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I. The European carbon and graphite industry and its
contribution to the downstream EU industry
In the industrial fabric of Europe the carbon and graphite industry is on the one hand situated between the oil industry
and the metal smelting industry as a supplier to major downstream industries in Europe and at the same time it is a sector
providing high-tech products to a large variety of end users in the area of specialities graphite.
The sector therefore supports any policy initiatives that can
support the EU industry's competitiveness in general.
In 2006 the carbon and graphite industry monitored very
closely Commissioner Verheugen's initiative of a High Level
Group to develop a new strategy on the competitiveness of
the EU industry and how this could be reconciled with the
EU's energy and environmental policies. This concerted effort
between Commission, Parliament, Member States, NGOs and
industry was perceived as a major signal that industry should
be encouraged and enabled to stay in Europe and that finally
the European policy makers are seriously debating how this
can be achieved.
The carbon and graphite industry's concern in particular is
what happens with energy and raw material supply and
prices in Europe. It is a key factor of the competitiveness of
the sector and its downstream customers.
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Energy issues
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In this context in particular the
sector was looking forward to
the outcome of the first
working groups on energy
and related issues since the
carbon and graphite industry
itself is also user of substantial
amounts of energy and the
rising costs in the past years
have
threatened
the
competitiveness of the EU
industry in comparison to its
global competitors. Parts of the
carbon and graphite industry
can be considered energy
intensive due to the fact that
for example the graphite
electrode which is an integral
part of all types of steel making
requires substantial amounts of
energy in order to achieve
higher longevity of the
electrode in the steel furnace.
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In January 2007 the European Commission launched its highly ambitious Energy Package, confirmed by the EU Ministers
in March 2007. The package contains 10 major new energy and climate policy proposals and is marketed as the "new
industrial revolution" for Europe.

The main measures include
1. Climate Change: EU unilateral action - “international leadership”- in cutting greenhouse gas emissions;
2. Security: Limit its dependence on external fossil fuel supplies;
3. Markets: Create a true internal energy market in which investment and renewables are encouraged.
A large number of legislative proposals is to follow, some even before the summer of 2007 which will include
cutting greenhouse gas emissions of 20% by 2020, including a reaffirmation of the central role of the
current EU emission trading scheme (ETS);
extending the ETS to other sectors and greenhouse gases;
encouraging internationally industry sectors in developing countries to take on green house gas emission
reduction commitments;
issuing a strategic energy technology plan;
proposing that all new coal-fired power plants should
operate with carbon capture and storage (CCS) by 2020;
proposing that the renewables sector should account for 20
per cent of all EU energy by 2020;
committing to a 20 per cent improvement in energy
efficiency by 2020;
developing nuclear technologies as central to achieving the
EU's energy and climate goals;
further liberalising energy markets;
creating markets competition is to require ownership
unbundling of energy production from energy distribution;
targeting investment in European energy infrastructure;
stronger facilitating cross-border trade;
accompanying with regulation to provide new targets and
policies for energy intensive industries.

Supply to the Aluminium Industry
One of the major global markets for carbon and graphite products is the primary aluminium industry.

Aluminium reduction cells
The carbon and graphite industry supplies furnace linings for the primary aluminium industry in the form of cathode
blocks with which the floor of the electrolytic reduction cells are lined as well as pieces for the surrounding sidewalls. Both
types of blocks are manufactured in a number of
Cathode
different fired qualities. Carbon ramming pastes are
used to seal the joints between the fired blocks.
Demand is created by the relining of cells when
they fail and by projects for the start-up of new
smelters or the extension of existing plants.
Developments in the aluminium industry indicate
that the maintenance demand will be stable over
the next five years. Meanwhile the demand created
by new projects is expected to increase worldwide,
with a major increase in China.
At the same time total demand for aluminium has
continued to grow in 2006 on a worldwide basis, as
was widely predicted. This follows growth at 7.0 to
7.5% in previous years. However, the percentage shares of consumption by region have shifted considerably in the past
12 years. Consumption in China continues to grow especially strongly. Worldwide growth is expected to continue and
production will rise to meet the increased demand for the metal.

Breakdown of World Refined
Consumption in 1982

Breakdown of World Refined
Consumption in 2005

Others
19%

EU
27%

Others
19%

China
4%
Japan
12%

Russia
13%
Japan
12%

USA
25%

China
4%

The strength of demand has been reflected in both
the aluminium metal price and the alumina price.
The increase in aluminium production always has a
major impact on the second type of product the
industry provides for the furnaces of the aluminium
industry: the anodes. Due to increased consumption
worldwide anode production has increased at
almost the same rate. The ever-increasing efficiency
of anode consumption in the smelters due to
improving quality and better process control
contributes to increasingly sustainable production in
this area.
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Whilst the reduction cell has been in use for over 120 years and has seen developments that have provided greater
production levels and higher efficiency, there is still no effective and economically viable alternative available on an
industrial scale. The committee monitors the development of new technologies and can report that there have been no
significant developments in the last year.
It is widely appreciated that primary aluminium is an energy intensive industry. Smelters require a constant supply of
electricity at low and stable prices in order to remain competitive. Increased power tariffs are evident in several parts of
the world, including Europe and North America, and a number of primary smelters have either closed or face the
prospect of doing so, hence the importance of the work of the High Level Group.
There have also been increases in the prices for a range of important raw materials, including alumina, pitch and
petroleum coke and this will most likely be addressed in the next HLG working group.
The ECGA's aluminium committee maintains an industry database that has been updated with details of metal
production and capacity, consumption and stocks, green-field and brown-field project activity plus shut down, idled and
restarted capacity to monitor the development of the downstream industry.

Supply to the Steel industry
An interesting trend in the steel industry, the creation of bigger companies by acquisition & mergers, continued in 2006 we are now in a situation were the five biggest steel makers in the world are responsible for 19% of the output, compared
to only 14% in 2000. This tendency to form large groups, thus having a better leverage on the market, may have an
impact on profit margins as could be seen last spring when, as global demand showed signs of weakness, the steel
industry increased its output whilst maintaining a high price level.

Regional geographic consolidation of the steel industry (2000 vs 2004)
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In terms of tonnes produced steel is still the number two in man-made goods. Following the very low point of
the steel industry in early 2002 the European industry had experienced a dramatic turn-around and with it the
European carbon and graphite industry supplying important parts for the steel production, the graphite
electrode.
The largest factor for this is the influence of
China, its share of the world steel
consumption has risen to about 30% in 2006.
The output of the world's steel industry
reached new heights in recent years. Each
production figure of the last years was a new
world record, 2006 was no exception with
1,239 billion tons of crude steel production
but chances are that this will only be a record
for one year as the predicted trend goes
further upwards.

Evolution of crude steel production ('000 metric t)
1.400.000
1.200.000
1.000.000
800.000
600.000
400.000
200.000
0

2003

EU 25

The main reasons for these positive prognoses
are expectations for a further rise in per capita
steel consumptions in China (currently 250 kg)
and especially India (currently a meagre 30 kg
and this is the second most populous country
in the world). The per-person consumptions of
steel in the EU and the USA are at 400 kg, top
of the list is Singapore with 600 kg.
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Additionally, there is a growing acceptance
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that steel's unparalleled, wide variety of
33%
properties and its constant innovations (there
Japan 9%
is a 50% increase in new steel grades today
compared to 10 years ago) make it suitable for
an array of applications no other metal can provide. Due to its excellent recycling qualities, the increasing
consciousness for ecological concerns also helps steel in regaining lost markets and becoming a cost-effective
material of choice for a multitude of utilizations.
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Especially optimistic projections already point
out that the period of approximately 2000 2015 could become the third longest period of
abiding growth in steel consumption in
history, comparable to the industrialization in
Europe and North America (1875 - 1900) and
the reconstruction after WW II (1950 - 1970).
China increased its own steel production by
229% over the period 2000 to 2006, making
418 million tons last year, well ahead of Japan
with 116 million tons, the C.I.S with 119 million
tons and the USA with 98 million tons. The EU
25 was at 206 million tons in 2006.

The extraordinary growth rates in Asia (especially China) helped the steel industry worldwide to achieve good
turnovers and to increase the price of steel in general over the last years. On top of that the industry was even
able to elevate the profit margins to healthy regions - the significant increase in prices of raw materials such as
iron ore, coke and scrap additionally pushed steel makers towards efficiency increases. It appears that all this
made the industry in Europe and North America much more optimistic about their chances of survival in the
face of a stronger Asian market presence. “Paradigm change” may be too grand a word but a partial shift
towards higher-value products of more use to customers is visible. That in return may lessen the reliance on
mass production commodity steel grades and focus more on complex, end-user oriented grades that will have
their place in the future, providing profits.
The growth rates of global EAF steel production for the recent years were not as steep as the increase in crude
steel production, in fact, they stagnated in 2005.
The main reason is China's focus on the blast furnace route to produce steel, so most of the new capacities
there were not EAFs and in order to focus more on modern steel plants they shut-down some obsolete EAF
capacity. Additionally the above mentioned reduced output of some larger groups in the face of market
weaknesses - if given the choice, it is easier to cut down production on an EAF compared to slow down a blast
furnace - and a slight decline in stainless steel production in 2005 (these grades are mainly done via the arc
furnace route) contributed to said stagnation. This does not seem to be an ongoing trend, so a moderate but
steady increase of steel production in EAFs is expected.
The steel demand outlook is solid and even improving and we're bullish on a further global cyclical recovery,
but a threat of excess capacity is building in China. Sustained demand in Europe is necessary for prices to hold
or producers could be asked to adjust more production. Steel demand growth will reduce availability of raw
materials and keep the industry cost-curve high in the near-term. Scrap steel availability is of particular
concern in medium-term, but more consolidated producers should sustain profitability in an industry where
asset growth is low and turnover high.
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II.Trading in a globalised world: the Revision of
the EU's Dual Use Regulation
In 2006 the European Commission reviewed its regime on export controls of dual use items. Since the carbon
and graphite industry is concerned for a small part of their specialty graphite products due to their extreme
purity ECGA has been actively involved in providing input on the carbon and graphite industry's situation,
particularly in comparison to the US situation where a change in the legislation was favouring the US industry
in comparison to the European industry.
The Commission's intentions were to make amendments to the regulation with regard to
the full harmonization of the General Export Authorisation (Annex II to the Regulation);
the conditions of use of the Global Export Authorisations (Article 6-5 of the Regulation in
conjunction with ICPs (internal compliance programmes) in particular for IT transfers;
possibly replacing National General Export Authorisations with new Community Authorisations;
the transit controls (Resolution 1540 of the UNSC);
catch all clauses (Article 4 of the Regulation);
the sanctioning of illicit brokering for dual use items (Resolution 1540 of the UNSC).
The ECGA members were in dialogue with the Commission about the best possible amendment to the
regulation in order to facilitate European exports whilst maintaining the principle objectives of the Dual Use
Regulation.
The industry wanted to propose the following to the Commission:
Free export for extruded graphite (this graphite is not intended for nuclear use).
Licenses required only for exporting iso-graphite.
However, due to the overall political pressure in a number of member states of the EU it was not possible at
this stage to obtain the necessary regulatory alleviations in order to place the European industry on equal
footing with the Japanese or US competitors.
It can only be hoped that a better solution will be found in the future.

III: The EHS dimension of the carbon and graphite
business - a prime concern
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measurements regarding exposure to 16 PAH (polycyclic aromatic hydrocarbons) in a period of 6 weeks, the
results were interpreted and ECGA handed over the relevant data to RIVM, the Rapporteur of the coal tar pitch
risk assessment. Internal surveys and data collection provided additional information on the potential
exposure of the workers to the coal tar pitch throughout the manufacturing processes at the ECGA member
companies.
For the upcoming REACH regulation the ECGA members were informed extensively about the requirements
for them as downstream users and for them as producers. Contacts have been established with the coal tar
pitch users group in CEFIC in order to assist with the Registration and potential Authorisation of coal tar pitch.
Additional meetings of the member companies' representatives were set up to define the need for common
activities and to prepare common documents.
The newly proposed human health classification for coal tar pitch by the Technical Committee for
Classification and Labelling would lead to additionally required investment costs for carbon and graphite
production sites, the aluminium industry, the road construction industry, and pitch producers in Europe, just
to name the most important ones. We need to insure that the “pitch using” industries in Europe with actually
more than 200.000 employees remain competitive and innovative also in the future. Additional administrative
conditions and high investment costs could put Europe's ability to compete with the industry in North
America and Asia at risk.
There is still a high risk that manufacturers will
close down production sites because of new
legislation. The risk assessment on Coal Tar Pitch
and REACH are one of those examples of
legislation which might very well lead to a
competitive disadvantage for the European
industry.

Safety Performance Index for ECGA members
(the overall performance independently of the number of employees)
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Safety Performance
Thanks to the continuous and sustainable
application of highly developed Health and
Safety practices by the ECGA members in the
last years a successful improvement of the Safety
Performance Index and a significant regression
of the key accident indicators could be attained.
Through plant modernisation and streamlining,
specific process instructions, consistent internal
auditing and detailed accident and incident
investigations this improvement could be made
possible. As it can be seen in the presented
charts not only the number of accidents
(frequency rate) declined but also the absence
of the job - time (severity rate) caused by
accidents.

Frequency Rate Index for ECGA Members
(Number of lost time accidents related to 200.000 hours worked)
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future requirements might hamper the industrial
activities and the global competition.
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