MARKETS & EcoNnomy

Rethinking Carbon

How Europe’s Chemical Companies Can Win their Commercial Future

The European Chemical industry is facing a triple threat: Inflation,

recession, and energy crisis. As a consequence, chemical companies

are beginning to shift production and investments to North America

or China. How can this be reconciled with the goal of maintaining

production and jobs in Europe in the long term?

According to a recent Simon-Kucher
panel study, environmental sustainabil-
ity is now the priority for executives in
the European chemical industry. How
a company makes the transition from
fossil fuels and feedstocks to alterna-
tive sources will determine its finan-
cial viability, competitive advantages,
and ability to back up its sustainabil-
ity claims with tangible improvements.

Rethinking carbon is not only
an innovation challenge, but also a
marketing challenge. Innovation will
require time, engineering capacity,
and top talent to shift companies away
from an asset base that consumes too
much expensive energy and emits too
much carbon. Successful marketing
will require strong value propositions
anchored in quantifiable claims rather
than high-level promises.

Four Actions that Leaders
Need to Take

Leaders in the chemical industry
should initiate these four actions as
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they rethink the role of carbon in their
business.

1. Pursue the green price premium
as long as it exists

High premiums still exist for first
movers to capitalize on in sustainable
growth markets, as shown in fig. 1. Our
experience determines that a premium
of 20% is a reasonable target; up to
30% is also feasible in urgent situa-
tions.

The opportunity of achieving these
premiums to diminish rapidly after the
early maturity stage, as green becomes
the new standard.

However, the positive effects of
moving first extend beyond the purely
financial advantages and flows toward
innovation. The faster and better the
upstream companies can innovate,
the more opportunities their custom-
ers will have to innovate as well. This
creates a vast opportunity for compa-
nies with the talent, infrastructure,
and traditional expertise
to assume the role
of technologi-

cal leadership. Germany, for example,
has advantages in human capital that
can outweigh current disadvantages
such as access to reliable clean energy.

Energy-intensive production of fos-
sil-based chemical commodities may
continue to move to North America,
the Middle East, or Asia. But Euro-
pean companies can still maintain
their advantages in the development
and production of innovative chemi-
cals and materials.

2. Translate engineering perfor-
mance into superior perceived
value for customers
Enhancing lifecycle value propositions
is a top priority requiring concrete and
ambitious targets for physical emission
reductions (Scope 1,2,3) and beyond.
Top managers plan to allocate
around 20% of their time to drive R&D
and investments. In contrast, they are
spending less than 15% of their time
on pure brand marketing campaigns.
This reflects the idea that custom-
ers and consumers want actions with
quantifiable impact rather than high-
level messages that raise the risk of
greenwashing. So, having a strong
value proposition is more essential
than ever, but it should be anchored
in quantifiable claims rather than
bold, high-level promises. This means
educating customers on
carbon footprints
and emissions
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savings rather than making general
claims.

A leading aluminum producer
wanted to strengthen its value prop-
osition and asked customers which
dimensions of sustainability were
important and which were hygiene
factors.

Certifications, claims of social
responsibility, and geographical prox-
imity of suppliers play a less import-
ant role for customers than informa-
tion on how much renewable energy
and how much recycled aluminum the
company uses.

Managers also expect to spend
about a third of their time on establish-
ing a transparent, trustworthy chain of
custody of material and reduce their
own Scope 3 emissions through alter-
native, low-carbon feedstocks. Beyond
increasing operational flexibility, they
will focus over 40% of their time on
value chain reconfiguration and feed-
stock transformation.

3. Capitalize on the synergies from
sustainability and digitalization
Digitalization has always had the
immense potential to enable cost sav-
ings and drive revenue growth. Sus-
tainability will not supersede digitali-
zation. In fact, digitalization will play
an essential role in helping companies
communicate transparently on emis-
sions and collaborate with custom-
ers and suppliers on sustainability
objectives.

Let’s look at two examples of the
synergies of sustainability and digita-
lization:

m Enabling cost savings: Several Ger-
man automakers have formed a
new cloud-based platform called
Catena-X to help reduce CO, emis-
sions and make resource consump-
tion more efficient. The platform will
use a digital supply chain to deter-
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Success factor #5: Use the first mover price advantage to support coverage of

your investment costs

Price premium and market penetration

Price premium
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Fig. 1: Price premiums create a strong incentive for chemical companies to act now.

mine the CO, emissions in the pro-
duction of a vehicle.

m Driving revenue growth: Some 88%
of participants believe that trans-
forming to a more data-driven busi-
ness will enable their company to
capture revenue growth opportuni-
ties. One example is metals company
Klockner’s ability to precisely calcu-
late product carbon footprint and
document tangible CO, reductions.
Customers can incorporate the emis-
sions data and comply with regula-
tory requirements, measuring their
own sustainability targets.

The rationale is that increased visibil-
ity and communication make it eas-
ier for chemical companies to do busi-
ness with their customers. Around 74%
of the respondents observe that cus-
tomers are increasingly expecting a
more digital and more seamless buy-
ing experience.

4. Achieve energy security
and diversity
Electricity prices have remained per-
sistently high in Germany throughout
spring 2023. While many companies can
tolerate prices that are higher than his-
torical average, these increased prices
may do much more than suppress
short-term profits. They can also act as
a brake on the long-term investments
the chemical sector in Germany and
other European countries urgently need.
In a press release in May, Lanxess
CEO Matthias Zachert stressed the
importance of “competitive energy
prices” as well as faster approval pro-
cedures, better infrastructure, and an

industry-friendly attitude. Emphasizing
the prevailing conditions in Germany,
Zachert added that “[if] we want our
home country to be able to compete
internationally in the future, we have
to act now. Create the right framework
conditions now. Only then can we as
an industry also make a powerful con-
tribution to maintaining our nation’s
prosperity.”

Sufficient, reliable, affordable,
and stable supplies of electricity and
hydrogen from renewable sources will
underpin the economic transition to
new carbon platforms. Energy secu-
rity and diversity are ways for Euro-
pean suppliers to increase resilience
and to confidently make the first moves
to finance their green transition and
meet customer demands.

Volatile supply dynamics are
expected to accelerate the push to diver-
sify energy sources—and toward renew-
ables in particular—faster than regula-
tory frameworks will require. In other
words, the accelerated shift becomes a
source of competitive advantage and not
merely a compliance obligation.

The Time to Act Is Now

There’s never been a more apt time to
act than now when the chemical indus-
try is reeling under the triple threat of
inflation, recession, and energy crisis.
Executives recognize that accelerat-
ing the green transition can become
a “win-win-win” opportunity to meet
new demand, increase resilience, and
improve margins. It is about accelerat-
ing growth and mitigating cost risks at
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Success factor #1: Drive for a common definition in your value chain
to build credibility in competing for the sustainable customer

Example Meatals: Definition of sustainable aluminum

Usze of renewable snergy
Share of recycled aluminum

Transparent disclosure of CO, emissions
Sustainability of the supplier

Social responsibility of the company

Full transparency on billet origin
Geographical proximity of the supplier
Certifications in place (e.g., ASI)
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Fig. 2: Fact-based value propositions build trust.

the same time.In other words, waiting
is not an option.

As BASF CEO Martin Brudermdiller
said in an interview with the German
newspaper Handelsblatt, “Protecting
the environment affects each and every
one of us. It is clear what is happening
and there is not much time left. And
that is a huge opportunity.”
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SOURCING. HANDLING. DELIVERY.
BROUGHT TOGETHER BY ONE PARTNER.

Over 20.000 customers worldwide trust us as their single-
source partner for the safe and needs-based distribution

for all their chemical needs.
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Find out more on our website hugohaeffner.com
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