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Chemicals 
Credit quality rebounds 

What’s changed?  
Demand bounces back. Global demand for most chemicals continues to rebound 
from last year’s levels, benefitting from recovering end markets, consumer 
spending, and economies. We anticipate demand for commodity and specialty 
chemicals will remain strong throughout the year.  

Rising, but manageable, input cost pressure. Costs for several chemical inputs 
including base chemical input such as ethylene and propylene, have increased, and 
are likely to remain high or rise further. However, a favorable demand environment 
makes it easier for chemical producers to pass on cost increases.  

Improved pricing/margin environment. Prices for some chemicals, especially 
commodity chemicals, have increased to levels that are higher than input cost 
increases. This pricing environment is shaped in part by first-half 2021 supply 
shortages for some chemicals caused by adverse weather in some domestic 
manufacturing locations. 

How is recovery taking shape? 
Mixed pace of earnings recovery. We expect many companies will achieve or 
exceed pre-pandemic 2019 EBITDA this year, with earnings for some subsectors—
including petrochemicals and fertilizers—resembling peak-cycle levels. Earnings 
at other companies will recover more slowly, impeded, in part, by less favorable 
underlying market conditions or company specific factors. 

Strengthening credit metrics. Although first-quarter 2021 earnings for many 
companies were impaired by unexpected weather-related events, we see potential 
for stronger credit metrics over the next few quarters. Company-specific factors will 
influence the sustainability of this improvement beyond the current year.  

Outlooks are mainly stable.  A vast majority of North American outlooks—
approximately three-quarters—are stable. Our outlooks reflect our view that the 
recovery is well under way, but that some of the extraordinary commodity price run-
ups are prone to volatility, which is characteristic of the sector. 

What are the key risks around the baseline? 
Financial policy. Following a year of subdued acquisitions and share buybacks, 
companies may ramp up growth opportunities and shareholder rewards. While 
operating results this year will support strengthening credit metrics, an aggressive 
financial policy might offset—or even set back—improvements. 

Macroeconomic setbacks. Unexpected slowdowns in economic activity or end 
markets, or a flare up of trade related uncertainties that dampened chemical 
demand in 2019, could influence credit quality. 

Oversupply. Although an oversupply situation might seem improbable now, a year 
of strong earnings and cash flows and increased optimism about future demand 
could raise prospects for future supply increases domestically or globally. This is a 
greater risk for commodity chemicals. 
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 IG SG All 
Ratings 20 51 71 

Downgrades 0 1 1 

Upgrades 6 11 17 
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