outside the chemicals sector.

Some of these producers are oil producers
who have chosen to become integrated
downstream, thus guaranteeing the control
of raw materials for the petrochemicals in-
dustry, and, furthermore, finding an outlet
within this integration for the by-products
of refining and a means of improving their
profitability and the added value of their

production.

Figure 6
Breakdown of propylene production within the EC, 1989
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Figure 7

Development of butadiene supply and demand
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Figure 8
Breakdown of butadiene production within the EC, 1989
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Table 3

Proportion of petrochemicals activity in the turnover of the

major European chemical groups, 1989

Companies (country) World Turnover Net Profit Proportion of activities
Ranking (in Million dollars} {in % 89/88) (in Million dollars)  (in % 89/88) involving basic
chemicals in %
Hoechst (BRD) 1 24 414 +12 1133 +8.7 12.0
Bayer (BRD) 2 23 031 +7 1126 +10.8 14.0
BASF (BRD) 3 - 22269 +9.6 1072 +42.9 20.0
ICH{GB}. 4 215857 +12.8 1730 +26.3 19(%)
Ciba-Geigy (CH) 8 12 597 +17 852 +17.5 -
Shell {GB/NL) g 11 902 +5 1589 5 11.6
Rhéne-Poulenc (F) 10 11 440 +11.8 . 641 +184 44(%
Ferruzzi {1} 11 10931 +1.2 842 +73 -
AKZO {NL) 13 B B35 +13 450 +13 48.5(%)
Elf Aquitaine Chimie (F) 14 8820 +18.4 523 +18 25,0
Sandoz (CH) 17 7838 - +23 588 +26 -
Solvay (B) 20 6517 +1.3 424 +10.6 -
{3 Plasties included

3 Alf basic chemistry, specialitias, minerals and fiims
¢} Chemistry total

Source: informations chimile, Sema Broup Management Consultanis

Other producers have developed other

methods of making sure their raw ma-

terials are controlled:

< co-operation agreements with firms in pro-
ducer countries;

< producer countries acquiring direct share-
holding in company capital;

« development of close ties with the oil pro-
ducers.

Restructuring within the petrochemicals

sector has taken some very varied forms

over the last ten years:

< replacing existing businesses;

% partial or total divestment;

“ repurchasing of businesses;

% closure of units.

This restructuring has prompted a reduc-
tion in the number of producers and sites
as well as a shift in emphasis with regard
to certain products. Thus, in the EC in
1990, there were only 19 producers of
ethylene, compared with 25 in 1985. This
restructuring also brought about a 4 mil-
lion tonne reduction in ethylene production
capacities, i.e. 10% of world plants. The
cost of reorganising petrochemical produc-
tion amounted to 10 billion US dollars.
Having benefitted since the mid 1980s
from a favourable economic climate and
falling oil prices, the EC petrochemicals in-
dustry has been able to achieve levels of

profitability which could not have been fore-

seen by manufacturers within the sector.

However, even in 1990, a marked drop in

profit margins was observed.

As far as the geographical breakdown of

the EC ethylene capacity is concerned

(14,200 tonnes in 1990), only 12% is situ-

ated in regions assisted by the EC Com-

mission within the context of the objective.

These regions include:

< Spain: Andalucia, Asturias, Castilla-Leon,

Castilla-La Mancha, Ceuta-Melilla, Valencia,

Extremadure, Galicia, the Canary Islands,

Murcia;

< France: Overseas departments, Corsica;

< Greece: The whole country;

« lreland: The whole country;

Table 4
Development of the structure of ethylene production within the EC since 1980
Number of Operators Number of sites Average Capacityper site Total Capacityper
country
Country 1980 1985 1890 1980 1985 1890 1980 1985 1980 1980 1985 1990
France 8 8 6 8 8 8 305 311 333 2750 2480 2865
BR Deutschland 10 g 9 13 11 8 347 az7 392 4506 3800 3138
fralia ) 5 2 1 6 4 4 241 290 373 1450 1490 1480
United Kingdom 5 4 4 7 5 5 280 286 429 2240 14B0 2145
Nedgiami 4 3 3 6 4 3 448 560 825 2690 2240 2475
Belgique/Balgié/t uxembourg 1 1 3 1 1 1 575 525 560 575 525 560
Hellas 1 1 1 1 1 1 15 15 20 15 15 20
Espafia 3 2 2 3 3 2 363 317 503 1090 950 1005
Portugal 1 1 1 1 1 1 300 300 - 300 300 300 300
EC Total 38 49 30 47 38 33 319 326 415 15616 13090 13798
Source: Sema Group Management Consultants (CHEMEUROP Database)
* ¥
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< ltaly: Abruzzi, Basilicata, Calabria,
Campania, Molise, Puglia, Sicilia;

< Portugal: The whole country;

< United Kingdom: Northern Ireland.

Consequently, 88% of this total ethylene

capacity is situated in developed industrial

zones.

Position of the EC
within the world
petrochemicals industry
The United States leads the petrochemi-
cals field with 31% of world ethylene pro-

duction. The EC accounts for 22% and
Japan 11%.
New producers with available energy re-
sources have emerged on the world
scene, particularly in Southeast Asia,
Brazil and the Middle East. In 1990, the in-
stalled ethylene capacity could be broken
down as shown in figure 11.

Trade trends
The available data concerns the whole
NACE 252 list, and also includes
monomers and intermediate petrochemi-
cals, plastic resins dealt with in the chap-
ter entitled "Plastics” and intermediate
organic chemicals.
The EC is a net exporter, with an extra-
EC balance of trade of 3.3 billion ECU in
1989, down by 30% in comparison with
1988 as a result of a sharp increase in im-
ports.
The major exporting countries (for extra-
EC consignment) are the Federal Republic
of Germany (42% of extra-EC exports), fol-
lowed by the Netherlands (12%), the
United Kingdom (11%), Italy (11%), France
(10%).
The major importers (extra-EC imports)
are the Federal Republic of Germany
(22%), ltaly (16%), France (14%), the

United Kingdom (12%), Belgium and

Figure 9
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Figure 10
Breakdown of benzene production within the EC, 1989
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Figure 11
World breakdown of ethylene capacity,1990
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Table 5§
External trade (NACE 252)

{million ECU) 1980 1985 1986 1987 1988 1989 1990 (M)
Extra-EC imporis 4795 10 205 9107 8218 10982 13377 12 958
Extra-EC exporis 8 860 16 270 13 639 13 470 18 720 16 643 14 648
Net extra-EC exporis 4 180 5975 4 8632 4522 4728 3266 1691
intra-EC imposts 14 844 27 447 28 357 28918 33645 37 691 N/A
('} estimates

Bource; Eurostat

Luxembourg (11%).

The export/import ratio slipped from 1.9 in
1980 to 1.2 in 1989.

Intra-EC trade accounted for 37.7 billion
ECU in 1989, i.e. a 12% increase in com-

parison with 1988.

Analysis of sales by EC producers of petro-

chemical products demonstrates that these
sales could be broken down on average
as follows: 25% on the national market,
25% in Europe, 50% outside Europe.
Employment
The EC petrochemicals industry, including
plastics, employs some 600,000 people.
The surplus production capacities at the
end of the 1970s and the beginning of the
1980s were accompanied by extensive re-
structuring within the industry, especially
during the period 1982-1984 in which the
petrochemicals workforce dwindled by 6%.
From 1984, however, the beginnings of a
recovery in terms of production led to a
stabilisation in employment volumes which
should be sustained in the period 1990-
1991. The petrochemicals industry is heav-
ily automated, with minimal use of labour.

Investments

Two types of investment exist side-by-side:

— the construction of new units;

the improvement of existing units:

o

% elimination of bottlenecks;

<

saving energy;

<

modification of unit flexibility;

&

¥ modification of processes;
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< consideration of environmental protection
and safety objectives.
The major part of investment spending is
aimed at improving productivity, introduc-
ing new products and processes, compute-
rising the operation of production units,
safety and environmental protection.
The petrochemicals industry does not fore-
see any major change in basic techno-
logies, even though it is continuing to
develop its own technologies with the inno-
vation of new processes and products.
Conversely, the industry has given its ap-
proval to considerable efforts as far as en-
vironmental protection policies are
concerned.
Petrochemicals investments account for:
around 10% of investments in the chemi-
cals industry sector;
3% to 4% of petrochemicals turnover.
The growth rate for investments was very
high during the last few years (10% in
1989). A slowdown is anticipated from
1990 onwards.
Research and
development
The manufacturing processes in operation
within the industry range from naphtha
steam cracking, which is the source of
basic petrochemical products, to processes
at the very forefront of scientific research.
Many European producers in the field of
petrochemicals are already involved in

new state-of-the-art technologies such as

* ¥ %
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genetic techniques or the development of
new equipment and industrial compounds.
The share allocated by the chemicals in-
dustry to R & D exceeds the share allo-
cated by all the other industries. Over 8
billion US dollars per year, i.e. around 4%
of turnover, are spent on research and de-
velopment work. In sectors such as pharma-
ceuticals, pesticides and agricultural
fertilizers, investments reach 10% and
12%. These figures must be compared
with the 2% of the Gross National Product
devoted to research by all the European in-
dustries and governments.
Firms which have to face even higher
costs for R&D purposes are restricted to
pursuing their petrochemical operations.
Likewise, an industrial logic lies behind
such integrated operations. Several major
European chemicals and petrochemicals
companies have combined their production
of petrochemical raw materials with their
production of chemical products in order
to keep production costs at their lowest
level and remain competitive at an interna-
tional level.
Products derived from this basic raw ma-
terial will in turn become a raw material
for the manufacture of high-value-added
products.

Development factors
Four main factors affect the development
of the EC petrochemicals industry:

% the price of oil;



< economic growth;
< the parity of the dollar and the economic
policy of the United States;
< environmental protection policy.
The price of oil The petrochemicals sec-
tor is a heavy consumer of oil products. The
proportion of energy-producing materials ac-
counts for most of the production cost of a
cracker. In the mid 1980s, the drop in oil
prices helped re-establish a very satisfactory
margin.
The price of naphtha, which follows the
price of a barrel, more than doubled dur-
ing the summer of 1990, jumping from
150 US dollars to 400 US dollars per
tonne, before stabilisingrat around 300 US
dollars.
This tariff inflation, which was very slightly
toned down by the fall of the dollar, repre-
sents a serious threat to petrochemical
margins, insofar as firms do not want to
suffer excessively harsh repercussions
from these tariff increases.
For manufacturers within the sector, it is
now vital that demand for basic chemical
products should not tail off in the future
and, therefore, that the world economy
should not dry up. Current investments
should actually help shift the capacity of
ethylene from 15 million tonnes to around
20 million tonnes in 1994, i.e. an increase
of 21%, and should magnify surplus produc-
tion capacities to the same extent in the
event of a crisis.
However, there is a risk that ethylene and
its derivatives produced in new installation-
s in the Gulf could arrive on EC markets
to unbalance this Community industry dur-
ing it restructuring phase. This would
mean a deterioration in market conditions
for those companies which, in Europe,

have just borne the costs and sacrifices of

0 (million tonnes)

Figure 12
European and world ethylene situation
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Figure 13
Development of the price of ethylene and naphtha
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factory closures in order to stabilise the
EC market.

This very growth should again lend a
more marked competitive advantage to
countries with available oil and gas re-

sources, and could bring about a profound
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alteration in terms of supply structure and
competitive positioning. EC firms could be
prompted to take a more active role in pro-
jects involving new producers, to enhance
resources which, up to now, could not be

economically exploited, and improve their
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Expansion of ethylene capacities anticipated within the EC

Table 6

Companies Sitres Exira capacity Start Date Future capacity %
(in tonnes/year) (in Miltion tonnes) {Basic 1989)
Finaneste {joint venture
Pétrofina 65%/MNesta Oy 35%) Antwerp (B) 450 000 1991 N/A N/A
Erdéichemie (joint venture
BP/Bayer) Dormagen (FRG) 240 000 1991 15790 + 4.6
Exxon/Shell Mossmoran {UK) 250 000 1982 N7A N/A
British Petroleum Grangemouth (UK} 330 000 1892 N/A N/A
Veba Gelsenkirchen (FRG}) 440 000 1992 N/A N/A
Enichem Brindisi () 350 000 1692 17 160 +13
BASF Antwerp (B} 800 000 1993 N/A N/A
Repsol Cartagena (E) 500 000 1884 18 260 +21

Bource: CCE (= Comité Centrale d’'Entreprise - Central Business Commitee) Elyséas Bourse and Ministry of Industry

competitiveness (concentration, specialisa-
tion, market control).

In order to maintain their competitiveness
on traditional markets, EC petrochemicals
firms will have to keep control of the EC
single market (integration) and offer resist-
ance in respect of export markets (plants,
acquisitions, agreements).

Economic growth Petrochemical pro-
ducers dread a slowdown of the world econ-
omy much more than an explosion in the
price of crude oil. It is difficult to predict the
development of demand for basic chemical
products over the next five years, especially
when new surplus production capacities are
emerging.

Petrochemical producers dread once again
finding themselves caught between surplus
production on one side and a lifeless mar-
ket on the other.

Surplus production capacities are a very
real danger; around 700,000 extra tonnes
of ethylene will arrive in Europe with the
advent, in 1991, of the new Finaneste

steam cracker in Antwerp (Pétrofina-Neste

8-80

Oy) and a new unit in Germany
(BP-Bayer). Many doubt the possibility of
recouping such investments. At present, a
500,000 tonne steam cracker represents
an investment of 4 to 5 billion FF. It is
vital for this machine to run at 80% of its
capacity and provide good margins to
cover the price of raw materials and, more
especially, to pay off the fixed charges,
around 500 million FF per year.

Parity of the dollar Variations in the dol-
lar since 1983 have been universally favour-
able to the European petrochemicals indus-
try (fall in supply costs, fall in the cost of bor-
rowing quoted in dollars, non-immediate side-
effects of these falling costs on sales
prices), except for countries which are very
heavy exporters or European groups which
are firmly established in the United States.
Environmental protection

The chemicals sector is the prime branch
of industry as far as pollution and risks
are concerned.

The development of environmental protec-

tion policies has been an influential ele-
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ment in stimulating innovation and competi-

tiveness for the industries.

Pollution by the petrochemicals industry

has greatly diminished over the last

15 years, thanks to various activities:

— the shutdown of former plants the perfor-
mance levels of which, including perfor-
mance in terms of preventing pollution,
were unsatisfactory;

— modifications applied to processes to
make them less pollutive;

— effluent processing plants set up down-
stream from pollutive units;

— the replacement of former units with units
using clean technologies.

The concept of clean technology is very

closely related to the concept of new

units, because today, as far as possible,
only clean units are built, and this concept
is imposed from the research stages and
through to the development of the process.

Even if the reduction of pollution at source

does not completely remove a processing

plant at the end of the pipe, the running

costs for this unit will be greatly reduced



due to the fact that there is less discharge
and fewer pollutants to process.
Furthermore, some synthesis products, by
their very nature, cannot be clean: thus
the manufacture of propylene oxide using
chlorhydrin in which all the chlorine used re-
emerges in the form of salt or dichloropro-
pane, and not propylene oxide.
This process is currently being phased
out, just as the same process using chlor-
hydrin for the manufacture of ethylene
oxide has already disappeared, replaced
by direct oxidisation of the ethylene on a
catalyst in a fixed bed, which is a more ef-
fective method.
The search for VOCs (volatile organic com-
pounds) is a new concern which must be
resolved by equipping loading/unload-
ing/storage plants with steam recovery sys-
tems.

Outlook
In the coming decade, petrochemical firms
will attempt to consolidate their position
within a sector where they already hold a
dominant position, rationalise their busi-
ness activities by giving up secondary sec-
tors and, ultimately, adopt a more global
approach by implementing an overall pro-
duction and marketing strategy.
Figure 14 shows that profitability levels
are recovering and reaching a more "nor-
mal" level, although a drop was recorded
after a considerable peak period in 1989.
It clearly seems that the petrochemicals in-
dustry will not undergo any new crisis simi-
lar to that of 1982 - moreover it is unlikely
that the same situation will be repeated in
the future.
The two major factors which will influence
the petrochemicals industry in western
Europe between now and the end of the

present decade are most certainly the

Figure 14
Petrochemicals and polymers
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price of crude oil and the environment.
Other factors obviously come into consider-
ation, but these will have only a limited im-
pact:

% The implementation of the single market

in 1992 will have little influence on petro-
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chemical products;

< The unification of Germany is a fait ac-
compli. The other Eastern European coun-
tries and the USSR will have a negli-
geable effect between now and the year

2000:
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% Some chains of effect could occur in
Asian countries insofar as countries cur-
rently exporting in Asia will turn their ef-
forts towards Europe.

However, the potential impact will be

limited, given that Southeast Asia will con-

tinue to be the region with the strongest
growth rate.

The environment will probably be the only

factor to play a key role in the restructur-

ing of the industry during the coming de-
cade. The problem of plastic waste is the
subject of growing interest, an area in
which the Federal Republic of Germany
has already implemented strict legislation
and for which an EC directive is being pre-

pared. These steps require increased le-
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vels of recycling for plastic waste after

use. The effect on the crude polymers mar-
ket will be quite considerable.

Some firms will continue to reduce their ac-
tivities based on the petrochemical pro-
ducts currently in use and turn towards
sectors with potential for increased produc-
tivity. In fact, primary petrochemical pro-
ducts (olefins and aromatic hydrocarbons)
as well as the basic derivatives scarcely
benefit from a universal approach. These
companies could reduce their involvement
in the basic petrochemical products sector.
Their market shares would then fall into
the hands of integrated oil companies.

This trend has been observed for some

time and there are several genuine chemi-

cal firms with interests in basic petrochem-
istry such as the major German com-
panies and Dow.

The health of the petrochemicals industry
for the present decade will depend on the
degree of utilisation of plants (cf. figure
15). It is therefore essential for petrochemi-
cal firms all to avoid investing simulta-
neously in new production capacities as

soon as market prospects will allow.

Written by: Sema Group Management
Consultants

The industry is represented at Community level
by:

CEFIC: Conseil européen de I'industrie chimique
= European Council for the Chemicals Industry
Address: 250, avenue Louise, P.O. Box 71, B-
1000 Brussels; tel: (32 2) 640 20 95.
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