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Chemical Companies Valuations and Profits

For obvious reasons we decided not to publish 
a newsletter earlier in the year. It would have 
been perhaps foolish to opine on how chemical 
companies, valuations and M&A would perform 
during a pandemic, especially as timescales 
and impacts on economies was so hard to 
understand, let alone predict. Now that we appear 
to have passed the first phase of the crisis and 
we have observed chemical company Q2 results, 
forward visibility is hopefully a little clearer and 
our outlook is based on more solid ground. 

Certainly the doomsday scenarios from some 
forecasts have not come to pass for the chemical 
industry. Some sectors have performed admirably 
with strong profitability, despite general GDP 
declines. In particular, electronic chemicals, 
food related products, products related to home 
improvements and of course, biocide related 
products for both consumer and industrial 
sanitisation have all outperformed. Other 
segments closely related to aerospace and auto 
production have seen significant revenue falls 
of up to 20-30% in Q2, including engineering 
plastics, composites and industrial coatings. 

However, despite some significant revenue 
impacts, profits have generally remained relatively 
strong across chemicals, partially supported by 
lower raw material and other costs. The result 
has been a much stronger chemical company 
performance in 2020 H1 than originally feared 
and, combined with the general uptick in the stock 
markets globally, has seen valuations remain at 
pre-Covid-19 levels. As shown clearly in Figure 
1, valuations in 2020 have not fallen noticeably. 
EBITDA multiples have remained at about 10x 
EBITDA for 2020 as a whole and the last three 
months have seen valuations rise above 2019 levels.  

As you would expect, this averaging masks the 
underlying dynamics. There has been a “flight 
to quality” or rather a move towards more stable 
earnings. Figure 2, show the valuations across 
the different sectors of the chemical industry. 

Figure 1: Chemical Company Trading Multiples
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Most apparent is the huge increase in valuation in 
high tier specialty chemicals – this includes segments 
such electronic chemicals, food ingredients and 
personal care chemicals. This almost doubling of 
EBITDA multiple in the last 10 years has been driving 
much of the chemical company valuation increase 
in the last few years and during the Covid-19 crisis.

With high end specialty chemicals continuing to 
grow, consolidate and expand through M&A, this 
will underpin chemical company valuations as a 
whole. The so-called mid-tier specialties in areas 
such as adhesives, coatings and polymer additives 
have also seen valuations rise over the last 10 years. 

But without doubt, the relatively stagnant 
valuation levels of commodity, intermediates and 
diversified chemicals has been just as important in 
determining the dynamics of the chemical industry. 

The question of profitability and stability is often 
cited as the key to valuation. In fact, as outlined 
in previous newsletters, future profit growth is 
the key determinant of valuation. This is starkly 
demonstrated in Figures 3 and 4 where average 
profit is shown for the different segments. 

Figure 2: Trading Multiples by Chemical Segment

Figure 3: Chemical Company Average EBITDA
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The high tier specialties have shown stable and 
consistent profit growth and this has been reflected 
in the increasing valuation. For commodities and 
diversified chemicals, the declining profits have 
directly translated into lower trading multiples. This 
is hardly surprising and the recent stock market 
valuations across the Nasdaq and S&P have 
underlined that rising profits or growth prospects are 
the driver of valuation – even if this is concentrated 
in only a few sectors or even companies. 

Simply put, valuations in chemicals are following 
the profit curve. If, as seems likely, this growing 
disconnect between valuations of many specialty 

chemical sectors and much of the upstream and 
more intermediates parts of the chemicals chain 
continues, we could see a fracturing of the chemical 
industry. As downstream, more market facing 
chemical companies keep expanding their presence 
and profits (while in parallel valuations continue 
to rise), it will become much more challenging for 
diversified or commodity companies to acquire 
these businesses. Valuations and acquisition prices 
will stretch balance sheets and be more difficult 
to justify to shareholders. The result will be that 
the chemical industry will be split into two. The 
implication for larger, lower valued companies is 
that a strategic push to move further downstream 
or into higher growth more market/product focused 
areas will be imperative over the next years. 

Simply waiting for a cyclical upturn or geographic 
expansion, although beneficial, is not a long term 
strategy and further repositioning and acquisitions 
are imperative. Companies such as DSM have 
already successfully embarked on this strategy but 
we would now expect other companies to follow suit. 

The next few years will likely see an acceleration 
of this portfolio realignment as companies realise 
the need to maintain growth and profit stability.

Valence Indices - Chemicals & Materials 

On a more detailed sub-segment level, it almost 
goes without saying that share prices have been 
on a rollercoaster ride over the last 12 months.  
Prices across all markets have been 
impacted by the challenging economic 
situation resulting from the Covid-19 crisis. 

Figure 4: Chemical Company Profits by Chemical Segment
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Chemical sub-segments have been no exception 
but, mirroring the broader economy, the chemicals 
industry has been impacted to varying degrees. 
Indeed certain sub-sectors have outperformed 
the wider market even registering significant 
gains over the last 52 weeks. The Valence 
Indices follow the share price movements of c. 
230 chemicals and materials companies and 
are categorised into c. 30 different sub-sectors. 

Each of the sub-sectors is comprised of companies 
which predominantly compete in those products 
or end markets or alternatively have larger 
more diversified portfolios. Therefore they are 
an excellent benchmark of both the chemical 
industry stock performance and also investors 
view of the outlook for specific sub-segments. 
Most strikingly, as shown in Figures 5 & 6, the Valence 
Indices show huge differences across sub-sectors. 

Figure 5: Valence Chemical Indices by Sub-Segment – 52 Week
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Although there was the collapse in prices in mid-
March as global markets fell, the subsequent 
development has been very different depending 
mainly on the end market dynamics. As expected 
many of the sub-sectors have seen losses 
over the past year, largely driven by the recent 
downturn in end market demand since the end of 
Q1 2020. Generally, the more commodity focused 
segments have seen the greatest losses, of c. 10-
20%, while more specialized or “functional” type 
portfolio companies have been impacted less e.g. 
Compounding and Catalysts. Those with a more 
commodity centered portfolios have also been hit by 
oil prices and resulting lower product selling prices 

and the potential impact on profits. Remarkably 
some of segments have chalked up strong gains 
including Electronic Materials and Pharma / Ag 
Intermediates. In the context of the current markets, 
the Electronic Materials index in particular has seen 
almost spectacular growth over the last year. This is 
partly attributed to the continuing consolidation in 
the sector, strong results in Q1 for several companies 
and perhaps the broader Nasdaq favouring 
electronics stocks. Whether the product portfolio of 
electronic chemical companies, where profit growth 
is derived from new products, will be sufficient to 
support this current share price appreciation remains 
to be seen. 

Figure 6: Selected Valence Chemical Indices – Last 52 weeks
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The stock appreciation of other sectors such 
as Pharma / Ag Intermediates and Water and 
Chemical Services is more straightforward. 
The demand for pharmaceuticals from more basic 
products such as paracetamol, as well as a range 
of newer more sophisticated actives, has risen 
on the back of increasing consumer purchasing 
and healthcare providers stockpiling. For Water 
and Chemical Services, many of these companies 
are also involved in disinfection which only adds 
to the stability and growth of these companies.

Those segments with less cyclical exposure appear 
to have had this reflected in their stock prices, 
with limited movement over the last 12 months. 
Examples include Surfactants & Personal Care 
which has continued to perform strongly and Food 
& Feed Ingredients which have been resilient. 

It is no surprise that businesses most affected 
in the last months are those linked to automotive, 
construction & aerospace. Chlor-vinyls, composites 
& inorganics have all seen declines since the 
beginning of the year of up to 40% (Figure 6). Unless 
the auto or aerospace sector starts to show growth 
again, it is difficult to see how many of these sectors 
will be able to reach pre-Covid-19 levels in the near 
to mid-term. 

Amongst all the recent declines, there is one “stand-
out” sub-sector which at first glance appears 
at odds with the general trends: the rise of the 
Nonwovens index. The rapidly growing demand for 
PPE (Personal Protection Equipment), especially for 
face masks, has resulted in a boom in demand in 
a sub-sector not normally known for high growth. 
Perhaps as the market evolves in parallel to the 
global pandemic, other sub-sectors will rise more 
strongly as demand shifts to other products. Nobody 

would have predicted the recent surging demand 
for polycarbonate and PMMA sheet, disinfectants 
and nonwovens even a few months ago.  

Volumes of M&A and Outlook

Predictably M&A volumes fell from late February, first 
with Chinese M&A deal flow declining followed by 
Europe and the US. In May 2020, when all regions 
were either under lockdown or just emerging, the 
number of announced transactions fell to an all-time 
low, registering only seven chemical deals  (>$10m). 
In fact the average number of deals from March-
May was the lowest we have recorded. Figure 7 
shows monthly chemicals deal volumes since 2010.

Figure 7: Monthly Chemicals M&A Volumes
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All of this was hardly unexpected, but more 
surprising has been the strength of the recovery 
since early June this year. Chinese transactions 
started to pick-up in early June and since late 
June both the US and Europe have witnessed 
increased deal flow. Volumes are now at pre-Covid 
levels and despite a summer break in August, there 
are signs the transactions are again increasing 
and businesses are being brought to market.

The larger question remains whether this deal 
volume can be maintained. Certainly some of the 
transactions we see now are delayed from earlier 
in the year which will inevitably decline as the 
year progresses. But we believe there are several 
fundamental industry dynamics that will underpin 
M&A volumes in the short- medium term as Covid 
plays out. Specifically:

1. Integrated oil majors realigning portfolios:       
BP’s recent divestment of its chemicals 
business to Ineos is the most obvious 
example but other oil majors are now 
also preparing businesses for divestment 

2. Companies taking advantage of the Covid 
induced spending shift: Companies in areas 
such as home improvement and electronic 
chemicals will take advantage of the current 
situation. Henkel’s recent acquisition of the 
Momentive Sealants business is a prime example

3. Further investment in less cyclical businesses: 
Chemical companies have been impacted by the 
volatility in areas such as auto related plastics, oil 
and gas chemicals and even high end composites 
for aircraft. The result will be both divestment 
of cyclical businesses and acquisition of more 
resilient chemicals in downstream areas

4. Asian acquirers: There has been recent strong 
interest from buyers in Japan, South Korea 

and S.E. Asia to diversify downstream and also 
acquire strategic footholds in Europe/North 
America

5. Acceleration of the on-going portfolio realignment 
and consolidation in the chemical industry

6. Companies using highly valued stock to finance 
deals

All of these factors combined with a potentially 
improving economic backdrop will spur M&A 
volumes in the next 6-18 months. Rising profits 
across many sub-segments and increased debt 
availability will also boost the demand for acquisitions. 
The Valence Group analysis and intelligence 
indicate a significant number of chemical 
business divestments are set to be launched 
in September/October. Therefore we expect Q4 
2020 will see M&A volumes returning to levels of 
the last few years and valuations remaining robust.
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Piper Sandler acquired the preeminent chemicals M&A firm, The Valence Group, on April 3, 2020. The Valence 
Group is a specialist investment bank offering M&A advisory services exclusively to companies and investors in 
the chemicals, materials and related sectors.

The Valence Group team includes a unique combination of professionals with backgrounds in
investment banking, strategic consulting and senior management within the chemicals and materials 
industries, all focused exclusively on providing M&A advisory services to the chemicals and materials sector.
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