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Chart 10:  Company comments on the Outlook

BUDGETING FOR A NEW NORMAL – A MID-YEAR UPDATE

�

19379_ICIS_WhitePaper_update_NEW COPY_v2.qxd:18842_ICIS_WhitePaper_update  25/5/10  14:47  Page 18



19

Companies remain cautious after
seasonal upturn

Chart 10 shows the latest summary of company
comments on the Outlook, as posted recently on
the blog. The first quarter certainly saw the
expected seasonal boost, as companies restocked
down the value chain. But Asia, particularly China,
remains the main focus of growth. 

PetroChina, Reliance and Sinopec all see a
continuing boom underway there, with Sinopec
highlighting the importance of "State stimulus
measures”.

Dow Corning is certainly bullish, seeing "recovery
in nearly every industry and geography". Whilst
Cognis, also focused on 'green markets', detects
improved demand in Europe. But although Dow
sees "demand growth returning in developed
markets", it notes significant "challenges" remain.

Equally, Akzo Nobel seems typical of the majority
when noting it remains "cautious about the
strength of the recovery". BASF also notes that
"recovery is not certain". And several companies,
including Rhodia, worry about the "uptrend in raw
material and energy costs.”
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The global economy may now be
at a cross-roads  

Chart 11 featured in the original White Paper, and
it is helpful to re-visit it now, to examine what
has changed and what has stayed the same.

•   The first two assumptions of the Consensus
Scenario are clearly already looking doubtful.
Oil rose sharply above $70/bbl, and there has
been little sign of a V-shaped recovery in core
petchem markets on a global basis. Some
might argue that Asia has seen something
close to a V-shaped recovery, due to China’s
influence, but it remains to be seen whether
this can be sustained through H2 as bank
lending is reduced.

•   The third assumption is still correct, and it is a
worry that company earnings are being
maintained by job cuts, instead of revenue
growth. Unemployment seems unlikely to fall
much in the Western world over the rest of
this year, and may well increase in countries
such as Greece and the Baltic states, where
massive budget cuts are having to be made
by governments.

Equally, whilst we cannot be sure that we have
avoided the L-shape, it is still too early to tell
whether this is the fate that awaits us. Certainly
populations are aging in the West and in China,
whilst Japan is already experiencing this problem.
It therefore remains a real threat.

For the moment, therefore, we are still in the
Stimulus scenarios. Governments around the
world have spent prodigious amounts on
supporting their countries’ economies over the
past 18 months, since the Crisis began. Some of
this was direct, to support auto sales and
housing, as we have seen: some was indirect, in
support for the banking sector.

But these programmes are coming to end. And
the bill for them must start to be paid. This could
prove very deflationary in countries where
investors lose confidence, and refuse to lend
enough money to finance the debt that has been
generated. I also suspect that we will see an
increasing focus by investors on ‘return of capital’,
rather than ‘return on capital’, particularly if
financial markets fail to maintain their recent
rally.  

Chart 11:  Scenarios 2010-12

BUDGETING FOR A NEW NORMAL – A MID-YEAR UPDATE

19379_ICIS_WhitePaper_update_NEW COPY_v2.qxd:18842_ICIS_WhitePaper_update  25/5/10  14:47  Page 20



21

Conclusions  

The chemical industry is a cyclical business. And it
usually has seasonal cycles within its longer-term
cycles. Thus, unfortunately, whilst I would like to
believe that the first quarter of 2010 will prove the
start of a sustained recovery, I fear it is more likely
instead to represent a temporary respite from the
longer-term downtrend.

Supply/demand balances are still getting worse,
rather than better, for the major petchem and
polymer products. And many of the countries
hosting the new capacity have a quite different set
of priorities from those in the West. Maintaining
high levels of employment, and social order, are
much more important than maximising company
profits.

And whilst economists talk about a need to
rebalance the world economy, so that emerging
nations consume more and Western countries save
more, this is easier said than done. Many
emerging nations have no social safety net, so
individuals have to maintain relatively high
personal savings rates to fund unexpected
emergencies. Equally, western consumers have
become used to high levels of borrowing to fund
their lifestyle.

This suggests that it will be very hard to reach a
global consensus through the G-20 Group (of the
world’s leading economies), or in other
international bodies, on how the Crisis can be
overcome. Instead, we are more likely to see
individual nations continuing to adopt their own
policies, irrespective of whether these promote or
detract from global stability.

Thus, as I wrote in the original White Paper, I fear:

• Exchange rates will continue to be very
volatile, and make planning difficult. 

• Other financial markets, including
commodities such as oil, may also see
continued volatility, in particularly if the recent
rally now gives way to a further downtrend.

• Protectionism will increase. The chemical
industry has been a great beneficiary from
globalisation over the past 25 years, and so a
rise in trade and duty barriers would have a
major impact on future growth. 

• Geo?politics still has the potential to disrupt
the global economy, and strains may intensify if
politicians become more insular and
nationalistic in their approach.

• Debt?markets are revving up to provide us
with further nasty surprises, and there remains
a striking lack of consensus on how to repair
the damage already done.
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Extended downturns are difficult times. We would
all like the certainties of future growth to return. 
It is therefore understandable that Summers’
argument holds a lot of attractions, even amongst
people who suspect it will prove to be wishful
thinking. My own view is that full recovery will take
much longer than he, or the financial community,
currently expect. Sadly, disappointment is part of
the experience of extended downturns.

But if I am right in suggesting that this is going to
prove an extended downturn, like those of the
early 1980’s and 1990’s, then we have to accept
that we will also have to live with continued
uncertainty. This then places a premium on
building flexibility into our plans, and testing them
against potential alternative outcomes.

Harold Macmillan, the former UK prime minister,
summed up this dilemma when asked once about
“his greatest worries”. He famously replied,
“Events, dear boy, events”. This remains a good
watchword for all of us, as we progress through
the uncertainties of the current downturn towards
the ‘New Normal’. 

Conclusions  (continued)

Chart sources:

American Chemistry Council: Chart 1, Chart 2

European Automobile Manufacturers’ Association: Chart 3 

People’s Bank of China: Chart 4

PetroMatrix: Chart 6

PIMCO, www.thechartstore.com: Chart 8

www.webwinds.com, www.chartoftheday.com: Chart 9 
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International eChem (IeC) are trusted commercial
advisers to the global chemical industry and its
investment community. Our team is independent,
and has an in-depth understanding of the issues,
and of the ‘real world’ in which clients operate, due
to our experience in working with many of the
world's major companies and financial institutions.

International eChem’s aim is to bring Creative
Energy to Important Issues. They specialise in the
area of Business development, providing
commercial leadership to help businesses compete
profitably in global markets.

Paul Hodges is a trusted adviser to major chemical
companies and the investment community. He has
worked in the chemical industry for 30 years.
Initially he spent 17 years as a senior executive
with one of the world’s leading companies (ICI),

both in England and the USA, where he held 
senior executive positions in petrochemicals 
and chloralkali, and was Executive Director of 
a $1 billion ICI business.   

He founded IeC in 1995, and has strong
professional relationships with the leading players,
and follows developments on a detailed day-to-day
basis. He writes the ‘ICIS Chemicals and the
Economy’ blog (www.icis.com/blogs/chemicals-
and-the-economy), and has been recognised in
the Financial Times and elsewhere for his success
in correctly forewarning of the global financial
crisis.  

Paul is a Freeman of the City of London. 
He is a graduate of the University of York, 
and subsequently studied with the IMD 
business school in Switzerland. 

Trusted market intelligence for the global chemical
and energy industries.

ICIS aims to help companies in global commodity
markets improve their revenues and profits by
providing high quality, timely, commercially useful
information, business leads and brand positioning
across the globe.

Our products include; 

ICIS pricing – unbiased and independent
chemical and oil price reporting.

ICIS news – chemical news from around the
world as it happens.

ICIS Heren – the leading specialist information
provider for the gas, power and carbon markets.

ICIS Chemical Business – analysis of the
chemical markets
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