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Executive Summary 
Three core themes run through this month’s Report. One is that the “excitement” over 
today’s inflation levels is distracting attention from the recession risk created by the 
demand destruction now underway. The second is the increasing rate of Electric Vehicle 
(EV) adoption in the auto market, and its impact on oil and chemical markets. The third is 
the major changes underway in China as President Xi bursts its real estate bubble and 
positions himself for a 3rd term as President - and to potentially remain in power till 2033.  

We start with our economic outlook, which highlights the wide range of opinions over the 
likely fallout from today’s inflation concerns. We then turn to COP 26 and discuss the 
crucial role that now needs to be played by public and private finance if Net Zero targets 
are to be achieved. This takes us into our quarterly update on auto markets, where EVs 
are now seeing our expected acceleration up the S-curve of adoption. 

 
Chart 1: Transportation is now key to reducing CO2 emissions in the USA  

Auto markets are also, of course, key to the global economy, and the overall downturn in 
sales is starting to have a major impact. As the New York Times reports, this turmoil in: 

“A powerful engine of the global economy, is threatening growth and sending tremors 
through companies and communities that depend on carmakers for money and jobs.”  

This turmoil is set to be reinforced by China’s bursting of its real estate bubble. We 
continue to believe its real impact will be on those countries/companies who have built 
new capacity to supply its assumed demand. We present a case study based on 
developments in polyethylene and polypropylene to illustrate the potential issues.  

We then update on Net Zero impacts on the oil industry. As chart 1 confirms, transport is 
key to reducing CO2 emissions. And companies including Shell and TotalEnergies are now 
moving forward quickly to address the challenges it creates, and to exploit the 
opportunities for renewal of their business models. 

Finally, our Politics update suggests politicians in Europe and the USA may be following 
Xi’s lead in re-engaging with fiscal policy. The issue, particularly for centre-left parties, is 
that the share of incomes taken by the top 1% and top 10% in the USA and elsewhere has 
now returned to the levels of the 1920s.   
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1. Demand destruction looms as inflation peaks 

There is a wide range of views over the economic outlook for the next 12-18 months: 

 Twitter CEO Jack Dorsey has warned of hyperinflation - where prices rise 50%+/month 

 The Biden Administration fears secular stagnation - rising prices/low growth 

 Most central banks believe in transitory inflation - where today’s price rises soon end  

 And a few observers see deflation on the horizon - after today’s asset bubbles burst 

We haven’t seen such a wide range of opinions over the outlook before - suggesting this is 
one of those rare occasions when it really is “different this time”. 

 

Chart 2: China’s PPI has lead global inflation         Chart 3: Petrochemical prices are starting to fall 

 Chart 2 shows China’s PPI continuing to lead the rise in global consumer inflation  

 Chemical industry data began to anticipate this increase from Q4 last year, as chart 

3 showing the ICIS Petrochemical Price Index confirms. But now, it is suggesting 

that prices are starting to fall in Europe/USA as the chaos unwinds 

 We also expect China’s PPI to soon slip now the boycott of Australian coal is over 

 Coal is 58% of China’s energy use and its prices are down 45% since 7 October –

whilst the benchmark Baltic Dry shipping index has halved over the same period  

 

Chart 4: Oil prices are at levels which normally lead to recession 

Chart 3 also confirms Europe was worst impacted by the supply chain chaos due to China’s 

port problems and the Texas freeze/Hurricane Ida. But the global Index was in a normal 

range. Given chemicals’ position in the value chain, we expect the supply chain chaos to 

start to die away in coming months - and, in turn, inflation fears to reduce.  

Chart 4 highlights the real risk to the economy - the impact of today’s high oil prices on 

demand. It shows that recession typically follows when these account for ~3% of global 

GDP, as today. The only exception was when the central banks added $36tn stimulus to 

the economy in the 2010s, helping to create today’s asset price bubbles.  

And these bubbles highlight a second test for the economy. As discussed last month, 

China’s decision to burst its real estate bubble will have a very negative impact on those 

countries/countries who expanded output to supply the speculative demand it created. 

We are therefore more concerned about demand destruction from the (a) recessionary 

impact of today’s high oil/natural gas prices and (b) bursting of China’s real estate bubble, 

and the loss of its speculative consumption.  Combined with today’s growing demographic 

deficit (discussed here in June 2016’s, “Ageing populations create paradigm shift for 

growth”), it would be no surprise to see a slide into deflation in 2022.   
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2. Finance has key role in transformation to Net Zero 
Governments dragged their feet again at COP 26, and nowhere more so than on the 
crucial area of financing the transformation needed to achieve Net Zero.  The Global 
Commission’s 2018 New Climate Economy report had estimated economic benefits by 
2030 of “at least $26tn”.  But its analysis was still at a very theoretical stage, only able to 
segment the key challenges into four groups: 

 Mitigation: How do we minimise further incremental damage to the climate? 

 Adaptation: How will we help people to live with the impacts of climate change? 

 Finance: How will these initiatives be funded – how, who and when? 

 Collaboration: Who will do what, and how will the work be coordinated? 

The issue is that the scale of sustained financing required is unprecedented and has to 
come from both the public sector, and private capital. So far, however, both have fallen 
short of commitments. The Climate Finance Delivery Plan shows some progress, with 
$59bn raised in 2016, $71bn in 2017 and $79bn in 2018. But the original $100bn target 
for 2020 has already slipped to 2022. Private finance provided only $14bn in 2017-2019, 
less than half of the $33bn forecast in the 2016 climate finance roadmap.  

Mitigation and adaptation are a universal need, and it is already clear that the greatest 
need is in developing countries, who have the lowest capacity to fund the efforts needed. 
So as with Covid vaccinations, policymakers need to dramatically accelerate progress - 
based on the concept of enlightened self-interest.  Investment by the developed world in 
funding the necessary work will dramatically reduce the overall cost of future adaptation. 

 

Chart 5: The Carney report highlights the key areas for progress  

Mark Carney’s proposals for building a private finance system for Net Zero are meant to re
-energise the process as chart 5 shows. Real progress will also require government action 
to develop today’s embryo carbon markets and establish global. These moves are 
essential to avoid ‘border leakage’ and support necessary behavioural changes.  

The EU’s proposed “Carbon Border Adjustment Mechanism (CBAM)”, may well provide the 
necessary model, as discussed here in June.  It proposes to create import tariffs that 
effectively price the ‘hidden’ carbon content of imports at a level equivalent to domestic. 
And, of course, the revenue raised will help to finance mitigation/adaptation projects.  

Equally important is the business angle, as the transition to a more sustainable world will 
create very substantial commercial opportunities. Developments in renewables and 
batteries over the past decade have confirmed that S-curve rates of improvement can be 
expected, once companies recognise the potential for highly profitable innovation. 

But there remains a lot of work to do, and a decreasing amount of time in which to do it. 
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3. EVs move into the mainstream as costs reduce 
As chart 6 confirms, Electric Vehicle (EV) sales are starting to accelerate up the S-curve 

into their exponential growth phase - when supportive factors reinforce each other: 

 Estimated EV sales in September confirm the potential for sales to further accelerate 

as market penetration increases as chart 7 confirms. China is currently 51% of the 

market, with Europe in second place with 24% and the USA third with 10% 

 It seems likely that all 3 regions will now see major volume increases as consumer 

acceptance increases, along with government support - President Biden’s proposed 

$12.5k tax credit for union-made EVs aims to help achieve 50% EV sales by 2030 

 

Chart 6: EV sales are accelerating up the S-curve   Chart 7: EV sales are building a strong base  

Another key issue is that EV prices have generally not increased very much over the past 

year, as automakers focused on building EV market share for the future. They have, 

however, increased legacy Internal Combustion Engine (ICE) prices by >20% - leading to 

a major rise in average prices, as chart 8 confirms. The price differential has thus fallen by 

1/3rd, and UBS expect EV and ICE prices to equalise by 2024 as EV costs continue to fall: 

 The US Energy Dept, which has supported EV battery research since 2009 (when 

lithium-ion batteries cost $1200/kWh), is now targeting $60/kWh  

 Tesla’s new 4680 battery should cost $57/kWh, with VW aiming at the same price 

 At this point, total cost of ownership will be 26c/mile, versus ICEs at 27c/mile 

 And, of course, oil/gasoline prices have moved higher since these studies were done 

  
Chart 8: US auto prices have risen due to ICE rises    Chart 9: DoE data shows EVs are cheaper to run   

US government data also shows EV running costs are already 40% lower than for ICEs, at 

$0.061/mile versus $0.101/mile, as chart 9 confirms. Battery design is now a key area: 

 Companies including Tesla, Lucid Air and Rivian have adopted cylindrical batteries 

 GM and Hyundai are focusing on pouch-style cells 

 VW is developing prismatic designs, and aims to recycle 95% of each battery pack 

 It is also introducing bidirectional charging to turn batteries into “power banks” able 

to store surplus energy from solar panels and transfer it back as needed 

 Plus, of course, everyone is now working on solid-state batteries for sale in ~2024. 

These aim to increase range by 30% and halve today’s fastest charging time   

Another emerging area is charging networks. GM is partnering with EVgo to build fast-

charging networks, Shell is planning 500k charging stations by 2025 and Wall Street has 

raised $6.5bn for 3 start-upsthis year. And Nio, Ample and others are all now rolling out 
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their battery-swapping models as discussed in our last quarterly update. 

 Chart 10 confirms the importance of battery partnerships between the main 

automakers and battery suppliers in achieving an integrated supply chain. This gives 

both sides the confidence to invest for the future, supporting market growth 

 Partnerships will also support the continuing innovation that is required. Hyundai, 

for example, is developing wireless charging for launch in S Korea next year 

 Regenerative braking is also starting to appear, which can add 20%-30% to range 

At the same time, companies are developing their planned subscription plans ahead of the 

arrival of more advanced Autonomous Vehicles (AVs). Truck-maker Rivian expects to earn 

up to $15.5k/truck over 10 years from selling entertainment, connectivity and diagnostic 

features, plus Level 3 driving capabilities. VW is planning hourly/daily charges from 2022.  

Yet in the midst of all this activity, US oil company CEOs remain in Denial. As chart 11 

from the Dallas Fed confirms, only 3% expect US EV sales to be >40% in 2030.  

 

Chart 10: Supplier partnerships are supporting growth Chart 11: US oil CEOs still don’t see the threat 

Automakers are adopting different EV strategies 

 

Chart 12 The 4 major Western automakers are pursuing different EV strategies  

It is also now possible to identify the different strategies being pursued by the 4 main 

‘legacy car makers’ - GM, VW, Toyota and Ford - as chart 12 from Engine No 1 (the hedge 

fund who successfully challenged ExxonMobil’s board nominees) confirms. 
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 GM and VW’s decisions to stop manufacturing ICEs by ~2035 creates a “burning 

platform” to accelerate the pace of change, on the basis “there is no alternative”  

 Ford is more cautious, despite Bill Ford’s personal commitment, but may well adopt 

the same target as it becomes confident of meeting its 40%-50% target by 2030    

 Toyota has softened its position recently, but essentially its top management still 

believes that hydrogen represents the likely future of automotive production  

Company president Akio Toyoda has been an outspoken opponent of government policy: 

“Japan should not narrow its focus solely to EVs, but rather search for options that suit 

Japanese circumstances. In carbon neutrality, our enemy is carbon – not the ICE" . 

But as the Itochu Research Institute has argued, his stance is now a minority view: 

“Japan should be aiming to win the competition with a speedy transition to EVs, under the 

Europe-led rules of the game already being played by the U.S. and China."  

This suggests that Toyota is in danger of losing its early lead from the introduction of 

hybrids, due to its failure to recognise the momentum behind the move to full 

electrification. This failure would resemble Nokia’s in digital mobile telephony - having 

invented the category, Nokia then completely missed the market’s move to smartphones, 

and has since completely exited the market and become a supplier to telecom networks: 

 

Chart 13: Competition is growing in the global EV market  

A second conclusion, confirmed by chart 13, is that Tesla is unlikely to achieve the 

monopoly position expected by many investors, as legacy automakers ramp up EV sales: 

“Recent market enthusiasm for Tesla and other EV start-ups suggests that investors are 

betting on EV innovators as most likely to lead this transition. But this bet may be 

revealed as magical thinking based on a misinterpretation of the scale of the challenge.” 

 

Global sales hit by downturns, chip shortages 

The post-pandemic sales rebound in the Top 7 auto markets came to an abrupt end in Q3, 

as chart 14 confirms. Volume totalled 42.9 million YTD, down 13% versus 2019 and near 

2012 levels, as chart 15 shows. Volume ex-China was only 28.5m, 16% below 2019 sales. 

The downturn’s causes are not hard to find, with both supply and demand suffering - 

supply from the semiconductor chip shortage and demand from the impact of rising prices.

 

Chart 14: Top 7 sales fell in Q3                             Chart 15: 2021 YTD sales are lower than pre-Crisis 
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The supply problem is mainly due to procurement policies, as the New York Times notes: 

“Many automakers reduced orders for parts last year because of uncertainty about the 

pandemic’s effect on sales, and they are now struggling to source new components.”  

In addition, we are told that production of older ICE models is often still based on old 

chips, as the design hasn’t been refreshed. And as the WSJ notes, the pressures on supply 

means chipmakers are tending to refuse or delay orders for these small batches. 

 Toyota had stockpiled chips - but was still forced to reduce output to 500k-600k in 

September/October, and is currently expecting November to be cut by 100k/150k  

 GM said it expects to lose 20% of output in H2: Stellantis lost 30% of Q3 output 

Most of the other major companies have also been impacted. But, of course, the shortage 

has enabled them to turbo-charge their planned strategy of maximising profits from their 

legacy ICE sales.  Ford, for example, saw its average transaction price hit a record $51.8k, 

up 13% versus 2020, as its incentive levels fell by 43% to average $2482.  

Automakers with financing subsidiaries have received a double benefit, as the shortages 

have also pushed up the prices of used cars - leading to (a) higher-value loans and (b) 

higher residual values at the end of a lease and lower depreciation costs. VW trebled its 

global pre-tax financing profit in Q3 to $1.5bn, whilst GM saw its profits double YTD to 

$3.9bn and Ford made $3.7bn - $1bn more than the total for 2020.  

Demand, however, is always an issue when prices rise by these amounts. And the risks 

increase with today’s higher gasoline prices. But history shows that the problem only 

becomes obvious after the excitement over higher prices dies down, when it is too late: 

 US new car prices highlight the global trend - average prices were 19% higher last 

month at $44k than October 2020; average incentives were <4% for the first time 

 US gasoline prices are also high at $3.39/gal - the highest since 2014 - which 

effectively reduces the amount of discretionary spend available to consumers 

 Top 7 sales in Q3 were the lowest since 2009 at 12.9m, with China down 17% 

versus 2020 at 4.5m; the US down 13% at 3.5m; and Europe down 26% at 2.5m 

It therefore seems that we are doomed to repeat history - with profits rising as prices rise, 

and companies assuming the market upturn is robust. And then, too late for corrective 

actions to be taken, it turns out that higher prices have indeed destroyed future demand. 

 

EVs and used cars start to change China’s market 

China’s auto market hardly existed in 2000 with just 16m cars on the road. There were 

still only 43m in 2005 as chart 16 shows. But it then saw continuous and rapid growth 

from 2008 onwards in response to the ‘subprime on steroids’ policy. Outpacing even the 

US subprime period, speculative profits from the housing market powered a dramatic 

increase in auto sales - which rose 4x from 550k/month to 2.2m/month at the H1 2017 

peak.  But since then new car sales have slowed, and two major developments seem to be 

underway: 

 
Chart 16: Used cars are now becoming a major part of China’s auto market 
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 Used car sales have now become a key factor for the first time, equalling new car 

sales for the first time in September 

 EV sales are also ramping up; they took a record 21% of the market in Q3, whilst 

ICE sales have plateaued 

We expect both themes to have important implications for the overall market over the 

next few years.  Continued growth in used car sales seems highly likely, given that they 

are normally 2x - 3x new sales in fully developed markets. And given their current sales 

momentum, it would be no great surprise if EVs take 50% of the market by 2025, even if 

the government continues to reduce its subsidies.  

The key issue for the used car market is that it has only developed very recently. Just 2 

million new cars were sold in 2000, and their quality was so low that a used car market 

hardly existed.  Things only began to change in the mid-2000s, when local manufacturers 

began to form joint ventures with the leading Western companies in order to access their 

manufacturing and commercial know-how.  And then the post-2008 stimulus programme 

accelerated the market’s development: 

 New car sales doubled from 6.7m in 2008 to 13.7m in 2010, and came close to 

doubling again by 2017 to 24.7m. But this proved the peak, after President Xi’s 
policy statement at the communist party’s October 2017 Congress that: 

 “Houses are for living in, not for speculation”  

 This year we expect sales to stabilise at 20m as the introduction of Xi’s “3 red lines” 

tightens liquidity in the property market, as discussed in detail last month 

Over this period, the rapid improvement in technology has also meant that new cars now 

last long enough to allow a used car market to develop. Its volume doubled between 2008

-2010 from 1.5m to 3m, and then doubled again to 6m in 2014 before growth slowed in 

the late 2010s due to restrictions on cross-border sales between the provinces.  

The government began to tackle this issue in 2016, when it started to allow buyers of new 

cars in Tier 1 cities to sell their used car into poorer Tier 2, 3 and 4 cities. But even when 

the restrictions were fully lifted, it took time to establish market confidence. Many 

potential buyers were understandably nervous about buying a car with no warranty or 

history. Gradually these issues have been overcome, and it seems reasonable to assume 

that the end of the real estate bubble will support the financial logic for buying a used car.  

 
Chart 17: EV sales are starting to see rapid growth  Chart 18: EV subsidies are in steady decline 

EV sales represent the second key turning point, as their market share is now rapidly 

increasing. As chart 17 shows, sales were around 100k/month during 2019, but volume 

and market share then saw a steady increase during 2020 despite the pandemic. This 

year has seen exponential growth, with EVs’ market share doubling to 20% by Q3, 

whilst volume hit a new peak at over 350k/month in September. 

Importantly for the outlook, this growth is being achieved even though subsidies per car 

are being reduced, as chart 18 shows from Caixin.  As they note: 

“Over the last few years, government subsidies for EVs have declined by 80% per vehicle, 

as Beijing looks to wean the industry off the handouts that helped it get off the ground.”  

 BYD’s subsidies fell from Rmb 103.6k/car ($17k) in 2016 to Rmb 17.45k last year 

 Bus-maker Yutong’s support fell from Rmb 203k/bus in 2017 to Rmb 62.4k 

 Tesla and Xpeng only received Rmb21k/car and Rmb 23k/car support in 2020 

EVs’ market share 
doubled to 20% in 
China in Q3, with 
volume at a new 

peak in September 
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Overall, the government paid out a total of Rmb 32.9bn over the 2016-2020 period, as  

annual costs rose from Rmb 864m in 2016 (for just 7278 cars), to Rmb 10.5bn in 2020 

for 580k cars. Importantly, however, the recent fall in subsidy/car has not impacted 

growth - unlike in 2019, when a cut in subsidy had to be quickly reversed.  

This suggests that consumer acceptance is now increasing, as word-of-mouth reports 

encourage buyers to consider an EV. Manufacturing costs are also declining as 

companies move along the experience curve and overall volumes increase. 2021 has 

seen subsidies cut by 10% from 2020 levels, with phaseout currently planned for 2023.  

Another feature of the EV market is that battery recycling is starting to take off in a major 

way. Analysts expect it to be worth Rmb 40bn by 2025, when 780kt (116 GWh) will be 

recycled. This will more than treble 2020’s volume of 200kt (25 GWh) - and represents 

major progress from just 2.9 GWh in 2017. Activity took off following Beijing’s decision to 

make battery recycling an area of focus for government support, with 5 ministries now: 

“(Combining to) cascade utilization of power batteries, which involves reusing retired 
batteries from EVs in other facilities, to encourage cooperation between EV manufacturers, 
and to power battery producers and recyclers.”  
 
As always in China, today's early stage market has a Wild West feel to it, with a lack of 

regulation and 15k companies currently engaged in recycling. Meeting the targets will 

require major improvement in the quality of batteries being made, as well as the 

development of local infrastructure and more advanced recycling technologies. Enhanced 

industry standards and the development of a robust regulatory framework will also be key.  

AV development is also continuing to take off, with 30 companies such as WeRide entering 

the local food delivery market, based on the advantage of being “able to work in all 

weathers” and reduce infection risks during the pandemic.  The trucking market is key: 

 Plus is trialling Level 2 AV trucks on the 1500km/1600km Wuhan - Wuxi/Changsu 

routes, whilst Uisee has raised Rmb 1bn ($150m) to build partnerships with 

companies including BASF, Dongfeng Motors and others. Vehicle costs are also 

reducing with some having halved from Rmb 500k to the Rmb 200k-250k range 

 With 5m heavy trucks, and 14m smaller vans on the road, the benefits of safer 

driving and reduced fuel consumption create a strong value proposition, especially 

as 5G technology will be used to speed up the development of Level 4 AV capability 

China’s auto market therefore seems likely to see major changes in the next 2 - 3 years. 

On the negative side, the likely bursting of the real estate bubble could well lead to a 

decline in ICE sales as speculative property profits disappear.  October saw a 32% drop in 

the value of property sales versus last year, after a 36% fall in September, despite this 

normally being one of the busiest times in the year. 

But a downturn in new sales affordability would likely support future growth in the used 

car market, as price replaced prestige as a critical factor for buyers. We also expect major 

growth to continue in the EV market.  Beijing is clearly focused on building a leading global 

position, based on a strong domestic market. Interestingly, BP is now moving into battery 

swapping via a JV deal with Aulton New Energy Automotive Technology and note: 

“This partnership will enable fleet customers to swap a depleted EV battery for a fully 

charged one in just one minute or less. Providing innovative charging solutions like rapid 

battery swapping will help meet China's fast-growing EV needs. It's another demonstration 

of BP's commitment to becoming a leading EV solutions provider."  

China is now targeting 1000 battery swap stations in 11 cities.  And Nio’s development is a 

case study, given its drive for export success, with its decision to add services in the shape 

of battery-swap stations to its offer.  It is now installing 20 of these in Norway’s 5 largest 

cities and major roads, with turnaround times of just 3 minutes.  

Wuling’s Mini EV, featured here on launch, is also continuing to develop well and should 

have major appeal in developing country markets. Some suggest these will continue to 

buy ICEs, but with Wuling’s basic model selling for $4k, this view seems complacent. 

Wuling expects 500k sales this year and will launch an upgraded version soon. 

BP is now moving 
into China’s battery 
swapping market 

via a JV 
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US rebound stalls as prices rise, supply chain chaos continues 

US sales have risen 14% YTD versus 2020, but the rebound has now stalled as chart 19 

confirms. Volume saw good gains from March versus the first wave of the pandemic, with 

April/May seeing higher volume higher than in 2019. But since August, the downturn has 

returned - with October down ~20% versus both 2019 and 2020.  

This is not necessarily bad news for automakers, however, as inventory levels were just 

76k in September, as chart 20 shows - around 10% of more normal levels. And so they 

have no need to worry about market share and are instead hiking prices.  Ford, did 

however, suggest last month that its inventories were now stabilising, although it added 

that the chip shortage could continue through next year, and potentially into 2023.  

 
Chart 19: H1’s sales rebound has stalled                 Chart 20: Auto inventories are at an all-time low 

As in China, both the used car and EV markets have become more prominent over the 

year. Experian data suggests that 43.8m used cars changed hands in the year to June - 

2.6x the 16.8m new car sales in the same period. Prices rocketed over this period, and 

were up 51% Y-o-Y at their peak in May. The Black Book Index has now reached a new 

peak at 169.5, although Y-o-Y growth has slipped from 51% in May to 30% in September.    

 
Chart 21: California/Florida lead in EV adoption   Chart 22: The typical buyer is white, male, aged 40s 

Experian data also highlights the Early Adopter profile of US EV buyers, as charts 21 and 

22 confirm. Early Adopters are generally defined as enthusiasts for the product or service, 

and act as opinion leaders within their group. They are therefore ideal change agents.  

The data shows the core profile is someone who is white, male, in their 40s, with a house 

worth $450k-$750k and no children.  This clearly tallies with Tesla’s core marketing 

demographic, with nearly half of buyers in a management/professional role. But, of 

course, this demographic is not typical of the American car-buying public. 

Mass-market adoption depends on buyers of products like Ford’s F-150 pick-up truck - the 

workhorse for blue-collar workers. As discussed in July, Ford was nervous about demand 

for the EV version, and only planned to sell 150k by 2024. But it has already received 

160k orders, and these are ramping up by 10k/month. High adoption levels in the critical 

middle-America demographic therefore seem possible - even before price parity arrives.  

This interest also suggests (a) Biden’s target 50% level for EV adoption by 2030 is 

definitely achievable and (b) that legacy automakers are likely to do well with EV offerings 

- confirming the rationale for them to ramp up their activities, as highlighted earlier in 

chart 13.  We would expect them to progressively overtake Tesla in the main markets over 

the next 2 - 3 years as a result - by when they will also be starting to introduce Level 4 

Autonomous Vehicle offerings.   

The strong level of 
orders for Ford’s F-
150 pick-up truck 
suggests Biden’s 
target of 50% EV 
sales by 2030 is 

achievable 
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EV sales reach 10% share in Europe 

Europe is seeing a similar pattern to China and the USA. New car sales have stalled, but 

used car sales are out-performing - and EV sales are accelerating up the S-curve: 

 New car sales initially staged a V-shaped recovery in H1, albeit from a low base, but 

this has since stalled as chart 23 confirms. 

 Q3 sales were down 26% versus 2020 and 31% versus 2019, with no immediate 

improvement expected during Q4 as supply issues continue 

 Used car sales are more buoyant, but still lower, with Autovista noting consumers 

 “are unwilling to accept the higher prices and long delivery times for new cars” 

 EV sales are continuing to rise as chart 24 shows, as automakers prioritise their 

sales due to the ongoing need to meet the new fuel emission standards 

 Battery EVs were at a record 10% of the new car market in September YTD,  and a 

record 15.9% in the month - just 3% less than diesel sales, which are falling fast  

 
Chart 23: New car sales stalled in Q3                       Chart 24: Battery EV sales reached 10% 

The likely coalition partners for the new German government - the so-called ‘traffic light’ 

coalition of SPD, FDP and Greens - are highlighting decarbonisation as a key policy area. 

They fully support the EU’s “Fit for 55” programme and want Germany to be in the lead - 

although the FDP continues to veto the general introduction of motorway speed limits: 

“In the transport sector only CO2-neutral vehicles will be permitted in Europe in 2035 – 

this will have an earlier effect in Germany. Outside of the existing system of fleet-limit 

values, we are committed to ensuring that it is verifiable that vehicles that can only be 

refuelled with e-fuels can be re-registered.   

“We want to make Germany the leading market for electromobility and to do so 

massively accelerate the expansion of the charging-station infrastructure. As part of 

climate-friendly mobility, we will support the development of intelligent system solutions 

for individual transport and public transport.’” 

European cities are also continuing to promote the adoption of Paris’ “15 minute city” 

concept, where all key services are within a short walk or bike ride. Lisbon is the latest to 

adopt the concept under its new Mayor (and former EU Commissioner) Carlos Moedas. 

Paris has meanwhile gone further, reducing the speed limit from 50kph to 30kph except 

for the Péripherique, Champs-Elysées and a few major road. As its deputy mayor noted: 

“The challenge is to cut the presence of cars, their speed, and their grip on the city to give 

space to other users. We reckon that it will cut the noise nuisance by three decibels, or by 

half in terms of what people perceive. It’s really a big gain in terms of quality of life.”  

These developments really began to take off with the arrival of the pandemic and they 

seem likely to be one of its enduring effects.  As we noted in May last year, “there are 

weeks when decades happen”. Milan’s deputy mayor was prescient then, commenting: 

“Before, we were planning for 2030; now the new phase, we are calling it 2020. Instead of 

thinking about the future, we have to think about the present.”  

COP 26 and the Net Zero agenda are likely to build further momentum, particularly 

because Europe recognises its current lead in this area is already being challenged by 

China - and is likely to be challenged before too long by the USA. If it loses first-mover 

advantage, it will likely prove very hard to regain it.   

Battery EVs market 
share in Europe 
was just 3% less 
than for diesel in 

September 
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Japan, India, Brazil, Russia sales see mixed performance 

Sales in the other 4 major markets were up 14% YTD versus 2020, and down 13% 
versus 2019. But overall sales were at their lowest level since 2009, and were 27% 
below the record 10.5m level seen in 2012.  Individual countries also saw a mixed 
performance. India saw strong gains, but Japan was still lower as chart 25 confirms. 

 
Chart 25: total BRIJ sales were 27% below the 2012 peak 

Japan saw its lowest sales level since 2011 (after the Fukushima disaster) at just 2.7m. 

It also risks seeing its lowest annual sales level (apart from 2011) since 1987’s total of 

3.3m, if Q4 volumes continue to disappoint. This is not what was supposed to happen 

when Premier Abe took charge in 2012. He had promised a quick return to growth and 

inflation, and replaced Masaaki Shirakawa as Governor of the Bank of Japan because of 

his view that Japan’s ageing population meant these objectives were unobtainable.   

Japan’s car industry is also feeling the pressure from EV growth as Nikkei Asia reported: 

“In a bid to accelerate development and cut costs, 10 Japanese automakers and major 

parts suppliers (including Toyota and Mazda) have agreed to standardize the way they 

design vehicles. Every part will be designed in digital form to create a ‘virtual car’ and 

allow designers to see which parts cause malfunctions or increase wind resistance.”  

India has seen a strong recovery in 2021, after the downturn that began in 2019. YTD 

sales had reached a record high of 2.6m in 2018, but they then fell 16% in 2019 and a 

further 31% last year. This year, however, has seen a 55% increase to 2.3m. But the 

recovery has come too late for Ford. It has confirmed its decision to exit the market after 

suffering losses of $2bn - and making investments of $2.5bn - having realised India was 

unlikely after all to become the world’s 3rd largest passenger vehicle market by 2021.  

On the positive side, however, Tata is raising $1bn to develop an EV-based mobility 

business in India, initially focused on developing a national charging network and 

launching 10 EV models. India has just 1300 charging points, compared to China’s 950k. 

Brazil has also seen a recovery this year, with sales up 13% to 1.5m, after last year’s 

33% fall. But industry bodies are gloomy about the outlook after the chip shortage led 

sales and output to weaken in September. Anfavea, which represents GM, VW and Fiat in 

Brazil, now expects sales to rise by a maximum of 3% this year, after having forecast  

13% sales growth in July.  And it worried that sales might actually even fall marginally.   

The combination of supply concerns and a 20% rise in new car prices has also led to an 

explosion of interest in used cars. Typically, the used market has been 3x the size of the 

new car market. But today, seven used cars are being sold for every new car sold.  

Russia might have seemed an obvious market to see a strong recovery in sales, given 

the potential benefit to the economy from today’s higher oil and gas prices.  In reality, 

however, whilst this linkage meant sales only fell 12% last year, it has not proved 

sufficient to produce more than a 7% rise in volume to 1.2m YTD. And the automakers’ 

association is not optimistic about the outlook, saying it cannot make a forecast for sales 

to year-end, as “the market situation is very uncertain at the moment.”  
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4. Xi secures his position as real estate bubble bursts 
In normal circumstances, President Xi Jinping would now be finishing his second term of 

office. And the in-fighting would be intense to decide his successor, as in 2011 with the 

remarkable upset to Bo Xilai’s hopes after he and his wife were implicated in the murder of 

British businessman, Neil Heywood. This is presumably why Xi originally decided to start 

bursting China’s real estate bubble at the end of 2017. He began by warning that “houses 

are for living in, not for speculation” . People’s Bank of China Governor Zhou Xiaochuan 

then followed by warning that a ’Minsky Moment’ could be approaching: 

“China’s financial sector is and will be in a period with high risks that are easily triggered. 

Under pressure from multiple factors at home and abroad, the risks are multiple, broad, 

hidden, complex, sudden, contagious, and hazardous. The structural unbalance is salient; 

law-breaking and disorders are rampant; latent risks are accumulating; and vulnerability 

is obviously increasing. We should prevent “black swan” events and “grey rhino” risks.”  

But “events” then intervened in the shape of President Trump’s decision to wage his trade 

war. It quickly became clear it was unwise to subject the domestic economy to the risks 

created by the bursting of the bubble, when it was also facing major pressure from the 

new US President. The problem with postponement, of course, is that the risks have since 

grown, as discussed in recent Reports, along with the urgency of tackling the problem. 

 

Chart 26: China’s “3 red lines” policy is reducing lending 

Chart 26 confirms the squeeze now underway in lending levels. Total lending is already 

down 15% YTD, equal to the decline in 2018 before the squeeze was aborted. In turn, this 

is leading to growing distress amongst property developers - and problems for local 

governments, who depend on land sales for much of their revenue. Over the past couple 

of years, therefore, Xi has been preparing to overturn Deng Xiaoping's decision to 

introduce term limits for the presidency to avoid a return to Mao’s personality cult.  

Whether one agrees with this decision or not, the end-result is that the Party last week 

agreed a “historical resolution” for only the 3rd time since its foundation in 1921. The first 

was in 1945 to consolidate Mao’s position. The second was Deng’s in 1981, which criticized 

the Cultural Revolution and led to China’s opening up and economic reform of China.  

This ranks Xi above his predecessors Jiang Zemin and Hu Jintao, and weakens the position 

of key members of their faction in the Party, including premier Li Keqiang and Xi’s 

potential challenger for the presidency, Wang Yang. As suggested before, this makes it 

very likely that Xi intends to serve for at least one more term, and probably till 2033. 

The Resolution itself demonstrates Xi’s strength by comparison with his predecessor:  

“Xi solved many tough problems that were long on the agenda but never resolved, and 

accomplished many things that were wanted but never got done”. 

The Resolution also highlights Xi’s objectives for his continuing presidency:  

“We should deepen reform and opening up across the board, promote common prosperity 

for all, and build up our country’s strength in science and technology”.  

But first, of course, he has to resolve the existential crisis of China’s real estate bubble. 

CHINA 
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5. Polymers see major shifts in demand patterns 
Changing demand patterns is one of our core paradigm shifts. And the polymers industry 

is shaping up to be a key example of the changes underway. The charts below highlight 

some of the key issues in respect of polyethylene (PE, the world’s largest volume polymer  

with ~90 million tonnes) and polypropylene (PP, the second largest with ~70Mt). 

We focus on China, the world’s largest consumer of PE/PP, showing YTD production and 

Trade Data Monitor net imports for PE (chart 27) and PP (chart 28) for 2019-21: 

 Its PE demand rose 10% in 2020, but fell 3% in 2021 - and is up just 6% overall 

 Its production rose 8% in 2020 and a further 12% in 2021 - and is up 21% overall 

 Its imports rose 12% in 202, but then fell 19% in 2021 - and are down 9% overall 

 Overall, its Middle East imports fell 10%; SE Asian imports fell 15%; NE Asia rose 

6%; NAFTA rose 7%, EU + UK rose 5%; Former Soviet Union trebled to EU levels 

 China’s PP demand rose 17% in 2020 and 4% in 2021 - and rose 22% overall 

 Its production rose 14% in 2019 and 14% in 2021 - and rose 30% overall 

 Its imports rose 36% in 2020, but have fallen 54% this year - and fell 38% overall 

 

Chart 27: China’s PE demand has fallen in 2021   Chart 28: China’s PP imports have disappeared 

The fall in China’s PE demand suggests that last year’s boom in online sales during the 

pandemic has run its course. And China’s steady increase in production will clearly 

continue to pressure exports from the Middle East, and N & S East Asia, and make it 

difficult if not impossible for N American exporters to reach their hoped-for volumes.  

The PP data adds a further twist, as it shows China is continuing to see good demand 

growth - but is no longer reliant on imports to sustain this. 2021 volumes are on course to 

be <2Mt. This would be the lowest level since 2001’s 2.2Mt, when consumption was 5.4Mt. 

 

Chart 29: US PE exports fell 9% in 2021 v 2019    Chart 30: EU+UK PE exports are down 15% v 2019 

Charts 29 & 30 show the impact of these changes on N America and Europe. Both have 

seen lower PE exports in 2021 v 2019, with most markets seeing a downturn. And without 

the impact of the Texas freeze and Hurricane Ida, the markets would have seen major 

over-capacity instead of supply chain chaos. This downside has, of course, only been 

postponed rather than avoided. When it arrives, it will further confirm the paradigm shift 

that means regional business models are replacing globalisation, based on reshoring.  

This analysis also confirms our view that petrochemical demand is no longer increasing 

based on a multiple of GDP. Given China’s move towards self-sufficiency, we therefore fear 

the new export-oriented US plants will soon become stranded assets. 
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6. Oil companies look for new roles in Net Zero 

Oil companies are no strangers to transformation. As we noted in our special report in 

June on the outcome of the Friends of the Earth court case in The Hague: 

“Shell has a distinguished history of successful adaptation to changing circumstances – it 

began life in 1833, after all, as a shop selling sea-shells, before slowly transforming into 

the business we know today. “ 

And as the energy transition continues to pick up pace, International Oil Companies (IOCs) 
like Shell will come under increasing pressure to work out a distinctive role for themselves 
in the new world. Their problem is that the model that has worked for 60 years in oil, gas 
and chemicals will no longer work in the future. Essentially, it focused on finding: 

“The cheapest resource you can and building the biggest processing plant you can afford”. 

Continued population growth from 2.5bn people in 1950 to today’s 7.8bn, alongside the 
wealth created during the BabyBoomer SuperCycle, meant there was no need to worry too 
much about the demand side of the business.  The focus was instead on fast-tracking 
technology innovation - initially in terms of step-change development, and then focusing   
on the rapid exploitation of incremental improvements to keep driving costs down.     

 

Chart 31: TotalEnergies highlights the challenge and the opportunity 

In general, European IOCs are ahead of their peers in recognising the challenge - and the 
opportunity. French company TOTAL, for example, has rebranded as TotalEnergies, and 
chart 31 from its recent investor presentation highlights the key issue: 

“Our societies must reconcile population growth and prosperity with massive reduction in 
CO2 emissions”. 

Inevitably, vulture funds such as Third Point are also circling. It sees an opportunity for a 
quick profit by breaking up Shell.  Others will likely follow and some may be successful. 
But as Engine No 1 has argued, more long-term value can be created on the basis that: 

“Over time, the interests of Main Street and Wall Street align, and we can engage as 
active owners to create value by focusing on this alignment. 

As discussed in July, refiners are also beginning to realise that the energy transition will 
create stranded assets. Since then, Shell has decided to close crude oil refining at the 
Rhineland Refinery in Germany, and convert it into  

“Shell Energy and Chemicals Park Rheinland, a venture focused on renewable energy-
derived hydrogen, sustainable aviation fuels and renewable liquefied biogas (bio-LNG).”  

Similarly, Phillips66 has announced the conversion of its Alliance refinery in Louisiana to 
become a terminal, whilst LyondellBasell is “weighing strategic options” for its Houston 
refinery.  The fact that all 3 refineries had strong integration into petrochemicals didn’t 
change the underlying economic rationale, highlighting the chemical industry’s challenge. 

Encouragingly, chemical companies are increasingly now recognising this existential risk to 

their fossil feedstock supply base. And our Challenge Workshops are helping to highlight 

the opportunities that can be created by focusing on the use of recycled feedstocks, as 

well as those based on bio and CO2.   

There is also scope for major technical innovation.  This can not only involve the 
opportunity to developing a more distributed mode of operation, closer to the end-user, 
but also by focusing on selling services and solutions rather tonnes of products. 
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7. Fiscal policy starts to make a political comeback 
In economic terms, one can see the post-War period as effectively divided into 3 separate 

period, each covering between 15-30 years. And now a new period may be starting: 

 The period from 1945-80 was essentially shaped by the end of the World War 2, 

with politicians actively engaged in managing the economy via fiscal policy 

 The BabyBoomer SuperCycle to 2000 then saw the economy running on autopilot, 

as the Boomers move into the Wealth Creator 25-54 cohort led to constant growth 

 Since then, politicians have handed over responsibility for the economy to central 

banks, in the belief that monetary policy could somehow create perpetual growth   

As chart 32 shows, asset price inflation began to develop during the SuperCycle - and was 

then turbo-charged by monetary policy. Thus wealth is now again concentrated in an elite. 

Effectively, we have returned to levels last seen in the 1920s.  The Top 1% in the USA 

now have a ~20% share of Income, and the Top 20% have a ~50% share. 

This development suggests China’s decision to adopt its Common Prosperity policy may be  

part of a wider trend where politicians engage again with the economy via fiscal policy. 

 

Chart 32: The Top 1%/10%’s share of US income has returned to the levels of the 1920’s Gilded Age 

There are certainly some signs that this development could be underway, most notably in 

the USA with President Biden’s focus on fiscal policy. He has finally overcome the 

resistance of his “woke opponents” in the House of Representatives, passing the $1tn 

Infrastructure Investment and Jobs Act with Republican votes. Biden positions himself as 

an old-style Democrat politician, focused on US jobs, and his key initiative is clearly the 

Building Back Better agenda that formed the basis of his Presidential campaign. 

Europe is showing similar signs of fiscal activism. Angela Merkel’s retirement has opened 

the door for a new approach, after 16 years of relative caution and ‘steady as she goes’ 

policies. It was noteworthy that it was the Portuguese presidency of the European Council 

in H1 that successfully finalised the €1.8tn Next GenerationEU Recovery Fund and the EU 

vaccine programme, after Germany’s Presidency in H2 2020 had left them in limbo. 

Much will depend in Europe on the positions taken by the likely new German Chancellor, 

Olaf Scholz. The ‘traffic light’ coalition of SPD, FDP and Greens issued its outline agenda 

last month, focusing as The Economist notes on a narrative of modernisation, aiming: 

“To halve the approval time for infrastructure schemes, accelerate digitalisation, loosen 

immigration laws, increase R&D spending and reduce the voting age to 16”. 

But so far it has ducked the question of what happens to the EU’s ’fiscal rules’ - which 

were ’bent’ in classic Brussels style to allow the EU to borrow in its own name for the first 

time. The EU cannot develop an active fiscal policy without this ability, as Reuters notes: 

“The market’s enthusiastic embrace of these new safe assets illustrates investors’ 
confidence that the euro is here to stay. Germany and its allies had insisted this was a 
once-only crisis measure and not the birth of “eurobonds” or a long-demonized “debt 
union”. But Berlin’s incoming center-left coalition parties are already discussing another EU 
fund financed by collective borrowing, this time to permit massive public investment in 
green energy and digital networks.“  

There are therefore clear signs that a turning point is now underway. This would see fiscal 

policy being used to share wealth more equally, and leave central banks to refocus on 

their original role of acting as lender of last resort and ensuring market stability.  

POLITICS 

There are signs 
that politicians may 
be starting to use 
fiscal policy again 
to share wealth 

more equally 

mailto:phodges@thephreport.com
https://www.wsj.com/articles/infrastructure-bill-2021-what-11627515002?mod=article_inline
https://www.wsj.com/articles/infrastructure-bill-2021-what-11627515002?mod=article_inline
https://www.economist.com/europe/2021/10/23/olaf-scholzs-traffic-light-coalition-is-taking-shape
https://www.politico.eu/article/angela-merkel-european-union-germany-ukraine-poland-hungary-russia/
https://www.politico.eu/newsletter/brussels-playbook/eu-climate-bonds-farmers-in-cop-spotlight-brexit-fisheries-drama/


17 

© The pH Report 2021 

Editor: 
Paul Hodges 

+44 (0)7785 354809 

phodges@new-normal.com 

new-normal.com 

Published by 

The economic and political outlook 

may well “be different this time” 

November 2021 

 

8.Volume Proxy highlights demand destruction 

The Index has seen a steady decline over the past month, even though oil prices are only 

down 2.5%. This confirms, as chart 33 shows, that demand destruction is now underway. 

The Regional chart shows that the fall began very sharply, in Asia, and was then followed 

in the USA and Europe. As often in such a downturn, we can now see a small bounce 

underway in both Asia and Europe as some buyers reorder, but the US is still falling. 

The Products charts is also worrying.  Firstly, there is the ongoing fall in Aromatics, usually 

a leading indicator. Secondly, Polymers - closest to the end-user - is also weak. 

 

Chart 33: The Index is clearly in negative territory 

 Some destocking may be underway as we reach the end of the year 

 But the scale of the trend suggests it has a wider cause  

 The most likely explanation for weakness is simply demand destruction 

 

Chart 34: All regions are also negative                    Chart 35: Aromatics is leading the Index lower 

 Asia’s decline was very sharp     •   Aromatics usually a bellwether 

 US, Europe followed soon after     •   Polymers suggests demand weak 

 US continuing to slide 
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