
L
ike recovering from a nasty

case of the flu, European chem-
ical producers are slowly recov-
ering from the last bits of a dis-
appointing 2002. The word that

springs to mind is “dispiriting”: only half-
hearted, tenuous recovery after the dire
year preceding it. The result is
that the industry is glad to put
2002 behind it, as it looks with
cautious optimism toward a
fragile recovery this year.

It’s not that 2002 was a cata-
strophic year. As economists at
the European Chemical Indus-
try Council (CEFIC) pointed
out at its annual trade and eco-
nomic conference in Brussels in
November, the chemical indus-
try in the European Union “experienced
modest growth in 2002 after a difficult
2001.” But more important, improvement
is expected this year, CEFIC economists
said at the conference.

In 2003, European Union chemical out-
put, excluding pharmaceuticals, is forecast
to grow by 2.4%, up from a rate of 2.1% in
2002. Total output, including pharma-
ceuticals, is expected to grow by 3.0% this
year. That’s the same aggregate rate, how-
ever, that is expected for 2002 when the
final statistics come through. The impli-
cation is that there will be a resurgence in
chemicals per se, but a slight tapering of
pharmaceuticals output.

According to the association’s forecasts
for 2003, among developments expected
for the various sectors—couched in general
terms because of the difficulties in recon-
ciling predictions from all the countries
making up CEFIC—are the following:

■ Petrochemical production will fall
back below average in 2003 after surpris-
ingly strong growth in 2002. 

■ Plastics and synthetic rubber will get
a boost from the higher pace in general in-
dustrial activity. 

■ Production of inorganics will be con-
siderably below average. 

■ Specialties and consumer chemicals
are expected to perform in line with the
average. 

■ Man-made fibers are expected to fall
steeply.

■ Pharmaceutical prospects are good
because of product innovations and, hence,
competitive advantages.

An improvement in the fortunes of the
chemical industry is expected more widely
than just in Europe, of course. As CEFIC
economists see the coming year, world

chemical output will grow faster
than in 2002. CEFIC predicts
that global output will rise by
3.9% this year compared with
2.7% last year. Breaking that
down, however, if Europe stabi-
lizes at 3.0%, clearly the im-
provements in chemicals output
will come from the U.S. and Japan,
both recovering from low or neg-
ative figures in 2002, and from
Asia—in China, in particular—

where the strongest growth is expected.
There are still potential problems ahead.

Other economists in Europe join their col-
leagues at CEFIC in pointing out the un-
certainties regarding a possible war in Iraq,
for one.

For example, Ralf Gronych, senior econ-
omist with BASF and chairman of the
CEFIC Economic Outlook Task Force,

observed at the November conference that
“the recovery that worked for two or three
quarters is running out of steam. Early in-
dicators [for the final 2002 results] give us
a grim message showing a sidestep or even
a decline expected for the last four
months.”

CEFIC’s base-case scenario predicts,
according to Gronych, a fragile recovery
and assumes no war. He also presented a
second scenario, however, that factored in
a U.S. military strike against Iraq in 2003.

An Iraq attack—to which the CEFIC
task force assigns a probability of 30%—
would cause a drop of two percentage
points in EU chemical production, they
figure, to 1.0% over 2002. And chemicals
growth in the U.S. would reach only 1.3%
instead of 4.0%, as forecast in the base case
for 2003. In fact, the CEFIC task force
predicts that military action could cause a
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decline in global chemicals growth to 1.5%
over 2002 instead of nearly 4.0% growth
in the base case.

The main arguments for optimism in
the base case include strong expansionary
impulses in the U.S., a reduction in bank in-
terest rates by the European Central Bank,
and oil prices tending downward toward a
price range of $22 to $24 per barrel at the
end of 2003.

“Our base-case forecast assumes only a
temporary fragile phase of demand re-
trenchment lasting until the first quarter
of 2003, but we forecast no lively rebound,
especially in Europe,” Gronych said.

“Overall manufacturing in Europe re-
mains mired in recession, and nearly every
traditional customer industry for chemicals

was tending toward negative in 2002,” he
said. “We forecast a 1.5% decline in 2002,
and only a moderate cyclical rebound to
2% in 2003, in line with growth in Euro-
pean gross domestic product.” However,
he added, that has positive implications
for the outlook for the chemical industry,
which usually is one of the first industries
to recover during an upswing.

Indeed, confirms C. A. Linse, chairman
of the Association of the Dutch Chemical
Industry, “the chemical industry has with-
stood the difficult economic conditions
more successfully than other sectors in the
Netherlands.”

In the first eight months of 2002, the
European chemical industry, including
pharmaceuticals, experienced a solid pro-
duction boost, in contrast to the U.S.,
CEFIC economists noted at the confer-
ence. The contribution from domestic de-
mand was very limited at best—a trend the

economists predicted for the remainder
of 2002. Rather, the boost came mainly
from inventory restocking of basic chem-
icals, as industrial customers prepared for
a positive demand swing. However,
Gronych noted, “pre-September data al-
ready show a slowing down in production.”

These data, he added, “lead us to esti-
mate a soft slowdown in third- and fourth-
quarter production after the exceptional-
ly lively first-half 2002, more in line with
weak industrial activity. For the full-year
2002, the figure will be above our earlier
expectations, where we had forecast a very
soft development.”

A mixture of factors will influence the
European chemical industry in the coming
year, Gronych said. “We foresee in 2003

some new momentum for production
stemming from a pickup in final industri-
al demand. But impetus from inventory
restocking can no longer be expected as in
2002. Furthermore, overseas demand will
be weaker as demand and production in
the U.S. and Asia will affect EU exports.”
Moreover, he added, the task force expects
“no sharp turnaround because of the weak
stance of overall domestic demand.”

THE OUTLOOK also varies for the different
sectors of the industry. For example, the
pharmaceuticals business—which ac-
counts for about 26% of total chemical
production value—has shown a different
profile from the more traditional chemi-
cals industry, and that is expected to con-
tinue this year.

“Even in 2002, pharmaceuticals pro-
duction will be up by about 8% in Europe,”
Gronych said, led by production in Ire-

land. The industry will, however, see a grad-
ual slowdown to 6% this year.

In the core chemical business, excluding
pharmaceuticals, the growth rates are low-
er: CEFIC estimates production growth of
2.1% in 2002, although that was an im-
provement from a 0.5% decline in 2001.

For 2003, CEFIC predicts growth of
2.4%, nearly in line with industrial pro-
duction growth. The prospects for France,
the U.K., and Italy are expected to be pos-
itive, and the Benelux countries of Bel-
gium, the Netherlands, and Luxembourg
are still clearly above the EU growth aver-
age. However, countries with a high port-
folio in basic chemicals, such as Belgium
and Germany, will have lower rates of
growth than in 2002.

Among the more intriguing prospects
for 2003, however, is the slowdown in
growth of the chemical industry in Ireland.
Following nearly a decade of double-digit
increases that reflected heavy investment
in the Irish pharmaceuticals sector, Irish
chemical production growth is expected
to soften to the more mature rate of 7.4%
this year, down from the 25.7% in 2001
and the 23.4% in 2002 estimated by
BASF’s economics department.

Germany, which has the largest chemi-
cal industry in Europe, is still suffering from
the effects of reunification in 1989, ac-
cording to most economists. Its chemical
industry is expected to be an underper-
former compared with the EU average,
with only 1.5% growth this year.

According to Wilhelm Simson, president
of the German Chemical Industry Associ-
ation (VCI), “Noteworthy growth in chem-
ical output was recorded only in the first
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“We foresee in 2003 some new momentum for production
stemming from a pickup in final industrial demand.”
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quarter of 2002, when many customers
from the manufacturing industry were
expecting an upswing and replenished
their stocks. But the expected upswing
failed to materialize, so demand for
chemical products remained low in the
further course of the year.

“For 2002, we estimate an overall
production increase by 2.5%,” Simson
continues. “Output of petrochemicals
and their derivatives had been particu-
larly hard hit by the economic decline,
so that production figures dropped by
3.5% in 2001; for 2002, we estimate
that the production went up by only
1.5%. Output of inorganic basic chem-
icals rose by 3.5%, and polymer pro-
duction fell by 0.5%. Specialties and per-
formance products declined in the
course of the year, but compared with
the dire 2001, showed an improvement
of 1.0%. Output of pharmaceuticals im-
proved by 5.0%, and production of agro-
chemicals was up by 4.0%.”

The German chemical industry was
optimistic enough in 2002, he notes, to
have spent just over $7 billion in capi-
tal investment, up 2.0% from 2001. In-
vestments abroad will be even higher
than that, Simson adds, “because for
many years foreign investments have
been growing faster than investments
in Germany: Our companies must be
present where their customers are located.”

Predictions about the recovery, even if
fragile, in the health of the chemical in-
dustry are welcome to the entire region,
argues François Cornélis, chief executive
officer of Atofina and CEFIC vice presi-

dent. As he observed when he opened the
CEFIC economic conference: “Our in-
dustry is essential to Europe’s well-being.
It provides employment for 1.7 million peo-
ple, it contributes more than $500 billion
to Europe’s gross domestic product, and
it is a major contributor to the European
trade balance.”

He pointed out that operating results
of chemical companies declined substan-
tially in 2001 and were not expected to re-
cover significantly in 2002. Profitability
was affected, he said, by a variety of fac-
tors, including high energy prices, manu-

facturing overcapacity following the large
investments of the late 1990s, and slow
economic growth.

And the problems have not been felt
solely by producers of basic chemicals.
Cornélis added, “The situation of some
companies in the specialty and fine chem-
icals sector is even becoming precarious.”

One of the factors that has kept the
economic condition of the European
chemical industry from descending in-
to the “miserable” range, however, has
been its continuing strong performance
in exports.

As Cornélis noted, the chemical in-
dustry registered a trade surplus of
roughly $65 billion in 2001. It will be
difficult to estimate the future surplus
since the competitive edge of the chem-
ical industry in Europe depends to a de-
gree on the position of the euro versus
the dollar—particularly as the dollar
weakened in mid-2002—and on the un-
certainty related to the future regulato-
ry climate.

Nonetheless, exports are expected
to maintain their strength for the in-
dustry. According to Gronych, trade of
chemicals within Europe will expand
traditionally in proportion to general
activity.

The major focus of the industry,
however, is on extra-European trade,
dependent on overseas demand. The
CEFIC task force expects a marked
slowdown in export growth to around
2.3% and 4.2% in 2002 and 2003, re-
spectively. In recent years, by contrast,
the industry recorded an exceptionally
strong export expansion: Trade statis-
tics in 2001, for example, showed near-

ly a 10% push in nominal terms.
In fact, the region’s trade balance is ex-

pected to increase to over $70 billion this
year, from roughly $66 billion expected in
2002.

Much of the trade balance comes in ex-

ports to the former East Bloc countries. And
although the bookkeeping will have to be
changed with the accession of many of these
countries, particularly from Central Europe
and the Baltic region, into the EU, the
growth rate in these countries and the con-
comitant demand are expected to continue
to support chemical production in Europe.
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ECONOMY
'Transition' countries' GDP set to continue
strong growth ...

1999 2000 2001 2002a 2003a

Bulgaria 2.3% 5.4% 4.0% 4.0% 4.0%
Czech 
Republic 0.5 3.3 3.3 2.5 3.5
Estonia –0.6 7.1 5.0 4.0 4.5
Hungary 4.2 5.2 3.8 4.0 5.5
Latvia 2.8 6.8 7.7 4.0 4.5
Lithuania –3.9 3.8 5.9 5.2 4.5
Poland 4.1 4.0 1.0 1.0 3.0
Romania –3.2 1.8 5.3 3.5 4.0
Russia 5.4 8.3 4.9 4.1 3.8
Slovakia 1.9 2.2 3.3 3.5 4.0
Slovenia 5.2 4.6 3.0 2.7 4.0

... powering growth in industrial output

1999 2000 2001 2002a 2003a

Bulgaria –12.5% 12.0% 0.7% 1.0% 2.5%
Czech 
Republic –0.4 5.1 6.8 5.5 5.5
Estonia –4.2 14.6 7.0 4.5 5.0
Hungary 10.4 18.3 6.4 6.0 6.0
Latvia –5.7 4.4 8.8 6.0 6.3
Lithuania –11.2 5.3 16.9 12.5 10.0
Poland 4.4 7.1 –0.5 1.2 1.6
Romania –8.8 8.2 10.0a 8.5 6.0
Russia 8.1 9.0 5.9 5.0 5.5
Slovakia –3.4 9.1 4.6 5.3 5.0
Slovenia –0.5 6.2 2.9 2.8 3.5

a Forecasts. SOURCES: European Bank for Reconstruction 
& Development, United Nations Economic Commission for
Europe, C&EN estimates

Millions

a Estimates. SOURCES: European Chemical
Industry Council, C&EN estimates
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As Cornélis said at the CEFIC confer-
ence, “We look forward to the enlargement
of the European Union to the East, creat-
ing a home market of 450 million people.
EU membership will certainly stimulate
growth and investments in those countries.”

According to Willem H. Buiter, chief
economist of the London-based European
Bank for Reconstruction & Development
(EBRD), the improved economic per-
formance has been good enough to
spur strong growth of foreign direct
investment into the region. The re-
gion has claimed an increased share
of the global foreign direct invest-
ment pot—which fell in 2002 by
about 40%—and an increased to-
tal, to $31 billion for the 27 coun-
tries that EBRD shepherds.

HOWEVER, he adds, this invest-
ment is highly concentrated in the
advanced accession countries—
those set to join the EU in 2004.
“Outside those countries, foreign
direct investment is overwhelm-
ingly concentrated in the extractive
sectors—oil, natural resources.
There is still little foreign invest-
ment going into manufacturing
services of a nonextractive kind,”
Buiter says.

“We are certainly seeing more
flows of direct investment into the
accession countries,” says David
Walton, chief European economist
for investment bank Goldman Sachs, and
that investment money will have a sizable
impact. The absolute amounts of invest-
ment money may not be large for the West-
ern European countries, but they will be
very big for the accession countries.

“For those German companies that are
able to choose sites for their production,
it will be quite a big opportunity. We have
seen it with the car companies—for ex-
ample, General Motors investing in Poland
rather than Germany—but there is scope
for others as well,” Walton says.

“Over the past three years, the transition
economies have achieved solid economic
growth and progress in economic reform,”
says the latest Transition Report of EBRD,
which was established to help the econ-
omies of the former East Bloc make the
transition to capitalism.

“Moreover, there is clear evidence that
the less advanced transition economies are
starting to catch up with the front-run-
ners,” the report adds.

The business environment has im-
proved significantly across the region, par-
ticularly in Southeast Europe and the Con-

federation of Independent States—the
former Soviet Union countries.

Adds the report: “There is reason to be-
lieve that the trends observed over the past
three years are sustainable. The leveling of
the playing field that seems to have taken
place across the region suggests that the
forces of economic and political competi-
tion may provide an impetus for progress
in reform and better governance.”

During 2001 and the first half of 2002,
the transition economies continued to per-
form well relative to other regions of the
world. Growth was steady, inflation fell,
and capital inflows increased. Overall
growth for the 27 EBRD countries held
during the troubled year of 2001 at 4.2%,
down from 5.5% in 2000. Developments
in the first half of 2002 suggest that growth
for that year is likely to be about 3.4%.

Agreeing with that assessment is the
Economic Survey of Europe, 2002, pub-
lished in November by the Geneva-based
United Nations Economic Commission
for Europe (UNECE).

“Despite the unfavorable external con-
ditions, most economies in the region man-
aged to preserve some of their dynamism
during the first half of 2002, although
there was a general moderation of the pace
of growth,” said Brigita Schmögnerová, ex-
ecutive secretary of UNECE.

She pointed out that one of the factors
contributing to the strong growth of the re-
gion—the shift toward domestically driv-
en growth and away from export-led
growth, which had begun in 2001 and

strengthened in the first half of 2002—
opens a point of vulnerability: “It is un-
likely that these economies will be able to
escape for long the negative effects of a
protracted weakness in the global and West
European economies.”

“My crystal ball tells me that this is a
long-term business, so that whatever the
short-term issues are, we have to be strong
for the long term,” stresses James Smith, a

member of the executive commit-
tee of Shell Chemicals.

“The fourth quarter of 2002—
although people are concerned—
actually looks better than last year.
Our concerns are not profound,”
Smith says. “The resumption in the
macroeconomy was slightly delayed,
but it is beginning to pick up as the
year winds down.

“Also,” he adds, “we have to re-
mind ourselves: The economic dip
was really a dip, not a deep reces-
sion. It was not as severe as we had
expected. So against a limited dip,
we can’t expect a sharp recovery.
The industry is properly optimistic
about things—we are resilient to
things taking a bit longer than orig-
inally expected.”

Moreover, he argues, the industry
is on an up-cycle of macroeconomic
growth in the medium term, which
gives it a rare opportunity to break its
historic cycle of overcapacity and
poor prices. “There is not too much

excess capacity, and not too much will be
coming onstream in the next few years.”

However, he notes, the European in-
dustry will have to be sharp in maintaining
its competitiveness, as more players con-
tinue to emerge.

As Atofina’s Cornélis puts it: “Half of
industrial growth is linked to investment
in research and development and in new,
innovative companies. Recent analysis has
demonstrated the direct link between in-
crease in domestic research and employ-
ment. Innovation is also driven by the dai-
ly application work of the many hundreds
of small and medium-sized companies that
constitute the industrial fabric of Europe.
In order to support their long-term effort,
we need to focus on education, on financ-
ing, and on regulations.”

As Smith adds, underpinning the indus-
try “is the quality of the producing assets we
have, the technology we can employ, and
the talent of our people. Competition is
about deploying people better than your
competitors. There will be challenges in the
coming year, of course, but it will be an ex-
citing industry.” ■
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