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Project Code : RDG4930012

Project Title : The impact assessment of REACH on the supply chain of Thailand’s
export industries and recommendations

Inveatigators : Lohsomboon P.1 ,Boonyananth S.1 , Suksuart M.1 , Sathapanikkul IVI.1 .
Le‘::ksiwilai.1 , Palapleevalya P.z, Gomenthai J.2, Sinsuwannakul K.2 .
Sutummakid N.3

email address :  pongvipa@tei.or.th

Project Duration : March 2006 — March 2007

The s;cudy project on “The impact assessment of REACH on the supply chain of
Thailand’s export industries and recommendations” aims to determine the scale of the
impacts on the business sector in the supply chain of the target industries, namely, Textiles,
Rubber Glove and Standard Thai Rubber 20 (STR20) industries. It also aims to assess the
impacts on the macroeconomic situation as well as to assess the competitiveness of the
targeted industries in EU and other markets. The methodology is to use case studies of pilot
factories and to exchange opinions within the Working Group consisting key representatives
from relating agencies. The study team then provides recommendations responding to the

REACH accordingly.

The study found that an implementation of REACH might affect the manufacturers in
the aspect of the production cost, specifically, the expense of the chemicals and of the
marketing cost for exporting to European countries. This marketing expense includes
registration fees and cost on an establishment of the information system under the REACH.
Not only that the scale of irljpacts depends on the proportion of chemical expense in the cost
stri.lctﬁre of such industry, it also depends on the volume of chemicals used especially those

regarded as Specialty or Fine Chemicals or Preparation.

With regard to the cost structure of the Textile industry, namely, dyeing and printing
industry (from cotton and synthetic fiber), it was found that the REACH might increase the cost of

1 2 3
Thailand Environment institute, Thailand Textile Instiute, Faculty of Economic, Thammasat University.



chemicals. The acceptance rate is not more than 10-15% of the chemicals cost, accounting for 3-
6 % of the total cost. Hence, it can be estimated that the expenditure will increase at

approximately 121.065 and 136.5 million baht per year for the fabrics and garment exported to

the EU, respectively.

In the case of Rubber Glove industry and STR 20, the study found that the cost of
chemicals might also be higher. The acceptance rate is not more than 5-10% of the cherpicals
cost, accounting for 0.25-0.5% of the total cost. Consequently, it can be estimated that the
expenditure will increase at approximately 12.7855 and 7.00875 million baht per year for the

rubber gloves and STR 20 exported to the EU, respectively.

With regard to Thailand’s readiness for the REACH regulation, it was found that Thailand
has no core agency to provide technical information, knowledge and technology to product
manufacturers. There is no testing laboratory to analyse chemical residues and certify
products at the international standard level. Furthermore, the target industries still lack of
potentiality in product’s research and development. There is no adequate information sharing
between manufacturers and downsteam users of the chemicals especially in case of small
enterprises. Nevertheless, the manufacturers are likely to adjust their operations in comply
with the REACH regulation since the export value to the EU market is still high and has
promising trends. Moreover, these industries already had experiences in capacity building or

self- adjﬁstment responding to the similar trade measures in the past.

Consequently, Thailand shall prepare measures responding to the REACH in 4
aspects including 1) determination of the core Agency, 2) capacity building and enhancement
of competitiveness of the product manufacturers through information dissemination and
provision of relevant data, 3) development of domestic testing centers and laboratories to
have acceptable testing standards, and 4) determination of other active approaches such as
an enactment of legislation similar to the REACH 'regulation in order .to protect Thai
consumers, society and the environment from the influx of undér-standard products. This will
also prevent Thailand to become a manufacturing base of the products that still use

hazardous chemicals.

Keywords : Registartion Evaluation and Authorization of Chemical {(REACH), Chemical
Management, Textile Industry, Natural Rubber Industry
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Final report on “The impact assessment of REACH on the supply chain of Thailand’s export industries and recommendations

Executive Summary

The project on “The impact assessment of REACH on the supply chain of
Thailand’s export industries and recommendations” is the study aiming to assess the
scale of the impacts on the business sector in the supply chain of the target industries and
their decision alternatives, to assess the status of Thai exporters for EU and other
markets, as well as to assess the competitiveness of the targeted industries in EU and
other markets after an implementation of the REACH system. These include the supply
chain of Thailand textiles industry and that of natural rubber industry, specifically, Rubber
Glove industry and the Standard Thai Rubber 20 (STR20) industry.

‘Methodology

The study team assesses the impact of REACH on the target industries
including exporters to European and non-European markets in 2 aspects, namely 1)
Impact on internal cost of the exporters and 2) Impact on the competitiveness of the
industry. The study team uses the real-life case studies of pilot factories and exchanges
opinions within the Working Group consisting key representatives from relating agencies.
The study emphasizes on the adjustment with real-life scenarios of the companies,
namely, once they were pressured from their trade counterparts to enter into the REACH

system, 2 major decisions are likely to be made:

1) Group A: companies are in the supply chain that exports mainly to
European countries and facing with high business pressure; therefore, they must adjust
themselves to survive in the new situation. The study team forecasts that their decisions

once confronting with REACH might be in 2 major scenarios:

Group A-1: enfer into the trading under the conditions of REACH. These
companies are in the supply chain that must enter into REACH system but lack of
readiness and/or ability to improve their products or production process to be exempted
from REACH. Consequently, they must have information on chemical safety in the goods

and other information to be able to response to their trade counterparts in the REACH

system.

Group A-2: adjust their organizations to reduce the impacts of REACH.
These business owners are ready internally to develop goods or production process ta

become highly safe that no need to response to the REACH system directly.
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2) Group B: Avoid the EU market. These suppliers lack of readiness and
confident or have limitations to enter into the REACH system, while they are ready to sell their
products outside the EU market. Hence, their decisions are to neglect the EU market, to
expand their product sell in domestic market and to find new export markets outside the EU

with low import restrictions.

The study team then selected pifot factories, visited the plants to arrange the
meeting for establishing the working group for each factory, informed the scope of the
operation and designed the operationa! plan. Furthermore, it surveyed and collected
preliminary information on production process and chemicals usages including type,
volume and how the chemicais were used in order to assess the chemical
hazardousness. The information also be used for develop the products without use of
hazard chemicals and to arrange the list of chemical usage in the factory. The study team
also analyzed the information on volume of chemical usage and prioritized the problem on
chemical usages to identify the chemical residues in the products and to identify the
guideline on improvement of chemical usage in the factory. In addition, the study team
arranged the training workshop on risk management from the chemical usage as a
preliminary approach for chemicals management. Furthermore several seminars were
held such as a seminar io survey opinions of target industries to evaluate impacts and
identify alternatives on improvement of chemical usage and to forecast the decision trends
of the target industries. The study team arranged a seminar to survey opinions of target
industries to identify their competitiveness in exporting goods to the EU under the REACH

system,

Outcome of the Stud_;j- _ Wik i, .- 3 A -JI:'-: [

1. Chemical substances under the Restrictions

Under the REACH system, the importers of chemicals into the EU are required to
declare information on key substances in the articles to the Agency as well as to
downstream users. For all substances with very high concern contained in a list of
substances for authorization and those could be exposed into environment of more than 1
ton per year, the safety information must be notified to the Agency as well. Furthermore,
REACH has limitations on the use of substances that might cause risks on human health
and the environment. The EU member states might request further information from

industry for the purpose of substance evaluation. The study found that severai chemical
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substances under this category fall into the Specialty Chemicals or Fine Chemicals which
are the substances that manufacturers in EU are interesting to enhance their
competitiveness due to the high research and development cost. Therefore, the
manufacturers of products that use these chemicals shall be able to determine on which
chemicals groups that Thailand’s target industries, as exporters, must emphasize. The
chemicals that are likely to be limited their usage is in the Textile and Rubber Glove

industries, which tan be summarized as followed:

11 Possible Restricted chemical substances in Textile Industry

The supply chain of the textile industry inc!udeé fiper manufacturing,
spinning, weavihg, bleaching, dyeing and fabric printing. It is likely that bleaching, dyeing
and fabric printing industries will receive high impacts from this system. Several chemical
substances used during the dyeing, printing, and finishing processes might be in the
restricted category such as Nonyl Phenol Ethoxalate (NPEQ), Brominated Flame
Retardant and Quaternary Ammonium Compound. These chemicals are in the suspicious
lists of chemicals that generate risks on human health and the environment. Several

European countries have already studied and developed substitute substances.

The study of the production process and chemical usages of the pilot
factories found only some of chemicals substances and found no high concern

substances.

1.2 Possible Restricted chemical substances in Rubber Glove Industry

Some of the EU countries found that manufacturing of rubber gloves might
involve risks from chemical substances which can be categorize into 3 groups, namely, 1)
Substances that might generate Nitrosoamine which is a carcinbgenic substance such as
Tetramethylthiuram (TMTD). The substituie agent has been sold already in the European
market; therefore, it is very possible that this chemicals will be restricted in the future; 2) catalytic
agents and imtants such as ZMBT. This chemicals can be controlled and reduced during
the production process, hence the ‘effect might be controlled if the manufacturer has
developed appropriate measures; and 3) zinc-containing agents and present in the
garbage that might effect the environment during the disposal process such as Zinc Oxide
{ZnQ). There is stili no conclusion on the economic worthiness of the use of substitute agent.
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1.3  Possible Restricted chemical substances in STR 20 Industry

The STR 20 industry uses few typ'es of chemical in its production process.
Majority of chemicals used does not present in the products such as Sodium Hydroxide is
used for the cleaning of the rubber container. Consequently, manufactures of STR 20 for
export to EU market have very low risk in the limitation of chemical usage.

2. Impacts of REACH system to industries and Thailand

The Registration, Authorization, and Restrictions elements will affect the whole
supply chain as well as manufacturers and importers of the chemicals.

2.1 Impacts on Production Cost

The study found that the implementation of REACH might affect the
manufacturers of products which use more expensive chemicals during the production
process. These impacts are the production cost (the expense of the chehiCaIs), and the
marketing cost for exporting to European countries. This marketing expense includes the
registration fee and the cost on establishment of the information system under the
REACH, which has not yet been clearly identified.

The scale of this impact depends on the proportion of cherical expense in
the cost structure of such industry. In addition, it also depends on the category of such
chemical substances such as Specialty or Fine Chemicals or Preparation which have high
R&D cost, or Basic Chemicals. The chemicals fall into the Specialty or Fine Chemicals are
those found in the following industries: dyeing, rubber, plastic, cosmetic and pharmaceutical .
industry.

2.2 Impacts on Administration and Management

The REACH system might require the industrial sector to. enhance its risk
management system due to the product delivery under the REACH conditions. This will
indirectly increase the cost in controlling, decreasing and warranty of risks.

Under the REACH system, the exporters must prepare the safety information
and risk prevention procedures for the use of chemical substances. This involves the
information system management and capacity building for effective risk management of the

chemical usage.
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2.3 Other impacts

The application of the new chemicals regulation by the EU might induce the
relocation of the production base to other countries where the legislation is more relax such as
into Thailand. This will affect social and environment impacts in the future since hazardous
substances will be released and accumulated into the air, land, and water resources.

Nevertheless, if the REACH can improve the EU's environment and the
general public has less risk on the carcinogenic substances according to the goal of this
system, Thailand as being an exporter will also benefit from this regulation. Since the use
of hazardous chemicals in the production process will be reduced, Thailand’s environment
will improve. Though this benefit will involve higher costs (at least 277 million baht per
year), it will save the government budgets in conservation of air; soil, and water resources
and environmental treatments (calculated from the budget of Pollution Control Department
and Department of Environmental Quality Promotion). Furthermore, it will improve the
public health of the Thai population {presently, this information could not been financially

evaluated).

3. Analysis of Industrial Structure
31 Textile Industry

Thai weaving and knitting industries produce for export at 30%. Fabrics
made from cotton and synthetic fiber were exported at approximately 0.6-0.9 billion US
dollar per year, among these, 120-180 million US dollars were exported to European
Union. In the past 10 years starting from 1997 A.D. the unit price of fabric in the world
market has decreased substantially from approximately 9 US dollar to 6 US dollar per
kilogram. Hence, it was the major factor accounting for decreasing in the export value.
Compared with the unit price of fabric exported to the world market, the fabric exported to
European Union received higher unit price for approximately 0.5 US dollar per kilogram.

Even though Thai fabric manufacturers have higher negotiating power
than domestic consumers, they have no monopolistic power in price determination due to
the excessive numbers of manufacturers. Export intensity to European market is the
highest among export markets; however, the export intensity of fabric made from cotton
and synthetic fiber to the EU is less than that of to Japan, United States, and Asean-9
markets. Therefore, it could infer that importation of Thai fabrics by the EU is less
important than importation from other countries. This might be a result of trade barriers
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determined by the EU market that aim to liberate trades among the member countries.
The REACH system, consequently, could generate a severe impact to exportation of Thai
fabric to the EU, especially to those exporters who rely solely on the EU as their single

market.

3.2 Rubber Glove Industry

In the past 10 years, Thailand has exported rubber gloves at 94%. Though
both export values and volumes have upward increasing trend, the unit price has
decreased continuously. In other words, the increasing in value and price was directly
resulted from the export volume.

Domestic rubber glove manufacturers have less negotiation power than
domestic gonsumefs due to excessive production capacities. Export intenéity of rubber
glove to the EU market is less than that of to the Japan and USA markets. The REACH
system will affect to those who export wholly to the EU market.

4. Impact of REACH in term of cost structure

Analysis on the impact of REACH in term of expenditure incurred by business owners
“in Textile industry, namely, dyeing and printing industries (from cofton and synthetic;ﬁber)
found that the cost of chemicals might be higher. The acceptance rate is not more than 10-
15% of the chemicals cost, accounting for 3-6 % of the total cost. Hence, it can be estimated
that the expenditure will increase at approximately 121.065 million_baht per vear for the

fabrics exported to the EU, and at approximately 136.5 million baht per vear for garments

exported to the EU. It shall be noted that such estimated values are the minimum.

Analysis on the impact of REACH in term of expenditure incurred by business
owners in Rubber glove industry and STR 20 found that the cost of chemicals might also be
higher. The acceptance rate is not more than 5-10% of the chemicals cost,- accounting for

.0.25-0.5% of the total cost. Hence, it can be estimated that the expenditure will increase at
approximately 12.7855 million baht per year for the rubber gloves exported to the EU, and

at approximately 7.00875 million baht per year for STR 20 exported to the EU. Totally the

minimum estimated value is 19.80 million baht per vear.

Conclusion, the impact of the above two industries are totally 277.365 million baht

per year. This amount will be paid for registration fee, substances evalhation. and compliance
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to the REACH. This amount is expected to be higher once the study includes other industries -
that use chemicals and export to the EU market such as Plastic and Packaging Industry,

N

Leather Industry, etc.

5. Readiness of the Industries and Alternatives

51  Current Situation of the Production

1) Target industries still lack of capacity in Research and Development.
This can be witnessed especially in small factories, small chemicals suppliers, or

chemicals manufacturers who import substances from outside the EU such as from China,

Japan, India, etc.

2) Thailand is stifl not ready for the technology for laboratory testing of
chemical residuesin the products. There is no authorized inspection body with

international standards for the certification of this purpose.

3) Thailand has no core agency to provide clear and accountable basic

information, technical knowledge and technology to the supplier and to the industries.

4) Majority of the manufacturers have no knowledge in technical
information of some chemicals used in their production process since they did not receive -
such information from the supplier. In some cases, the supplier retained such information
as a trade secret; therefore, the detailed repoﬁ according to the REACH system couid not

be prepared.

5) The European Union has not determined clear measures for the

REACH system while its member countries have not specified procedures and operational
guidelines in their future legisiations. Consequently, Thai manufacturers have not yet
received clear information on the conditions for REACH in several issues such as:

- Scope and details of substances/chemicals subjected to REACH system;

- Registration fee, the proportion of chemicals to be declared as well as the

responsible persons for such fees (importers or manufacturers);

- Procedures and operational guidelines for registration, etc.
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5.2 Current situation on the Information regarding REACH

1) Large chemicals manufacturers (6r chemicals importers from the EU) and
the large-scale product manufacturers in the target industries received such information
from the seminars held by the government or from the associations Whére they are the
members such as Federation of Thai Industries (FTI) or The Association of Thai Bleaching
Dyeing Printing and Finishing Industries (ATDP).

2) Some large-scale product manufacturers have followed the conditions of
their major clients such as the Restriction Substance List (RSL); therefore, this facilitates
the compliance to the REACH system.

3) Small-scale chemicals producers and small-scale product manufacturers
in the targeted grdup have no information on REACH regulations. Some might have’
information on this system but do not aware of the impacts on their businesses, viewing
that they are not directly export to the EU marKet.

4) Product manufacturers in the targeted group have no enthusiasm for the
REACH. They view that the government shall protect and solve problems for the
industries. These companies do not regard the REACH as an opportunity for the learning
process for the EU market which has high purchasing power, and as an opportunity for
the development of the SMEs in their supply chain.

5) There is no concrete and clear information on the scale and tybe of
impacts of REACH to the Thai export industry.

5.3 Adjustments for the REACH situation

Once the companies have been pressured from trade counterparts to enter

'in the REACH regulations, they are likely to adjust for the situation in 2 major patterns:

Group A: companies are in the supply chain that exports mainly to
European markets and facing with high business pressure; therefore, they must adjust
themselves to survive in the new situation. The study team has created hypothesis
situations for the decisions toward REACH in 2 major themes, namely, Group A-1: adjust
their production processes responding to the requirement and conditions of REACH, and
Group A-2: reduce or stop the use of hazardous chemical required by REACH.
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Group B: These companies lack of readiness and confidentor have
limitations to enter into the REACH system, while they have capacity to sell their products
outside the EU market. Hence, their decisions are to neglect the EU market, to expand their

product sell in domestic market and to find new export markets outside EU with low import

restrictions.

Since factories in the supply chain for fabric, rubber glove, and STR 20
have substantially high export value to the EU and have many opportunities to export in
this market in the future, the product manufacturers shall try to maintain or expand their
market once they can accept or comply with these new requirements. However, since the
REACH has not yet been implemented and the information on the scale of the impact has
not yet been available, majority of the manufacturers choose to maintain the EU market
until the situation is clearer. After that, they might remove suspicious chemicals from the
products to avoid the risk associated with the REACH. Alternatively, they might apply
other environmental market mechanisms such as the Ceko-Tex or EU-Flower. Moreover,
the manufacturers view that using substitute chemicals can be done since they have
some experiences in this regard, and that the operational cost is not very high that it can

be included in the normal overhead budget.

Recommendations Ea o H bRl

The targeted industries can maintain their competitiveness in the REACH situation
only if the manufacturing sector/industry and the public sector adjust their operations

according to the following guidelines;

Manufacturing Sector/Industry

1) Presently, product manufacturers in the same supply chain lack of adequate
information or have unequally data; therefore, they shall set up an effective information
management system which can support information required by the REACH regulation.
Domestic chemicals suppliers must increase their roles in substances registration in the
EU according to the REACH system. Furthermore, they shall coordinate with downéteam
users to effectively and transparently determine respoensibilities and operational steps in
order to reduce the expenses concerning with the REACH. In addition, they shall support
product manufacturers to develop strategies on environmental management through the
supply chain of the chemical suppliers by providing technical information and technology

relating with product development and environmental-friendly production.
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2) With regard to the problem in lacking of a core agency and testing standards for
certification of chemical residues, the network among those who have testing/analysis
equipments shall be established with its members shall jointly determine the testing
standards. Alternatively, the central testing laboratory supported by the government might
be set up. This laboratory shall be reliable, has international standards and is able to issue
the product certificate to factories. The central parameter shall be effective and easy to
apply for chemical residue testing at minimal cost. In addition, there shall be a human
resource development in order to create sKill personals for capacity building of both
private and public testing centers to be equipped with international standard testing
system. MOFGO\.IEI‘, there shall be a promotion of an establishment of domestic testing
laboratory by providilng basic infra-structures and other necessary facilities. |

3) Establishment of the core agency responsible for gathering and collecting
chemicals information and disseminating such data to produ'ct manufacturers, arranging
trainings and workshops, and inviting experts in relating fields to provide useful
information to Thai product manufacturers.

4} Accelerate the development of human resource in the factory to have skills and
knowledge about risk management of chemicals used in the production process together
with the development of effective hazardous chemicals management system. They shall
seriously and continuously promote the application of the Cleaner Technology in the factory
through an assessment of chemical usage to gather information on hazard identification and
characterization of substances as well as input volume and waste from the production. Such
data will then be analyzed for the cause of loss and the factory will adjust the production
process accordingly in order to increase its competitiveness through consultation with
experts and study from existing information or research outcomes from relating agencies.

Public Sector

1) Promote Thailand’s chemicals registration system in order to reduce risk from
hazardous chemical, to increase public health, to conserve natural resources and to
establish chemical management system complying with the REACH regulation.
Furthermore, the public sector shall immediately survey chemicals/substances that might
be considered as “restricted” in the products exported to the EU market in order to
establish a database before hand. This can be done by consultation with domestic and
international chemicals database in various industries and the public sector shall engage
in prevention policy while generate drive forces on this issue. The government shall issue
legislation similar to the REACH regulation to protect domestic industries. This is because
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