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Demographic
destiny for chems

As populations age and even shrink in both mature and some emerging economies,
the chemical industry has to develop new strategies to secure future growth

i

Older people spend less but offer opportunities to capture new sources of demand

Paul Hodges New Normal Consulting

Demographic changes are completely trans-
forming chemicals demand patterns, as in
other industries. And whilst all change is inevi-
tably uncomfortable at first, it also offers
major new opportunities for those companies
prepared to rise to the challenge.

Two major shifts in demand patterns are
taking place which raise questions about how
companies will make money in the future. De-
mand is now starting to decline in many key
end-user markets such as construction, autos
and electronics. And there are important
questions about the outlook for China’s econ-
omy. In both cases, the key issue is that after
15 years, central banks are finally winding
down their stimulus programmes. In turn, the
end of their “free money policies” is causing
consumers to look for more sustainable and
affordable solutions.

These changes highlight the need for com-
panies and investors to revisit previously suc-
cessful ‘business as usual’ product-based strat-
egies. They suggest that a focus on becoming
more service-led will provide critical competi-
tive advantage for businesses that want to be-
come a future winner in today’s new normal.

Increasing life expectancy has created an
entirely new generation

The key to success is to focus on the needs
of today’s entirely new generation, the Peren-
nials 55+. They are now the main source of
population growth in the world, as a result of
the major increase in life expectancy since

1950. This change is unprecedented. Back in

1950, most people died before or around

pension age.

M In 1950, life expectancy was just 42 years in
Asia, 64 years in Europe and 68 years in the
US; it averaged 46 years globally

M But since then it has increased rapidly due
to the life-saving benefits of vaccines and
other pharma innovations, combined with a
trend towards healthier living

M Today, average life expectancy is around 80
years in all 3 major regions, and 74 years
globally
This increase in life expectancy, alongside

the collapse in fertility rates has transformed

the world's ‘Top 10’ economies, which ac-
count for around 75% of global GDP:

M In 1950, all 10 countries had relatively young
populations. Germany, France and the UK
were slightly older, but the Perennials were
still only around 20% of the total
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M But today, Perennials are 40%+ of the popu-
lation in Japan, Italy and Germany and
30%+ of the UK, Canada, China and US
populations. Only the relatively small Brazil-
ian and Indian economies are below 25%

In summary, then, the demographic data
confirms that the days of ‘business as usual’
strategies are over.

Perennials 55+ are the main source
of population growth

We have all been used to the idea that popula-
tion growth comes from babies being born -
and this used to be true during the post-war
Baby Boom.

M Between 1950 - 2008, the global popula-

tion grew from 2.5bn to 7bn

M This created record levels of economic

growth as Baby Boomers (born 1946-70)

moved into the key Wealth Creator 25 - 54

age group, which powers demand growth
B Wealth Creators trebled from 914m in 1950

to 2.7bnin 2008.

They were the largest and wealthiest gener-
ation in history and they created a golden age
for the chemical industry in terms of growth
and profit. The reason is that consumption is
60% - 70% of Western GDP and it is turbo-
charged as people enter the Wealth Creator
cohort, as the chart shows for the USA.

Perennials already own most of
what they need

Younger people usually have to rely on their
parents for much of their spending, whether
they are in apprenticeships or going to col-
lege. But by the age of 25, they are mostly in-
dependent and earning their own income.
Very often, they also start to think about set-
tling down and having children of their own.
And their incomes naturally tend to increase
as they move on in their careers, helping them
to afford the increased spending.

The Boomers therefore powered major
growth for the chemical industry (and others),
as they essentially created a Baby Boomer
Super Cycle in terms of demand. But now this
tide is on the way out. By 2025, the entire Baby
Boomer generation will have left the Wealth
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Creators and joined the Perennials 55+ cohort.
Their consumption is very much lower as they
already own most of what they need. And their
incomes normally decline as they enter retire-
ment. Unsurprisingly, therefore, average US
consumer spend per annum falls by 41% be-
tween ages 55-75+, from $91k to $51k.

A further downside to the demographic
picture relates to the major fall that has taken
place in fertility rates. Since 1970, these have
actually fallen below the replacement level of
2.1 babies per woman in the West. And the
same pattern has been seen more recently in
other major economies. Inevitably, therefore,
we are also now seeing a sharp slowdown in
the growth of the Wealth Creator population.
China’s slowdown is even more acute due to
the One Child Policy introduced in 1980.

Chemicals need new strategies for
revenue and profit growth

Now, we need to focus on developing new
strategies for a more complex and uncertain
world where much more judgement is re-
quired. Successful planning now requires the
use of radically different scenarios. Effectively,
future winners will be those who ‘think out-
side the box’ and come up with new strate-
gies that don't assume constant growth into
the future.

This means we have to be much more crea-
tive when we discuss future growth strate-
gies. One key issue is that the stimulus pro-
grams of the past 15 years led many
companies to believe central bank claims that
they could always create growth, despite the
changes underway in demographics. Today
we are facing the downside of these claims, in
the shape of the massive over-capacity that
now exists in all the core product areas.

US household consumer spending by age group and category, 2022
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ICIS data suggests that global chemicals
capacity utilisation in July 2024 was just 69%,
versus the long-term 1997-2023 average of
77% (which includes the major downturns of
2000-2, 2008-10 and 2020-22). In turn, of
course, this has caused margins to collapse.
Protectionism is also rising, as countries seek
to protect their core industries from
subsidized imports.

Faced with this situation, it is clear that the
industry - particularly in Europe - is facing an
existential crisis. And the scale of the crisis
makes it hard to see how restructuring on its
own can provide a quick and easy solution to
the problem. Essentially, a volume equal to all
of Europe’s capacity would need to close in
order to bring capacity utilisation back to pre-
vious levels. And as we know from history, clo-
sures are normally very hard to achieve, due
to the high levels of integration within the in-
dustry and with upstream refining businesses.

Service orientation rather than product
mindset will be key

This analysis suggests we need to look at a

World population segments
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third option of reinvention if we want to return
to a world of healthy operating rates and mar-
gins. And this, of course, is where today's de-
mographic changes provide vital clues about
future opportunities. They suggest that a
completely new market opportunity is open-
ing up, given the rise of the Perennials and
their growing importance in terms of future
market demand. The markets will be smaller,
and growth opportunities will be very differ-
ent from the past. But we shouldn't despair.
After all, the average American is still spend-
ing $51k per year at age 75+.

Prof Michael Porter's famous ‘5 Forces’
model highlights the way forward. It suggests
that we need to develop new value proposi-
tions and effectively change the nature of fu-
ture competition. Instead of a product mind-
set, we need to think much more in terms of
developing a service orientation. .

The profitable middle market of the
Baby Boom years is disappearing
One key issue is that the rise of the Perennials
is already upending consumer markets. The
growth of the Boomer Super Cycle created a
new middle market segment focused on the
concept of “affordable luxury”. But today, the
major market opportunity is likely to be in the
value sector, with low delivered cost the key
competitive advantage. The rich will always
be interested in luxury, but their numbers are
tiny versus the opportunity with value-fo-
cused buyers. Importantly also, this suggests
sustainability and durability will be key to suc-
cess with the Perennials in consumer goods,
electronics and even autos.

A service orientation that focuses on
being demand-led and understanding buy-
ing needs is therefore likely to be most suc-
cessful as the examples of LyondellBasell
and Arkema confirm. B
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