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1 INTRODUCTION

Commodity markets have displayed increased vdlatdnd unprecedented movements of
prices in recent years. Prices in all major comityodiarkets, including energy, metals and
minerals, agriculture and food, increased shanpl2007 to reach a peak in 2008, declined
strongly from the second half 2008 onwards and seehmave been on an increasing trend
again since the summer of 2009. To varying degréese price swings have also been
reflected in consumer prices, at times leadingtoad unrest and deprivation.

At the heart of current developments lies a sesfeshanges in global supply and demand
patterns as well as short term shocks in key conitynadd raw material markets. The years
2002 to 2008 were marked by a major surge in denf@ncaw materials, driven by strong
global economic growth, particularly in emerginguotries such as China. This increase in
demand will be reinforced by the further rapid iattialisation and urbanisation in countries
such as China, India and Brazil. China is alre&@ylargest consumer of metals in the world —
its share of copper consumption, for example, Enrfrom 12% to about 40% over the last
10 yearS. Price movement has been exacerbated by varinustsial problems in the supply
and distribution chains of different commodities.

In addition, markets are experiencing the growingpact of finance, with a significant
increase in financial investment flows into comnypdierivative markets in recent years.
Between 2003 and 2008, for example, institutionakstors increased their investments in
commodities markets from $15 billion in 2003 toveetn $250 and $300 billion in 2008.
While the financial crisis interrupted the upwareind, financial positions approached or even
exceeded their 2008 peaks on many markets in 2@di0irvestment by index traders in
particular has increased strongly.

These developments have led to increased callgdiary responses to mitigate the negative
effects of such movements on both producers andurners, especially the most vulnerable
ones, generating attention at the highest politieaél, including the latest G20 summits.
While the debate on the relative importance ofrthétiple factors influencing commodities
prices is still open, it is clear that price movertseacross different commodity markets have
become more closely related, and that commoditekets have become more closely linked
to financial markets This makes the analysis more complex.

The European Commission drew attention to theegratimportance of defining appropriate
policies for raw materials by launching the raw eniails initiative in 2008. It also began an
in-depth reflection on developments on commoditiesket in general and on food prices and

! World Metals Statistics Bureau — 2009 Yearbook

CFTC "Staff report on commaodity swap dealers amttx traders with Commission recommendations”,
Washington, 2008. American Economic Review , 99&Commission Communication COM(2008)
821 final "Food prices in Europe" and its accompagstaff working document SEC(2008)2971 "Task
force on the role of speculation in agriculturahwoodities price movements - Is there a speculative
bubble in commodity markets?"

COM(699)2008 “The raw materials initiative - meefiour critical needs for growth and jobs in
Europe”
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food security in particulér In response to the financial crisis, it has dsmched a range of
measures to improve the regulation, integrity aaddparency of financial markets.

This Communication presents an overview of whatldeen achieved in each of these areas
and of the steps which are planned to take the Wavkard. It will feed into the work of the
G20 which agreed at the Pittsburgh summit "to impr¢he regulation, functioning, and
transparency of financial and commodity marketsatliress excessive commaodity price
volatility."® This commitment was reinforced in November 201aHgyG20 summit in Seoul
which pledged to address food market volatility amdessive fossil fuel price volatilify.

2. DEVELOPMENTSON GLOBAL COMMODITIESMARKETS

Fundamentals, including unexpected changes in fletanomic conditions linked to the
strong demand growth of emerging market economsas Iplayed a key role in driving
developments on commodity markKet®ther factors that have also played a role applgu
shortfalls and monetary policy, and in recent yeaegious ad hoc policy interventions.
Export restrictions, border measures, and shiftstarage policies had an impact on food
prices in the run up of the 2008 food price criénereased use of agricultural land for the
production of renewable energy has strengthened litile between developments in
agricultural and energy prices. Price dislocatitiasve also been exacerbated by various
structural problems in the supply and distributirins of different commoditigs

Each commodity market functions differently dep@&gdon the nature of the commodity, the
needs of traders and historical developments. Tigame single model for the organisation of
commodity markets and hence of how prices evoleeé&commodity trading exhibits a high
degree of standardisation, while on other markie¢sway in which trades are done may
change according to the particular needs of ind@idmarket participants. Derivative
market§ based on commodities have existed for a long &meplay a role in the hedging of
exposures of both producers and users of variomsmumlities. Just as the underlying
commodities can be traded in different ways, d¢inrea can be traded on a bilateral basis,
generally called over the counter or OTC, or usaorganised exchanges. The following
sections examine specific developments on the mmrier energy and agricultural
commodities and the increasing financialisatioecahmodities markets.

2.1. Developments on the physical markets
2.1.1. Energy (ail, electricity gas)

Oil and petroleum markets are integrated, liquid global, and are widely considered to be
driven by economic fundamentals, geopolitical cdesations, the role of the Organization of
the Petroleum Exporting Countries (OPEC), and bg-ploysical trades. There have been
significant developments in terms of financial asherivative investment instruments and
trading technologies. The G20 at the Seoul sumast lighlighted the importance of well-

COM(2009) 591 "A Better Functioning Food SupplyaGhin Europe”, COM(2009) 591
Seehttp://www.pittsburghsummit.gov/mediacenter/129 63
Seehttp://www.g20.org/Documents2010/11/seoulsummit lat@tion. pdf

See for example, IOSCO, Task Force on Commodityres, Report to the G20. November 2010
COM(2009) 591 "A Better Functioning Food Supplyahin Europe”,

A derivative can be defined as a financial agpemerally a contract between two or more partes, t
derives its value from other assets, securitiesven indices.
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functioning and transparent energy markets for ecoa growth. It has been working on
physical market transparency, fossil fuel priceatibty, and the phasing out of inefficient
fossil fuel subsidies

The gas market, which is increasingly influencedtly development of non-conventional

sources, has traditionally been based on long-m@rer-the-counter (OTC) contracts. As a
result of the proliferation of Liquefied Natural &8.NG), gas is also increasingly traded on a
global and liquid market which is being commoditiz&lectricity is the least global energy

market as its transport over long distances isicéstl for physical reasons of non-storability

and energy loss. The geographic scope of the mexrkie¢refore smaller than for other energy
commodities.

EU electricity (and gas) markets are increasingtggrated as a result of the internal market.
They have seen the development of energy exchamgather organised markets and broker
facilitated OTC markets which can be used botipforsical delivery and hedging. It remains

the case that market prices are highly sensitivéhéoavailability of actual and expected

generation as electricity cannot be stored on dudtrial scale.

2.1.2. Agriculture and food security

Most agricultural commodities, in particular cropse subject to strong seasonal production
patterns, and their supply cannot always adjustiigpo changes in demand. This means that
agricultural markets are characterised by a cedegree of variability.

However, both the level and the volatility of pscef agricultural commodities have recently

increased to levels beyond what has been considemadal. This is the case both on the EU
and international markets, and on spot and futuneskets. Within the EU, successive

reforms of the Common Agricultural Policy (CAP) leasignificantly reduced support prices

and related measures. As a result, commodity peyduand traders are more exposed to
market price developments, and thus are more pmse futures markets to hedge risks.
Trade in options and in over-the counter derivatisgealso growing. These factors explain to
some extent the increased activity on Europeanebagehanges and raise two issues in
particular: food security and the need for increasansparency on agricultural markets.

Food security has been identified as one of thexm@vers for future reform in the CAP A
strong agricultural sector is vital for the hightpmpetitive food industryo remain an
important part of the EU economy and trade and jmeantributor to international markets.
This is why, in the context of the Doha DevelopmBaund the EU has agreed to steep
reductions in the ceiling on EU trade-distortingpgart, and reductions of EU border
protection, with a minimum average cut to EU tariéif 54% and full elimination of EU
export subsidies by 2013, conditional to reachim@weerall and balanced agreement.

Excessive volatility of food prices also has sesieffects on food security for food importing
developing countries. During food price spikes €hsas in 2007-08 - many of the poor in
developing countries reduced their food infak&he 2010 food price increases may lead to
another increase in malnutrition in the world. Blasacally, many of the malnourished live in
rural areas where agriculture is the mainstay efdbonomy. While in theory, higher global
prices could stimulate agricultural production, cpritransmission mechanisms are often

10 The CAP towards 2020, COM(2010) 672 final,
1 FAO, WFP, The State of Food Insecurity in the Wpéctober 2010.



imperfect. In many developing countries’ commodityarkets are often disconnected from
world markets, or, at best, world price signals aensmitted to domestic markets with
considerable lags.

Several analyses by FAO, OECD, Commission and sthave focused on the combination
of supply and demand developments, exacerbatetidoy-'rm economic and policy factors
(among which are restrictions on exports) that @&xppart of the observed extreme price
volatility, including factors specific to financiaharkets that may have amplified price
changes.

Despite remaining uncertainties, based on the oktléor agricultural commodities
established by several organisations, includingdtest DG AGRI medium term projections,
three conclusions are clear for agricultural comitnesl

(1)  Agricultural commodity prices are expected to stagher than their historical
averages, seemingly reversing their long-term doavdwtrend, at least for the
foreseeable future.

(2) Price volatility is also expected to remain higlth@augh uncertainties with respect to
its causes and duration persist.

(3) The level of input prices used in agriculture iscalikely to remain higher than its
historical trends.

The combination of the above factors implies thghér prices for agricultural commodities
will not necessarily result in higher income forrfeers, especially if their margins are
squeezed by increased costs. In addition, potgmtiddlems for net food importing countries
and more generally for the most vulnerable consanaee evident, stemming from price
impacts on food inflation. While a certain degreie variability is an intrinsic part of
agricultural markets, excessive volatility does petefit producers neither users.

2.2. Thefinancialisation of commodities markets

Financial investment flows into commodity derivatimarkets have grown significantly in
recent years (see graph 1). Commodity derivatiViesvgoroducers and users to hedge the
risks associated with physical production and puiceertainty. But they are also increasingly
seen purely as financial assets.

Commodity and financial markets are increasingtgritwined, sharing a growing number of
participants in search of risk management and inwest opportunities. The liquidity,
efficiency and accessibility of spot markets iesgthened by well-functioning derivative
markets, and vice versa. Adequate and reliablenmtion on market fundamentals such as
volumes of production and consumption, network pipkline capacity etc, as well as the
amount of trading that takes place in the commadityecessary for transparent and orderly
price formation both on the spot and derivative kats. Derivative markets are not only used
by commercial companies for risk management pusposeaddition prices of commodity
futures (i.e. derivatives listed on organised tmgdvenues) often serve as benchmarks for
example influencing retail energy and food pric&sBEU consumers.



Graph 1: Transactions on commodity derivative miark€otal open interest of futures and options)
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Source: U.S. Commodity Futures Trading Commission. (viateeiEcowin)

The prices of commodity derivatives and underlypig/sical commodities are interlinked,

but it is not simple to identify which way causatifiows in the interaction between financial

and physical markets. Commodity derivatives markisrefore cannot be regarded in
isolation from commodity markets @ice versa. At this stage, there is little evidence that the
price formation process on commodity markets hangld in recent years with the growing
importance of derivatives markets. Empirical stadie not find any systematic evidence of a
correlation between the substantial increase iexnidind positions and commodity futures
prices. Similarly, while there is a strong corriglatbetween positions on derivative markets
and spot prices, there is no conclusive evidencghencausality between speculation in
derivatives markets and excessive volatility andgs increases in the underlying physical
markets.

Significant further work is necessary to understaily these developments, but three issues
can already be identified. First, with a wideningytioe investor base, be it temporary or
lasting, the transparency and easily accessibtenmdtion on the physical markets becomes
more important to allow new investors to make infed decisions and thus contribute to the
price finding process. Secondly, the recent pratility has shown that for physical market
actors the possibilities to hedge their price rishkast be maintained. Thirdly, the high
volatility shows that a close monitoring of markletvelopments is necessary.
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3. EU PoLICY RESPONSE TO DEVELOPMENTSON COMMODITIESMARKETS

At EU level, there has been an initiative to inse@aversight, integrity and transparency of
trading in energy markéfs It has taken a number of initiatives to improkie functioning of
the food chain and transparency on agriculturalroonities markets. As part of the ongoing
reforms of the regulatory framework for financiahrkets, it has also identified measures to
increase the integrity and transparency of commatétivatives markets.

3.1 Physical markets
3.1.1. Energy (ail, eectricity gas)

The Commission has also shown its readiness tdoaensure the orderly functioning of
energy markets in its proposal to establish clabsrprohibiting market abuse on wholesale
electricity and gas markets backed up by an EU wideket monitoring framework and new
enforcement powers for energy regulators. This @ggr will help to ensure that the benefits
of the internal market are realised for Europe'sitesses and citizens, and provides a good
model for how to address the challenges resultiog fthe financialisation of commodity
markets. The proposed Regulation on Energy markegtity and Transparenty reflects
the readiness of the Commission to proactively egklthe challenges of integrated markets
combined with the increased importance of finanoiakkets. It will provide European and
national authorities with the tools to identify tasces of market abuse in electricity and gas
commodity derivative markets and in the underlymmaykets:

— The European Agency for the Cooperation of Energgufators (ACER) Market will be
responsible for monitoring to uncover possible safeabuse.

— Traders will be prohibited from using inside infation to benefit from their transactions
or manipulate the market by artificially causingcps to be higher than would be justified
by the availability, production cost or capacitystore or transport energy.

— Cooperation will be enhanced between physical (ACEBRI financial (ESMA) market
regulators.

— The Commission is committed to ensuring that traresqpcy requirements for fundamental
data in gas and electricity markets are effectivé meet market needs.

3.1.2. Agriculture and food security

The food price spikes have highlighted the understment in agriculture in many developing
countries in recent decadésEU development policy has recognised the needwerse this
trend. The Commission has adopted a policy framiewnrfood security?, indicating that the
EU and Member States should contribute to improfeedti market functioning at global,

12 The market in allowances within the carbon Emissi®rading System for the EU is not dealt with in

this section as the allowances are not commoditidse generally understood sense.

Proposal for a Regulation of the European Parligraad of the Council on energy market integritg an
transparency COM(2010) 726

Fewer than ten African States meet the Maputcetasegt in 2003 of ten percent of public investrtent
agriculture.

COM(2010)127 — An EU Policy Framework to assistedeping countries in addressing food security
challenges

13
14

15
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regional and national levels, including through rowed market transparency. This would
entail support in developing countries to strengithg of farmer's organisations, to improving
price transparency, and to developing and applyegulatory frameworks. Developing
agricultural production will increase resiliencedadaptability to food shocks.

Yet with the causes of price volatility multipldetre is no single and simple solution to the
identified problems. This is more so since, despitl®e common factors appear to be at play
across and beyond commodity markets, the spegifiditagricultural production (linkage to
food security, the environment, and the latter udelg the dependency of agricultural
production on life cycles, weather and seasonstagrand pest conditions) complicates the
potential impact of policy options further.

The G-20 has requested the "World Bank to work witrer relevant international agencies to
develop measures to improve information on natiara regional food stocks and food
production projections” and this is work which themmission will fully support.

The agricultural sector benefits from a wealth wformation on agricultural production,
consumption and stocks from public sources (WB, FAEXD, USDA, EU, ABARE) or
commodity bodies (especially the International @saCouncil) that is in clear contrast to
information in commodities such as metals, mineaald energy, where market information is
proprietary and available by industry. However,omfiation could be improved further
especially on national and regional food stocksfand production projections.

Given the increasing market orientation of its Camnni\gricultural Policy, information and
transparency on commodity market developments heoome key features in efforts to
ensure the proper functioning of the agri-food ohai

— Member States regularly communicate a wide rangegatd to the Commission which is
published on the intern8tand discussed with advisory committees of staldzhsl

— A food price monitoring tool has been set up byS$tetistical Office of the Commission to
increase price transparency drdiscussions are on-going on how to improve thié too

— The Commission services regularly produce and phldimedium-term outlook for major
agricultural commodity markets

The Commission has established a High Level Forammafbetter functioning Food Supply
Chaint®. While it does not deal with price volatility asch, it addresses the transmission of
price developments throughout the supply chainmemiag business to business relations, the
competitiveness of the food industry, agri-foodistigs and the food price monitoring tool.

16
17
18
19

See for instanchttp://ec.europa.eu/agriculture/markets/prices/imgnen. pdf
Seehttp://epp.eurostat.ec.europa.eu/portal/page/goitpmethodology/prices_data_for_market_monitoring
http://ec.europa.eu/agriculture/publi/caprep/peatp?010/index_en.htm

See http://ec.europa.eu/enterprise/sectors/foogietitiveness/forum_food/index_en.htm




EN

3.2 Regulation of financial markets

There is a broad agreement that it is desirabledease the integrity and transparency of
commodity derivatives market. In line with G20 miples and conclusions, the Commission
has launched a number of initiatives to do so:

— It has adopted a proposal for a regulation on O€6vdtives trading?® which aims to
reduce systemic risk and improve transparencydgulators in all derivatives, including
commodity derivatives.

— The review of the Market Abuse Directivén spring 2011 will aim to clarify what trading
in commodity markets constitutes abuse, and torenthat all venues and transactions
where abusive practices can occur are properlyreduender pan-EU rules.

— The review of the Packaged Retail Investment Prisd(RRIPSF will require additional
rigour and enhanced quality of information wheraiteinvestors are offered structured
commodity investment products.

— The Alternative Investment Fund Management Direffiwill increase transparency of
these funds for investors and national supervisord,give a better insight of the impact of
these funds on the markets for commodity derivative

— The review of the Markets in Financial InstrumeBtsective® in spring 2011, will aim to
improve further the transparency of trades andegrioc commodity derivatives by setting
conditions for when commodity derivative produdtewld trade exclusively on organised
trading venues. It will also require more systematid detailed information on the trading
activities of different types of market participanh commodity derivatives, and require
regulators to assert comprehensive oversight awanwdity derivative positions.

— Finally the creation of the European Securities Rdtg Authority (ESMA) will ensure
consistency of technical rules applicable to thesarkets and be instrumental in
strengthening collaboration with regulators of timelerlying physical markets

These measures will help to ensure that increaswgstment flows are more transparent, are
better accounted for, and are less able to disha@tfunctioning of commodity markets.
However the Commission acknowledges that a bettetenstanding of the interaction
between physical and financial commodities marlseteeded.

Against this background, the Commission will:

20 COM(2010) 484 final, 15.9.2010
21 Directive 2003/6/EC, OJ L 96, 12.4.2003
22 A public consultaton on PRIPS was launched on™ 2@&lovember 2010,

http://ec.europa.eu/internal_market/finservices-
retail/investment_products_en.htm#consultation

23 COM(2009) final, 30.04.2009

24 Directive 2004/39/EC, OJ L 145, 30.04.2004

2 Regulation (EU) No 1095/2010 of the European Bardint and of the Council of 24 November 2010
establishing a European Supervisory Authority, adimemn Decision No 716/2009/EC and repealing
Commission Decision 2009/77/EC, OJ L 331, 15.1202(184
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— carry out further analysis of developments on fomalnand physical commodities markets
to improve understanding of the relationships betwthem, and will feed this analysis
into the preparation of a G20 conference laterybex

— examine the extent to which further improvements regcessary on the transparency and
accessibility of information on the physical comrtgdnarkets.

4, THE EUROPEAN RAW MATERIALSINITIATIVE

Beyond developments related to price volatility @ahd interaction between physical and
financial commodities markets, the question of ptaissupplies of raw materials remains
essential. In 2008 the Commission launched the "Raterials Initiative®™ (RMI) which
established an integrated strategy in responsketaifferent challenges related to access to
non-energy raw materials.

The RMI is based on three pillars: ensuring a I@l@ying field in access to resources in third
countries; fostering sustainable supply or raw negefrom European sources, and boosting
resource efficiency and promoting recycling. Thestion examines key results to date on
identifying critical raw materials, and in the aseaf trade, development, research, and
resource efficiency and recycling. Section 5 loakeext steps.

4.1. Identifying critical raw materials

The Commission has identified 14 critical raw miaierat EU level (see annex 6), with
Member States and stakeholders, and has developadsparent, innovative and pragmatic
methodological approach to defining “criticality”

Critical raw materials are those which display gipalarly high risk of supply shortage in the
next 10 years and which are particularly importemtthe value chain. The supply risk is
linked to the concentration of production in a Hahef countries, and the low political-
economic stability of the suppliers. This risk i8 many cases compounded by low
substitutability and low recycling rates. In marages, a stable supply is important for climate
policy objectives and for technological innovatidiar example, rare earths are essential for
high performance permanent magnets in wind turbineselectric vehicles, catalytic
converters for cars, printed circuit boards, optidibres, and high temperature
superconductors. The EU is completely dependemnports, with China accounting for 97%
of world production in 2009 (see annex 7). Chimam demand for rare earths is expected to
exceed its domestic supply in 2012. At the same,tino recovery processes relevant to rare
earths are currently commercially viable and awdéasubstitutes currently show a loss of
performance in their applications, thus requiringreresearch.

The work on identifying critical raw materials alsevealed the need for better data and
knowledge, and on the need to update the list wf maaterials every 5 years to take into
account market developments, technological devedopsn or new information on the
environmental impact of a material. It furtherechcdoded that policy actions should not be
limited to critical raw materials exclusively.

2 COM(699)2008 Communication “The raw materialsi@ttive - meeting our critical needs for growth

and jobs in Europe”
“Critical raw materials for the EU”. Report of th®MSG Ad-hoc working group on defining critical
raw materials June 2010.

27
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4.2. Implementing the EU trade strategy for raw materials

There have been a number of achievements undératihe policy chapter since 2008. An EU
trade strategy for raw materials has been defimeldtlee first annual report presents the main
results until 2009 in the three main af&as

— the EU proposed trade disciplines on export rdgirs (including bans, quotas, duties and
non-automatic export licences) in all relevant niegions, bilateral or multilateral (for
example in the Free Trade Agreement with Koreaiargtovisions on export duties on a
series of raw materials, including wood, in theteahof Russia's WTO accession).

— regarding enforcement, the Commission continuedatkle barriers primarily through
dialogue, but when no progress was registered @adyrto use other tools including WTO
dispute settlement.

— In terms of outreach, the Commission has addredszdaw materials issue in various
bilateral dialogues and in the OECD. Following tbe-organisation of a workshop
dedicated to the issue at the end of 2009, thectoms put on the OECD's work
programme for 201-2012.

4.3. Development instruments

Actions have been launched under th® EDF mainly within the good governance approach
("strengthening states"). Projects were also fiednioy the EU-Africa Infrastructure Fund,
through the EIB lending to mining projects or tresearch framework programme 7 for
geological surveys. The Commission is also suppgré sound investment climate through
initiatives such as country-specific technical stsgice for greater revenue transparency
through the Extractive Industries Transparencyidtite, and work to promote good
governance in tax mattérs

4.4. New resear ch, innovation and skills opportunities

The EU has taken steps to improve its knowledge basactual and future deposits of many
important raw materials and to stimulate the exiwadndustry to deliver new products to the
manufacturing industry through the Seventh FramkwBrogramme for Research and
Development. The project ProMine, launched in 2848 a €17 million budget, will develop
the first pan-European satellite-based mineral uness database and a 4D computer
modelling system to help to assess the value dffigan mineral resources. Funding has been
provided to projects on advanced underground tdogres for intelligent mining, on
substitution of critical raw materials such as rasgths and platinum group metals, and on
coordination of activities in Member States in #rea of industrial handling of raw materials
through ERA-NET. Support has been provided for tlevelopment of the bio-refinery
concept, that will contribute to provide new higalue added products, and the European
Technology Platforms on Sustainable Mineral Resssirand Forest-Based Sector
Technology are important drivers of new researébresfin relation to raw materials.

28 DG Trade - Raw materials policy - 2009 annual refittp://ec.europa.eu/trade/creating-

opportunities/trade-topics/raw-materials/)
COM (2010)163, "Co-operating with Developing Caigg on Promoting Good Governance in Tax
Matters"

29
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The European Regional Development Fund also previdaeding for research, innovation
and business support measures for raw materiabeatjgn and extraction, while the Erasmus
Mundus Minerals and Environmental Programme (200832 supports the generation of new
skills in the area of raw materials.

4.5. Guidelines on the implementation of Natura 2000 legislation

In the context of the RMI concerns have been raigbdut the sometimes competing
objectives of protecting Natura 2000 areas suckrasiring a high level of environmental
protection, and the development of competitive aotive activities. The Commission has
developed guidelines on this issue underlining, dgample, that there is no automatic
exclusion of non-energy extraction activities innear Natura 2000 arédsThe Commission
has also provided guidance that presents example®ad practice for exploiting wood
resources while ensuring sustainable forest managgm

4.6. Increased resour ce efficiency and improved conditionsfor recycling

The concept of sustainable use of natural resouscegreasingly being mainstreamed into
EU policy initiatives to promote growth and compeé&ness. Member States have
implemented various policies and practical instroteelo improve resource efficiency. A
major policy issue is the need for legal clarity tefining when reprocessed waste can be
reclassified as a product. The Commission under Waste Framework Directive is
developing 'End-of-Waste' criteria for specific weastreams, and work is advancing on rules
for ferrous metals and aluminium, copper, recov@egaer and glass.

Since 2008, the Commission has worked to prevégal export, or dumping, of waste by
supporting Member States in implementing the W&tment Regulation. It is considering
guidelines for the shipment of used and waste \&hi€Concerning the stream of waste from
electrical and electronic equipment (WEEE), the @ussion has proposed an ambitious new
collection target which would ensure that 85% & WWEEE stream would be available for the
recovery of valuable raw materials contained, mdtef being lost through improper
treatment. In addition it has proposed stricteesubr the categorisation for shipment of 'used’
electronics and electrical goods which will requingporters of such equipment to provide
proof of functionality for every item exported fag-use.

5. FUTURE ORIENTATIONS OF THE RAW MATERIALSINITIATIVE

While significant progress has been made in impteing the RMI, further improvements are
necessary. An integrated approach based on the piitars is essential, as each contributes to
the objective of ensuring a fair and sustainabfgbkuof raw materials to the EU.

5.1. Monitoring critical raw materials

Securing supplies of raw materials is essenti@iéytask of companies and the role of public
authorities is to ensure the right framework candg to allow companies to carry out this
task. The Commission intends to explore with thieaetive, recycling and user industries the
potential for targeted actions, notably with regtmdrecycling. It is also ready to examine
with Member States and industry, the added valuwk faasibility of a possible stockpiling

s http://ec.europa.eu/environment/nature/natura208@0agement/guidance _en.htm

Good practice guidance on the sustainable mobidisaof wood in Europe. European Commission,
Forest Europe, FAO. 2010
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programme of raw materials. At EU level, the stalskg programme for oil aims to protect
public security for Member States and EUrhe Commission will:

— Monitor the issues of critical raw materials toentify priority actions, and will examine
this with Members States and stakeholders.

— Update the list of critical raw materials everyéays.
5.2. Fair and sustainable supply of raw materials from global markets (pillar 1)

521 Atradestrategy

The Commission intends to reinforce the Raw Maleflaade Stratedy as set out in section
3.2 in line with development and good governangeatives. The Commission considers that
the EU should:

— further embed raw materials issues, such as exestrictions and investment aspects, in
ongoing and future EU trade negotiations in bikdtemplurilateral and multilateral
frameworks.

— pursue the establishment of a monitoring mechafisraxport restrictions that hamper the
sustainable supply of raw materials, and will coundi to tackle barriers distorting the raw
materials or downstream markets with dialogue as plreferred approach, but using
dispute settlement where justified.

— continue to develop bilateral thematic raw matsridiblogues with all relevant partners,
and strengthen ongoing debates in pluri — and hatdtal fora (including e.g. G20,
UNCTAD, WTO, OECD). Further studies could providebetter understanding of the
impact of export restrictions on raw materials nedsk and foster a debate about their use
as a policy tool.

— In OECD, the EU will encourage the inclusion ofexgnt non-OECD members in the
work on raw materials, and will further explore milateral and plurilateral disciplines
including consideration of best practices.

— use competition policy instruments to ensure thi@ipl/ of raw materials is not distorted
by anti-competitive agreements, mergers or ungdtections on the side of the companies
involved.

— The Commission intends to move forward the abovetimeed actions, further analyse
raw materials priorities with third countries thgbubilateral and multilateral frameworks
and dialogue, and continue to pursue the consigtehthe EU's general trade policy with
regard to these priorities.

5.2.2. Sustainable supply of raw materials and devel opment needs

Sustainable mining can and should contribute tdasusble development. However, many
developing countries — especially in Africa — hanat been able to translate their resource
wealth into sustainable and inclusive growth, oftetause of governance issues related to

82 Council Directive 2009/119/EC of 14 September 2009
3 DG Trade - Raw materials policy - 2009 annual repo
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regulatory frameworks or taxation. Enhancing gowecge, transparency and investment
climate in the raw materials sector is essentiabfthieving inclusive growth and sustainable
development in resource rich countries. Developnpmaiicies can play a crucial role in
creating win-win situations where both developed daveloping countries benefit from the
sustainable supply of raw materials, and in usiognektic financial resources from the
mining sector for sustainable development to supiher objectives of respective growth and
poverty reduction strategies.

The Commission will consider further these issuesthie context of the Green Paper
consultation processes on the future of EU devedpipolicy and budget support as well as
in its public consultation on country-by-countrypoeting®. The EU will encourage partner
governments to develop comprehensive reform progresnthat clearly identify objectives
such as improving mining taxation regimes or enlmncevenue and contract transparency,
or enhancing the capacity for using revenues t@aupdevelopment objectives. Greater
transparency will help society at large and naticugervisory bodies to hold governments
and companies to account for revenue payments es®lpts, and thus decrease fraud and
corruption and ensure a more predictable investiwienate.

In Addis Ababa in June 2010 the Commission agreitd the African Union Commission
(AUC) to establish bilateral co-operation on rawtenials and development issues based on
the RMI and the AUC's policy on mining and mineraks. the 2009 'African Mining Vision'.
This co-operation will focus on three areas: gosaoe, investment and geological
knowledge/skills. Under the Africa-EU Joint Strate?011-2013, agreed at the Africa-EU
Summit held in November 2010, actions on raw malerare foreseen under the Trade,
Regional Economic Integration and Infrastructurgraship. The EU and its Member States
will work jointly on these issues. The Commissioogoses to:

— enhance European financial and political support tbe Extractive Industries
Transparency Initiative (EITI), and help developoauntries to implement it;

— share best practice with international organisatisuch as the World Bank, IMF, and the
African Development Bank on the basis of the Eud#ads

— examine ways to improve transparency throughoutstngply chain and tackle in co-
ordination with key trade partners situations whexeenues from extractive industries
could be used to fund wars or internal conflicts;

— assess the feasibility of promoting more disclosafefinancial information for the
extractive industry, including the possible adoptiof a country-by-country reporting
requirement. The Commission will take into accoprigress made by the International
Accounting Standards Boards on an Internationalaémg Reporting Standard for
extra(r:?t&isve industries, as well as the current stafuegislation third countries active in the
region’™.

— promote the application of EU standards by EU camgsaoperating in the developing
countries and the application of the Best Availabdehnique Reference document and by
developing a code of conduct of EU companies opeyat third countries; and

http://ec.europa.eu/internal _market/consultatiobbB{Zfinancial-reporting_en.htm
For example (ass ref to US Dodd-Frank Wall StReform and Consumer Protection Act)
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— support the work by the OECD on due diligence mritining sector.

Resource-rich developing countries often suffermfra lack of transport, energy and
environmental infrastructure which limits theibility to harness their mineral wealth. The
European Commission and European Investment Bah¥),(ih co-operation with African
countries, will continue to assess how to prombe most appropriate infrastructure, and
related governance issues, that can contributeetsustainable use of the resources of these
countries and facilitate raw materials supply, gsiaspective sector dialogues to steer this
process. The existing EU-Africa Infrastructure FrEand® could assist African countries in
this task. Networks of EU delegations can playaal leole in the dialogue process on sectors
relevant to provide the enabling infrastructureiesmment.

To increase the funding opportunities for such gutg, the Commission will liaise with the

EIB (a) to explore the feasibility to increase lgmgdto mining and refining projects and (b)

investigate the possibility to promote financialagantee instruments that reduce risk for
operators, and in particular work together with EHi® and private banks to facilitate the

provision of loans on the basis of guarantees dexiby the European Development Fund.
Eventually the EIB could also provide transactidriee for investments in mining.

Development policy should also target the creatbfinkages from the extractive industry
towards local industry, by improving the value chand maximising diversification.
Therefore, an enabling business capacity buildimgukl be fostered and trade agreements
should include the necessary flexibility to achi¢vis aim. The EU can also help developing
countries increase their geological knowletg® allow them to better estimate national
mineral reserves, better plan budgets based orcexpeevenues from these reserves and give
increased bargaining power vis-a-vis mining firms.

The Commission — in co-operation with African caigg — is assessing the feasibility of
assisting further co-operation between both contsiggeological surveys and is promoting
co-operation in this area in multilateral fora sashUNESCO’s Geosciences Programme.

5.3. Fostering sustainable supply within the EU (pillar 2)

The Europe 2020 Strategy underlines the need tonqe technologies that increase
investment in the EU’s natural assets. Extractiaustries fall under this category but its
development is hindered by a heavy regulatory fraonk and competition with other land

uses. Many regulatory issues in this area are thrapetence of Member States. The
Commission therefore acts mainly as a facilitatorthe exchange of best practices.

At the same time, extraction in the EU must ocausafe conditions. This is important both
for the image of the sector and as a preconditoriffe public acceptance. The Commission
considers that the following practi¢®sire particularly important in promoting investmént
extractive industries:

% The purpose of the Trust is to benefit cross-boedel regional infrastructure projects in sub-Sahar

Africa.

For example, the AEGOS project brings the EU'sAfinta’'s geo-surveys together to improve the level
and quality of resource data available for Africa.

“Improving framework conditions for extracting reirals for the EU”. Report of the RMSG Ad-hoc
working group on exchanging best practices on laselplanning, permitting and geological knowledge
sharing. June 2010.
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— defining aNational Minerals Policyto ensure that mineral resources are exploitechin a
economically viable way, harmonised with other ol policies, based on sustainable
development principles and including a commitmenptovide an appropriate legal and
information framework

— setting up a land use planning policy for minertilat comprises a digital geological
knowledge base, a transparent methodology for ifgerg mineral resources, long term
estimates for regional and local demand and idgngf and safeguarding mineral
resources (taking into account other land uses);

— putting in place a process to authonmsmerals exploration and extractiavhich isclear,
understandablegrovides certainty and helps to streamline the athtnative process (e.g.
the introduction of lead times, permit applicatiomgarallel, and one-stop-shop)

The Commission proposes to assess with the Menth&sSin full respect of the subsidiarity
principle, the feasibility of establishing a mectsam to monitor actions by Member States in
the above area, including the development of iridrsa

It is also important to further enhance the knogkedbase necessary for an efficient raw
materials strategy. In the short term the Commisgioposes to assess with the Member
States the scope for increased synergies betwesmnalageological surveys, that would
allow for economies of scale, reduced costs anegtased potential to engage in joint projects
(e.g. harmonised minerals database, European Rderiila Yearbook). In the medium term,
any synergies should contribute to an improved peao raw materials knowledge base in a
co-ordinated way, in particular taking into accodwmture opportunities within the GMES
programme. For some raw materials, such as woad,gtbwing demand for renewable
energy continues to increase competition for thiexreased demand is not always matched
by a corresponding supply increase, thereby leatditggher prices.

The Commission intends to:

— promote the work of UNECE in the area of standatthe concerning reporting of
reserves and resources at EU-level.

— carry out an appropriate analysis on the avaitgbif wood and recovered paper taking
into account the potential demand from both thedsbbased industries and the renewable
energy sector (biomass).

— continue to support the creation of sectoral skdlsuncils at European level when an
initiative comes from stakeholders such as so@dners or the relevant observatories.

— assess whether there is a case for launching &atina Partnership on raw Materials for a
modern society within the Europe 2020 Flagshiprotovation Uniofi’

54. Boosting resour ce efficiency and promoting recycling (pillar 3)

As worldwide demand for raw materials is increasatga faster rate than the supply of
recyclable material, recycling will not satisfy alf the EU’s raw material demands. In the
framework of the Europe 2020 flagship initiative r@source efficiency, the Commission will

39 COM(2010)546
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present in 2011 an EU roadmap for a low-carbon @xgnby 2050. It will set out a vision of
structural and technological changes required taeno a low carbon, resource efficient and
climate resilient economy by 2050 and how we carkemthis transition happen through
policies delivering most benefits for the EU’s gthwjobs and energy security.

‘Urban mining', which is the process of extractusgful materials from urban waste, is one of
the main sources of metals and minerals for Europedustry. The use of secondary raw
materials contributes to resource efficiency, @ ibduction of greenhouse gas emissions and
to the preservation of the environment. Howeves,fthl potential of many of these resources
Is not being exploited and although recycling ofmeipal waste in the EU has doubled in 10
years, there are large differences in the situatiothe Member States. Given pressures to
reduce carbon emissions, protect human health esete external dependence, the barriers
to prevention and recycling need to be further assied. The Commission considers that
these barriers fall into three broad categoriesmkdge' of waste to sub-standard treatment
inside or outside the EU,; obstacles to the devewynof the recycling industry; and
inadequate innovation in recycling.

Better implementation and enforcement of existind waste legislation is essential for
promoting a more resource-efficient Europe. The @asrion proposes therefore to:

— publish a review of the Thematic Strategy on wastvention and recycling in 2012. It
will assess possibilities to develop best practinethe area of collection and treatment of
key waste streams, in particular those which camaiv materials which have a negative
impact on the environment. When necessary, thdadildty of recycling statistics will be
improved.

— support research and pilot actions on resourceigfity and economic incentives for
recycling or refund systems.

— carry out an an ex-post evaluation of the EU wastpiis, including an assessment of areas
where legislation in the various waste streamscdbelaligned to improve coherence. This
would include the effectiveness of deterrents agmhfiies for breaches of EU waste rules.

— review the action plan on sustainable consumpti@h@oduction in 2012 to identify what
additional initiatives are necessary in this area.

— analyse the feasibility of developing ecodesigrruments to foster more efficient use of
raw materials, ensure the recyclability and duigbdf products and promote the use of
secondary raw materials (minimum content of reaygteaterials) in products, notably in
the context of the Ecodesign Directive.

The problem of environmental dumping of waste potsllalso occurs in cases of illegal
shipment of waste to third countries. To furtheemsgthen the enforcement of the Waste
Shipment Regulation, the Commission proposes to:

— ensure precise and workable inspection standardwdete across the EU in 2011. This
will include provisions to facilitate the contral shipments by customs authorities;

— consider using FP7 research funding to help impréeehnologies for detection,
identification, tracking and location of illegalipments;
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— examine the feasibility of applying a global cecaéftion scheme for recycling facilities to
the export of waste streams, building on environ@aigRsound management criteria;

— building on IMPEL, work with Member States to asséise feasibility of a formal EU-
level mechanism for the enforcement of the EU a;cand

— develop new initiatives to improve the competitigses of EU recycling industries notably
by introducing new market based instruments favausecondary raw materials.

6. WAY FORWARD

Access to commodities and raw materials is esddntiaaintaining the productive capacity
of the economy and securing the well being of eriz These commodities and raw materials
are sourced from across the globe as well as frahinvEurope. The challenge is to ensure
that commodity and raw materials needs are metway which supports wider goals for
development in source countries, environmentaleotan, open trade and stable markets
which do not pose risks to the wider economy.

Across all classes of commodities and raw materibkre has been an increase in financial
activity. Ensuring that this development supportsd adoes not undermine access to
commodities and raw materials or destabilise theopean economy or the economies of
developing countries is therefore a key policy @ncat European level and international
level. These markets must continue to serve thessamomy by helping price formation and

allowing the hedging of market risk.

The prices of commodity derivatives and underlypig/sical commodities are interlinked.
Their dynamics are challenging established paraslignd understanding commodity prices is
becoming increasingly difficult. The Commission swiers there is a need to promote greater
understanding of these developments.

Given that the sustainable supply of raw materialsa major on-going challenge, the
Commission also intends to reinforce implementatwdrits raw materials initiative in an
integrated strategy based on its three pillarstiéamore, the Commission will hold regular
public discussion through an annual thematic ettt would promote the awareness of the
challenges ahead and take stoke of the progress.mad

Lastly, the Commission intends to take forward asstons on these issues at international
level and in the framework of the G20, and will hasconference to discuss them before the
G20 Summit this year.
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