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C-MACC Scenarios – Issue No 1 

2020 Hindsight 
 

In the past we have tended, like many others, to start the year with some predictions, 

generally stocks to buy and avoid. Given the recent start-up of C-MACC we are a bit late 

with this one. Also, as this is a freebee, it is more of an appetizer for the themes that we 

plan to cover in more detail through the year.  While we talk about the issues below in the 

context of 2020, most have much longer-term stories. 

So, in 12 months' time, as we look back on 2020, there will be things that surprised us. 

Events, trends, policies, geopolitical maneuvers or shocks, and other triggers that few if 

any are planning for today. This is always the case, but the Chemical Industry has been 

relatively lucky over the last 10 years because since the financial crisis none of the 

unexpected roadblocks or detours have been life threatening (with a couple of isolated 

exceptions). The goal of this piece is to identify some “left field” issues for 2020 - some of 

which are not on the radar today and some which are, but which could develop in ways that 

are unexpected. We will discuss issues/triggers that could make things worse as well as 

those that could make things better. 

Several years ago, we took a unique approach to a project feasibility study for a client, 

where instead of looking at scenarios (low oil, high oil, low growth, high growth etc.), we 

were asked to identify scenarios that would make the investment look like the most foolish 

of corporate decisions. The goal was to brainstorm what could go horribly wrong. We have 

employed this approach positively and negatively in the analysis that follows.  

 

 
 

For the most part, and with the obvious exception of M&A, neither corporations in the 

chemical or associated industries, nor financial institutions have any influence over the 

issues listed above. However, depending on how seriously companies or investors are 

focused on any of them can drive corporate behavior, governance and shareholder behavior 

and actions in 2020. 

 

Traditional Supply/Demand Factors 

 

Because we are entering an 11th year of global economic growth and relative stability, 

there is a tendency to focus on the negatives simply on the basis of “this cannot last”. 

Indeed, if you are a polyethylene producer, you are starting 2020 in a much worse position 

from a margin perspective than you did a year ago. Despite this, the chemical industry in 

general remains profitable, albeit far less profitable than a few years earlier, still aided in 
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North America and the Middle East by the extremely low values of NGL feedstocks relative to crude oil values.  

This is most easily depicted in the ethylene margin chart below, where all of the depressed margin derived today (in 

a globally oversupplied market) is a function of the feedstock cost edge. Interestingly, (and the subject of a future 

piece) the recent low and the low in the 1992/1993 period were both a function of the US having more capacity to 

produce ethylene than consume it.  For the rest of the almost 40 years and again today there was/is more consuming 

capacity (including export capacity) than ethylene producing capacity, and marginal profitability is better.  

 

Economic factors are largely drivers of demand: if both the UK and the rest of Europe conclude that their best way 

forward, post execution of Brexit, is economically simulative policies aimed at trying to attract investment, demand 

for chemicals and polymers will likely be incrementally better in 2020 than in most current plans. Equally, any 

further constructive agreement on trade early in 2020 will also be a positive. These economic drivers could 

subsequently result in higher demand for and prices for crude oil, opening up margins for the low-cost producers of 

basic plastics, but at the same time increasing demand. The demand surprise would have to be significant to dig 

polyethylene and polypropylene out of their current oversupplied holes, but other polymers, especially those aimed 

at the durable markets, such as PVC could see more pricing power than expected. 

Conversely, if the UK and Europe turn Brexit into economic chaos for a while the opposite will happen, likely 

regardless of what happens on the trade agreement front. 

Then there is the shock factor – the financial crisis in 2008, 9.11, the Asia Banking Crisis, SARS, etc.  Events 

that turned economic expectations on their heads but were largely unforeseen.  At the time of writing we have 

a potential SARS-like scenario emerging.  Already China has extended its New Year holiday as a precaution 

– this will impact GDP on its own.  Any escalation of the outbreak will only make things worse. Chemical and 

polymer plants keep running but buyers slow down their rate of consumption, creating oversupply.   

 

• While a well-balanced Brexit and a resolution to many of the trade issues could provide and upside surprise 

for economic growth in 2020, we do not believe that it will be enough to help the very oversupplied polymers 

– polyethylene and polypropylene.  

o But better growth could raise oil prices and improve relative profitability in the US 

• A chaotic Brexit and more trade trouble will make what is likely to be a poor year for basic chemicals and 

plastics, even worse, especially outside the US.  

• It is too soon to draw any real economic conclusions with respect to the coronavirus 
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Oil and Gas Pricing – the Specter of Peak Gasoline 

 

Peak gasoline demand is not a 2020 event, but it is possible that 2020 is a year in which the world concludes that it 

is coming sooner than expected.  As climate change and the environment command more and more headline share, 

there is going to be greater and faster pressure to limit carbon emissions and it is coming at a time when two things 

are happening to help – the availability of affordable electric vehicles is about to step change, and ride sharing and 

increased use of better public transport globally is likely to be forced on large portions of the population because of 

local legislation (in more and more countries) aimed at limiting emissions.  We are somewhat sheltered from the 

social pressure in the US, because of the current political agenda, but outside the US the momentum is building 

quickly and simply scanning the 2020 Davos headlines is enough to support this view.   

The rate of crude oil demand growth is falling already and at some point, likely over the next ten years it will peak 

and begin to decline, albeit slowly.  Fuel oil is a declining market in 2020, but is largely being replaced with diesel, 

but peak gasoline is going to be the real turning point.  The impact on oil prices may be muted as the incremental 

barrel – coming from shale – is from wells with a reasonable decline rate – oil production falls without investment. 

As oil demand peaks, investment will decline but, unless demand steps down meaningfully, the cost curve should 

keep oil prices significantly higher than natural gas equivalents.  We don’t see much happening to change the ratio 

that you see today in the chart below.  The caveat, of course, is that we have not seen an accurate consensus 5-year 

prediction of oil and gas prices at any time in the last 50 years! 

 
 

However, we don’t believe that the price of oil is the key issue for the chemical industry; what matters more is what 

oil producers and refiners do when gasoline demand begins to decline – the most likely move being one that produces 

more chemicals.  Given the size of the global gasoline market – diverting 1% into chemicals is significant.  If the 

concern over the “nearness” of peak gasoline grows in 2020 it will impact investment decisions for chemical 

companies, and it might influence M&A behavior. 

 

• Increased fear of peak gasoline sooner rather than later, will likely delay capital investment by the stand-

alone chemical industry and accelerate investment from the oil producers and the refiners to produce more 

chemicals 

• It should increase the incentive to consolidate   
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Climate Change - the Greater (Greta) Factor 

 

The more interesting wild cards are the ones that we cannot really model and where sentiment comes into play - 

issues where current views of probabilities might not be high, but impacts could be substantial.  Here, we believe 

that Climate Change (associated with the rise of ESG investing) is the hardest to models and the most likely driver 

of a step change in public and private company valuations. There is a potential for gradual decline and a potential 

for a step down – there is not much potential for “up” for the chemical industry! 

The gradual decline would come as a result of increasing adoption of ESG driven funds by investors and increasing 

focus by ESG fund managers on carbon footprint, other environmental impacts and sustainability. The problem with 

this evolution today is the lack of agreed empirical measures for ESG compliance and the vast choice of ESG metric 

providers available to investors (more than 100 in 2019). Investment managers cannot, however, look at the 

confusion and choices and say, “this is too hard - let’s wait and see how this evolves”, however tempting.  

The growth in the chart below looks impressive but the numbers remain small relative to the overall US discretionary 

market of close to $100 Trillion.  In Europe, the assets under management in ESG funds are much higher but the 

definition around what ESG means is less clear and, as most funds in Europe claim to have an ESG screen, they are 

included in the total, however rigorous the screen might be.  
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As more and more funds bring ESG products to market (chart above, and now championed more forcefully by 

Blackrock) they are attracting assets, and competitive pressures drive others to participate. The coincident relative 

decline in values for companies in controversial industries comes from two angles - the supply and demand for 

money in more restrictively defined funds (fewer buyers for the controversial industries) - and more conservative 

valuations from those funds that will still buy in the sectors. The easiest way to model this, especially if you have a 

dividend discount component to valuation, is to lower the terminal value of the company, based on a concern that it 

will be less valuable in the future. For example, in a model for Exxon or Dow where your terminal value might have 

been 10x “mid-cycle” earnings, you might either haircut the earnings or the multiple or both. This would yield a 

lower target multiple and current valuation target. In our view, this is one of the reasons why the energy stocks have 

lagged so badly over the last couple of years – fewer confident buyers. 

Note that Blackrock’s decision to make more ESG and climate friendly funds available is a major step, but it is 

investor choice that will matter - i.e. how much money flows into these funds. As long as ESG metrics remain vague 

and debatable, money flows might not be as quick as some might expect.  The other warnings sign for the US is the 

much more significant impact of climate change related and ESG investing in Europe relative to the US.  The 

European Oil majors are jumping through hoops to keep climate activists at bay, with the incoming CEO at BP now 

expected to join ranks with Shell and Repsol, chasing corporate adherence with the Paris Climate Agreement, 

including Scope 3 emissions.  

We believe that the “dirty” industries (especially in the US) are making a grave error here in not taking a more active 

role in defining appropriate E&S measures for their industries and collaborating with the key investor groups and 

influencers. The risk is that they end up accountable for the provision of data that does not really explain their position 

and demonstrate actions that they might be taking. 

The step change would come from class action litigation - major law suits against industries (primarily, but not 

limited to the energy industry) that are seen to be impacting climate change through significant carbon or other 

emissions. This is a wild card - could happen in 2020 (but may not) and is unquantifiable in terms of its possible 

impact. The litigation action brought against the Formosa Sunshine project in Louisiana in January is an indication 

of how far the environmental activists are willing to go. This one is easier to understand as it has a defined objective 

- to stop a new build. How there might be action to change the behavior of industries or sub-industries is less clear. 

This does not mean that it will not happen. 

The third potential impact is regulation, but, despite the Paris Agreement, there is no consensus today, and raising 

carbon or other taxes or imposing restrictions in one region in isolation will simply push increased “bad” behavior 

in another. The climate denialist view in the US is likely to limit any regulatory major impact in 2020. If President 

Trump wins the next election, this stance is likely to continue; if he loses, 2021 could look very different and stocks 

will begin to reflect that risk in 2020 if it looks like he might lose. 

• Litigation is, in our view, a bigger wild card for stock valuation in 2020 than coordinated regulation. 

• Regardless, the risk of declining valuation multiples is rising for all of the industries with questionable 

E&S footprints  

 

Plastic Waste 
 

There is a lot of lip service and increasing action with respect to plastic waste. The lip service comes from important 

and influential activists, politicians and some industry leaders, all pointing to what needs to be done but without the 

power or organizational backing to make the changes needed. To make a real dent in plastic waste and improve 

recycling, you need an extraordinary level of collaboration between the public, municipalities, consumer products 

and food manufacturers, distributors and seller and the integrated plastics industry.   

• Products need to be standardized and more limited in terms of the plastics used 

• Products need to be easy to recycle and identify (so not colored and the same polymer in each application – 

e.g. all dairy produce containers made of polypropylene) 

• Recycling needs to be mandatory and easy for the public – carrot and stick – make it easy and penalize for 

non-compliance 

• Consumers of recycled plastic need to commit to buy regardless of relative price, so that the whole process 

does not fall apart if oil falls to $30 per barrel and polymer prices follow.   
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This is a big ask, but there are isolated geographic examples of where it is happening.  Today the level of effective 

recycling is immaterial to the problem and to the demand for virgin polymer.  Shell has made a recent video 

discussing its ambitious plans for chemical recycling – the goal is to recycle 1 million tons a year by 2025.  This 

may be the most ambitious plan to date but it would be 0.2% of global plastic annual demand.  

Otherwise, the action is local - municipalities, cities and states - banning or limiting plastic use in certain applications. 

It is highly unlikely that any of these positions change much in 2020, with the exception of further plastic use bans 

(notably in China), and they are mostly incremental in terms of their impact on demand, but negative, nonetheless. 

Like climate change, the wild card here could be litigation - a wave of class actions filed against plastic producers, 

fabricators of single use items and companies like fast food chains (ultimately supplying the single use plastic to the 

consumer). Who would file, where and how they would quantify claims and values is unclear, but the chemical 

industry is not immune to significant litigation and asbestos related litigation cost billions in fines and restitution and 

resulted in multiple bankruptcies in the 90s and 2000s. 

• Multiple localized decision will likely eat into demand growth for virgin polymers, but slowly.  

• Litigation driven change is the wild card 

• The interested parties (multiple industrial groups as well as local and national governments) are disorganized 

and this will limit the pace of change.  

 

 

 

 

 

 

 

 

 

The US Election 

The divisive partisanship that has evolved over the last decade - more rapidly over the last 5 years - could cause 

economic turmoil in the US in 2020. We have already seen a move against Iran in January that has been condemned 

by the Democrats and has rattled markets. But on the plus side we have seen progress on trade.  We also have the 

threat and uncertainty of impeachment.  

If the election looks like it might be a close call - with a credible challenge to President Trump - the country could 

become very distracted in aggressive and polarizing political moves which complicate the day to day management 

of the economy, drive headlines that create a volatile stock market and in a worst case drive increasing civil unrest 

that impacts both productivity and spending. The second half of 2020 could see a marked drop in US GDP growth 

if too much attention/emotion is directed towards the election. 

Corporations, if faced with a hard to call election, where the opposing sides have very different views on taxes, 

regulation, climate, etc., will likely sit on the fence in terms of strategy until they get clarity. This could result in a 

slow-down in M&A (or a speed-up if the expectation is that debt costs will rise in 2021). It could also result in a 

slowdown in investment if it is unclear whether new US policies would make the US a better or worse place to 

deploy capital. On the positive side, share buy-backs could increase, and dividends could rise if corporations have a 

less certain picture of the returns from new capital investment. This is likely to be especially true in the Chemical 

Industry. 

• Watch out for a slow down in investment in the US if the election looks too close to call early 

• Increased civil unrest could be a major disruptor   

As correctly pointed out in an FT article this week, whether or not the world makes 

progress on climate change or plastic waste is largely dependent on what China 

does, as the largest polluter and the largest consumer of plastic.  Regardless, the 

chemical industry will still have to conform with regulatory, legal, investor and 

social moves, country by country, with most of the relevant action likely to take 

place in Europe and the US. 
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M&A 
 

2019 has continued a trend of the last decade - M&A, mostly focused outside of the commodity space. Many of the 

big deals done in the chart below or attempted were in sectors of the industry where it is difficult to see significant 

further consolidation, because of concentration, such as AG (some failed deals), Industrial Gases (complicated deals)  

and Paint (some failed attempts and some complicated moves).  Areas that remain fragmented, especially 

petrochemicals on a global basis have been largely ignored since the spread between oil and natural gas widened in 

2010.  
 

 
 

While we expect to see continued strategic (generally smaller) portfolio moves in the intermediates and specialty 

sectors, whether or not we see much in petrochemicals will likely depend of how severe the current margin squeeze 

is and how long it lasts. Valuation expectations in this sub-sector remain too high, based on the profitability of the 

last 5 years rather than the last 5 months. Sellers are looking at the highs and buyers are looking at the lows. A 

prolonged down cycle - which would likely be accompanied by slower global growth and continued feedstock-based 

investment - combining to create the expectation of prolonged depressed margins could drive some moves in the 

second half of the year. We think it is unlikely that there will be a meeting of the minds on valuation to get much 

done in the near-term. We could see further consolidation between companies for which base chemicals is a non-

core business (such as the oil majors). 

• All commodity petrochemicals and polymers need further consolidation on a global scale – several possible 

triggers in 2020 but valuation is always a hurdle at a point of cyclical inflection. 

• We expect to see the wave of portfolio adjustments outside of commodities to continue  

 

The Demise of The Sell Side 

The traditional sell-side research model has been in a “near death” spiral for the last five years, but the introduction 

of MiFID II increased the pace.  With fewer investment dollars available to pay for outside research, the availability 

and quality of research has declined dramatically.  The Sell-Side provided some valuable services that are going 

away.  They are (in a few cases still) a repository of good earnings models; they were a good megaphone for 

corporates to get messages to a wide group of investors and they occasionally provided unique and actionable insight 

into points of inflections in markets.   

During 2019 we saw a number of points of inflection in earnings for the chemical sector that were largely missed by 

the sell-side and which forced companies to pre-announce earnings or miss expectations meaningfully.  Smaller 

public companies are seeing more of a contraction of coverage than larger ones, but all are seeing a drop off in the 

quality of the work. Part of the problem may lie in the conflict of interest that now exists as a consequence of 

corporate events making up the bulk of sell-side research earnings.  Two problems emerge: an under-resourced sell-

side is spending so much time chasing corporate opportunities and marketing that they do not have time/resource to 
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do and write material research; and there is an understandable reluctance to say something negative about a company 

you are relying on for a corporate event or series of corporate events – no one wants to be first to cut numbers or cut 

a rating. 

When you add to this the rise in investor questions around ESG – which the sell-side cannot afford to invest enough 

in to do an adequate job (although we note that HSBC is trying to carve out a niche), the overall value of the sell-

side looks limited today.     

Does this matter?  

• There is no correlation between the number of analysts covering a company and its valuation (P/E or 

EV/EBITDA) 

• Costs rise for corporates and investors as they need to spend more time organizing outreach to their current 

and prospective investors on one side and more time and resource researching on the other.  The investor 

has the offset of spending less on sell-side research; the corporate does not.  

• Corporate costs rise further because, while this is happening, the number of questions around ESG issues is 

also rising rapidly.  

• The historic “collective” falls apart and so it is not clear that everybody knows everything at the same time 

anymore – despite the corporates adhering to Reg FD as appropriate. 

o This may be a positive note: it may be easier to find an investment edge if the sell-side clearing 

house for information and opinion becomes less reliable and more fragmented.  However, fewer 

investors are looking for that edge as the index funds and ETF’s continue to grow their overall share 

of equity investments.  

o Part or our logic for starting C-MACC is to address what we believe will be a growing information 

gap for all participants (and yes this is a shameless plug for our new model).  

 

The Second Edition Of C-MACC Scenarios will be published in late February and 

will discuss a credible scenario which would encourage traditional chemical 

companies to divest their base chemical businesses completely (and soon) and where 

investors should take a back seat for a while. It will also discuss how industry 

participants should act this year so that it might be avoided. 

 

mailto:cooley.may@C-MACC.com
mailto:graham.copley@C-MACC.com

