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Geopolitics
now trumps
economics

Europe’s petrochemical industry

is struggling with its

uncompetitive position. Swift
action is needed amid rising

geopolitcal instability and
overcapacity around the world

With 49% of the world’s population going to the polls in 2024, new political dynamics may inflame geopolitical tensions

Paul Hodges New Normal Consulting

Are we seeing the end of the road for the Eu-
ropean chemical industry? Will it still exist in
its current form in five years’ time? INEOS
owner Sir Jim Ratcliffe was not optimistic
when he talked to Bloomberg last month:

“It is finished. The high costs of energy and
carbon have left Europe’s petrochemical in-
dustry struggling to compete with the rest of
the world. Europe today is a mess for petro-
chemicals. Everyone is leaving petrochemi-
cals behind in Europe, something | have never
seen before in my working life.”

Ratcliffe cites the UK as a case study, argu-
ing that “the country’s industry has all but col-
lapsed. There isn't much of a chemical indus-
try in Britain anymore. It's finished".

It is certainly hard to argue with Sir Jim’s
analysis of the industry’s problems. It cur-
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rently faces a formidable array of major chal-
lenges. Its cost base is wildly uncompetitive
versus the other major regions. Global over-
capacity is at record levels. Demand is at
best stagnant. And today’s globally ageing
populations mean that the profitable middle
market of the BabyBoomer SuperCycle years
has now disappeared, as the chart shows.
Margins down the value chain are therefore
under increasing pressure as markets polar-
ise again between high-volume Value offer-
ings and low-volume Luxury.

It is also true there are no easy solutions
available. But can Europe simply allow the

Itis not so long ago, after all, that
everyone was writing off the US
industry, in the way they are
writing off Europe today

chemicals industry to disappear? This seems
most unlikely, as Bloomberg also note in the
interview:

“Chemicals are critical to the supply of plas-
tics and products used in everything from tex-
tiles to electronics and construction. The sec-
tor is not only crucial for industrial growth, but
also accounts for almost 10% of European
output, with sales of around €597bn
($640bn) before the recession.”

The issue is therefore very stark. Chemicals
are used in almost aspect of our lives - from
consumer products such as soaps and phar-
maceuticals to industrial materials, agricul-
ture, water treatment and energy. If today’s
crisis is allowed to continue, Europe will be-
come increasingly dependent on imports of
these vital products for its economy. Doing
nothing is therefore not an option.

We have, therefore, reached the end of the
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road for current policies and business strate-
gies. And whilst | have tremendous respect
for Sir Jim and his achievements, | doubt that
simply moving to the USA or China will prove
along-term solution:

It is not so long ago, after all, that everyone
was writing off the US industry, in the way
they are writing off Europe today. Ours has
always been a cyclical industry and investing
at the top of the market has generally proved
painful

The outlook for China’s chemical industry
also looks doubtful, given the continuing col-
lapse in the domestic property market. Its
economy is also over-dependent on exports
for growth, and faces an increasing number
of tariff barriers as a result

Companies which choose to move out of
Europe might well find they are only exchang-
ing one set of problems for another.

Essentially, we need new policies that rec-
ognise the world has changed. We are no
longer living in a globalising world. Instead,
we are going ‘back to the future’ to a world
where ‘Business as usual’ is no longer a simple
extension of the past.

Economic growth has stalled. Major wars
are underway in key regions. Companies, in-
vestors and policymakers are therefore hav-
ing to learn, or relearn, how to live with the
levels of international tension last seen during
the Cold War.

These seem to be the key flashpoints which
demand attention during H2:

Elections start to follow a different script
as geopolitics take over. As Bloomberg edi-
tor John Authers has warned: “Global politics
is terrifying. Across the western world, the es-
tablished order is under challenge. In Russia
and China, a new one is taking shape that
many in the West dislike.” 49% of the world’s
population are going to the polls in 2024. And
H1 has already produced a number of “sur-
prises”, as the shift away from a purely “eco-
nomics” focus continues.

Asian currency risks are continuing torise.
Major Asian currencies are either at all-time
lows versus the US dollar (such as India), or
close to multi-year lows (such as Japan, China,
S Korea, Indonesia). Their economies are fo-
cused on exports, due to weak domestic de-
mand, and so devaluation has become an es-
sential tool for maintaining competitiveness.
But there are already signs that the USA and
Europe are no longer prepared to be the ‘con-
sumer of last resort), if this means that key do-
mestic industries such as autos and chemi-
cals are set to disappear.

Geopolitics becomes critical for invest-
ment decisions. Political judgement is again
becoming an essential factor in investment
decisions. Future Winners will no longer be
those who can best “read the central bank
tea-leaves”. Instead, managers and planners
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Markets are polarising as the Boomer SuperCycle ends - the highly profitable
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Companies which choose to move
out of Europe might well find they
are only exchanging one set of
problems for another

need to (a) create realistic geopolitical sce-
narios to describe today’s more uncertain
world and (b) develop and implement new
strategies to exploit the opportunities created
by today’s political turbulence and polarisa-
tion at national and international level. De-
fence spending is an obvious example of a
likely major growth area.

China’s 3rd Plenum seems unlikely to
agree major changes to economic policy. It
faces 3 key macro challenges - the fall-out
from the real estate crisis, the risks of a global
trade war and the massive population imbal-
ance between men and women created by
the One Child Policy. And these key challeng-
es are proving very difficult to resolve, as Pres-
ident Xi reportedly noted last year, “All the is-
sues that were left by the previous three
leaders are on my shoulders. I've spent the
last decade tackling them, but they remain
unresolved.”

The risks of assuming constant growth in
oil demand are rising. Oil producers now
have two core strategies to choose from. One
argues for “no change” on the basis that oil
demand will remain strong at least until 2040.
The alternative is proposed by the Internation-
al Energy Agency and others, who argue that
oil demand will peak this decade. The risk with
the first strategy is that the major oil produc-
ers all assume they will be “the last man stand-
ing” when demand does finally decline. But
logically, this is equivalent to looking through
the telescope from the wrong end. They need
instead to focus on who will be the “last con-
sumer standing” and realign their strategies
accordingly.

LOW

Chemicals highlight the need foran EU in-
dustrial strategy based on the Green Deal.
As always, chemicals are the best leading in-
dicator for the changes that are now urgently
required.

The new EU Commission and Parliament,
and the new UK Labour government, need to
urgently agree on two key issues.

The first is that incentives, not penalties, are
a better way of achieving Net Zero targets.
The days of penalizing domestic chemicals
production, and thereby encouraging the col-
lapse of the industry, must end.

Equally important is the need to protect the
industry from unfair imported competition
with tariffs where necessary. These changes
cannot wait, and need to be implemented by
year-end, given the urgency of the situation.

Essentially, we are at one of those moments
when “there is no alternative”, as former UK
premier Margaret Thatcher highlighted in
1979 when taking power. The clock has been
ticking for current strategies for over a dec-
ade and there is no time left to waste.

CEFIC's bold Antwerp Declaration details
the changes that are needed. And it has de-
veloped a very impressive range of support
within the European Commission and a wide
range of industry stakeholders. But it is one
thing to identify what needs to be done. The
critical test is now ahead - making it happen.

Companies, investors and policymakers
need to move into action mode. They need to
borrow Winston Churchill's famous motto,
“Action this Day”. As Sir Jim has highlighted,
the penalty for doing nothing, and hoping
that something will turn up, will be closure. |

Paul Hodges is chairman of New
Normal Consulting and NiTech
Solutions, and the Advisory Board for
Infinity Recycling. He publishes The
pH Report and writes the ICIS
Chemicals & the Economy Blog.
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