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>  The First Wave - Transformation Through Environ-
mental Protection and Globalization

More than 40 years ago, the world of the chemical industry
began to transform, driven by environmental protection re-
quirements that were the result of a series of accidents:
Seveso in 1976, Bhopal in 1984, Schweizerhalle in 1986. This
led to a widespread and international change in environ-
mental awareness and initial product shifts in the chemical
industry. “Innovation” meant not new molecules, but the
same ones with reduced environmental impacts.

Then, in the mid-80s, the 'New Normal' swept over the
European dye industry, as Chinese copy-cats began flooding
the European market, the unrest and rethinking continued
in European boardrooms. Decades of “distributing”
chemical products that enjoyed long patent protection came

to an end - in addition to the new environmental require-
ments. However, it took almost another decade for this to
truly be reflected in the strategies of companies. It was sim-
ply inconceivable that significantly cheaper products, which
just about met quality requirements and mostly came to Eu-
rope through distributors, could become competitive - en-
vironmental protection remained a local to regional issue.
All of this didn't come out of nowhere because much know-
how about dyes and pigments was transferred to Asia
through Russia as part of reparations after World War II. The
concept of “good enough quality” circulated even among
customers who realized that various products also worked
with cheap raw materials from Asian and Indian sources -
the dam was broken, and as a result, the textile dye industry
- one of the cornerstones of the chemical industry - firstly
migrated to Asia.
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Figure 1: Producer Price Index Germany — Chemicals (Source: Destatis)

As a consequence, prices dropped and took almost a quarter
of a century to balance out. In the 1990s, this trend extended
to almost every sector of the chemical industry, and
globalization and cost savings became the new challenge.
Many large companies moved to China and India, which
rose to become global production hubs, leading to an ac-

Figure 2: China - Sales chemicals and R&D spending (Source: CEFIC)

celerated transfer of Western - no longer patent-protected -
know-how. Not everyone succeeded, and almost all major
companies of the time, such as BASF and Hoechst Sandoz,
paid the price for their learning curve. However, the trend
remained unbroken, and as a result, China emerged as the
global supplier in a changing world.
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Figure 3 : EU Trade Import (Source: Eurostat, European Commission)

»  The Next Wave - Transformation Through Consoli-
dation

One outcome of these massive changes was a broad com-
moditization of products, leading to a focus on core busi-
nesses. M&A in the chemical industry gained momentum.
The split of the Swiss pharmaceutical-chemical industry into
Clariant, Novartis, and CIBA was a significant event. When

the world's largest chemical corporation, Hoechst, divested
its $10 billion specialty chemicals business in the mid-1990s
and sold it to Clariant, the Swiss spin off from Sandoz, only
to later completely vanish from the scene, this marked an-
other chapter in the ongoing transformation. By the time
BASF divested Knoll Pharma in 2000, it was no longer con-
sidered extraordinary.

Figure 4: Selected mergers in the chemical industry — Announced + Closed (Source: Capital 1Q, Mergermarket)

The separation of the specialty chemicals and plastics busi-
ness from the Bayer Group, leading to the establishment of
Lanxess and Covestro (which is currently in acquisition
talks with Adnoc, the UAE investor) in the years 2004 and
2015, became standard and a part of the ongoing process of
change.

This wave of consolidation continues to this day, re-
sulting in significant transactions in the chemical and
pharmaceutical industries. Between 2000 and 2023,
globally, there were more than 50 major transactions in
the chemical industry, each with a value exceeding
1 billion USD.
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Figure 5: Selected transactions in the chemical industry with a transaction volume > USD 1 billion - Announced + Closed (Source: Capital 1Q, Merg-
ermarket)

More deals will follow, and companies are using M&A  split of Dupont in 2019, the separation of Lonza Spe-
as an opportunity for new, transformed growth. Today, cialty Ingredients (LSI) leading to the creation of Arx-
it's commonplace for companies to spin off parts of ada in 2021, or the merger of DSM with Firmenich in
their businesses and form new alliances, such as the 2022.

Figure 6: Container fright price development (Source: Drewry — Composite)
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»  The Current Waves - Transformation Marked by
Changed Raw Materials and ESG

However, this transformation is far from complete,
and new chapters have been written since the end of
2010. One notable change is the altered supply chain

landscape due to increased raw material prices, as well
as significantly more volatile transportation costs and
bottlenecks.

This has led, among other things, to substantial changes in
the chemical distribution sector.

Figure 7: Selected transactions in the chemical distribution sector - Announced + Closed (Source: Capital 1Q, Mergermarket)

Here, one can observe the trend not only among large cor-
porations but also increasingly within medium-sized enter-
prises, where distributors are seeking companies that either
offer special-ized services or are involved in applications
(downstream integration).

M&A plays another and increasingly vital role in this context.

The next major trend that has instigated change is the neces-
sity for greater sustainability in the products and production
processes of the chemical industry. As described earlier, albeit
40 years later, new environmental and thus product-related
issues are leading to fresh innovations and transformation.

What has led to significant emission reductions since 1990,
particularly in the energy sector, has become increasingly
challenging and has stagnated for years, accompanied by the
simulta-neous tightening of emission targets. The Paris

Agreement of 2015, the European Green Deal of 2019 aiming
for Net Zero Carbon Dioxide Emissions by 2050, the Carbon
Border Adjustment Mechanism (CBAM) with significant
changes to import barriers for non-European chemicals start-
ing from 2026, as well as numerous bans on chemical prod-
ucts commonly found in many formu-lations (e.g., per- and
polyfluoroalkyl substances, PFAS, as outlined in the German
Chemicals Prohibition Ordinance), are driving action and ne-
cessitating a new type of innovation. One could succinctly
describe this as “Decommoditization through change in
chemical compositions and origins.”

These regulatory measures, combined with increasing
levies on carbon dioxide alongside rising energy efficiency,
demand a changed innovation profile from companies,
which they find difficult to achieve organically, i.e., with
their own resources.
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Figure 8: Greenhouse gas emissions from the chemical industry (Source: CEFIC)

Figure 9: Development of CO2 prices in a net zero emissions (NZE) scenario by 2050 (Source: International Energy Agency)

"A new mission through lower emissions" have long been re-
ality-based buzzwords, and a product's carbon dioxide foot-
print is gaining importance alongside its performance in
applica-tions. The ESG theme, focusing on the "Environ-
ment," has rapidly become a significant evalua-tion criterion
for many transactions and companies. The proportion of the
G250 (the 250 largest companies worldwide according to
Forbes 500) regularly addressing the ESG issue has i-creased
from 67% in 2017 to over 80% in 2022.

This trend has led to new collaborations and portfolio shifts
among companies. In 2023 alone, there are several M&A ac-
tivities that illustrate this shift. In July, Total Energies, Aramco,
and Sabic announced the first oil-from-plastic-waste facility
in the MENA region. A few days earlier, Lanza-Tech, a
renewable sector company, together with Technip Energies,

announced a break-through in carbon dioxide to ethylene
technology. In the same month, Exxon acquired the US-based
company Denbury, specializing in carbon (CO2) and oil re-
covery. Market capitalization: 4.9 billion USD. In early Octo-
ber, Total Energies again announced the acquisition of the
French photovoltaic company Ombrea. Altana's move to-
ward insulation technology for wind turbine batteries
through share acquisitions from the Swiss industrial com-
pany Von Roll Group also aligns with this direction.

The number of transactions related to Circular Economy, CO2
savings, or renewable resources to enhance sustainability has
increased and will continue to rise. Simultaneously, compa-
nies are investing in startups in these areas, recognizing their
potential to revolutionize industries and introduce innova-
tive, sustainable solutions to the market.
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Similar to 40 years ago when a threat turned into an oppor-
tunity for the chemical industry, we can already see oppor-
tunities emerging when comparing prices of traditional
products with sustainable ones.

Since early 2019, the prices for clear rPET granules have con-
sistently been higher than PET-Virgin. The price difference
between clear, food-grade rPET granules and PET-Virgin
reached a peak of 850 EUR/ton in September 2022 due to
high demand and existing supply shortages. This difference
has since decreased to 270 EUR/ton in September 2023.

The chemical-related sector of materials, such as batteries
(systems, anode-cathode materials, compounds), and renew-
able energies, is currently experiencing a growing demand.
Various strategic collaborations between airlines and compa-
nies like BP, Shell (in 2022), as well as mid-sized enterprises
such as the HCS Group (in 2023) in the field of Sustainable
Aviation Fuels (SAF), provide an idea of what could develop
through new alliances in the M&A market in the coming

years. Moreover, the backward integration of companies and
raw material traders into the realm of renewable resources
from regional sources has not yet truly begun.

Conclusion: The chemical industry in Europe has been, is,
and will continue to be in constant flux, reinventing itself for
decades. Competitive edge for both medium-sized enter-
prises and large industries can only be sustained through in-
novation, altered products, and business models.
"Innovation" is being redefined once again by the growing
importance of ESG and sustaina-bility. M&A has played a sig-
nificant role for decades and will become even more crucial
with more challenging goals and limited time for transforma-
tion. It provides companies with the opportunity to generate
new values in a rapidly changing world.

Our experts Dr. U. Nickel, Dr. JP. Pfander, A. Maibach and C.
Mutz are happy to discuss opportu-nities and M&A solutions
in the Chemicals & Materials sector (www.proventis.com).

Dr. Uwe Nickel is a partner in the Zurich office of Proventis Partners and is responsible for the Chemicals & Mate-
rials sector. He has over 35 years of experience in the chemical industry and knows "both sides of the table" as a

advisor and former CEO and board member.

Artur Maibach is an Associate in the Zurich office of Proventis Partners. As part of the Chemicals & Materials team,
he supports leading companies in the industry in the context of M&A to develop strategic partnerships, optimize busi-

ness models and create long-term value.
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