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Chemicals are increasingly present in
our daily lives and create major
health and environmental risks.
Concern among stakeholders is growing, while regulatory momentum is
mounting, thus creating an immediate
business risk for companies.
Similarly to carbon a few years ago,
and despite the scarcity of information, investors need to grasp the
implications of this evolution to contribute to and thrive in a more sustainable future.

Hazardous chemicals –
or the new carbon
Chemicals are everywhere…
Chemicals are increasingly present in everyday consumer products: from plastics and
clothes to flame retardants in mattresses
and couches, through to food and shampoos. This universal trend is even stronger
in developing countries (see chart 1) where
regulation is generally less advanced, thus
adding to the challenge of improving global
chemical safety.

Sec, the European Union took a key step
in 2007 and launched a vast initiative,
called REACH (Registration, Evaluation,
Authorisation and Restriction of Chemicals). It targets over 10,000 chemicals to
date, 300 of which could potentially be
banned in the coming years.
Chart 1: Evolution of global chemical production from 1970 to 2020
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…and their consequences are now well
understood…
Over the last twenty years, the scientific
community has built up a substantial body
of evidence demonstrating the adverse
health consequences and negative environmental impact of some chemical components such as phthalates and perfluorinated
compounds (PFCs). According to a study
commissioned by the United Nations Environmental Program (UNEP - Global Chemicals Outlook - 2013), industrial and agricultural chemicals are indeed among the top
five leading causes of death globally. Regulation has evolved in response, and some
controversial chemicals have been banned
by various national bodies.
…with action needed at all levels
In the face of growing public awareness
and concern, reflected in initiatives such
as the Detox Outdoor Campaign and supported by specialised NGOs like Chem-
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The REACH process has come a long way
since 2007 and has inspired many ongoing
regulatory evolutions around the world (see
chart 2). Similarly to the carbon issue in recent years, momentum around chemical
safety is growing and material implications
for companies are becoming clearer.
Such regulatory developments indeed have
a direct business impact, in addition to potential operational constraints linked to the
handling of hazardous chemicals. Not just
for chemicals companies manufacturing the
targeted components – known as Substanc-
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es of Very High Concern or SVHCs – but also for a wide range of consumer goods and
industrial companies whose products contain SVHCs.
Chart 2: Chemical
around the world
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In 2011, for example, SIGG USA – the company that sells the Swiss-made aluminium
drinking bottles in the US – failed to disclose Bisphenol A content in its products
and over 300,000 bottles were returned by
customers. Consequently, the US distributor
lost millions of dollars in decreased sales
and eventually filed for Chapter 11 Bankruptcy protection.
Similarly, in 2013, the ILVA steel plant – Europe's largest steel plant, located in Italy –
was put under court administration and
magistrates ordered assets worth € 8.1 billion to be seized from the holding company
Riva Fire on suspicion of criminal association to commit environmental offences. The
investigation found that hazardous chemical
emissions from ILVA were linked to abnormally high rates of cancer in the plant’s surrounding region.
Therefore companies need to take action.
This starts with assessing the hazard of
chemicals they use and ultimately finding
sustainable alternatives, which requires extensive investigation. Indeed, inappropriate
replacements can have a cost impact of $5$10 million for just one substance (among
hundreds or even thousands in certain
businesses) according to estimates from
the technology company HP, which uses
chemicals in its printing products and batteries.

REACH
REACH (Registration, Evaluation, Authorisation and Restriction of Chemicals) is a
regulation issued by the European Union
adopted in 2007. It aims at protecting
human health and the environment from
the chemical-related risks while enhancing the competitiveness of the EU
chemicals industry. It also promotes alternative methods for the hazard assessment of substances in order to reduce the number of tests on animals.
REACH applies to EU manufacturers or
importers of chemical substances – ingredients, finished products or mixtures –
who must collect information on the
properties and uses of substances they
manufacture or import, while assessing
related hazards.
The European Chemical Agency (ECHA)
and the Member States then evaluate
the information submitted by companies
to decide whether the substances are of
Very High Concern – therefore entering
the Candidate List – or not. From there,
these substances can either be restricted or put under an authorisation procedure with the objective of properly controlling and progressively replacing them
by suitable alternatives while ensuring effective functioning of the EU internal
market.
Restrictions may limit or ban the manufacture, marketing or use of a substance,
while authorisation can be granted for
specific use. Such substances cannot be
placed on the market or used outside of
potentially authorised specific uses after
a given (sunset) date.
The REACH-Process
Evaluation
• Requirement for
marketing a product in
the EU

Registration

• European Chemical
Agency and Member
States

• Authorization
(specific applications)
• Restriction

Authorization

To date, around 100 chemicals are already restricted and more than 70 feature on the authorisation list. 2018 is an
important year and the deadline for companies to register their chemical substances (35,000+ to date). First decisions from ECHA are due in 2019 and
the entire review will be completed by
2020.
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Implications for investors
Professionalised carbon-tracking and reporting allows investors to evaluate companies’
efforts to tackle climate change and fulfil
their fiduciary duty. When it comes to chemicals, however, assessing financial risks or
investing in progressive leaders is far from
easy, despite the growing need for a clear
understanding of companies’ chemical footprint.
Chemical safety appears on the investment
radar as it becomes a material risk for companies, but information and methods to assess companies’ preparedness are only just
emerging. Besides, adopting a risk perspective provides merely a partial view on the
evolution it implies.
Phasing out hazardous chemicals from everyday products indeed calls for alternatives
which might not exist today. Research efforts and a change of mindset are required
to find suitable solutions. The challenge is
to substitute the idea of acceptable hazard
with actual chemicals and products thought
to be safe from inception.
Furthermore, chemicals have the potential
to contribute to addressing environmental
challenges from pollution control (water
treatment, soil decontamination, emissions
abatement) to energy management (biofuels, power storage, solar equipment), thus
opening a new field of opportunities.
The smart way to go
At Bank J. Safra Sarasin, the assessment of
chemical safety exposure and management
is integral to a company’s assessment. As a
result, we avoid companies carrying major
business and operational risks, as well as
those with negative impacts on human
health and the environment. On the other
hand, companies fostering change and
providing alternatives to SVHCs or developing relevant chemicals to address environmental challenges are likely to benefit from
strong business opportunities and are identified along the investment process.
As highlighted on chart 3, the process starts
with the identification of mid- and long-term
opportunities and risks at industry level,
thus defining the scope of key issues to be
analysed. Companies in the sector are then
assessed and ranked against this custom

framework. Best players become eligible for
inclusion in the sustainable investment universe and are further reviewed for their potential fit with the investment strategy. In
this phase, direct contact and investigation
of specific topics such as chemical safety is
key, and strengthened by leveraging the expertise of specialised organisations such as
the Chemical Footprint Project.
Chart 3: Embedding chemical safety in the
investment process
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We complemented our analysis with targeted engagement with 50 companies on this
topic. Our objective was to get a better understanding of companies’ chemical footprint, and identify and implement alternatives. We realised that companies’ maturity
and willingness to communicate on this topic is extremely diverse, with only a few having estimated their revenue at risk and
launching convincing programmes to identify
substitutes. Besides, almost none had approached the issue from an opportunity angle, as regulation is most often understood
as a risk before new business perspectives
become clearer.
While informing our analysis, this also gave
us the opportunity to emphasise the importance of chemical safety for investors.
Combined with the effort of other stakeholders, this fosters action at company level, therefore paving the way towards a safer
offering of products containing chemicals.
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Launched in 2015, the
Chemical Footprint Project (CFP) fosters and
measures
corporate
progress towards safer
chemicals,
helping
business leaders to
move ahead of regulations and to avoid
chemicals of high concern to human
health or the environment in their products and supply chains. To the benefit of
investors, the CFP offers the opportunity
to engage with corporates and raise
awareness, transparency and good practices around the highly material topic of
chemical safety. It further helps to close
the gap in sustainability data with a
broad perspective encompassing the environmental (pollution, spills, and product stewardship) and social (worker
health and safety, and consumer exposures) dimensions along the value chain.
The Chemical Footprint Project is therefore a great tool to help companies and
investors embrace the change and create sustainable value.
Bank J. Safra Sarasin is a signatory of
the Chemical Footprint Project.

As a result, exposed companies in our sustainable investment universe – the basis
universe from which all our investments originate – display a superior mitigation of related risks than their peers (see chart 4).

Chart 4: Chemical safety management
across exposed industries
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Source: Bank J. Safra Sarasin, MSCI, 2018

Furthermore, and through our dedicated research focused on sustainability opportunities, we are able to identify companies offering relevant (chemical) products thought to
be a safe alternative to existing hazardous
substances or – beyond safety concerns –
that provide solutions to address environmental challenges. Examples of such products include wastewater treatment chemicals notably used in industrial or mining
contexts, lightweight materials such as carbon fibre for the transportation industry or
solar panel components, as well as battery
materials used in electric vehicles.
By crossing this approach with a global
analysis encompassing relevant Environmental, Social and Governance (ESG) aspects, we are then able to identify companies that are best positioned to benefit from
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Source: Bank J. Safra Sarasin, 2018

As a sustainable investor, we therefore actively contribute to the evolution of the
chemical industry from a source of potential
concern towards a solutions generator in
the face of global challenges. Consequently,
our clients benefit from innovative investment ideas with strong development potential tied to global sustainability trends.
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Important legal information
This publication has been prepared by the Sustainable Investment Research Department of Bank J. Safra Sarasin Ltd, Switzerland, (hereafter “Bank”) for information purposes only. It is not the result of financial research conducted by the Bank’s research department. Although
it may contain quotes of research analysts or quote research publications, this publication cannot be considered as investment research or
a research recommendation for regulatory purposes as it does not constitute of substantive research or analysis. Therefore the “Directives
on the Independence of Financial Research” of the Swiss Bankers Association do not apply to this document. Any views, opinions and
commentaries in this publication (together the “Views”) are the views of the Sustainable Investment Research Department and may differ
from those of the Bank’s research or other departments. The Bank may make investment decisions or take proprietary positions that are
inconsistent with the Views expressed herein. It may also provide advisory or other services to companies mentioned in this document resulting in a conflict of interest that could affect the Bank’s objectivity. While the Bank has taken steps to avoid or disclose, respectively,
such conflicts, it cannot make any representation in such regard.
The Views contained in this document are those of the Sustainable Investment Research Department as per the date of writing and may be
subject to change without notice. This publication is based on publicly available information and data (“the Information”). While the Bank
makes every effort to use reliable and comprehensive Information, it cannot make any representation that it is actually accurate or complete. Possible errors or incompleteness of the Information do not constitute legal grounds (contractual or tacit) for liability, either with regard to direct, indirect or consequential damages. In particular, neither the Bank nor its shareholders and employees shall be liable for the
Views contained in this document.
Sustainability Rating Methodology
The environmental, social and governance (ESG) analysis of companies is based on a proprietary assessment methodology developed by
the Sustainable Investment Research Department of BJSS. All ratings are conducted by in-house sustainability analysts. The sustainability
rating incorporates two dimensions which are combined in the Sarasin Sustainability-Matrix®:
Sector Rating: Comparative assessment of industries based upon their impacts on environment and society.
Company Rating: Comparative assessment of companies within their industry based upon their performance to manage their environmental, social and governance risks and opportunities.
Investment Universe: Only companies with a sufficiently high Company Rating (shaded area) qualify for Bank J. Safra Sarasin sustainability
funds.
Key issues
When doing a sustainability rating, the analysts in the Sustainable Investment Research Department assess how well companies manage
their main stakeholders’ expectations (e.g. employees, suppliers, customers) and how well they manage related general and industryspecific environmental, social and governance risks and opportunities. The company’s management quality with respect to ESG risks and
opportunities is compared with its industry peers.
Controversial activities (exclusions)
Certain business activities which are not deemed to be compatible with sustainable development (e.g. armaments, nuclear power, tobacco,
pornography) can lead to the exclusion of companies from the Bank J. Safra Sarasin sustainable investment universe.
Data sources
The Sustainable Investment Research Department uses a variety of data sources which are publicly available (e.g. company reports, press,
internet search) and data/information provided by service providers which are collecting financial, environmental, social, governance and
reputational risk data on behalf of the Sustainable Investment Research Department.
The entire content of this publication is protected by copyright law (all rights reserved). The use, modification or duplication in whole or part
of this document is only permitted for private, non-commercial purposes by the interested party. When doing so, copyright notices and
branding must neither be altered nor removed. Any usage over and above this requires the prior written approval of the Bank. The same
applies to the circulation of this publication. Third party data providers make no warranties or representations of any kind relating to the
accuracy, completeness or timeliness of the data provided and shall have no liability for any damages of any kind relating to such data.
The Bahamas: This publication is circulated to private clients of Bank J. Safra Sarasin (Bahamas) Ltd, and is not intended for circulation to
nationals or citizens of The Bahamas or a person deemed ‘resident’ in The Bahamas for the purposes of exchange control by the Central
Bank of The Bahamas.
Dubai International Financial Centre (DIFC): This material is intended to be distributed by Bank J. Safra Sarasin Asset Management (Middle East) Ltd [“BJSSAM”] in DIFC to professional clients as defined by the Dubai Financial Services Authority (DFSA). BJSSAM is duly authorised and regulated by DFSA. If you do not understand the contents of this document, you should consult an authorised financial adviser.
This material may also include Funds which are not subject to any form of regulation or approval by the Dubai Financial Services Authority
(“DFSA”). The DFSA has no responsibility for reviewing or verifying any Issuing Document or other documents in connection with these
Funds. Accordingly, the DFSA has not approved the Issuing Document or any other associated documents nor taken any steps to verify the
information set out in the Issuing Document, and has no responsibility for it. The Units to which the Issuing Document relates may be illiquid and/or subject to restrictions on their resale. Prospective purchasers should conduct their own due diligence on the Units.
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Hong Kong: This document is disseminated by Bank J. Safra Sarasin Ltd., Hong Kong Branch in Hong Kong. Bank J. Safra Sarasin Ltd,
Hong Kong Branch is a licensed bank under the Hong Kong Banking Ordinance (Cap. 155 of the laws of Hong Kong) and a registered institution under the Securities and Futures Ordinance (cap. 571 of the laws of Hong Kong).
Luxemburg: This publication is distributed in Luxembourg by Banque J. Safra Sarasin (Luxembourg) SA (the “Luxembourg Bank”), having its
registered office at 17-21, Boulevard Joseph II, L-1840 Luxembourg, and being subject to the supervision of the Commission de Surveillance du Secteur financier – CSSF. The Luxembourg Bank merely agrees to make this document available to its clients in Luxembourg and
is not the author of this document. This document shall not be construed as a personal recommendation as regards the financial instruments or products or the investment strategies mentioned therein, nor shall it be construed as and does not constitute an invitation to enter into a portfolio management agreement with the Luxembourg Bank or an offer to subscribe for or purchase any of the products or instruments mentioned therein. The information provided in this document is not intended to provide a basis on which to make an investment decision. Nothing in this document constitutes an investment, legal, accounting or tax advice or a representation that any investment
or strategy is suitable or appropriate for individual circumstances. Each client shall make its own appraisal. The liability of the Luxembourg
Bank may not be engaged with regards to any investment, divestment or retention decision taken by the client on the basis of the information contained in the present document. The client shall bear all risks of losses potentially incurred as a result of such decision. In particular, neither the Luxembourg Bank nor their shareholders or employees shall be liable for the opinions, estimations and strategies contained in this document.
Monaco: In Monaco this document is distributed by Banque J.Safra Sarasin (Monaco) SA, a bank registered in “Principauté de Monaco”
and regulated by the French Autorité de Contrôle Prudentiel et de Résolution (ACPR) and Monegasque Government and Commission de
Contrôle des Activités Financières («CCAF»).
Panama: This publication is distributed, based solely on public information openly available to the general public, by J. Safra Sarasin Asset
Management S.A., Panama, regulated by the Securities Commission of Panama.
Qatar Financial Centre (QFC): This material is intended to be distributed by Bank J. Safra Sarasin (QFC) LLC, Qatar [“BJSSQ”] from QFC to
Business Customers as defined by the Qatar Financial Centre Regulatory Authority (QFCRA) Rules. Bank J. Safra Sarasin (QFC) LLC is authorised by QFCRA.
This material may also include collective investment scheme/s (Fund/s) that are not registered in the QFC or regulated by the Regulatory
Authority. Any issuing document / prospectus for the Fund, and any related documents, have not been reviewed or approved by the Regulatory Authority. Investors in the Fund may not have the same access to information about the Fund that they would have to information of a
fund registered in the QFC; and recourse against the Fund, and those involved with it, may be limited or difficult and may have to be pursued in a jurisdiction outside the QFC.
Singapore: This document is disseminated by Bank J. Safra Sarasin Ltd., Singapore Branch in Singapore. Bank J. Safra Sarasin, Singapore
Branch is an exempt financial adviser under the Singapore Financial Advisers Act (Cap. 110), a wholesale bank licensed under the Singapore Banking Act (Cap. 19) and regulated by the Monetary Authority of Singapore.”
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