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Chemicals 
Tougher times ahead for EMEA chemical producers 

What’s changed? 
The global economic slowdown is faster than anticipated. The cool-down in global 
economic growth and rising trade tensions, specifically the tariff conflict between 
the U.S. and China, have weighed on business confidence and investment in key 
chemical industry markets. The German IFO chemical business climate assessment 
is at its lowest point in a decade and business expectations fell to the lowest level 
since 2012. Accordingly, we expect headwinds for chemical producers, particularly 
those exposed to cyclical end-markets, such as Automotive. 

Weakness in automotive. Global auto production, a key end market for the 
chemical industry, declined about 6% in the first half of 2019 and twice as much in 
China, the world’s biggest market. Lower volumes were a key reason for the severe 
profit warning from BASF, one of the world's largest chemical companies, which 
pointed to weaker-than expected global industrial production, specifically in China, 
which represents more than one-third of the global chemical market. 

European chemical production is moving sideways. Global chemical production 
expanded modestly YTD May 2019, but at a slower pace and led by the U.S. and 
China. But European chemical production is stagnating (-0.8% vs YTD May 2018), 
with limited likelihood for an acceleration in H2 2019. 

What to look for 
Potential margin pressure from lower utilization rates. The subdued demand 
situation coincides with ongoing global capacity additions in petrochemicals, 
mainly in the U.S. and in China, which could result in lower utilization rates and 
pressure on global prices and margins in certain value chains. This is contrary to 
our previous expectations and, due the lower growth environment, it could take 
longer than anticipated for the market to absorb the additional production capacity, 
putting pressure particularly on high cost producers. 

Financial policies need to adjust to operational weakness. Following record-high 
operating cash flows and dividend payouts in 2018 in the Chemical industry, we 
assume that chemical companies will adjust key elements of their financial 
policies, such as dividends and shareholder rewards, to the deteriorating economic 
conditions. Although favorable conditions for chemical companies in the past few 
years have resulted in moderate rating headroom for many issuers, we would view a 
similar amount of payouts, especially for players exposed to a more challenging 
operating environment, as a reflection of a more aggressive financial policy than we 
currently factor in our ratings and therefore as a credit risk. 

Rating outlooks are stable for now. The rating outlooks in EMEA are largely stable 
as of July 2019 (86%), with the remainder equally balanced between positive and 
negative outlooks. As a share of total rating actions we saw net downgrades for 
speculative-grade chemical issuers and balanced actions in investment-grade 
chemical issuers over the past 12 months. 

Latest Related Research 

– BASF's Profit Warning Will Have Only A Moderate Impact On Its Credit Metrics, 
Pending Second-Quarter Results, July 12, 2019 

– ESG Industry Report Card: Chemicals, June 3, 2019

– Industry Top Trends 2019: Chemicals, Nov. 13, 2018

Outlook Distribution 

Ratings Statistics (Last 12 months) 

IG SG All
Ratings 23 46 69 

Downgrades 0 5 5 

Upgrades 3 4 7 

Rating Distribution 

Sector Forecasts (2019) 

IG SG All
Rev. CAGR ‘19-21 1.9% 2.4% 2.0% 

EBITDA Margin 18.7% 17.3% 18.5% 

EBITDA CAGR ‘19-21 2.3% 3.2% 2.4% 

Debt/EBITDA 2.2x 5.6x 2.8x 

FFO/Debt 34% 11% 27% 

IFO Sentiment Survey for German 
Chemical Industry 
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