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Corporate Sustainability Due Dlhgence how will the Directive affect Thai
companies?

The European institutions are deeply divided over the issue of whether or not to include
Small- and Medium-Sized Companies (SMEs) in the scope of the upcorning Directive on
Corporate Sustainability Due Diligence. This will require European Union (EU) companies to
address and redress human righls violations and negalive environmental Impacts throughout

their supply chains, including outside of the EU.

The European Commission’s initial proposal set relatively high turnover thresholds for
companies covered by the legislation, set either at €150 million or €40 million where at least.
50% of net turnover generated was in forestry, fisheries, textiles, agriculture of extraction
activities — the so-called ‘high-risk sectors.” However, the European Parliament (EP) is seekmg
to lower these-thresholds to companies with a turnover of over €40 million, and €8 million
with 30% of turnover generated in those ‘high-risk sectors'. The outcorme will see final ﬂgures
somewhere betweeri those proposed by the European Commission and the EP.

This legislation will have a direct impact both on Thai companies exporting to the EU and
those supplying EU companies with parts, components, or materials. The EP’s| intention is to
require companies to ensure that their entire value chains are climate-neutral by 2050 while
putting in place deterrents to them re-locating parts of their operations outside of the EU.

The final draft of the Due Diligence legislation is not expected before the end of 2023.

The European Parliament signals it will back the EU-Thailand Partnership and -
Cooperationh Agreement

The EP Committee on Foreign Affairs debated (28 February) the recently agreed EU
Partnership and Cooperation Agreement (PCA) with Thailand. This agreement covers political,
economic, social and environment cooperation, and paves the way for the conclusion af Free
Trade Agreement (FTA) negotiations. The EU has previously signed PCAs with five other
ASEAN miember states where an FTA has been concluded (Singapgre and Vietnam) or is Under
negotiation (Indonesia, Malaysia, and the Philippines). :

The Committee debate showed unanimous support for the PCA across all pohtlcalgroups Yet,
at the same time, signalled areas the EU and EP will be paying clase attention to in the FTA’s
conclusions. These include labour and minority rights, the death penalty, and freedom of
expression. Brussels has a tradition in its FTAs of broadening agreements to go beyond strlctly

trade i nssues

1 Stakeho!der consultation on the Corporate Sustainability Due Diligence Directive with Axal Voss (shadow
rapportelr, EPP)



EU ban on new sales of CO2-emiting cars from 2035 on hold

As part of the European Green Deal —the package of measures ta accelerate the EU's green
transition — member states agreed in October 2022 to ban car iriterrial combustion engines
sales by 2035. Now, Germany, the biggest car producer in Europe, has decided to hold up the
legislation’s final approval. Berlin now wants combustion engines that use synthetic fuels,
such as biodiesel, to continue to be allowed on the road after 2035. They have collected
support from Italy, Poland, Czechia and Bulgaria. :

Any impact on Thailand will be indirect. This would be as regard the rubber market. According
to Hyundai,? tyres on electric vehicles wear 20% faster than those powered with traditional
internal combustion enginés due to differences in acceleration. Any pullback from a total EU-
wide ban will see a reduction in EU rubber demand.

2 hittps://www. hyundaimotorgroup.com/story/CONTOD00000000050465
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Green Deal Industrial Plan: reshoring production and correcting dependencies

The European Commission presented two key legislative proposals (16 March) to re-
industrialise the EU and boost its digital and green transition: the Net Zero Industry Act and
the Critical Raw Materials Act. These are the Europe’s answer to two external threats: (1) the
US’ and China’s massive green-tech subsidies, which undermine the competitiveness of
European industry, and (2) the overdependence on third countries, especially China, for
critical raw materials.

The Net-Zero Industry Actwants the EU manufacturing capacity for fstrat"e'_g'ic net-zero
technologies to reach 40% of the total domestic demand by 2030 whilst sharply reducing
supply chain and import vulnerabilities. To that end, a favourable environment for
investment in net-zero technalogies is to be supported by prioritising net-zero strategic
projects, lowering administrative burden for net-zero manufacturing projects, and attracting
investment in areas, such as hydrogen through the proposed European Hydrogen Bank. A list
of ‘strategic technologies’is provided, which includeés solar photovoltaic and thermal,
biomethane, and innovative grid techhologies.

There are opportunities for Thailand in the solar energy sector, as current EU supply is
dominated by China. According to a study by the Hinrich Foundation, a diversification of
production to ASEAN countries such as Vietnam, Thailand, and Malaysia would strengthen
supply ¢hain resilience and reducé carbon emissions.

The Critical Raw Materials Act aims at improving refining, processing and recyclmg of raw
materials as well as diversification of supply. The targets for 2030 are to producé @ minimum
of 10%, process 40%, and recycle 15% of the bloc’s annual consumption, while not depending
on a single third country for above 65% for the demand of each material. In order to ensure
global supply chains, the EU will finance relevant projects through the Global Gateway, its
large-scale global infrastructure investment programme. No projects for Thailand have been

annotnced to date.

Natural rubber — considered a critical raw material since 2017 — has béen de-listed. Thailand
is tHe EU’s second largest provider after Indonesia. This means Brussels will be glvmg priority
to environmental impact over supply — the EU deforestation regulation envisages strict
environmental monitoring. Nevertheless, Thailand could benéfit from the EU diversification

agenda with respect to magnesium and baryte.

4 h’ttps://Www.hir‘iﬁ'chfo‘uhd'ation.com/reSearch/wp/sustainable[net-zero-s-tr’ade~imper’ativve/ ‘



Reform of the European electricity market: Brussels pushes for
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The European Commission published on 14 March its proposal to reform the EU electricity
market. It seeks to accelerate the deployment of renewables to triplé production before
2030. In addition, it looks at reducing and buffering the impact of volatile fossil fuel prices
on electricity prices to protect consumers from future price spikes, like ones that followed
Russia’s invasion of Ukraine. This should protect the competitiveness of European industry,
especially in energy-intensive sectors. However, the fundamentals of the EU market will
remain the same, meaning cheap renewables and nuclear power will provide baseload
power and a strengthening of the single market in the sector will allow frictionless tradmg
between member states at critical junctures and times of scarcity.

For Thailand, both the Parthership and Cooperation Agreement (PCA) under article 39 on
energy — and a fmahsed FTA will incentivise EU investment, especially in solar and wind
projects?. Addltl,onally., through the EU-ASEAN Energy Dialogue, member states will be in a
position to benefit from best practice to deliver regional electricity market integration based

on clean energy and greater energy efficiency.

The EU’s renewed push for Free Trade Agreements

The EU has recognised — in a partial U-turn — that in order to achieve its ambitious green
transition, it needs to conclude a further set of FTAs. Brussels concluded its hegotiations with
" New Zealand in June 2022 and aims to conclude a deal with Australia before the end of the
year. Latin America, and more specifically Mercosur — Argentina, Brazil, Paraguay, and
Uruguay — is now seen as a key partner and an agreement is currently bemg finalised.
Concerns over Amazon deforestation is the main sticking point, but there is optimism the
election of Luiz Indcio Lula da Silva as Brazilian President will break the current impasse.

In Asia, ASEAN is the sought economic partner. Brussels has trade deals already in place with
Smgapore (2019) and Vietham (2020) and is currently in negotiations with Indonesia - a
priority partner for the EU. Negotiations with Thailand, which were put on hold in 2014, will
re-start in the coming months. Deals with Malaysia and the Philippines are on hold, waltmg

decisions from Kuala Lumpur and Manila.

= https://www.wfw;'cbm:/"a'rticles/new—thailand—eu-partnershl p-cooperation-agreement-a-step-towards-a-free-
trade-agreemarit
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