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Industry Top Trends 2021 
Chemicals 
On The Mend 

What’s changed? 
Demand weakness. The demand for most chemicals dropped sharply in the first 
half of 2020 as the coronavirus pandemic took hold around the globe. 

Inconsistent recovery. While demand improved in the second half, the recovery is 
uneven, with some subsectors and regions rebounding faster than others. 

Generally weak, but improving, credit metrics. Following the recovery in demand, 
and in some cases pricing, the credit metrics of many chemical producers are 
improving. However, in most cases, metrics haven’t fully recovered to 2019 levels. 

What are the key assumptions for 2021? 
Chemical demand strengthens.  A bounce back in global GDP and, specifically, in 
key end markets such as autos and general industrial will contribute to improving 
demand. We believe China’s relatively quick recovery and the slower rebound in 
Europe and North America will be important contributors to this strengthening. 

Rising oil costs. Rising oil prices will benefit producers of petrochemicals and other 
chemicals, mainly in the Middle East and the Americas, which use natural gas as an 
input, relative to Asian and European producers that use oil. 

Improving earnings.  Although the effects of the 2020 recession will linger, we 
forecast a general improvement in earnings and credit metrics. In most cases, we 
expect rising demand to more than offset margin pressure from rising input costs. 

What are the key risks around the baseline? 
Demand weakness. A key risk is that demand improvement will stall, which could 
pressure credit quality given chemical companies’ limited rating headroom. 

Financial policy falters. Many companies are slashing costs by reducing working 
capital and cutting capital spending, and reducing M&A outlays and shareholder-
friendly actions—the unwinding of which would slow improvement in credit metrics. 

Capital markets seize. The capital markets have generally been accessible to 
companies looking to bolster their liquidity or meet upcoming maturities. Some 
have even managed to reduce their interest rates through refinancing. The absence 
of accessible markets is a credit risk, especially for speculative-grade credits.  
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Ratings trends and outlook 
Global Chemicals 
Chart 1 Chart 2 

Ratings distribution Ratings distribution by region 

  
Chart 3 Chart 4 

Ratings outlooks Ratings outlooks by region 

  
Chart 5 Chart 6 

Ratings outlook net bias Ratings net outlook bias by region 

  
Source: S&P Global Ratings. Ratings data measured at quarter end. Data for Q4 2020 is end October, 2020. 
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Shape of recovery 
Table 1 

Sector Outlook Heatmap 

 Sensitivities and Structural Factors  Shape Of Recovery 

 COVID-19 
Sensitivity 

Impact If No 
Vaccine in 

2021  

Long-Term 
Impact On 

Business Risk 
Profile 

  

Revenue 
Decline – 

2021 vs 
2019 

EBITDA 
Decline – 

2021 vs 
2019 

Revenue 
Recovery 

To 2019 
Levels 

Credit 
Metric 

Recovery 
To 2019 

Levels 

Chemicals         

Asia-Pacific Moderate Moderate Neutral  0%-10% 0%-10% 2022 2022 

Europe Moderate Moderate Neutral  0%-10% 0%-10% 2022 2022 

Latin America Low Low Neutral  >=2019 >=2019 2021 2021 

North America Moderate Moderate Neutral  0%-10% 0%-10% 2022 2022 

Source: S&P Global Ratings. Note: The population of rated entities in Latin America is small relative to other regions. 

 

S&P Global Ratings believes there remains a high degree of uncertainty about the evolution of the coronavirus 
pandemic. Reports that at least one experimental vaccine is highly effective and might gain initial approval by 
the end of the year are promising, but this is merely the first step toward a return to social and economic 
normality; equally critical is the widespread availability of effective immunization, which could come by the 
middle of next year. We use this assumption in assessing the economic and credit implications associated 
with the pandemic (see our research here: www.spglobal.com/ratings). As the situation evolves, we will 
update our assumptions and estimates accordingly. 
 
This report does not constitute a ratings action. 

  

http://www.spglobal.com/ratings
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Chemicals 
Ratings trends and outlook 
A very large proportion, about 45%, of our global outlooks and CreditWatch listings in 
the chemicals sector are negative. North America and Asia-Pacific (APAC) have the 
highest proportions of negative outlooks/CreditWatch listings relative to their ratings 
outstanding at more than 50%, which partly reflects their larger share of commodity 
producers. Europe tends to have a higher proportion of specialty producers relative to the 
total universe of rated chemical companies. Although we undertook several negative 
rating actions on specialty producers, we continue to believe the credit quality of 
specialty chemical producers will be more resilient than that of commodity producers. 

The proportion of negative outlooks in Europe, the Middle East, and Africa (EMEA) is 
not evenly spread across the rating spectrum. While just over 20% of EMEA chemical 
companies that we rate in the IG (investment-grade) category have a negative outlook, 
the figure is closer to 50% among SG (speculative-grade) issuers. In addition, 80% of the 
downgrades we have taken so far in 2020 were on SG issuers yet we have only 
downgraded two IG chemical companies. This is mostly because many SG rated issuers 
already had limited rating headroom at the onset of the pandemic while many IG rated 
issuers entered the crisis with healthy ratings headroom. Given their lower leverage, IG 
issuers have more room to maneuver under stress and, in many cases, responded with 
swift cost-savings measures to protect credit quality. Furthermore, we believe it may 
take SG issuers longer to restore credit quality due to their high levels of indebtedness. 

In China, we recently revised our outlooks on China National Chemical Corp. Ltd. 
(ChemChina) and China National Bluestar (Group) Co. Ltd. to stable from negative due to 
the improvement in both their domestic demand and margins. We revised our outlooks 
on both credits to negative in mid-March when China was severely affected by COVID-19.  

Main assumptions about 2021 and beyond 

1. Strengthening chemical demand 

We expect low- to mid-single digit percent GDP growth in most countries, which should 
further support the end-market demand for chemicals, including a 20% increase in auto 
demand. These dynamics will likely strengthen the global demand for chemicals at rates 
above GDP growth and closer to end-market growth rates. The rate of improvement will 
vary across chemical products and geographic regions. 

2. Higher oil and other input costs 

Input costs will rise for many chemical products, which will pressure their margins. The 
competitive advantages and market positions of individual companies will determine if 
they can benefit from the rising demand or will need to institute price increases to offset 
the margin pressure. Alternatively, rising input prices could benefit chemical producers 
whose selling prices (but not their entire cost of goods sold) are linked or indexed to oil or 
other inputs. 

3. Earnings growth. 

Generally speaking, we expect chemical companies’ earnings to improve at a sector level, 
although there will be company-specific factors that determine if this also occurs at the 
individual level. The improvement in demand will be a key driver of sector earnings 
growth. However, this growth will be patchy and vary across regions. We currently do not 
expect the earnings of many companies to meet or exceed their 2019 levels. 
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Credit metrics and financial policy 
Broadly speaking, we assume that chemical companies’ credit metrics will improve 
steadily in 2021 and strengthen further in 2022, though there will inevitably be regional 
and subsector variances. More importantly, there could be exceptions to this broad trend 
of steady improvement at the company level due to several factors, including their market 
position, the end markets they cater to, and their geographical focus.  

For example, companies with a weaker market position may be unable to successfully 
pass on the rising raw material costs we anticipate in 2021, which, in turn, would slow or 
potentially prevent them from improving their EBITDA.  

Financial policy will also play a role in shaping the recovery at individual companies. For 
one, because interest rates remain low and continue to provide an incentive to identify 
debt-leveraged growth opportunities. Companies that paused their shareholder 
rewards in 2020 could also conceivably revive them amid a less uncertain environment.  

Many companies began 2020 with limited cushions in their credit metrics at the current 
rating, leaving them vulnerable to the unexpected shocks stemming from the pandemic. 
We also expect many companies will begin 2021 with limited cushions in their credit 
metrics and, although we forecast these cushions will improve in our base-case scenario, 
we remain mindful of credit risks, including unexpected financial policy actions 
companies might undertake that would negate or slow the improvement in their metrics. 

Key risks or opportunities around the baseline 

1. Demand slips. 

A key risk is that the demand for chemicals will slip back to 2020 levels or expand at a 
weaker pace than we currently anticipate. Because increasing demand is the primary 
impetus for improving earnings, a reversal of that trend in one or more key end markets, 
such as autos, housing, or general industrial, would stall our anticipated earnings 
improvement. That would have a cascading effect and ultimately weaken the sector’s 
credit metrics below our expectations.   A resurgence of COVID and an attendant 
economic and demand downturn is one potential scenario under which this could 
happen. 

2. Financial policy becomes unsupportive 

Chemical companies’ credit quality would be negatively affected if they revert to their 
normal, prerecession financial policies, which entailed—among other things—higher 
capital spending, more M&A, and dividend increases relative to 2020 levels. While many 
companies quickly adjusted to the recession and sought to shore up their cash balances, 
we would consider a reversal of that stance during a somewhat uncertain recovery to be 
credit negative. 

3. Access to the capital markets 

We assume that the capital markets will function normally allowing companies to raise 
capital, refinance their debt, and amend their covenants despite the other uncertainties 
related to their demand and earnings. Restrictive or no access to the debt markets would 
increase their credit risk, especially for companies with near-term debt maturities or 
limited covenant cushions. This is especially true at the non-investment grade level. 
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Related Research 
– Specialty, Commodity Chemical Companies Recovery Stuck Behind Autos In Slow 

Lane, Sept. 30, 2020 
– Top 20 EMEA Chemical Companies And COVID-19: The Credit Impact Relies Largely On 

Subsector Exposures And Responses, Oct. 22, 2020 
– Q&A: EMEA Chemicals Face A Long Climb Back From COVID-19 Disruption, June 29, 

2020 
– Covid-19 Hurts U.S. Chemical Credit Quality, March 20, 2020 
– ESG Industry Report Card: Chemicals, Feb. 11, 2020 

 

  

https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=46033196&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=46033196&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=46242647&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=46242647&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=45226585&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=44929273&From=SNP_CRS
https://www.capitaliq.com/CIQDotNet/CreditResearch/SPResearch.aspx?DocumentId=41673259&From=SNP_CRS
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Industry forecasts 
Global Chemicals 
Chart 7 Chart 8 

Revenue growth (local currency) EBITDA margin (adjusted) 

  
Chart 9 Chart 10 

Debt / EBITDA (median, adjusted) FFO / Debt (median, adjusted) 

  
Source: S&P Global Ratings. Revenue growth shows local currency growth weighted by prior-year common-currency revenue-share. All other figures 
are converted into U.S. Dollars using historic exchange rates. Forecasts are converted at the last financial year-end spot rate. FFO—Funds from 
operations. 
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Cash, debt and returns 
Global Chemicals 
Chart 11 Chart 12 

Cash flow and primary uses Return on capital employed 

  
Chart 13 Chart 14 

Fixed versus variable rate exposure Long term debt term structure 

  
Chart 15 Chart 16 

Cash and equivalents / Total assets Total debt / Total assets 

  
Source: S&P Global Market Intelligence, S&P Global Ratings calculations. Most recent (2020) figures are using last 12 months (LTM) data. 
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