
 

 

 

 

 

 

28 September 2018 

 

The Rt Hon Philip Hammond MP 
Chancellor of the Exchequer 
HM Treasury 
1 Horse Guards Road 
London 
SW1A 2HQ 

      

      

 

Dear Chancellor 

THE UK’S BIGGEST MANUFACTURING EXPORTER 

 

The Chemical Industries Association (CIA) represents chemical and pharmaceutical 

companies located throughout the UK, including BASF, Croda, GlaxoSmithKline, INEOS, 

Johnson Matthey, SABIC and Synthomer plus many smaller and medium businesses critical 

to the economic, social and environmental life of our country.   

 

The sector: 

• Contributes £60 million a day to the UK economy, equivalent to £18 billion per year  

• Spends £4 billion each year on investment in buildings, vehicles and machinery 

• Invests £5 billion each year on research and development in chemical and 

pharmaceutical businesses 

• Manufactures products and technologies that are delivering a green economy, 

including delivering twice the carbon saving for society compared to what we use 

• Employs almost 500,000 people directly or indirectly, with pay in our sector around 

30% higher than manufacturing generally. 

• Exports by UK chemical and pharmaceutical manufacturers have the highest 

domestic value-added content of any UK manufacturing sector according to NIESR 

research. 

• Each year the UK exports chemicals and pharmaceuticals valued at around £50 

billion, close to 10% of all UK goods and services exports. The export of motor 

vehicles is the sector with next highest exports of £35 billion.  
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• Is trade intensive: 63% of companies export what they make to the world with 60% 

of UK chemical exports going to the EU 27 and 75% of chemical imports, including 

key raw materials, coming from the EU 27. 

 

The women and men who lead and work in the factories, offices and laboratories of our 

member company sites throughout the UK are massive contributors to the UK 

economy.  Our companies are behind some important innovations, including the fact that 1 

in 3 cars is fitted with a Johnson Matthey autocatalyst, wind turbine gearboxes benefit from 

the energy efficient oils produced by INEOS, and GSK investment will see the UK continue to 

be the centre of vital drugs and medicine research and manufacture to combat asthma and 

respiratory disease. 

 

The forthcoming Budget is an opportunity to further enhance the importance of an industrial 

basis to the UK’s economy. This Budget, against the Brexit background, comes at a critical 

time, with the need to signal to industry that the UK is not only open for business but 

remains a good place to invest in for the future.  

 

 

THE FORTHCOMING BUDGET 

 

CIA surveys its member companies quarterly to make sure it understands the level of 

confidence in the UK economy and the issues chemical and pharmaceutical businesses are 

facing. In our latest survey members were asked about the forthcoming Budget. 

 

Our companies have the following priorities: 

 

 

• Abolish or at least “correct” the Carbon Price Support mechanism 

(current price of carbon means chemical industry facing pass through 

costs of £40/t CO2) 

• Corporation tax (we urge Government to stick to the reduction timetable 

from the current 19% to the pledged 17% by 2020) 

• Increase Capital Investment Allowances for plant and machinery and the 

purchasing of assets (the UK is the least competitive in G7) 

• Not to introduce a UK plastics tax ( Reform of the Packaging Recovery 

Note system will deliver the sought after environmental progress)  

• UK innovation support post Brexit including an ‘Innovation Bill’. 

• Preparation for cash flow issues linked to stocking and Brexit  

 

 

 

 

 



 

 

 

Abolish or at least “correct” the Carbon Price Support  

 

In common with all other foundation industries in the UK, recent price increases in energy 

and carbon markets have created a “perfect storm” and underline the need to urgently 

address the UK’s lack of international competitiveness in this area.   

 

Energy is our number one issue and critical to our competitiveness and our contribution to 

the UK economy.  This is because the chemical sector is both energy intensive (energy can 

be used as both a fuel and raw material and account for up to 70% of companies’ operating 

costs) and heavily exposed to international competition (with annual exports of £50m we 

are manufacturing’s number one export earner).   

 

The longstanding energy competitiveness issue is that UK electricity related costs for large 

users are 65% above the median cost in the EU.  Drivers for this include the cumulative 

impact of renewables levies and the Carbon Price Support (CPS) tax on fossil fuel inputs to 

generation. And while UK gas prices are competitive within the EU, they compare less well to 

locations with indigenous sources, for example the US where the exploitation of shale gas is 

a ‘game-changer’.  These locations also tend to have lower, if any, climate policy related 

costs and more competitive electricity prices.  

 

The “perfect storm” arises from the recent doubling in global oil and gas prices.  In turn, this 

has led to a doubling in UK gas and electricity prices. In addition, EU carbon prices have 

almost trebled in anticipation of revisions to the EU Emissions Trading Scheme (EU ETS) 

directive for Phase 4 (2021-2030).   

 

Added to uncertainties and potential additional costs from Brexit, these developments 

underline the need for the government to act.  We propose that there are opportunities to 

reduce costs and enhance the competitiveness of chemical businesses by abolishing or at 

least “correcting” the Carbon Price Support mechanism.  

 

We welcomed the decision in last year’s budget to freeze Carbon Price Support (CPS) at 

£18/tCO2 on the basis that, in combination with the EU ETS price, the total cost of carbon 

was set at the right level until unabated coal is no longer used.   

 

However, at the time this decision was taken, the EU price of carbon was only at €7.50 

(£6.75) / tCO2 (or a total carbon price of £25/tCO2).   The EU carbon price has almost tripled 

since this time to a level of €22 in the last month creating a total carbon price of £37/tCO2: 

far above the price targeted in the 2017 Autumn Budget.   

 

While we appreciate the provision of relief to energy intensive industries for carbon cost 

impacts on electricity costs the scope of this measure is very narrow (only 11 chemical 

businesses qualify) and the aid level is to fall to 75% next year. 



 

 

 

We would therefore ask that the government revert to a CPF of £25/tCO2 and abolish CPS 

when coal fired generators have been closed or when the government has determined a 

post-Brexit approach to carbon pricing (whichever is the sooner).  This would provide some 

redress for the lack of energy cost competitiveness across a wider range of manufacturing 

activities.  

 

In relation to this primary concern, we have a number of additional and longstanding 

requests of Government in the energy and climate change area. These are: 

 

•••• Energy Intensive Industry (EII) compensation / exemption scheme - reduce the electricity 

cost intensity threshold to 10% – the scope of businesses that qualify for exemptions 

from the impact of renewables levies on electricity costs is more limited than in some 

member states.  For example in Germany, qualification threshold for the electricity cost 

intensity is 17%.  This compares to 20% in the UK.  A recent BEIS consultation offers the 

opportunity to minimise the distortion between UK chemical businesses who do not 

qualify and EU competitors who do.   

 

•••• Climate Change Levy (CCL) – increase the CCL discount to Climate Change Agreement 

participants in conjunction with planned increases in CCL rates.  In Budget 2016 the 

Chancellor announced that there will be a rebalancing of CCL rates away from electricity 

and towards gas, LPG and solid fuels: firstly moving to a ratio of 2.5:1 (electricity : gas) 

from 1 April 2019 before reaching a ratio of 1:1 by 2025.  We would ask that rates of 

relief are adjusted to mitigate the impact of this change on CCA holders’ CCL costs, eg: 

where they that are gas intensive.   

 

•••• Introduce an Industrial Energy Efficiency Scheme (IEES) - we continue believe there is a 

strong case for to establishing a fund to unlock EII investments in mature energy 

efficiency technologies with longer payback periods and so realise additional energy / 

carbon reduction opportunities.  Such a fund would help to drive EII investments in 

mature energy technologies with a longer payback than would be supported by company 

payback criteria.   

 

Other than payback criteria, leading factors inhibiting these investments are competition for 

funding between global production locations and the lack of a level playing field (UK energy 

related policy costs deterring investment).  For this reason the government made a 

commitment to introduce an IEES in its EII Decarbonisation and Energy Efficiency Action 

Plans with EIIs (including chemicals).    The original ask was base IEES on a matched funding 

approach but an alternative approach could be to include industrial energy efficiency 

projects under the Enhanced Capital Allowances Scheme. 

 

 

 



 

 

 

Stick to the corporation tax reduction timetable 

 

Business fully understands the importance of paying taxes and contributing to societal 

needs, but there is a need to balance taxation and investment incentive. In 2015 

Government confirmed its intentions to pursue a programme of reductions in the level of 

Corporation Tax with yearly lowering to reach 18% by 2020, with further legislation seeing 

the main rate of CT for all non-ring fence profits move to 17% for Financial Year 2020. 

The benefit to companies in terms of encouraging investment cannot be overstated. Right 

now every affordable incentive needs to be given to businesses to invest and grow in the UK.  

With that in mind we urge the Government to remain committed to this reduction path, 

giving some much needed certainty during what is a volatile period in time.  

 

Increase Capital Investment Allowances for plant and machinery and the purchasing of 

assets 

 

The chemical sector is highly knowledge-based and capital intensive, but UK production sites 

have to compete for investment on a global level. With its commitment to reduce 

corporation tax and incentivize R&D, innovation spend, Government has recognized this. 

However more is needed if YK industries such as chemicals are to compete successfully for 

investment at the global level – especially given the current uncertainty generated by the 

UK’s decision to leave the EU. In comparison with our G7 partners, for example the UK’s 

Capital Investment Allowance regime – incentivizing investment in plant and machinery as 

well as the purchasing of assets – is one of the least competitive.  

 

To address this un-level playing field we urge Government to increase the amount on 

which businesses can get tax relief for the purchase of plant and machinery plus the 

purchasing of assets to £1 million from the current £200,000.   

 

This means that lower taxes, like corporation tax and business rates, and higher allowances 

for capital investment would allow businesses to attract both new investments to the UK as 

well as replace aging plant essential to maintain and upgrade UK manufacturing capacity and 

ensure continued growth.  

 

 

Resist the calls for a plastics tax 

 

There has been much debate, and the Treasury have consulted, on potential taxation 

measures to combat the amount of plastic that is discarded with significant negative effects 

on the environment.  There does have to be societal change in habits in regard to plastics. 



 

 

We do not believe that taxation on raw materials such as virgin polymer will resolve the 

environment issue. Moreover it will only lead to responsible businesses being further 

dissuaded from future UK investment.  

  

• Polymers are used in a wide range of markets and products according to the 

properties they deliver not just plastics. We caution against any generic taxation that 

could result in unintended consequences –for example shifting demand towards 

material that could result in increased rates of product waste. 

• When selecting polymers to produce plastics, recyclability is not the only 

consideration and other factors such as performance properties, (cost?) are a key 

factor to achieve desired function/benefit of an end product.  

• Our recommendation that any proposal should not solely focus on taxation to 

improve recycling but also consider other aspects such as the technical limit on the 

amount of recycled material that can be used in a product before it becomes inferior 

in its quality and function.  

• Many plastics companies already use recycled material to a maximum within their 

products without jeopardising properties and CIA supports encouraging businesses 

who have not invested in using recycled material to catch up. 

• It is also important to note that part of the problem is that products cannot be 

recycled because of limited collection and recycling infrastructure. This in turn also 

limits the availability of recycled materials that can be sourced from the UK and 

where importing can be costly. 

  

As the British Plastics Federation have pointed out, reform of the existing Packaging 

Recovery Note (PRN) system, which would ensure any money raised is reinvested in the UK’s 

waste collection and recycling infrastructure is the key to this. The PRN system is already a 

‘plastics tax’. Reforming the system could see companies producing difficult-to-recycle 

packaging paying more, meaning unsustainable products are likely to be phased out. This 

means that, worst case, consumers will only have the cost of some specific products passed 

on in the short term. 

 

Government should reform the PRN and not tax polymer production.  

 

 

UK innovation support post Brexit including ‘an innovation bill’. 

The Government should use this Budget Statement to further signal its innovation intent. 

Building on previous announcements covering high tech hubs, north east support and other 

research and development initiatives, now is the right time to announce the introduction of 

‘an innovation bill’ as suggested by BASF. 

 

An Innovation Bill in 2019 will be a unifying signal of intent that, regardless of what form 

Brexit takes, creates attractive conditions for future invention and growth. The UK is ranked 



 

 

the 4th most innovative country in the world, it has world class universities, research 

institutes, and entrepreneurs. The UK has the potential to become a Global Science Park. 

 

We propose a 2018 White Paper and 2019 Innovation Bill to enable that future.  

 

Such opportunities could include: 

 

• Building science partnership support capacity in DIT (soft-power links for future trade 

deals). For example UK-China links to commercialise Carbon Capture Utilisation and 

Storage. 

• A targeted global Erasmus program of student funding exchanges with key trade 

partners. 

• Formalisation of the post-Brexit EU-UK science relationship (future of H2020 etc.) 

• Reform of the Patent Box. 

• Expanding the current R&D Tax Credit. 

• Removal of plant and machinery from Business Rates 

• Better promotion of current UK incentives (EIS, SEIS, VCT & SITR) through DIT. 

 

Preparation for cash flow issues linked to stock-piling and Brexit 

Businesses could face paying VAT upfront on imports from EU countries once Brexit is 

finalised. This could create cash flow challenges within, but not exclusive to, our supply 

chain. We are concerned that some goods may perish, and the owners will not be able to 

sustain the losses. Some will be too late to be useful, and payment disputes will proliferate. 

A cash flow crisis then follows.  

 

Business needs to keep money moving but businesses may need access to extra funds to 

ensure extra stock is in country in preparation for the possible customs delays which may 

also lead quite quickly to a cash flow crisis for importers, exporters, hauliers, those who 

depend on them, and into the wider economy.  

 

Government must ensure there are preparations in place related to money and its supply 

not just processes and procedures.  

 

Summary 

These measures, underpinned by the continuing progress to reduce corporation tax, will 

deliver continued investment and growth. It is important that the overall tax burden is 

lowered, so for example a decrease in corporation tax is not offset by higher taxes 

elsewhere, negating the initial positive impact.  

 

We would be grateful to have the opportunity to discuss these issues with Treasury. 



 

 

 

Yours sincerely 

 

 
 

 

Steve Elliott 

Chief Executive 

 

Copy to:  

 

The Rt Hon Greg Clark MP 

The Rt Hon Dominic Raab MP 

The Rt Hon Nicky Morgan MP 

Rachel Reeves MP 

Angela Smith MP 


