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Chemicals 
must be bold 
and transform
Only large-scale ‘scrap and build’ programmes will 
allow the industry to gear up for structurally low GDP 
growth and demand for less carbon-intensive products 

Paul Hodges New Normal Consulting

The Four Horsemen of the Apocalypse have 
begun to gallop since they were first featured 
here in August last year. As we warned then:

“Few have experienced a 1970s style reces-
sion but a similar situation is developing today 
– a toxic combination of geopolitics, energy 
shortages and rising inflation”.

Since then, the situation has played out 
more or less as expected. The only good news 
is that central banks have finally begun to ac-
cept that demographics are indeed destiny, 
as John Richardson and I argued back in 2011 
in our ICIS eBook: Boom Gloom and the New 
Normal: How the Western BabyBoomers are 
Changing Demand Patterns Again. 

As ECB President Christine Lagarde ac-
knowledged a year ago, when admitting that 
central bank models have proved unreliable: 
“We have to pay attention to traditional indica-
tors while also monitoring empirical data and 
what we expect to happen in terms of geo-
politics, energy price developments and de-
mographics.”

The war is, of course, the obvious example 
of geopolitics in action. And it also provides a 
vivid example of how the individual problems 
created by the Four Horsemen are now rein-
forcing each other, and creating further dis-
ruption:
■ Russia’s invasion led to a major tightening in 
natural gas markets 
■ In turn, this led to 70% of Europe’s fertilizer 
production shutting down
■ It also added to the disruption caused to 
global supply chains by the Covid pandemic
■ And it quickly created the phenomenon of 
“Putinflation” as energy and food prices 
took off

Today, we are moving into a new phase of 
disruption. This time, oil markets are the focus 

with prices up 30% since the summer, when 
Russia joined with OPEC to reduce output. 
This is not good news, with the economy al-
ready in a weakened condition and interest 
rates well above their pre-invasion lows. 

This weakness has been disguised in recent 
months as people spent the savings they had 
built up during lockdown on catching up with 
friends and family. Travel and restaurants have 
seen a temporary boom as a result. But now 
those savings have been spent, whilst interest 
rates are rising again. 

And so families find themselves coming 
into the winter facing higher bills for food, en-
ergy and housing. The chemical industry is 
the best leading indicator for the global econ-
omy, and it is highlighting the likely problems 
ahead. ICIS calculates that global capacity 
utilisation (CU%) remains below the 70% level, 
a long way below historical levels.

Unfortunately, the industry faces two fur-
ther problems. The first is the unwinding now 
underway of the distortions created by the 
€73tn of central bank stimulus over the past 
20 years. 

This lending not only destroyed markets’ 
key role of price discovery, but also meant a 
whole generation grew up with the idea that 
interest rates are always close to zero. Yet his-
tory shows that, in reality, rates typically aver-
age 2.5% above inflation. 

Today, a major reset is starting to work its 
way through the economy as rates return to 

more normal levels – causing monthly mort-
gage, car loans and other payments to be-
come unaffordable for more and more people. 

The second is that companies and inves-
tors were also fooled by the same distortions. 
Critically, China’s €46tn of stimulus since 
2008 led them to believe it had suddenly be-
come middle class by western standards. 

Yet official data shows disposable house-
hold income averaged just $5200 last year. 
This highlights how its real estate bubble has 
essentially been “subprime on steroids”. 

Construction accounted for 29% of GDP at 
its peak, whilst home prices in the Tier 1 cities 
reached an eye-watering ratio of 43x earnings 
– more than double the ratios in Paris, Lon-
don, New York and Singapore. 

But now the bubble is bursting as Beijing 
worries about its debt burden and instead 
promotes the idea that “houses are for living 
in, not for speculation”. Major property devel-
opers such as Evergrande and Country Gar-

If Steve Jobs was still alive and 
working in our industry, he 
wouldn’t be waiting for waste 
companies and brand owners to 
establish the new ecosystem that 
is required
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den have already seen their profits and share 
prices collapse. 

And, of course, China’s demographics cre-
ate a further headwind, with births having 
more than halved in recent years versus previ-
ous levels. This makes a sustained recovery 
almost impossible, given that family forma-
tion is a key driver for housing demand.

These developments highlight the way that 
major paradigm shifts are starting to impact 
our business. Demand patterns are changing, 
with the profitable middle-market of the Baby-
Boomer years now disappearing. 

Advanced Manufacturing and AI are set to 
upend traditional manufacturing operations. 
Supply chains are being rapidly reshored, and 
need to be reimagined to support the growth 
of the circular economy. 

And financial markets are refocusing away 
from the stimulus policies that have created 
today’s asset bubbles. Plus, of course, there is 
mounting pressure on single use plastics as 

negotiators start to finalise the proposed UN 
Treaty and EU Directive revisions on plastic 
waste. Taken together, these developments 
confirm there is no ‘business as usual’ option 
for the industry.

Major new opportunities 
Encouragingly, however, these paradigm 
shifts also create major new opportunities for 
those companies with a longer-term view and 
a focus on innovation. 

Essentially, they confirm that the winning 
companies of the future have to maintain a 

dual focus. They have to conserve cash and 
reduce debt loads to survive in the short-
term. They also have to decarbonise their op-
erations in response to climate change and 
net zero needs. 

Many cracker operators have already made 
a good start in this area. But the challenges 
and opportunities go well beyond this promis-
ing start. And the same is also true for compa-
nies who depend on them for raw materials – 
they need to know if their suppliers are 
dragging their heels, as any delay could 
put their own business at risk. 

Luckily, the auto industry provides a model 
for us in terms of its policy response to these 
challenges. It is a core market for us, and 
clearly companies such as GM and Ford could 
have sat back and done nothing when the 
challenge of electric and autonomous vehi-
cles began. 

But instead, they chose to invest in these 
new markets and downsize their former core 

The winning companies of the 
future have to maintain a dual 
focus. They have to conserve cash 
and reduce debt loads to survive 
in the short-term. They also have 
to decarbonise their operations
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Chemical industry 
can prosper if it 

retools to serve the 
low carbon economy
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business in gasoline and diesel cars, and 
focus on learning new capabilities as their 
transformation progresses.

‘Scrap and build’ strategy required
Their business, like ours, will have completely 
transformed within the next 5 – 10 years. We 
need to follow their lead in adopting a similar 
set of ‘scrap and build’ policies that will enable 
us to reduce costs and start to access new, 
high-growth markets. 

Plastics recycling is the obvious parallel. It 
will often enable companies to repurpose the 
‘back end’ of cracker facilities to operate with 
pyrolysis or similar recycled feedstocks pro-
duced from waste plastic. And it also creates 
an opportunity to emulate Apple, which cap-
tures the majority of the profit in the smart-

phone market via its ability to design and op-
erate the entire value chain. 

If Steve Jobs was still alive and working in 
our industry, he wouldn’t be waiting for waste 
companies and brand owners to establish the 
new ecosystem that is required. 

He would instead be leading his team to 
build the necessary infrastructure. And he 
would be focused on developing a new busi-
ness model for the industry, as he did when 
creating the iPhone. 

He would be working hard to understand 
the needs of FMCG and retailer marketing de-
partments in terms of packaging require-
ments. And he would be supporting them to 
implement the trade-offs needed for the recy-
cling industry to create affordable and sus-
tainable solutions for them. 

Essentially, he would be leading from the 
front in transitioning the industry from today’s 
focus on selling products to a far more profit-
able and sustainable future based on provid-
ing valuable services to solve tomorrow’s 
challenges. 

As we suggested here a year ago, “We can, 
of course, all hope that today’s problems find 
a way of magically resolving themselves. But 
hope is not a strategy. Tomorrow’s winners 
will be those companies that accept today’s 
challenge of planning for a more difficult and 
uncertain future.” ■

Demand patterns

Renewable energy

Reshoring supply chains

Circular economy

Advanced manufacturing

Financial markets

Major paradigm shifts are reshaping the business world
Companies have to invest for the future in response to today’s crisis, as well as cutting 
costs. Otherwise they will end up with a much smaller and less profitable business

Major change is now underway in 
demand patterns due to the impact 
of rising inflation and ageing 
populations. Consumer markets are 
polarising again as the “mid-market” 
disappears.

The war in Ukraine is accelerating 
plans to increase energy security. 
Cheaper renewables-based power is 
replacing import-dependent, fossil 
fuel-based infrastructure.

Global supply chains are under 
increasing pressure due to rising 
volatility in demand patterns, and the 
need to move to more sustainable 
“local to local” models.

The need to reshore supply chains, in 
a world seeing major energy market 
disruption, means that moves 
towards a circular economy will 
accelerate.

Many manufacturing operations still 
operate as they would have done 50 or 
even 500 years ago. Modern 
technologies will reduce costs, waste 
and CO2 emissions, whilst improving 
quality.

Governments are refocusing on fiscal 
policy. They are finally realising that two 
decades of central bank stimulus 
policies have created major asset 
bubbles.


