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EARNINGS RETREAT
IN SECOND QUARTER

CHEMICAL FIRMS report weakening demand worldwide,
lower revenues, and shrinking earnings
MELODY M. BOMGARDNER, C&EN NORTHEAST NEWS BUREAU

U.S. CHEMICAL FIRMS are running out of
dependable strategies for maintaining earn-
ings in a global economy that shows few
signs of growth. In the second quarter, the
23 firms tracked by C&EN reported an aver-
age decline in earnings of 6.1% compared
with the year-ago quarter. And in the first
quarter, earnings fell by 8.4%.

Also in the second quarter—and for the
first time since the Great Recession ended
in 2009—more than half of the surveyed
companies reported a decrease in top-line
revenues. On average, the companies saw
sales retreat by 1.1%. Chemical executives
blame the drop on lower sales volumes
because of customer destocking, depressed
prices, and currency exchange losses due to
arelatively strong dollar.

Until recently, even in the era of slow
postrecession growth, the chemical indus-
try succeeded in expanding sales while pro-
duction grew slowly or not at all. Chemical
firms focused on increasing prices of spe-
cialty and performance products, and they
aimed product innovation at growing indus-
tries such as agriculture, food and nutrition,
and electronics. Many firms also boosted
sales by putting more emphasis on develop-
ing countries where economic growth out-
paces that of North America and Europe.

But in the second quarter, only a few of
those strategies were still working. To keep
plants running efficiently at high capacity,
many firms had to drop prices in order to
move inventory, and several still reported
selling less than last year. Prices for recent-
ly hot materials like titanium dioxide and
electronic chemicals declined in the second
quarter. The growth engines of Asia and
Latin America have slowed considerably.

Of the 23 chemical firms C&EN surveys,
seven reported lower sales and earnings in
the second quarter: Albemarle, Celanese,
Dow Chemical, Eastman Chemical, Ferro,
Kraton Performance Polymers, and Mosaic.
Still, none reported a loss for the quarter.

Dow earned $649 million, a decrease of
34.4% compared with the second quarter of
2011,and its sales declined 9.6% to $14.5 bil-
lion. The Michigan-based firm compounded
the macroeconomic woes by initiating plant
turnarounds in its commodity chemicals
business. The downtime was responsible
for half of a 6% decrease in the company’s
overall plant operating rate, which averaged
78% for the quarter. In the end, Dow’s earn-
ings per share of 55 cents fell short of con-
sensus analyst expectations of 64 cents.

“The second quarter of 2012 was not
Dow’s finest moment. Turnarounds and
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Second-quarter results: Sales dipped
1.1%, earnings dropped 6.1%, profit
margin shrank from 10.0% to 9.5%
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NOTE: All sales, earnings, and profit margin data are
based on the chemical companies listed on page 20.

TOP 10 RANKINGS

U.S. chemical industry leaders for the second quarter

SALES EARNINGS PROFITABILITY

RANK RANK RANK EARNINGS AS RANK
2012 ($ MILLIONS) 2011 ($ MILLIONS) 2011 % OF SALES 2011

1 Dow Chemical $14,513 1 DuPont $1,394 1 Mosaic 18.0% 1

2 DuPont 11,006 2 Dow Chemical 649 2 Sigma-Aldrich 17.3 2

3 PPG Industries 3,955 3 Mosaic 507 3 Albemarle 16.2 3

4 Huntsman Corp. 2,914 4 Praxair 429 4 Praxair 15.3 4

5 Mosaic 2,821 5 PPG Industries 365 5 FMC Corp. 14.0 5

6 Praxair 2,811 6 Air Products 303 6 Celanese 14.0 6

7 Air Products 2,340 7 Celanese 235 7 Air Products 12.9 8

8 Ashland 2,141 10 Eastman Chemical 197 8 DuPont 12.7 7

9 Eastman Chemical 1,853 8 Ashland 151 13 Rockwood Holdings 10.9 11

10 Celanese 1675 9 Huntsman Corp. 139 10 Eastman Chemical 10.6 10

NOTE: Based on the companies listed on page 20.
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CHEMICAL RESULTS
Weak demand dragged down sales and earnings in the second quarter
SECOND-QUARTER 2012 FIRST-HALF 2012
SALES EARNINGS®? CHANGE FROM 2011 PROFIT MARGIN® SALES EARNINGS® CHANGE FROM 2011  PROFIT MARGIN®

($ MILLIONS) SALES EARNINGS 2012 2011 ($ MILLIONS) SALES EARNINGS 2012 2011
Air Products & $2,340 $303 -5.3% 2.0% 12.9% 12.0% $4,684 $584 -5.8% -8.9% 12.5% 12.9%
Chemicals
Albemarle 685 111 -7.7 -2.6 16.2 154 1,397 219 28 -0.9 15.7 154
Ashland 2,141 151 284 624 71 5.6 4,220 272 30.9 64.8 6.4 51
Cabot 846 69 1.2 21.1 8.2 6.8 1,690 125 1.0 0.8 74 74
Celanese 1675 235 -4.4 -11.3 14.0 15.1 3,308 350 -1.0 -16.1 10.6 12.5
Cytec Industries 404 34 16.4 -2.9 84 10.1 782 90 14.5 -25.0 11.5 176
Dow Chemical 14,513 649 -9.6 -34.4 4.5 6.2 29,232 1,363 -5.0 -29.8 4.7 6.3
DuPont 11,006 1,394 7.2 7.3 12.7 12.7 22,236 2,935 €5 6.6 13.2 13.6
Eastman Chemical 1,853 197 -1.7 -5.7 10.6 111 3,674 369 0.9 -7.8 10.0 11.0
Ferro 482 5 -18.9 -80.7 1.0 4.0 948 9 -18.8 -82.7 0.9 4.2
FMC Corp. 905 127 115 144 14.0 13.7 1,846 262 14.9 20.2 14.2 13.6
H.B. Fuller 527 29 43.2 16.0 55 6.8 872 51 19.0 30.8 5.8 5.3
W.R. Grace 827 69 0.1 -9.2 8.3 9.2 1,581 130 39 0.0 82 85
Huntsman Corp. 2,914 139 -0.7 19.8 4.8 4.0 5,827 316 3.8 39.8 54 4.0
Kraton 376 15 -2.6 -68.1 4.0 12.2 784 31 7.3 -60.3 4.0 10.7
Mosaic 2,821 507 -14 -21.9 18.0 22.7 5,011 780 -1.2 -34.5 15.6 235
NewMarket 584 55 19 5.8 94 9.1 1,142 122 6.1 19.6 10.7 9.5
Nalco 1176 58 8.2 1.8 4.9 5.2 2,237 176 9.5 114.6 79 4.0
PPG Industries 3,955 365 -0.8 74 9.2 8.5 7,707 375 2.5 -34.0 4.9 76
Praxair 2,811 429 -1.6 0.9 15.3 14.9 5,651 848 =2.8) -73.4 15.7 57.2
Rockwood Holdings 906 99 -94 5.3 10.9 9.4 1,815 198 452 20.7 10.9 8.6
Sigma-Aldrich 664 115 4.2 1.8 17.3 177 1,329 232 4.7 0.0 175 18.3
Stepan 470 23 -1.5 9.5 4.9 4.4 936 46 4.0 179 49 4.3
TOTAL® $53,705 $5,120 -1.1% -6.1% 9.5% 10.0% $106,672 $9,707 1.8% -8.8% 9.1% 10.2%
a After-tax earnings from continuing operations, excluding significant extraordinary and nonrecurring items. b After-tax earnings as a percentage of sales. ¢ Percentages were
calculated from combined sales and earnings.

outages in capacity during a period of peak
ethylene margins limited growth in com-
modity chemical income and probably
reduced earnings per share by $o.10 for
the quarter,” wrote Jeffrey J. Zekauskas,
chemical analyst for J.P. Morgan, in a note
to investors.

ACROSS ALL OF Dow, both prices and vol-
umes decreased by 5% in the quarter com-
pared with last year. There were a few bright
spots in the earnings report, however. The
volume of products sold in Asia grew by 2%.
Dow’s agriculture business saw volumes
jump by 10% and prices rise 2%. Overall, the
Dow products that enjoyed the largest rate
of growth were not chemicals at all: Seeds,
genetic traits, and oils posted sales gains of
more than 30% versus the year-ago period.
In contrast, the firm’s sales and prices
were weak in electronic and functional ma-
terials, coatings, and performance materi-
als. Dow’s performance plastics business
saw volumes rise 3% on increased sales to
Asia-Pacific, but prices declined 9%.

Andrew N. Liveris, Dow’s chief execu-
tive officer, told analysts in a conference
call that the company has a portfolio of
products that is “fit to fight.” However,
Liveris said he does not expect global
economic gains in the second half, and he
increased Dow’s ongoing cost-cutting goal
to $1.5 billion per year from $1.0 billion.

“Given Dow’s intention to ‘accelerate
cost reduction and efficiency programs,’
we would expect announced restructuring
efforts from Dow (primarily directed to
Europe) over the coming three months and
further cuts to capital outlays,” Zekauskas
wrote.

The second-quarter report from DuPont
was sunnier, as the company celebrated the
one-year anniversary of its acquisition of
the Danish food ingredient firm Danisco.
As at Dow, alarge and growing agricul-
ture business was the core profit engine.
DuPont reported that agriculture prices
increased 7% and volumes were up 6%.

Meanwhile, DuPont’s electronic chemi-
cals business saw 6% lower volume and 5%

lower prices; performance chemicals and
performance coatings posted lower vol-
umes but higher prices.

In a conference call with analysts, DuPont
CEO EllenJ. Kullman said she expects are-
coveryin pricing for TiO, and 5% growth in
global automobile manufacturing this year.

But Robert Koort, chemicals analyst
at Goldman Sachs, sees more clouds on
DuPont’s horizon. “We believe that weak-
ening TiO, trends create risk to pricing
and margins in the performance chemicals
segment,” he remarked in a note to inves-
tors. “Furthermore, management’s second
half of 2012 expectations for sales into the
photovoltaic, auto [original equipment
manufacturer], and safety and protection
end markets seem optimistic to us.”

DuPont was not the only company to
beat the second-quarter blahs thanks to
a well-timed acquisition. The 2011 addi-
tion of International Specialty Products
helped Ashland post a 28.4% increase in
sales compared with last year. Moreover,
its 62.4% gain in earnings was by far the
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largest of the 23 firms tracked by C&EN.
“We have now completed three full

quarters since the acquisition of ISP, and

our performance has steadily improved

as we realize the strategic benefits of this

higher-margin portfolio of businesses,”

said James J. O’Brien, Ashland’s CEO, in

an earnings report. Ashland’s businesses

outside of its specialty ingredients segment

did not have as successful a quarter.

IN CONTRAST, Eastman’s June 2012 ac-
quisition of Solutia did not come in time

to push sales and earnings into growth ter-
ritory. Compared with the second quarter
of last year, sales declined in its coatings,
adhesives, specialty polymers, and inks
segment as well as in its fibers and specialty
plastics businesses. Revenues from perfor-
mance chemicals were flat.

FMC Corp. found success in both agricul-
ture and industrial chemical businesses. The
firm’s crop chemicals revenues increased
19.4% to $394 million, thanks to robust sales
in North America and Latin America. At the
same time, FMC continued to expand profit
margins for its peroxygens business by tar-
geting specialty markets.

Most company CEOs sounded a note of
caution about the second half of 2012. “We
anticipate the ongoing challenging econom-
ic environment in Europe and the current
growth rates in Asia will continue through
the remainder of 2012,” Celanese CEO
Mark C. Rohr told investors. In the second
quarter, Celanese saw sales and earnings dip
compared with last year, due in large part to
weaker pricing in its large acetyl intermedi-
ates business.

Similarly, Dow’s Liveris sounded gloomy
about near-term demand, telling investors,
“Entering the second half of 2012, the glob-
al macro environment is not improving at
the rate previously anticipated, and we have
structured our business plans accordingly.”

Not surprisingly, Koort at Goldman
Sachs haslowered earnings expectations
for the rest of 2012 for Dow and Celanese, as
well as for industrial gas firms Air Products
& Chemicals and Praxair.

Dow, like many chemical firms, has made
major sales inroads in developing countries
in Asia, Latin America, and the Middle East,
but 35% of its sales are still in the U.S. For
thisreason, the U.S. government’s 1.5% es-
timate of second-quarter economic growth
only dampens expectations.

At the American Chemistry Council,
atrade group for U.S. chemical makers,a
new economic indicator called the Chemi-

cal Activity Barometer also suggests slow-
ing economic activity. CAB tracks chemi-
cal production, company equities, hours
worked, prices, and inventories. According
to ACC Chief Economist T. Kevin Swift, the
July CAB stayed flat after three consecutive
months of decline.

“July data continue to suggest that
broader U.S. economic growth in the sec-

ond half of 2012 will be weak, while the

CAB also suggests a slowing of U.S. exports
during the rest of the year,” Swift said. But
the news is not all negative. “Looking at the
data, one bright spot for the economy is

the positive trends in the light vehicles and
housing sectors, which could possibly sug-
gest a forward momentum building in these
sectors,” he pointed out. B
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