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UK CHEMICAL SUPPLY CHAIN — KEY ISSUES
aftermath of the Covid-19 pandemic; the unresolved trading and regulatory issues surrounding Brexit;
Together, they provide a perfect storm for the UK

Dear Minister
This note outlines the key issues currently facing the UK’s chemical supply chain: the
CBA believes their potential cumulative impact should guide the UK Government’s

(1)
and the imminent prospect of a recession.
For the UK, chemicals remain a strategic business sector supplying most of the manufacturing

economy.
industrial strategy.

and process industries with essential raw materials. The migration of many chemical manufacturing
assets to Asia and elsewhere in recent years has only served to increase the importance of the UK

supply chain to be able to service with resilience the increasing demand for key chemical components

(2)
from manufacturing and process businesses and to support research and development.

Covid-19

(3) Given the international character of chemical supply chains, emerging from the Covid-19 lock

down will be gradual as overseas economies go through a similar process. It follows that it may take
some time for many chemical companies to resume efficient operations and return the supply chain

to some semblence of normality.

Allowing furloughed employees to return on a part-time basis will assist this process. Co-
ordination with support services such as childcare and schooling will be essential.

(4)
CBA’s informal analysis of current working patterns shows that around 90% of distribution

personnel, as key workers, have continued to work throughout the Covid-19 emergency and about
25% of support staff — sales, accounts, administration and so on have, where possible, been working

(5)
from home. Firms are braced for this pattern to continue.

The UK’s independent supply chain largely consists of smaller companies that are mostly self-
funding and display an antipathy to debt. A recent CBA survey showed that only 29% of its members
intended applying for Covid-19 finance. Nevertheless, cash flow and credit terms are critical given the

(6)

international nature of supply chains.
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(7) In addition, CBA’s latest Supply Chain Trends Survey (March 2020) revealed that the outlook
for future sales margins for CBA member companies was negative and was forecast to show a further
7% decline over the next three months.

(8) CBA is continuing to monitor and report emerging supply chain shortages.

(9) Summary — The decompression process from Covid-19 will be gradual and involve occasional
bottlenecks. No widespread shortages (other than Covid-19 materials, such as alcohol for hand
sanitisers) are currently present in the UK supply chain. However significant shortages will almost
certainly emerge once the pent-up demand in the supply chain is released even with a gradual
emergence from the lock-down.

Brexit — Market Access

(10)  The European Union (EU) is the destination for 60% of the UK’s chemical exports and the
source of 70% of the UK’s chemical imports. It follows that the UK chemical sector requires continued
market access and frictionless trade with the EU.

(112) For almost all worldwide markets, access depends on regulatory compliance. Compliance
cannot be negotiated away. It represents a legislated standard for consumer protection, human
safety, and environmental management. The level of that compliance is set by the authorities in the
specific market and is non-negotiable. Failure to comply is a barrier to market access. Without market
access there can be no trade.

(12) As the UK Government has made it clear that it has no intention of achieving regulatory
alignment with the EU in relation to chemicals, CBA has therefore advised its member companies to
protect their corporate interests and pursue the following options — before the transition period ends
— to secure continued EU market access.

. Use an existing subsidiary or create a new one in the EU and transfer any EU REACH
registrations to that subsidiary.

. Establish a partnership with a company in the EU and transfer any EU REACH registrations to
that company.

. Support CBA’s plan to create or contract with a collective Only Representative entity in the EU
for member companies.

(13) Summary - The inevitable outcome of these options will be a significant (though currently
unquantifiable) loss of income to the UK Exchequer and a loss of employment. But it does ensure UK
manufacturing continues to have supplies of the key chemicals it needs.

Brexit — UK REACH

(14)  CBAsupports the UK negotiating access to the ECHA database. This enables continuing safety,
health, and environmental standards, avoids multiple registrations for the same substance, the
duplication of databases, and avoids the need for further animal testing. Article 120 of the EU REACH
legislation provides a regulatory basis for this proposal as it envisages a co-operative third country
relationship to achieve an improved regulatory framework for chemicals.

(15)  The current plan to impose a fee structure for UK REACH broadly similar to that charged by
the European Chemicals Agency (ECHA) is unsustainable on cost-benefit terms given the relative size
of the UK market for chemicals. Imposing this additional cost burden on an industry struggling to
emerge from the Covid-19 pandemic is indefensible, unwarranted and disproportionate.



(16) At the proposed level of fees, many EU chemical companies may consider the UK market is
too small for their products to be commercially viable and will simply withdraw them from the market.
This will reduce the number of key chemicals available to UK manufacturers and process industries.

(17)  The two-year target for the UK REACH entity to acquire all the relevant testing data on UK
products is unrealistic. The EU’s REACH regime took ten years to implement (2008 to 2018) and was
not implemented in the aftermath of a global pandemic.

(18)  Summary — If the UK fails to gain access to the ECHA database and the crucial testing data it
contains, it will further weaken, perhaps fatally, the Government’s plans for a regulatory framework
for chemicals. The proposed level of fees for UK REACH is opposed by every sector of the UK industry
and should be urgently reconsidered as should the implementation timescale.

Economic Outlook

(19)  There is unanimity among economists that, in GDP terms, the UK economy faces a decline of
between 10% and 20% in the second quarter of 2020 and the forecasts for the rest of the year are
equally negative. The UK economy like many of its current and potential trading partners will suffer a
major shock as it emerges from Covid-19.

(20) But unlike many of its trading partners, the UK economy is scheduled for a double whammy
in the form of the Brexit deadline of 31 December 2020. Little progress seems to be being made in
negotiating a trade deal with the European Union. Trade deals with other countries are on hold as
the resources of the UK Department of Trade have been focused on sourcing protective equipment
for the NHS.

(21)  The UK chemical supply chain no longer has the financial resources to engage in a stock
building operation as was the case with previous Brexit deadlines. It faces the prospect of losing access
to the EU as a growth market and as a key source for chemical materials.

(22)  Summary — The UK has suffered the full impact of Covid-19. In economic and social terms, it
will take time to recover. The prospect of a No Deal Brexit compounds business uncertainty and the
Government’s implacable opposition to an extension to the transition period, even if offered, may fail
to meet the needs of UK business.

Conclusion

(23)  The immediate imperative for Government is the effective management of the Covid-19
pandemic. The chemical supply chain has deployed resources to help combat the virus and, thankfully,
we seem to have passed the point of peak infection. But there are other issues that will soon demand
Government’s attention.

(24)  Arecession appears inevitable. What shape this takes (‘L’, ‘U’, or ‘V’) and its duration will have
a major impact on the chemical supply chain and the wider economy. This coming recession will take
place with many companies in a weakened state, having endured reduced sales for around six months.

(25) It is understandable why the business community views the potential outcome of Brexit
negotiations with foreboding. Ruling out regulatory alignment has effectively denied the chemical
sector access to growth EU markets. Rejecting an extension to the transition period out of hand
increases the risk of a No Deal exit from the EU. Politics appears to have trumped pragmatism unless
a deal can be secured within the astonishingly short time remaining.



(26)  CBA believes that the pragmatic approach would be to keep an extension of the Brexit
transition period as an option with a final decision taken dependent on both Covid-19 decompression
and the progress made on an UK/EU Free Trade Agreement.

About the CBA
(27) CBA represents the independent chemical supply chain. Its membership includes distributors,
traders, warehouse operators, along with logistics and transport companies. CBA’s members, the
majority of which are SMEs, are the main industry interface with thousands of UK downstream
chemical users.

(28) CBA member companies have an annual tunrover of £2.75 billion and employ more than 8,700
people distributing, packing, and blending key chemical components and services to virtually every
sector of the UK economy. CBA’s logistics member companies handle more than four million tonnes
of chemicals annually.

Yours sincerely
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Peter Newport
Chief Executive



