
W
hen the national bu-

reau of Economic Re-
search (NBER) said last
month that a recession
began in March of this

year, it undoubtedly came as little surprise
to just about anyone involved in the chem-
ical industry.

NBER, a Cambridge, Mass.-based pri-
vate, nonprofit organization that is an ar-
biter of business cycles, does not use the
popular definition of a recession: two quar-
ters of declining gross domestic product
(GDP). Rather, NBERsays a recession “is
a significant decline in activity spread
across the economy, lasting more than a
few months, visible in industrial produc-
tion, employment, real income, and whole-
sale-retail trade.”

And there certainly has been declining
economic activity in the chemical industry,
even predating March. The problems were
in evidence even in the fourth quarter of
2000 or before, with declining demand,
rising prices, an earnings plunge that has
lasted throughout this year, and declining
production. In December 2000 alone, the
industrial production index for the high-
ly cyclical industrial chemicals and syn-
thetics segment of the industry
dropped more than 4%.

But it was in 2001 that the dam-
age really happened. Rapidly ris-
ing feedstock costs, which began
in third-quarter 2000 but acceler-
ated in the first part of the year,
were a big part of the problem. Add
in declining demand, a continued
influx of chemical imports, and
lousy currency conversions caused
by the strong dollar, which for the
past few years have made it more
difficult for U.S. producers to com-
pete in world markets, and the net
result was significant downward
pressure on earnings.

Earnings for the 25 chemical-compa-
ny sample regularly tracked by C&EN
fell 38% in the first quarter from the
same period in 2000, 38% in the second
quarter, and 53% in the third quarter, for
an aggregate decline of 44% over the
nine months. Sales during the first three
quarters dropped 6%, producing a cu-
mulative profit margin for the group of
4.6%, down from 7.9% in the same pe-
riod the year before.

One of the biggest problems this year—
affecting many components of the chem-
ical economy—has been inventories, which
are at very high levels relative to shipments.
According to data from the Commerce
Department, shipments of all chemicals,
including pharmaceuticals, between Oc-
tober of last year and the same month this
year have declined about 6%. At the same
time, inventories have remained fairly
steady, raising the inventories-to-ship-
ments ratio to 1.47 from 1.39. 

IN EFFECT, this means that producers
have stocks on hand representing a one-
and-a-half months’ supply of product. In
September, the ratio was 1.50, its highest
level in a decade. And this inventory situ-

ation seems to exist all the way down the
supply chain.

In its recent “Performance and Outlook”
study of the chemical industry, the Ameri-
can Chemistry Council (ACC) notes that
the current downturn in the manufactur-
ing sector has resulted in a buildup of in-
ventories among polymer, chemical, and
other producers and all along the value sys-
tem. “Destocking” of inventories, ACC
says, has played a large role in the current
downturn and has provided some of the
most depressed conditions for the industry
in two decades. The study goes on to say,
“This inventory correction along the chem-
istry chain has been extremely severe and,
based on our analysis, generally accounts
for 60% of the shortfall in production of
polymers and other industrial chemicals
and 40% of the shortfall in specialties.”

Because of the inventory overhang and
lower demand, C&EN estimates that while
production for the entire chemicals and
allied products category will rise about 3%
this year, output for all of 2001 for the com-
modity group of industrial chemicals and
synthetics will be down more than 9%.

Prices also are suffering this year. When
the year is over, the government’s price in-
dex for chemicals and allied products is ex-
pected to show less than a 1% increase and
for industrial chemicals, to contract slight-
ly. But the chemical index averages for
2001 were propped up early in the year as
producers raised prices in their unsuc-
cessful attempts to cover the increased
costs of energy and feedstocks. The index
for chemicals and allied products increased
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Trade
U.S. chemical exports grew in 2001, but imports rose faster

EXPORTS IMPORTS
$ MILLIONS 1998 1999 2000 2001a 1998 1999 2000 2001a

Organic chemicals $14,920 $15,376 $17,990 $16,500 $18,327 $21,896 $28,578 $30,100 
Inorganic chemicals 4,709 4,632 5,359 5,360 5,126 5,167 6,104 6,220 
Plastics 16,608 16,832 19,519 19,700 8,565 9,279 10,647 10,600 
Fertilizers 3,231 2,921 2,249 2,065 1,570 1,501 1,684 1,905 
Pharmaceuticals 9,341 11,203 12,893 15,050 10,908 13,497 14,685 17,800 
Cosmetics 4,763 4,853 5,292 5,790 2,895 3,148 3,539 3,825 
Dyes & colorants 3,471 3,620 4,089 3,795 2,472 2,633 2,667 2,550 
Other 10,838 11,068 12,264 12,255 4,833 5,084 5,725 6,100 
TOTAL $67,881 $70,505 $79,655 $80,515 $54,696 $62,205 $73,629 79,100

a C&EN estimates. SOURCE: Bureau of the Census



2.4% between December 2000 and
March of this year, but then fell back 3.9%
between March and October, the last
month for which data are available. 

Industrial chemicals were even worse
off. The index for this sector had fallen
8.4% by October, after reaching an all-time
high in February.

THE DECLINE in production, not to men-
tion earnings, was disastrous for chemical
employment as companies struggled to cut
costs and many production employees be-
came redundant. According to seasonally
adjusted data from the Labor Department,
after starting the year with 1,039,000 to-
tal employees in the chemicals and allied
products sector, the industry had shed
16,000 jobs by November. That month’s
total of 1,023,000 is the lowest level of
chemical industry employment since 1987.
Production workers felt the brunt of the
cuts. Between January and November, the
number of production employees dropped
by 15,000 to just 558,000. 

Foreign trade has helped the chemical
industry very little. Projecting from gov-
ernment data, chances are the industry will
still post a trade surplus for the year. How-

ever, this surplus will be a shadow of what
it was in 2000, as exports rise just 1% and
imports increase 7%. Data indicate that
the chemical trade surplus will come in be-
tween $1.0 billion and $1.5 billion when
the year is finished, down some 75% from
last year. And the 2001 surplus of $1.4 bil-
lion is just 7% of the record  $20.5 billion
set just a few years ago in 1997.

Among the main chemical trade sec-
tors, the trade deficit in organic chemicals
will deepen by about $3 billion, to $13.6 bil-
lion; inorganic chemicals’ deficit will be
$115 million greater, at $860 million; and
the pharmaceutical deficit will rise by al-
most $1 billion, to $2.75 billion. Only two
sectors will show increases in the surplus:
Plastics will be up about 2.5% to $9.1 bil-
lion, and cosmetics will grow about 12%
to $1.97 billion. The trade surplus for fer-
tilizers will decline by 70% to $160 mil-
lion; for dyes and colorants, by 12% to $1.25
billion; and for all other chemicals, by 6%
to $6.16 billion.

ACC says the slower growth in exports
was caused by the high value of the dollar,
diminished competitiveness arising from
high natural gas prices, and slowing global
chemical markets. Within the North

America Free Trade Agreement region,
softness in the Mexican economy, which
had produced strong gains in U.S. exports
to that country in recent years, hindered
trade. And Canada’s economy was also
weak. Economic woes also affected trade
with a number of East Asian nations.

The surge in imports that was seen in
2000 was repeated this year, and strong
gains in imports from Ireland made that
country the leading source of chemical
imports to the U.S., surpassing Canada.
There was strong import growth—greater
than 20%—from a number of other coun-
tries including Argentina, Venezuela,
France, Switzerland, some Central and
Eastern European nations, India, In-
donesia, and Singapore.

FOR NEXT YEAR, as the strength of the
dollar continues and other countries slide in-
to recession, ACC sees the trade balance
sliding into deficit for the year. Economists
at ACC say this will be the first trade deficit
since data have been collected, beginning
around the end of World War I.

In the overall chemical economy and,
in fact, in the general economy, the picture
has been cloudy. After the Sept. 11 attacks,
it has become even more so. At the end of
November, the Commerce Department’s
Bureau of Economic Analysis revised its
estimate of real GDPgrowth downward to
show a contraction of 1.1% in the third
quarter.

At the same time, the Federal Reserve
Bank of Philadelphia published its quar-
terly survey of economic forecasters, which
predicts a further contraction of 1.9% for
the fourth quarter, but 0.1% growth in first-
quarter 2002. This is much more pes-
simistic than the survey taken three
months earlier, before the Sept. 11 attacks,
when the forecasters saw growth of 2.8%
in the fourth quarter and 2.7% in the first
three-month period of next year. Other
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a C&EN estimates. SOURCES: Federal Reserve Board, Bureau of Labor Statistics
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economists have similarly lowered their
expectations. For all of 2002, the Philadel-
phia Fed group sees growth of just 0.8%.

But predicted growth in the economy,
no matter how small or large, means little
for the chemical economy these days. ACC
explains that historically there was a cor-
relation between the chemical industry
and the overall economy, with chemicals
between 1940 and 1960 growing at a rate
of 1.5 times GDP. But it points out that,
starting in the early 1990s, there has been
a clear “decoupling” between the two. The
reasons include the loss of competitive-
ness, full penetration of polymers and oth-
er synthetic materials into most end-use
markets, mature end-use markets in man-
ufacturing, the growth of the service econ-
omy relative to GDP, the high value of the
dollar, the effects of the Asian economic
crisis on chemical exports and production,
and the “new economy.”

ACC says the decoupling was so pro-
found that in only one year in the 1990s
was growth in chemicals greater than that
for the economy as a whole.

With that in mind, ACC says that after
a 3% fall in shipments volume this year,
shipments will recover with a 1% growth
rate in 2002. This will be led by a more
than 5% gain in the long-suffering fertiliz-
er sector. Inorganic chemicals will contin-

ue to lag, however, with a further decline
of about 3%,

The modest volume growth will not
raise capacity utilization next year. In fact,
it will probably contract from this year’s
72.5% to 72.0% as some new capacity
comes onstream. 

Nor will it help employment until later
in the year. Despite the huge drop in em-
ployment, the industry will probably still
average about 1,033,000 employees for
the year. But because of the current low
employment levels (1,023,000 in Novem-
ber), ACC predicts an average of just
1,025,000 employees in 2002 as down-
sizing and outsourcing continue. ACC
notes the most pronounced declines are
occurring in specialty chemicals, where
cost-cutting efforts have figured promi-
nently, and in basic chemicals. Some
growth, it says, has been seen in life sci-
ences, particularly pharmaceuticals.

PRICES, WHICH HAVE been trailing
downward in most chemical sectors
throughout the year, will see little recovery
next year, especially in the large-volume
commodity chemicals, as sluggish demand
puts pressure on producers to hold down
prices.

How will all of this affect chemical in-
dustry profits? In 2001, earnings before
income taxes, depreciation, and amorti-
zation for all chemicals, including phar-
maceuticals, will actually increase about
3%, according to ACC. But essentially all
of that increase will be in pharmaceuti-
cals, which are expected to improve by
22%. 

Next year, the industry group says, earn-
ings should rise about 9%, again with life
sciences leading the improvement with a
12% increase. Basic chemicals, ACC notes,
should be up about 4.5% and specialty
chemicals, up 9.5%. 

These are not great numbers, but they
are better than what the industry has seen
in these uncertain times. ■
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