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Inthefoll owi ngpresentation, | wouldliketodiscuss: 1) thepresent
state of the Japanese econony; 2) inportant factors of change in
t he busi ness environnent; and 3) Sum tono Chemical’ s business
strategy for gl obal operations.

I. The Present State of the Japanese Econony

Japan has beensuffering, not onlyfromthepai nsof structural changes
i nmaturei ndustries, but al sof romt hegrow ngpai ns of newi ndustri es
and t he readj ust ment fromone econonic periodto another. Wth the
accel erationof gl obal i zati onandt hecomrencenent of t hei nf or mati on
technol ogy (I T) revol ution, the“Japanese syst eni of nass producti on
of standardi zed products can no |onger performw th the sane
conpar ati ve advant ages as before. At the sanetine, newi ndustri es,
which will drive our future economic gromh, are not yet fully
devel oped.

The fall of the Berlin VWall inGQctober 1990 synbolized the victory
of denocracy over communism At the sanme tinme, the geopolitical
condition of the Cold War, during which Japan denonstrated its

econom ¢ strength in world markets, drastically changed. A nunber



of factors extrenely favorabl e to Japan have either di sappeared or
significantly changed.

Herein lies the essential challenge which Japanese busi nesses and
i ndustries nust neet. The traditional industrial systemwthits
uni que features such as indirect financing, bank credits based on
| and nor t gages, crosssharehol dingandthelifetimeenpl oynent system
wor ked extrenely well for nearly four decades till the coll apse of
the US. SR in 1991. However, since conpetition becanme nore
intensive as a result of the attenpted shift by nany comruni st
countries t o a market-ori ented econony, many of these features are
no | onger advant ages. They have becone burdensone and t hreat en t he
vi abi lity of some Japanese conpanies. Thisisespeciallytrueafter
Japan’ s economicgromhratestartedtaperingoff. Thiswasfurther
conmpl et ed when the yen was highly appreciated vis-a-vis the U S.
dollar and other currencies in the 1980’ s.

In addition, since the bursting of the “econom c bubble” in 1990,
t he Japanese econony has been suffering fromserious probl enms such
as a banking sector that is overburdened with an enornobus anount
of non-perfornm ngl oans. Al so, consumer consunpti on whi ch accounts
for about 60 percent of Japan’s GDP has remai ned stagnant. This
isclearlythe fact that consunmers | ost confidenceintheir economc
future.

As the result, the Japanese econony recorded a negative growth for
fiscal 1997 and 1998. The Japanese governnent aggressively

i mpl enented a series of Keynesian-type fiscal stinulus packages.
These prograns started to take effect. It appeared that Japan had
finally emerged fromitslongrecessionwiththegrowhrateinreal
terns for fiscal 1999 and 2000 bei ng pl us 1. 9%and 1. 7%r especti vel y

However, the growh rate for fiscal 2001 is estimated to fall to
m nus 1.0%



The Japanese econony has cl earl y been under defl ati onary pressures.
The econoni crecessionintheUnitedStatesadverselyaffectedJapan.
After the horrendous terrorist attacks on Septenber 11, the outl ook
of the American econony seens to highly depend upon how soon
consunpti on whi ch occupi ed about 70%of the GDP (10 trillion U. S
dollars) will be recovered.

The critical issue nowis whether Japan can inpl enent structural
reformns. | believe that the Japanese peopl e should not be
excessi vel y pessim sticabout thefutureof their country’s econony.
The Japanese, by and | arge, remai n hi ghly i ndustri ous. The Japanese
had shown a hi gh degree of flexibility in adjusting to changes in
t he econom ¢ and busi ness environnent at the critical tinmes inthe
past. For exanple, they weathered the sharp increases of energy
cost caused by the two oil crises of the 1970’ s.

Monet ary assets accumul ated inthe private sector are estimated to
amount to 12 trillion U S. dollars, maki ng Japan a major | ender in
the international financial community. Wth its GDP at nore than
4 trilliondollars, Japanis still one of the | argest econom es in
t he worl d.

The i nperative of structural refornms requiresthat strongpolitical
| eadershi pand acomm tnent toputting Japan’s houseinorder. This
will requireoverhaulingthepolitical, econom c andadm nistrative
systens. Prinme M nister Junichiro Koi zum who took officeinApril
2001 i s very popul ar anmong the Japanese people. Unlike his nine
pr edecessor s who wer e appoi nted Prime M ni ster over the past twel ve
years, hehasbeendiligentlytryingtoinplenent structural reforns.

Prime M nister Koizum is quoted as saying, “Wen it comes to
structural reform there are no sacred cows!” His commtnment to

smal | government, deregul ation, privatization of public-sector



entities and the devel opnent of individual creativity has been
recei ving strong support fromthe Japanese public.

The Japanesetendtothinkthat their social systens cannot be changed
Wi t hout unani nous consent. Therefore, the speed of change nay not
be as rapid as expected. Reform and deregulation in the

adm ni strative systemwoul d cause friction with those who want to
mai ntainthe status quoinorder toprotect their vestedinterests.
For bureaucrats, giving approval has been the very source of their
power, and for many bureaucrats, deregul ati on means reduced power
for themand t heir organi zati ons. For the private industries which
are subsidized by the governnent, deregulation can nean the
intensificationof conpetition. I|ndeed, too many vested interests
- ideological, political and financial-stand in the way.

Needl ess to say, this is not the case prevailing only in Japan; it
is rather a universal phenonenon observed both at present and in
t he past. Thewel |l -known 16t h-century political scientist, Niccolo
Machi avel li wote in his “The Prince” (first published in 1532),
“It should berealized that taking the initiative in introducing
a neworder of thingsis very difficult and dangerous, and unlikely
to succeed. The reason is that all those who profit fromthe old
order will be opposed to the innovator, whereas all those who m ght
benefit fromthe new order are, at best, tepid supporters of him
Thi s | ukewar nmess ari ses partly fromfear of their adversaries, who
have the laws on their side, partly fromthe skeptical tenper of
men, who do not really believe in newthings unl ess they have been
seentoworkwell. Theresult isthat whenever t hose who ar e opposed
t o change have the chance to attack the i nnovator, they doit with
much vi gor, wher eas hi s supporters act only hal f-heartedly; sothat

t he i nnovat or and hi s supportersfindthensel vesingreat dangers.”?

It is clear that human bei ngs act only when they are convinced. In
this sense, M. Koizum '’ s persuasiveness will prove extrenely



i mportant toneet t he enor nous chal | enges t hat Japan nust face. Sone
criticssayareequivalenttothoseat thetinmeof theMeiji Restoration
in 1868 and i nmedi ately after the Second Wirl d War whi ch ended in
1945. Japan needs vision for the direction in which we should be
novi ng. Business is ahead of governnent in recognizing this.
Busi ness | eader s have been aski ng Pri ne M ni st er Koi zum toexpedite
t hedevel opnent andi npl enent at i onof aconpr ehensi veeconom cpol i cy
program covering a broad range of issues related to the social
security system regional finance schenes and the tax system They
have al so beenurgi ngthe governnent topursueactivelyall renaining
deregul ati on and other systemc reforms with a view toward
stinmulating private sector initiative. One of the recent
acconplishnmentsinthisareais adecisionbythegovernnment of Japan
to introduce a consolidated taxation systemin April 2002.

Note 1) N ccol 0 Machiavelli “The Prince” Edited by Q Skinner & R Price,
Canbri dge University Press (1988)

I'l. Inportant Factors of Change in the Business Environnent

Corporate activities areinfluenced by theeconom c environnent and
vi ceversa. Japanese conpani es have been copi ngw th above outl i ned
chal | enges arising from significant changes in the economc

envi ronnment which took place over the past decade.

By way of exanpl e, | woul dl i ketodraw your attentiontofivespecific

factors of change:

1) Thegl obalizati onof marketsandi ntensificationof conpetition;

2) Technical i nnovationsparticularlyinnumerousfieldsincluding
I T, biotechnol ogy, new material science and nanot echnol ogy;

3) Changes in corporate governance philosophy with a stronger
enphasi s on “sharehol der val ue”;



4)

5)

Let

1)

Hi gher cust omer expectati onsreflectingchangesindenographics
and val ues; and

I ncr easi ng public demand for better environmental performance
andgreat er focusont heet hi cal di nensi ons of busi ness deci si ons.

me di scuss in sone detail:

The gl obal i zati onof marketsandi nt ensi fi cati onof conpetition.

Devel opi ng countries in Asia and Eastern Europe which shifted
to a market -ori ent ed econony, nade entry i nto the gl obal market
withtheir | owcost products. Conpetitionbecaneextrenelykeen
and Japan has been under pressure to respond to these radi cal
geopol i ti cal changes.

Japan’ s manufacturingindustries, particul arlyl abor-intensive
i ndustries, suffer fromthe | oss of conparative cost advant age.
For exanpl e, accordi ngtoaconparative survey conduct ed by Sanwa
Bank’ s branch office in Singapore, the nedi umwage of | abor
(assum ng the wage in Japan is 100) is: 6.05 in Shanghai, 3.1
i n Shenzhen, China; 4.5 in Thailand; 10.4 in Malaysia; 3.7 in
I ndonesia; 5.4 inthe Philippines; 2.9 in Vietnam and 4.5 in
Del hi, Indi a.

Thus, in order to remamin conpetitive in the gl obal market,
compani es nmust tri mweak and unconpetitive operationsfor cost
reductions. They nust al sorefocus and devel opanoreeffective
al I ocati on of resources and wi ser strategy of i nvestment i n new
| i nes of busi ness. The"hol |l owi ng-out” of i ndustriesasaresult
of the shift of Japanese manufacturing operations to those | ow
cost countriesin Sout heast and East Asi ancountriesisaserious
I ssue for Japanese business and industry.

| would like to point out that the traditional “life-tine
enpl oynment systeni an essential strength of the Japanese



managenment system It worked very well during the period of
hi gh economi ¢ growh. However, it has becomne rather a burden
on Japanese conpani es. |nnovative factory automati on systens
such as nunerical control mechani sns, the use of e-mail and the
I nternet have made traditional skills | ess val uabl e andin sone
casesredundant or unnecessary. Infact, sonmeof themhave becone

obstacles to survival and grow h.

Thus, the traditional enploynment systemin the private sector
i s undergoi ng change. Increasing job nobility has becone
essential tothetransfer of human resources to nore productive
enpl oynent. Western-style assessnment procedures have been
creeping into big Japanese corporations. Mny Japanese
conmpani es are redefining the concept of lifetine enpl oynent.
Sone conpani es have al ready i ntroduced t he Hay Systemwhich is
aperformance- ori ent edconpensati onprogramext ensi vel y adopt ed
by Aneri can conpani es and“vol untary” earlyretirenment for their
enpl oyees. Mbst conpanies are in the process of reducing the
size of its headquarters staff and decentral i ze deci si on- maki ng

t hrough reorgani zati on.

Many wor kers now f eel unsure about their jobs. O der enpl oyees
find the corporate culture to be | ess cohesive, and their
identification with the conpany is weakening. Japanese
managenent nmust devel op newpr ograns andpoliciesthat will bring
about a strong feeling of solidarity between managenent and

enpl oyees.

On the ot her hand, younger enpl oyees seem nore prepared than
their predecessors to take risks and pursue other career
opportunities astheyfeel necessary. Theydonot m ndforegoing
the security of long-termenploynment for the opportunity of
personal career growth. Traditional patience with the
seniority-based wage and pronotion systens is gradually



2)

3)

di sappearing. Inorder toenabl ewrkerstodevel opnewskills,
it has becone extrenely inportant for Japanese conpanies to

provide their workers with various training prograns.

Techni cal i nnovation, particularlyinnunerousfieldsincluding

| T, biotechnol ogy, new material science and nanot echnol ogy.

The new technol ogi es are not only changing the structure of
i ndustry but also creating the new foundation of the

know edge- based econony. Like other nations, Japanis worKki ng
hard to capitalize ontechnol ogi cal i nnovati ons and putting in
pl ace the | aws and regul ati ons suited to t he newt echnol ogi ca
paradi gm International harnonization of regul ations and
standar ds shoul d be pursued, but we nust be careful that we do
not devel opexcessregul ati onsthat stiflethecreativity, growth
and useful ness of this “new frontier.”

Changes in corporate governance phil osophy with a stronger

enphasi s on “sharehol der value”. Under the strong influence
of institutional investors, corporate nmanagenent strongly
focuses on raising “sharehol der value”. This has been under
way f or decadesintheUnitedStatesandEurope. Itisnowrapidly
gai ni ng nomentum i n Japan. Japanese conpani es have
traditionally put high priority on “stakehol ders” -- e.qg.,
enpl oyees, customers, sharehol ders and t he community -- rather
than “shareholders.” It is essential for Japanese corporate
managenent to stri ke a bal ance bet ween “shar ehol der val ue” and
“st akehol der val ue”.

I n a sem nar on cor porate governance held at the University of
Pennsyl vani a several years ago, an interesting result of a

conpar ati ve anal ysi s on cor por at e gover nance, conducted by t he
U. S. - Japan Managenent Studi es Center in Tokyo, was presented.
I nresponsetothequestion“whichisnoreinportant, jobsecurity
or dividends?,” 97% of the Japanese respondents replied that
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“jobsecurityisnoreinportant,” whil enearly90%of t he Aneri can
and British respondents felt “dividends are nore i nportant.”
About 60%of French and Germany firnms replied that job security
is nmore inportant.

Thi s basi c di fferencein corporate governance practicesis al so
reflectedinresponses tothe question: “Wose conpanyisit?”
To this question, 97%of Japanese nanagers replied, “It’s for
t he st akehol ders and | ess than 3%of the Japanese replied“It’s
for sharehol ders (i nvestors). On the other hand, nore t han 70%
of the Anerican and U. K. respondents replied that “t he conpany
is for the shareholders.” Less than 30%of Anerican and U K
conpanies felt that “the conpany is for stakeholders,” while
approxi mately 80%of French and Gernan conpani es replied that
t he conpany exists for the interest of all stakeholders. The
simlarity between the United States and t he United Ki ngdomi s
striking. France and Germany are sonewhat closer to the
Japanese.

H gher cust oner expectationsrefl ectingchangesi ndenographics

and val ues. The agi ng of the popul ati on and the energence of

newval ues are al soi nportant factors bringi ng changes to Japan.
The | ow rate of popul ation growth and the rapid agi ng of the
popul ati on in Japan, though not uncommon in industrialized
countries, are striking devel opnents.

According to the Japan’s National Population Institute, the
popul ation will peak in the year 2007 and start declining

thereafter. The percentage of people aged 65 or older to the
total populationis presently around17% It is estimatedthat
it wll exceed 27%i n 2020. Confronted by this situation, Japan
will have to dramatically change its social security system
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| ncreasi ng public denand for better environnental perfornance

andgr eat er focusont heet hi cal di nensi ons of busi ness deci si ons.

The Publ i c Broadcasting StationintheUnited States broadcast ed
Bi || Moyers’ documnent ary on cor por at e handl i ng of envi ronnent al
issues titled “Trade Secrets” in March 2001. The | esson that
we nust learn is that there is very strong denmand for higher
environment al performance. Managenent of chem cal conpanies
has dul y recogni zed t hat t hey shoul d pay nore attentionto proper
handl i ngof envi ronnment al i ssues. Japanesechemni cal conpani es,
like their counterparts in other industrialized countries in
the worl d, have been working hard at Responsible Care and
sust ai nabl e econoni ¢ devel opnent.

The i ssue of the ethical dinensions of business decisions has
al so been drawi ng greater attention of the general public.

I ndeed, the recently disclosed actions by sone top executives
of Enron and Art hur Ander sen have rai sed a seri ous questi on about
t he soundness of corporate governance in America. Those
corporate executives are all eged to have taken a | arge sum of
noney for their personal gain, while denying their enpl oyees
the right to sell their stock. This incident gave the world
an inpression that even the American systemwhich has been
bel i evedt obe nost transparent i s not conpl et e and needs const ant

care and i nprovenent.

Sumi t oo Chemi cal’ s Busi ness Strategy for d obal Operations

As Peter Drucker once said, “cross-border alliance” has becone the

strongest integrating force of the business world. The changi ng

busi ness envi ronnent i s forcingconpani estosel ect fieldsthat best

fit intheir current corporate strategy and concentrate resources

in such fields.

10



Thus, the word in current Japanese business strategy is
“globalization.” |Indeed, the corporate strategy of going gl obal
is no longer a choice but a survival technique. It is a process
by which they make use of managerial resources such as capital,
t echnol ogy, human resources, and informati on beyond nati onal
boundari es to respond to dynam c structural changes i n donestic and
i nternational econonmi c conditions.

Inthetraditional Japanesecor poratescene, nergersandacqui Sitions
(M&A) had not been commobn. However, inrecent years, the situation
hassi gnificantlychangedinrecent years. Inthechem cal i ndustry,
for exanple, Mtsubishi Petrochemical Co., Ltd. nmerged with

M t subi shi Kasei CorporationinOctober 1994t o becone a newbusi ness
entity, Mtsubishi Chem cal Corporation. |In 1997, Mtsui Toatsu
Chemical Inc. and Mtsui Petrochem cal I ndustries were nmerged into
Mtsui Chem cals. 1In Novenber 2000, Sum tonp Chemi cal announced
itsdecisiontonmergewithMtsui Chem cal s by the year 2003. These
mergers of the chem cal conpani esrepresented aninportant step in
the imm nent restructuring of Japan’s chenmical industry. Key
strategies are placing high priority on capital utilization, cash
flow, and sel ection of core businesses and concentration of

resour ces.
Sum t ono Chemi cal * s new2001- 2003 Cor por at e Busi ness Pl an has t hese
fiscal years2001-2003. It hasthefollow ngthreedistinct el enents

in the corporate vision statement. They are as foll ows:

First, Effective use of our expertiseinchenmstryandlife sciences

to devel op and commercialize i nnovative technol ogi es and new

generations of products. One of the conpany’s di stinct advant ages

liesinitsabilitytocapitalizeonthesynergisticeffectsof various
t echnol ogi es and expertise that the conpany has accurnul ated and
refined t hrough our operation of five different business sectors,

11



i.e., FineChem cal s, Petrochem cal s, Agri cul tural Chem cal s, Basic
Chenmicals, IT-related Materials and Pharnmaceutical s Sectors.

Sum tonmo Chemi cal G oup conpani es have been trying to achieve
“technol ogy fusi ons” by cl ose col | aborati on anong t hensel ves. For
exanpl e, researchers of Sum tono Chenical have been supporting
Sum tono Pharmaceuticals through the supply of bul k products,

t oxi col ogi cal studies, organic chem cal synthesis process

devel opment and bi ot echnol ogy-rel ated research.

Secondl y, A vigorous expansion of our international business

operations, with particular focus on Asia. The follow ng recent

devel opments in this region are particularly noteworthy:

1) China. Wth a population of 1.3 billion, China has achi eved
vi gorous econoni cal devel opnent over the past two decades. It
has been naki ng r enar kabl e progress i n carryi ng out reforns and
econom c liberalization. Wile China is still a devel oping
countrywi thits GDPbei ngone- quarter of Japan’ s, it has enor nous
econom ¢ potential. But, China still faces nunmerous economn c
probl ens conmon t o devel opi ng countries. They include the gap
bet ween the coastal and inland areas in terns of econom c
devel opnent and t he need of technol ogy and capital required to
sust ai n devel opnent. The worl d cannot afford to | et China fail
inthis shift to the nmarket-oriented system

Chinajoinedthe WrldTrade Organi zati on (WO i n Cct ober 2001.
China' s full participationin the WIOis inmportant for world
trade. It will certainly help China becone a full nenber of
the world conmunity. She must continue to work on putting in
pl ace adequat e systens to protect intellectual property rights
andpat entsandal sotoprotect theenvironnment duringtheprocess
of industrialization.

12



2)

A remar kabl e expansi on of trade between Asia and the rest of
the world, as well as within the Asian region:

In 1990, Japan’s exports to Sout heast and East Asia anounted
to86billionU S. dollars; it doubledto194billionU. S. dollars
in2000. Itsinmportsnearlytripledtol143billionU S. dollars
fromb57 billion U S. dollars in the same period.

The United States’ exports to the sanme region also rose to 129
billion U S. dollars in 2000 from57 billion U.S. dollars in
1990. Over the sane period, itsinportsincreasedsharply from
93 billion U S. dollars to 263 billion U S. dollars.

Simlarly, EUexportstothesameregionincreasedto 108 billion
U S dollarsin2000from44billionU S, dollarsin1990, while
itsinports increased sharply to 174 billion U.S. dollars from
54 billion U. S. dollars over the sane decade.

As for intra-regional trade during the sane period, the
Associ ation of Sout heast Asian Nations’ (ASEAN s) exports to
Chi na and Hong Kong, for exanpl e, quadruplicated from5 billion
US dollarsto22billionUS. dollars. Itsinports fromChina
tripled from5billionUS. dollarsto 16 billion U. S. doll ars.
This high rate of growth in trade within the regionis truly
remar kabl e.

Because of the high economic growh potential, “Mwve to Asia”
becane a common strategy. | heard Sir Ronal d Hanper, forner
Chairman of |1 Cl speak at a Chem sts Cl ub | uncheon in New York
City. He told the audi ence, “I n 20-25 years, the share of Asia
intheworldchemcal industry will reach 50 percent, and unl ess
you becone active in Asia, you will be dead.”

13



In the 21st century, Asia will continue to be a major driving
force for world economic growth. Asiais extrenely diversein
terms of history, |anguage and culture. Asia is also diverse
interns of patterns of noderni zati on and economi ¢ devel opnent .
Hence, t he ki nd of regi onal integrationas we have seeni n Europe
woul d not be possi bl e, but a sonewhat | oose econom ¢ comunity
in Asia should be feasible and contribute to enhancing trade
of goods and services to increase benefits to the countries

concer ned.

Finding a feasible path in the industrialization process is a
prof ound chal | enge the devel opi ng countries will face in the
21st century. Thel eaders of thedevel oping nationsw thrising
nati onal i smareoftencaught inadilema. |f thepaceof economc
devel opnent is slower, their perfornmance does not neasure up
to people’s expectations; and if the economy grows too fast,
society wi ||l becone extrenely unstable, resultinginthe social
upheaval that we observe in many corners of the world. Thus,
itisavital i nportantissuefor thepeopl esof devel opi ngnati ons
to maintain an i nner bal ance betweentheir traditional val ues
andt hei npact of newsci ence and t echnol ogy i nt he noder ni zati on
pr ocess.

Thi rd, Est abl i shi ngadynamn candi nnovati vecor poratecul turei nbued

wi t h an enhanced entrepreneurial spirit. Great innovation I T has

br ought about anewt echnol ogi cal paradi gmf or busi ness andi ndustry.
We do not see its full inpact yet but we areacutely aware that our
busi ness activities and life styles will eventually be subject to
profound i nfluenced by the IT revolution. Keeping this in mnd,
theconpanytriestoinvest i nnewventureswithaviewtocapitalizing

on new busi ness opportunities.

Sum t ono Chem cal G oupsel | sabout 25%of it s products outsi deJapan.
Al t houghit is higher than the Japanese chem cal industry average,

14



it islower conpared with foreign nultinational conpanies. In the
Agri cul tural Chem cal s Sect or andt he Pet rocheni cal s Sect or, however,
conpany’s overseas activities are significant. The Agricultural
Cheni cal s Sect or sel | s 60%of t he products i noverseas markets. The
Petrochem cal s Sector has a 270, 000-t on- per-year pol ypropyl ene
capacity i n Japan and a 650, 000-t on- per -year capacity in Si ngapore
and Houston, Texas. Sumtono’s joint venture in Houston with
Chevron-Phillips Chem cal produces pol ypropyl ene for autonobile

appl i cations based on its gas-phase manufacturing technol ogy.

In the Asia Pacific region, Sumitono Chem cal has invested in
pet rochem cal and basi c chem cal projects in Singapore. Singapore
has avery openinvestnent climate. This openness has been a naj or
factor inthetransformation of the country fromatradi ng port into
a nodern industrial economy. The governnent has been pursuing a
pr o- busi ness, export-orientedeconom cpolicy. |nSingapore, over
3,000l tinational corporationshavenadedirect foreigninvest nent
in the electronics and chenmical industries, as well as other

i ndustries. JapanandtheUnitedStatesareSi ngapore’ s mai nsources
of inmports, as well as its main export destinations. Re-exports
accounted for 40%of Singapore’s total sales to other countries.
Manuf acturing anounts to about one quarter of GDP.

An economi c part nershi pagreenent was si gned bet ween t he gover nnent s
of Japan and Si ngapore in January 2002. Wile this bilateral
agreenent is designed to be a stepping stone for nultil ateral
arrangenents by the WIQ, it is expected that it will provide both
trade-orientedcountriesw thabroader basefor cooperationintrade

as well as science and technol ogy exchanges.

A Japanese consortium |ed by Sumtono Chem cal, established

Pet r ochem cal Cor porationof Si ngapore (PCS) i n1977w t ha50%equity
participation by the Government of Singapore (which soldits stake
to Shell Chemical later). Thus, this joint venture started as a

15



nati onal project. Anethyl enecenter conpany, thefirst of its kind
i n Sout heast Asia was built. It was designed to provi de feedst ocks
for t he manuf act ure of pol ymer resins for i ndustries and househol ds.

In 1984, the first ethyl ene cracker of PCS began operations. The
rapi d and vi gorous econom ¢ expansi on i n Sout heast and East Asia
enabl ed PCSt o doubl eits producti oncapacity of ethyl ene, propyl ene
andtheir derivatives. PCS stwoplants have beenrunni ng snoot hly,
producing one mllion tons of ethylene for petrochem cals, the
| ar gest napht ha cracking capacity in Asia. Sumtono Chem ca
antici pates a heal t hy grow h of t he napht ha supply i n Asi a and pl ans
to install another cracking unit in Singapore.

In 1999, Sumtono Chem cal started newfacilities for manufacture
of acrylic acid and its derivatives, nethyl nethacrylate resins,
and super water absorbent polynmers. Since these plants have been
runni ngat hi ghoperatingrates, theconpany pl anstobuil dadditiona

producti on capacities to neet increasing demands.

I n January 2000, Sum tono Chemi cal acquired the bi o-pesticide and
pl ant growth regul at or busi ness of Abbott Laboratories. The
products of Abbott Laboratories will broaden the range of our
agricul tural chem cal product m x. Inpharmaceutical s, the conpany
has pursued strategic alliances with other firnms inthe world. The
drugdevel opnment wor k conti nuedtofocusonprimaryfields, including
car di ovascul ar systens, neurol ogy and inmunol ogy.

It is extremely fortunate for Sum tono Chemi cal to have been able
towork with Professors Ryoji Noyori and Hi deki Shirakawa who are
Nobel Prize |aureates in chem stry. Professor Noyori was awar ded
t he Nobel Prizeinchem stryin 2001, foll ow ng Professor Shirakawa
i n 2000. They made great scientific discoveries, which would help
t he chem cal industry strengthen its conpetitiveness by applying
such di scoveries to practical applications.
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Pr of essor Noyori originally devel oped the asymmetri cal synthesis.
One of Sumitono Chem cal’'s researchers studi ed cycl opropanation
reactions under the gui dance of Professor Noyori and succeeded in
devel opi ng a new conpound manufacturing process. The conpany’s
researchers worked on catal ysts in col | aborati on with acadeni a and
di scovered a new catal yst that can be applied to the asymetrica

synt hesi s of chrysant hamum c acid. The same process i s applicable
t o pharmaceuti cal s and agri cul tural chem cal s as wel | as tothe next
generation of catalysts for polyolefins.

Anot her exanple relates to the discovery of pol yacetyl ene by
Prof essor Shirakawa. A national project on el ectron conductive
pol ymer s was st art ed under hi s gui dancei n 1981 and Sum t ono Cheni cal
participated in the project. This led to conpany’ s discovery of
a uni que pol ynmer called“LED.” This polymer is quite prom sing as
a major material for display panels.

I'V. Concl udi ng Renmar ks

There have been a series of great technol ogical breakthroughs in
bi ot echnol ogy. W are at a stage when t he whol e base sequence of
t he human genone has just been identified. This is a result of
research which began in the late 1980's. The enornous anount of
genericinformation, conbi nedw thbioi nformatics, hi gh-throughput
screeni ng technol ogy, and conbi natorial chem stry will accel erate
t he devel opnent of newproducts. The chem cal industry will be able
to capitalize on such technol ogi cal breakthroughs as t he abundant
sources of new applications in the com ng decades.

Such technol ogi cal innovati ons nade by R&D efforts will certainly

bethedrivingforceof corporategrowh, and have enor nous pot enti al
toinprove to the well beings of manki nd. W expect that there will
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be nunerous opportunities for the Japanese chem cal industry in
general and for Sumtono Chemical in particular to find practi cal
applications for those uni que di scoveries. |t is our strong hope
that chemi stry contri butes greatly to reduci ng poverty, diseases
and ot her human sufferings and maki ng the 21st century a century
of peace and prosperity.
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