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Euler Hermes: Chemical companies in Europe and the USA racing neck and neck





European chemical companies investing more abroad than at home – especially in the USA
Europeans in a good position – but not immune to a collapse in demand
Neck and neck: Europeans catching up due to falling feedstock prices, again on par with US
companies
Key to success: investment in innovation and added-value solutions, further specialization

PARIS - 27 OCTOBER 2016 – European chemical corporations have made substantial acquisitions in
recent years, investing far more abroad than at home -- the USA often being the country of choice. One
reason for this is lower feedstock and energy prices in the United States and the resulting competitive
edge. European companies are also seeing competition from Asia, but remain well positioned. This is the
conclusion reached by Euler Hermes, the worldwide leader in trade credit insurance, in its recent study on
the chemical sector.
Sector’s good positioning especially dependent on the downward slide of primary commodity
naphtha
“Chemical companies in Europe are still profitable and, despite the continuing stagnation in sales, have
posted stable operating profit margins of around 10% in 2016,” said Ludovic Subran, chief economist at
Euler Hermes. “Sector risk is fairly low overall. However, this comfortable situation is due mainly to the
downward slide of naphtha, the feedstock predominantly used in Europe. Prices have fallen by around
60% since 2013, allowing chemical companies to offset their stagnating sales.”
However, this should not disguise the industry’s heavy dependence on global demand.
No resting on laurels: global trade shows signs of weakness, knock-on effect of Brexit uncertainty
“European chemical companies should not rest on their laurels,” said Marc Livinec, author of the report. “It
is definitely practical and in some cases even crucial, to buy essential materials at much lower prices. But
a short-term reliance on low energy costs offsetting the uncertainties around Brexit’s possible
consequences for the sector, or weak global trade, could misfire in the long term. The bleak global trade
outlook is squeezing growth in European production, which at +1.3% in 2016 and 1.1% in 2017 is not
exactly rosy. Despite their size, even European chemical companies are not immune to slowdowns.”
The situation of Europe’s market players is also closely linked to that of their main customers’ industries:
construction, automotive and electronics. If one segment falters, the pressure immediately increases.
USA: Shale gas bonanza creates tectonic shift in the chemical industry
Long term however, competition from U.S. chemical companies is a key factor in terms of expectations
and risk development.
“Chemical companies in the USA are still benefiting from a strong tailwind,” said Subran. “Unlike the
Europeans, they do not use crude oil-based naphtha to manufacture the basic building block – ethylene but ethane, which is impacted by gas prices. The shale gas revolution is therefore a real bonanza for the
Americans, a tectonic shift in the chemical plates as it were. As a result, gas prices are twice as low as in
Europe and up to three times lower than in Asia. This gives the U.S. a competitive edge. By the next
decade, U.S. firms are poised to reap the benefits of their production facility investments. European
companies would be wise to start gearing themselves up for this now.”
Backing the right horse: racing neck and neck again due to R&D
German companies have already been backing the right horse in recent years by investing in research
and development, and through further specialization.
“Companies have proved often in the past that the European chemical industry is capable of coping with
difficult situations,” added Livinec. “U.S. companies were far ahead for years. Local market players tried to
keep up at least to some extent by making substantial efficiency improvements. The collapse in oil prices
has given them a much needed reprieve and they are fighting back in a neck and neck race. To take

home the prize, they need to further specialize regardless of feedstock prices and to make targeted
investments – not in upstream production but in downstream processing and services with significantly
higher value-add. This could give them the edge they need.”
In specialized chemical segments, innovations are already making the difference, far outweighing
commodity costs. As a rule, products with higher-end technology deliver bigger margins, e.g. consumer
chemicals, which are used in hygiene and cosmetic products.
For the full Euler Hermes study “Europe’s Chemical Sector: Low production costs and healthy
profits challenged by global demand and U.S. competition” go to:
http://www.eulerhermes.com/economic-research/blog/EconomicPublications/europe-us-asia-chemicalsindustry-report-sep16.pdf
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Euler Hermes is the global leader in trade credit insurance and a recognized specialist in the areas of
bonding, guarantees and collections. With more than 100 years of experience, the company offers
business-to-business (B2B) clients financial services to support cash and trade receivables management.
Its proprietary intelligence network tracks and analyzes daily changes in corporate solvency among small,
medium and multinational companies active in markets representing 92% of global GDP. Headquartered
in Paris, the company is present in over 50 countries with 6,000+ employees. Euler Hermes is a subsidiary
of Allianz, listed on Euronext Paris (ELE.PA) and rated AA- by Standard & Poor’s and Dagong Europe.
The company posted a consolidated turnover of €2.6 billion in 2015 and insured global business
transactions for €890 billion in exposure at the end of 2015. Further information: www.eulerhermes.com,
LinkedIn or Twitter @eulerhermes.

Cautionary note regarding forward-looking statements: The statements contained herein may include statements of future expectations and other
forward-looking statements that are based on management’s current views and assumptions and involve known and unknown risks and uncertainties
that could cause actual results, performance or events to differ materially from those expressed or implied in such statements. In addition to
statements which are forward-looking by reason of context, the words "may", "will", "should", "expects", "plans", "intends", "anticipates", "believes",
"estimates", "predicts", "potential", or "continue" and similar expressions identify forward-looking statements. Actual results, performance or events
may differ materially from those in such statements due to, without limitation, (i) general economic conditions, including in particular economic
conditions in the Euler Hermes Group’s core business and core markets, (ii) performance of financial markets, including emerging markets, and
including market volatility, liquidity and credit events (iii) the frequency and severity of insured loss events, including from natural catastrophes and
including the development of loss expenses, (iv) persistency levels, (v) the extent of credit defaults, (vi) interest rate levels, (vii) currency exchange
rates including the Euro/U.S. Dollar exchange rate, (viii) changing levels of competition, (ix) changes in laws and regulations, including monetary
convergence and the European Monetary Union, (x) changes in the policies of central banks and/or foreign governments, (xi) the impact of
acquisitions, including related integration issues, (xii) reorganization measures, and (xiii) general competitive factors, in each case on a local, regional,
national and/or global basis. Many of these factors may be more likely to occur, or more pronounced, as a result of terrorist activities and their
consequences. The company assumes no obligation to update any forward-looking statement.

