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W
hen c&en published its

2002 forecast of the U.S.
chemical economy a year
ago, we said, “The chemi-
cal industry should post

modest increases against a discouraging
2001.” This was an overstatement. In many
respects, “modest” was too strong to de-
scribe industry growth.

For instance, total chemical production
last year was up just about 2.0% over 2001,
according to recently revised government
data, while average prices for the year in-
creased just 0.3%. For the basic chemical
category, production growth was better,
averaging a 7.0% rise, but this was offset by
a 0.5% decline in prices.

Companies continued to cut employ-
ment to lower costs. Most of the cuts came
from the ranks of production employees
simply because production levels in many
parts of the industry could not sustain the
need for plant workers.

THE RESULT has been poor-to-mediocre
financial performance among U.S. chem-
ical companies for much of 2002. Al-
though C&EN’s regular sample of 25
chemical companies started the year off
with lower sales figures and flat earnings
in the first half, combined earnings sud-
denly shot up 43.0% in the third quarter
over where they had been in the same
three-month period of 2001. Agood part
of this increase has to be credited to
DuPont’s 213% earnings rise, which it at-
tributed largely to lower tax rates.
Without DuPont, the remaining 24
companies had an aggregate earn-
ings increase of just 12.8%.

However, the good third quarter
was not enough to have much ef-
fect on the year; it’s going to take
an equally good final period, which
will start to be reported by compa-
nies later this month, to do that.
Even with the healthy third-quarter
increase, earnings from operations,
excluding significant unusual items,
rose only 9.3% through the first
nine months. And sales through the
third quarter were still down 3.4%
from year-earlier levels.

The big victim of 2002 was the vener-
able chemical trade surplus. The surplus,
which had continued unabated since World
War I, finally gave way to a deficit in 2002.

Originally expected to be about $2 bil-
lion, the chemical trade deficit for 2002
will be about twice the fore-
cast—totaling some $4.2 bil-
lion—when the final figures for
the year are published by the
Commerce Department. This is
not to say that chemical exports
are languishing. The value of
chemical and allied products ex-
ports increased about 1% in
2002 to an estimated $81.2 bil-
lion. But imports of chemicals
into the U.S. soared some 8.0%
to about $85.4 billion.

Of the eight major chemical sectors
tracked by the government, just three—
organic chemicals, inorganic chemicals,
and pharmaceuticals—posted trade
deficits. The deficit in inorganics was the
smallest—$461 million, less than the $575
million deficit in 2001—but the deficits
in the other two segments were much more
significant. The deficit in organic chemi-
cals grew from $13.3 billion to $13.5 bil-
lion. And the pharmaceuticals deficit
soared to $8.43 billion from $3.69 billion.

The reversal of the trade surplus is go-
ing to get much worse, according to Martha
Gilchrist Moore, senior economist with
the American Chemistry Council, who
predicts that the 2003 deficit for chemi-

cals will hit $6 billion. Despite the decline
of the dollar against major foreign curren-
cies in the latter half of 2002, she believes
the dollar is still high, making foreign prod-
ucts very attractive and U.S. products ex-
pensive overseas.

ACCORDING TOACC’s outlook for 2003,
a fall in the value of the dollar will improve
U.S. export potential, but imports will con-
tinue to increase, although at a slower pace
than last year.

Although the chemical industry is now
adding to the U.S. trade deficit instead of
moderating it, the overall economy seems
to be growing, adding to the prospects for

chemicals in the U.S.
Estimates are that the gov-

ernment’s measure of gross do-
mestic product last year increased
between 2.3 and 2.5%. In 2001,
GDP was up just 0.3%. Person-
al consumption expenditures
have fueled the increase, rising
an estimated 3.1% last year, ac-
cording to a survey by the Na-
tional Association for Business
Economics.

This, however, is causing some conster-
nation because NABE and other surveys
expect personal consumption growth to
slow this year. Most economists believe
that if business expenditures don’t pick up
from an estimated decline of about 5.5%
last year and make up for slower personal
consumption spending, economic growth
may be slowed.

NABE President Tim O’Neill, execu-
tive vice president and chief economist of
BMO Financial Group, a unit of the Bank
of Montreal, says, “Unresolved economic
problems, specifically a hangover from the
late 1990s investment bubble, plus the need
for families to rebuild their savings, are
likely to keep U.S. growth below a 3% rate
in the first quarter of 2003.” He does say,
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EXPORTS IMPORTS
$ MILLIONS 1999 2000 2001 2002a 1999 2000 2001 2002a

Organic chemicals $15,376 $17,990 $16,424 $16,451 $21,896 $28,578 $29,712 $30,000 
Inorganic chemicals 4,632 5,359 5,578 5,521 5,167 6,104 6,153 5,982 
Plastics 16,832 19,519 18,485 19,453 9,279 10,647 10,401 10,812 
Fertilizers 2,921 2,249 2,077 1,980 1,501 1,684 1,890 1,607 
Pharmaceuticals 11,203 12,893 15,031 15,774 13,497 14,685 18,628 24,209 
Cosmetics 4,853 5,292 5,825 5,927 3,148 3,539 3,750 4,249 
Dyes & colorants 3,620 4,089 3,782 3,894 2,633 2,667 2,478 2,391 
Other 11,068 12,264 12,382 12,181 5,084 5,725 5,927 6,115 
TOTAL $70,505 $79,655 $80,515 $81,181 $62,205 $73,629 $79,100 $85,365 

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



however, that the Federal Reserve Board’s
0.5% interest rate cut “should help the fal-
tering economy and ensure that growth
heads back above 3% later in the year.”

In a survey taken in November by the
Federal Reserve Bank of Philadelphia,
economists lowered their forecast of eco-
nomic growth this year to 3.0% from the
3.4% they predicted in a survey taken three
months earlier. However, they believe
growth will build throughout the year from
an annual rate of 2.6% in the first quarter
to 4.2% in the fourth quarter.

BUT JUST TWO weeks ago, something of a
wild card was thrown into the pot. The In-
stitute for Supply Management—former-
ly the National Association of Purchasing
Management—published its purchasing
managers index (PMI) for December. The
index is derived from a survey of the group’s
members and is one of the first measures
of business activity reported each month.
It includes a number of business factors
such as production, new orders, employ-
ment, inventories, and prices.

When the index for December was re-
leased on Jan. 2, it showed that the indi-
cator, which had been contracting for four
months, suddenly jumped 5.5 points to
54.7. If the index is below 50, ISM says,
then manufacturing activity is contract-
ing; above 50, it is expanding.

Norbert J. Ore, chair of ISM’s manu-
facturing business survey committee and
group director for strategic sourcing and
procurement at Georgia-Pacific, says: “A
strong showing in new orders drove the
PMI upward, while the production index
strengthened and helped push the PMI up
by 5.5 percentage points. The question at
this point is whether the manufacturing
sector can continue to gather momentum
during the first quarter of 2003.”

It’s not only economists who are being
cautious in their forecasts; so are chemical

company executives. William S. Stavropou-
los, when taking over as president and chief
executive officer of Dow Chemical from
the ousted Michael D. Parker, said of the
company’s scheduled cost-cutting meas-
ures: “This effort is going to be far-reach-
ing, touching every part of the company.
The bottom line is that we only spend
money on the essentials.” Parker had ear-
lier said the company would cut 2003
capital spending by 20%, a statement that
Stavropoulos has not cancelled.

Industry observers say these actions are
very unlike Dow. Historically, the compa-
ny has spent money in a soft economy, es-
pecially on plants and equipment, so it is
ahead of the competition at the beginning
of an expansion.

And some executive comments sound
as if they were made a year ago, when fore-
casters were predicting a slow first half for
2002, followed by higher growth in the
second half. In a warning that Rohm and
Haas’s fourth-quarter earnings would be
much lower than analysts expected, Chair-
man and CEO Raj L. Gupta said of this
year, “We expect to show strong sales com-
parisons from the start of the year and an-
ticipate more favorable earnings compar-
isons in the second half of 2003.”

ACC is on-board the second-half re-
covery train. Its annual forecast says, “Al-
though industrial activity has decelerat-
ed, we expect a global recovery to emerge
and gather strength in the second half of
2003.”

For the U.S. chemical industry, ACC is
somewhat optimistic. Kevin Swift, senior
director for policy, economics, and risk
analysis, sees 3.5% growth in physical
chemical volume this year, well above
GDP growth, providing a 4.3% rise in the
value of shipments to $483.5 billion. This
contrasts with modest growth of just 2.0%
in 2002, when business was hampered by
the slow pace of the recovery, the high val-

ue of the dollar, and swings in downstream
inventories.

According to the ACC study, the life sci-
ences sector will lead the way with 5.5%
growth in the value of shipments to $152.2
billion. Pharmaceuticals will rise 5.8% to
$137.9 billion, while crop protection will lag
with a 3.0% growth rate to $14.3 billion.

Specialty chemicals will show a 4.3%
growth rate, matching that for all chemi-
cals, to $112.4 billion, with 5.5% growth in
plastic compounding and 5.0% growth in
industrial and institutional cleaners. Cat-
alysts will match the 4.3% average rate for
the group.

BASIC CHEMICAL shipments are expect-
ed to grow 3.8% this year to $166.8 bil-
lion. The long-suffering fertilizer industry
will lead the basics segment with a 5.0%
increase, followed by a 4.8% increase in
petrochemicals and intermediates and a
4.3% increase in inorganic chemicals.

In the last few months for which data are
available, chemical industry inventories
have been rising, but fortunately they have
lagged behind the increases in shipments,
driving the inventories-to-shipments ra-
tio lower. On a three-month moving aver-
age basis, the ratio declined from a 2002
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a C&EN estimates. SOURCES: Federal Reserve Board, Bureau of Labor Statistics
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high of 1.48 in February to a more re-
spectable 1.39 in November.

Customer inventories are another sto-
ry. Low inventories at the customer level
generally indicate increased future de-
mand for products. However, ISM re-
ports that the chemical industry is one of
just a few industries that saw excessive
customer inventories during December.
Most of the other respondents to the
monthly survey indicated that their custo-

mers do not have sufficient stocks on hand.
The two major uncertainties in the

world right now—a possible war with Iraq
and the strikes that have shut down
Venezuela’s oil industry—could have a
huge effect on U.S. chemicals in the form
of higher feedstock and energy costs. Most
economists believe that a war with Iraq
would cause economic disruptions around
the world, but they would be fairly brief.
However, predicting what will happen in

a war is probably more uncertain than pre-
dicting the ups and downs of the stock
market—and the consequences of a war
would be much more serious than fluctu-
ations in the market.

The ACC survey says of energy costs,
“Constraints still continue to present chal-
lenges until a secure and diversified ener-
gy supply is ensured in the U.S.” The sur-
vey indicates that feedstock costs may rise
about 4.0% this year, with other energy
costs increasing about 5.0%.

Other points of the ACC survey:
■ Chemical capacity utilization will in-

crease to an average of 79.5% from 77.8%
in 2002.

■ Earnings before taxes, depreciation,
and amortization will rise 8.2%.

■ R&D spending will improve 2.9%.
■ Chemical industry capital spending,

which economists say is sorely needed to
fuel the recovery, should jump 6.9%.

Thus, barring disruptions—a big if—
2003 should be a year of rebuilding for
the U.S. chemical industry. Awar with Iraq,
however, could be disruptive and could
destabilize trade, downstream industries,
and even governments in politically sen-
sitive oil-producing countries.  ■
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NOTE: Three-month moving average. SOURCE: Department of Commerce
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Chemical shipments rose faster than inventories, driving ratio down
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