Weekly Chemistry and Economic Trends

Our running tab of positive indicators slipped by four to 12
out of 20 this week. Though technically yellow, our banner is
presented in chartreuse to reflect a definite green hue.
Please refer to the end of this report for an explanation of the
color codes. See Indicators in Detail at the end of this report
for more details on the change in the following indicators.

Non-farm Payrolls J 125,000

Unemployment Jo2 percentage points to 9.5%

Personal Income T 0.4%; 40.2% Y/Y (real)

Consumer Spending 1 0.2%; 12.6% Y/Y (real)

Consumer Confidence | 9.8 points to 52.9

Construction Spending N3 0.2%; 4 8.0% Y/Y

Light Vehicle Sales 4 to 11.1 million-unit pace

Factory Orders ¥ 1.4%; T 14.4% Y/Y

ISM Manufacturing 435 points to 56.2

Chicago PMI o6 points to 59.1

JP Morgan Global Manufacturing PMI 20 percentage
points to 55.0

The economic reports point to a moderating recovery.
Consumer confidence sank on continued poor job prospects
and weak housing outlook. The personal income and con-
sumer spending report served to dispel fears about a double-
dip recession. Nonetheless, still tight credit conditions and
continued household deleveraging foster headwinds against
the pace of growth in consumer spending. Construction
spending pulled back as stimulus-supported public construc-
tion spending was more than offset by declines in private
sector building.

Examining the June data, I f SeSa 6SNBy-2y

ment report and the report was disappointing. Overall pay-
rolls declined, and although this reflected the loss of tempo-
rary Census workers, private-sector employment gains were
tepid. Light vehicle sales slipped in June and both the ISM
Manufacturing index and its Chicago-area counterpart
showed continued expansion, but at a slower pace than in
May. New orders slipped in May as the boost from inventory
rebuilding is fading. The expected slowdown in the second
half of the year is now upon us.
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Business of Chemistry Status

For the business of chemistry, the indicators still bring to
mind a green banner for basic and specialty chemicals.

oil | $72.95 (Thursday)

Natural Gas 4 $4.55 (Thursday)

Railcar Loadings 1 473 from a week ago; T11.3% /Y (13-
week moving average)

Market Capitalization 4 4.9% this week; ¥ 13.8% YTD

Turning to the business of chemistry, there were no product
reports this week. The ISM report indicated that the chemical
industry advanced in June. The railcar loadings data point to
slowing industry activity and industry production worker
hours-worked during June confirm the slowing trend. Inven-
tories and shipments appear to be moving towards a ba-
lanced position.
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CHEMICAL RAILCAR LOADINGS

According to the Association of American Railroads (AAR), for
the week ending 26 June (week 25), railcar loadings of
polymers and basic chemicals (blue line) rose by 473 to
28,548 railcars. Compared to the same week last year,
loadings were up 8.5% Y/Y and were up 12.5% YTD. Loadings
have been on the rise for six of the last 13 weeks.

Chemical Railcar Loadings
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industry activity. This is especially the case for polymers and
other basic chemicals. But the data are fairly erratic. This is
one reason why we employ a 13-week moving average to
smooth out many of the seasonal irregularities. The 13-week
moving average of railcar loadings (red line) indicates
continued improving activity and is now up 11.3% Y/Y.

Chemical Railcar Loadings
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ENERGY
The Energy Information Administration (EIA) reported a 60
BCF build in natural gas inventories for the week ending 25
June. Natural gas inventories now stand at 2,684 BCF and are
1.0% (27 BCF) below f | &
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12.0% (287 BCF) above the five-year average. As a result,
natural gas inventories remain within the five-year historical
band.

Natural Gas Inventories
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With abundant inventories and relief that the first hurricane
of the year will not adversely affect Gulf oil and gas opera-
tions, natural gas prices (the benchmark Henry Hub), closed
at $4.55 per million BTUs on Thursday, down from $4.89 last
Thursday. A year ago, the price was $3.51 per million BTUs,

ic activity in China, oil prices fell to $72.95 per barrel

yesterday (Thursday). A year ago, oil was $66.73 per barrel.
As a result, recent prices represent a 9.3% Y/Y increase.

Oil and Natural Gas Prices
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At 16.1:1, the ratio of oil prices to natural gas prices improved
from 15.6:1 a week ago. One year ago, the ratio 19.0:1. As a
rough rule of thumb, when the ratio is above a band between
6 and 7, the competitiveness of Gulf Coast-based
petrochemicals and derivatives vis-a-vis other major
producing regions is enhanced. In the US, 70% of ethylene,
for example, is derived from natural gas liquids while in

Western Europe, 70% is_derived from naphtha, gas oil and
F2N) UKS 6SS1%2 |FyR




other light distillate oil-based products. Historically, other
factors (co-product prices, exchange rates, capacity
utilization, etc.) have played a role as well.

According to Baker-Hughes, for the week ending 25 June the
North American natural gas rig count rose by five to 958 rigs.
One year ago the rig count was 687 rigs.

CHEMICALS MARKET CAPITALIZATION

The S&P 500 index fell 4.3% during the week ending Thurs-
day, 1 July. The ACC market capitalization of US basic chemi-
cal and specialty chemical companies also fell, by 4.9% from
what it was last week to close at $468.9 billion on Thursday.

Basic & Specialties
Market Capitalization
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Equity prices are often a good indicator of future activity and
represent one component of the leading economic indicators.
The ACC market cap is down 13.8% from the beginning of the
year. By comparison, the S&P 500 index is down by 7.9 %

since the beginning of the year.

INDICATORS IN DETAIL

Note that economic statistics tend to be somewhat erratic in
nature. As seen with the disruptions from the 2005 hurri-
canes, seasonality plays a role and one must be careful in
LI F OAy3 (22 YdzOK SYLKI &A &-
lysts often use a three-month moving average or employ Y/Y
comparisons to deal with the volatility. Also note that chemi-
stry-related items and commentary are reported in italics.
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The Department of Labor reported that in the week ending
26 June initial claims for unemployment insurance increased
by 13,000 to 472,000. The four-week moving average was
466,500, an increase of 3,250 from the previous week.

Change in Payroll Employment
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The Bureau of Labor Statistics (BLS) reported that non-farm
payrolls fell by 125,000 reflecting the layoff of 225,000 tem-
porary Census workers that boosted numbers in March and
April. Brixaie pavralls, howayef, gaingd byrsR G KNS wap
below expectations. So far this year, private-sector employ-
ment has increased by 593,000, but was still 7.9 million lower
than its level at the start of the recession in December 2007.
Manufacturing employment continued to trend up over the
month adding 9,000 jobs, and the sector has added 136,000
jobs since December 2009. Mining employment also contin-
ued to trend upward, but construction employment de-
creased by 22,000. Employment in services grew and within
professional and business services, employment continued to
increase in temporary help services (up 21,000 in June). Em-
ployment in temporary help (a key leading indicator) has ris-
en by 379,000 since a recent low in September 2009.



Unemployment Rate
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The separate household survey showed a decline in em-
ployed people. The unemployment rate, however, slipped by
0.2 percentage points to 9.5% in June. Although the number
of employed edged down in June, the drop in the unemploy-
ment rate reflected a larger decline in the labor force, largely
due to a rise in the number of discouraged workers. In June,
the number of long-term unemployed (those jobless for more
than 27 weeks) was unchanged at 6.8 million. These individu-
als made up 46% of unemployed persons. The number of
persons employed part time for economic reasons (some-
times referred to as involuntary part-time workers), at 8.6
million, was little changed over the month but was down by
525,000 over the past two months. These individuals were
working part time because their hours had been cut back or
because they were unable to find a full-time job. All in all the
employment report was disappointing. Not strong job recov-
ery but not strong job losses either.

Turning to the business of chemistry overall employment fell
by 1,700 (0.2%) to 779,900 in June. Payrolls were off by
21,600 from a year earlier, a 2.7% Y/Y decline. Since the start
of the recession, chemical industry payrolls have shrunk
77,700, or 9.1%. There was good news in that employment of
non-supervisory production workers rose by 900 to 471,700.
This suggests higher production levels but the average work-
week fell from 42.4 hours to 41.5 hours. As a result, likely
hours-worked fell in June but the decline in the workweek was
abnormal and may possibly be revised next month. This
Y2yakKQa RIFGE
rose by 17 cents to $21.11 per hour, a level up 4.5% Y/Y.
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Consumer Spending and Disposable Personal

Income
% ChangeY/Y
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The Bureau of Economic Analysis reported that personal in-
come rose by 0.4% in May. This was in line with expectations.
Accounting for inflation and taxes, real disposable income
(DPI) rose 0.5%. This was off 0.2% from year ago. Income
from wages and salaries posted another solid gain in May as
payrolls grow. Disposable personal income less transfer pay-
ments (i.e., unemployment and social security benefits) rose
strongly in May. This measures the earning power of the
economy and is one of the indicators used by the National
Bureau for Economic Research (NBER) when dating business
cycles. Consumer spending rose a large-than-expected 0.2%
in May, following flat growth in April. After adjusting for infla-
tion, real consumer spending rose 0.3%. Real consumer
spending was up 2.6% Y/Y. The price index for personal con-
sumption expenditures (the PCE deflator) was flat in May, but
up 1.9% Y/Y. Excluding the volatile food and energy compo-
nents; the PCE-deflator was up 0.2%, and up 1.3% Y/Y. The
savings rate rose from 3.8% in April to 4.0% in May as in-
comes rose and prices remained low. As the labor market
improves, aggregate income will improve as well. Consumer
spending, which typically accounts for 70% of the economy,
will also gain. However, growth in consumer spending will
occur at a more moderate pace than in previous recoveries
due to ongoing deleveraging by the household sector. This
consumer spending indicator (actually personal consumption
expenditures in stats-speak) is important to the business of
chemistry in that some 5183 billion in chemistry is directly
associated with consumer spending. Included are 25+ billion

épﬁ‘i’ﬁﬁﬁ( El%ﬁc resins in packaging and 20+ billion pounds
o

resins used in other goods.



Consumer Confidence
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The Conference Board reported that consumer confidence,
which had been on the rise for three consecutive months,
plummeted, falling 9.8 points to 52.9 (1985=100) in June.
Increasing uncertainty about the future state of the economy
and labor market, a result of the recent slowdown in job
growth and sovereign debt concerns in Europe, are primary
reasons for this sharp reversal in confidence. Until the pace of
job growth resumes, consumer confidence is not likely to
improve. There is a high degree of correlation between the

two. ConsumersQ | LILINJ A &-Haf congiffons WiNIBs& Sy

favorable in June./ 2 Y & dzY S N#&rroutfodk wNith had
improved significantly in May, turned more pessimistic in
June. The Consumer Confidence Survey® is based on a repre-
sentative sample of 5,000 U.S. households. This report is im-
portant to the business of chemistry as an explanatory varia-
ble for both pharmaceuticals and consumer products (e.g.,
soaps, detergents, and toiletries). To the limited extent that it
foreshadows consumer spending (and the chemistry asso-
ciated with that) it is also an important indicator.

Construction Spending
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The Census Bureau reported that construction spending
slipped by 0.2% in May to $841.9 billion following a gain in
April. Compared to a year ago, total construction spending
was off 8.0%. Private residential construction spending
slipped 0.4% in May following two consecutive months of
gains. This segment was up 11.2% Y/Y. Private nonresidential
construction spending was off 0.6% in May and off 24.8% Y/Y.
Nearly all segments declined except health care, religious
buildings, power and communications. Private construction
spending, supported by stimulus spending, rose 0.4%, but
was off 2.9% Y/Y. The construction sector continues to strug-
gle with the flood of foreclosures in the residential market, a
steep overhang in the nonresidential sector, and fading sti-
mulus in the public sector.

Light Vehicle Sales
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The automobile companies reported that light vehicle sales
fell from an 11.6 million unit pace in May to an 11.1 million
unit pace in June as consumers remain wary of making large
purchases. Reductions of discounts and incentives also played
a role as did the decline of fleet sales to rental car companies,
which were strong in May but weakened in June. One year
earlier the sales pace was 9.7 million units and compared to a
year ago sales were up for all major manufacturers. But keep
in mind that sales were depressed on year earlier in wake of
the bankruptcies of General Motors and Chrysler. This sector
is important to the business of chemistry because a typical
vehicle contains 52,973 of chemistry (chemical products and
chemical processing). Included, for example, are antifreeze
and other fluids, catalysts, plastic dashboards and other com-
ponents, rubber tires and hoses, upholstery fibers, coatings
and adhesives. Virtually every component of a light vehicle,
from the front bumper to the rear taillights features some
chemistry. The latest data indicate that polymer slipped to
343 pounds per vehicle. More details are available in our an-
nual Chemistry and Light Vehicle report.



The Census Bureau reported that factory orders fell 1.4% in
May to $413.2 billion, following a 1.0% gain in April. Com-
pared to a year ago, new orders were up 14.4% Excluding
transportation orders, which fell due to a large decline in air-
craft orders, new orders fell by 0.6%. New orders for durable
goods slipped 0.6%, following a 2.9% gain in April. A large
gain in machinery orders and smaller gains in orders for mo-
tor vehicles, computers, and primary metals were more than
offset by the decline in communications equipment, aircraft
and fabriOF 6 SR YSGl f
slipped 1.3%, but were up 12.6% Y/Y. Inventories slipped
0.4% following two months of gains and were off 0.8% Y/Y.
Unfilled orders gained for a second straight month by 0.2%,
but remained down 3.1% Y/Y.

Change in Manufacturers” New Orders of Non-

Defense Capital Goods excluding Aircraft
% Change ¥/Y (3 MMA)
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Turning to the business of chemistry, shipments of chemicals
fell 0.5% in May and were up 10.8% Y/Y. Pharmaceutical
shipments rose 0.3%, and were off 3.0% Y/Y. As a result,
shipments of chemicals, excluding pharmaceuticals fell 0.8%
in May, ending eight consecutive months of gains. Shipments
of chemicals, excluding pharmaceuticals totaled 544.42 billion
and were up 16.6% Y/Y. Shipments of agricultural chemicals
fell sharply during May and were followed by a large drop in
shipments of coatings and adhesives as well. Other chemicals
slipped during the month. Inventories of chemicals rose 1.0%
in May, but were off 0.6% Y/Y. Inventories of pharmaceuticals
rose 0.6% (down 11.3% Y/Y). Excluding pharmaceuticals,
chemical inventories rose 1.3% in May and were up 6.4% Y/Y.
Inventories of agricultural chemicals, coatings and adhesives,
and other chemicals all rose. The inventory-to-shipments ratio
for chemicals excluding pharmaceuticals, after holding steady
at 1.00 for the three consecutive months, rose to 1.02 in May.
This is still very low. Inventories are still lean and balanced
somewhat with shipments.
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The chart below shows the relationship between shipments
and inventories for chemicals, excluding pharmaceuticals,
over time. It compares a Y/Y change using a three-month
moving average (3MMA) to smooth out volatility. This type of
chart is used to illustrate inventory cycles. In this case, it is
used to compare the Y/Y growth in shipments and inventories
for chemicals (excluding pharmaceuticals) for the December
2007 (Start of the recession) through May 2010 period. A
3MMA is used. In a perfect world where inventories and
shipments are matched, the shape of the line would be fairly
symmetric, a balance of centrifugal and centripetal forces.
That is, growth in inventories would parallel that of growth in
shipments. This is illustrated by the 45° blue line, which
represents a balanced norm. In this perfect world, growth or
shrinkage of both would move in tandem, with sufficient in-
ventories to meet rising demand and vice versa. Deviations or
volatility represent another name for a mismatch of sales and
inventories, with a subsequent and hopefully, very short cycle
of correction. This is particularly the case should the line con-
necting Y/Y growth for both variables shift toward the right.
This would indicate a build-up of inventories without the simi-
lar gain in shipments.

Inventory Cycle for Chemicals,
excluding pharmaceuticals
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The chart provides a fairly simple yet good visual aide for eva-
luating the stages of the inventory cycle. In this particular
chart the data are presented on a monthly basis, using a
3MMA. This makes the chart easier to read and using monthly
data instead of quarterly allows easier identification of turn-
ing points. It can also be adapted to actual chemical and po-
lymer products. The most recent data indicate that for the
industry as a whole (excluding pharmaceuticals) inventories
decelerated to a 14.1% Y/Y rise on a 3MMA basis. Inventories
continued to lag shipments (with a 17.4% Y/Y rise on a 3MMA
basis) in this comparison. Shipments accelerated from a
16.7% Y/Y rise to a 17.4% Y/Y rise (on a 3BMMA basis) in May.
The gap (shipment growth over inventories growth) widened
from 0.4 percentage points in April to 3.3 percentage points in
May, is a significant improvement from its widest (at -19.8
percentage points) in January 2009. Shipments are outstrip-
ping inventories and the need to suggest further need to rep-
lenish the latter but the cycle is back near the start of the re-
cession.

ISM Manufacturing Survey
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Source: Institute for Supply Management

The Institute for Supply Management (ISM) reported that
manufacturing activity expanded for the 11™ consecutive
month in June, but the rate of expansion slowed more than
expectations. The ISM purchasing managers index (PMI) fell
3.5 points to 56.2 in June from 59.7 in May. (With this type of
diffusion index, a reading above 50 indicates expanding busi-
ness activity, while a reading below 50 signals contraction.)
Except for customer inventories, all categories slowed or
slipped in June. New orders fell 7.2 points to 58.5 and prices
paid fell 20.5 points to 57.0 in June. The 6.0 point decline in
exports (to 56.0) may reflect both a rising US dollar as well as
weakness in growth abroad, especially in Europe. Thirteen of
the 18 manufacturing industries reported growth in June. For
some time, leading indicators have been suggesting that the
pace of industrial recovery will slow and that time is now at
hand. (See www.ism.ws for more details.)

Turning to the business of chemistry, the details in the ISM
manufacturing report indicate that the chemical industry was
one of the manufacturing industries reporting growth in June.
Chemical company inventories trended lower and customer
inventories were reported as too low. The chemical industry
did report an increase in export and other new orders as well
as production and backlog of orders. Imports rose as well but
employment slipped during June. Chemical companies expe-
rienced slower deliveries during June. This ISM report is of
significance to the business of chemistry because on average,
the goods sectors purchase S43 worth of chemistry for every
51,000 worth of output (or revenues). In contrast, the services
sectors purchase only $11 for every 51,000 worth of output.
As a result, production of basic industrial chemicals and spe-
cialties tends to track this PMI fairly well.

Chicago Purchasing Managers Index
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Note: An index of 50 or over indicates that manufacturing is expanding, while an index
below 50 indicates that is declining.

Source: National Association of Purchasing Management - Chicago

Purchasing managers in the Midwest reported that the Chi-
cago PMI (conducted by the ISM-Chicago and actually named
the Busiy’ S a & I N&@ipyeld by P.Blpoidts to 59.1. This
indicates that business activity expanded in the Chicago area,
but at a slower pace than in May. The production component
advanced in June, rising 3.2 points to 64.2. New orders, how-
ever, slipped 3.6 points to 59.1. Employment grew in June,
but inventories contracted for the first time since February.
The report suggests that the recovery may be moderating as
the inventory rebuilding winds down. This is an important
regional index for the chemical industry as Chicago is a geo-
graphical focus for plastics processing and the report suggests
that the manufacturing sector in this region may be improv-
ing. Plastic resins sales correlate well with this index.


http://www.ism.ws/

ISM ManufacturingPMI (USA) and
JP Morgan Global Manufacturing PMI

Diffusion (Met % Increase)
65

g Q«\wmﬁvm% f’ﬁ

00 o1 02 03 o 05 06 07 o8 09 10

— Global Manufacturing — U5 Manufacturing

Sources: Institute for Supply Mansgement, JP Margan

The JPMorgan Global Manufacturing PMI fell 2.0 percentage
points to 55.0, signaling a slower pace of recovery. Nonethe-
less, this is still above the series average. Manufacturing out-
put expanded for 13" consecutive month, although the pace
eased to its slowest level since November. Rates of expansion
eased in emerging Asia, Japan, the United Kingdom, and Aus-
tralia. Growth of output picked up in the Eurozone. Expan-
sion of new orders continued to slow in June and is near an
11-month low, but still above the long-term average. The
report provides further evidence that global manufacturing is
slowing. This has been expected for some time but risk of
significant headwinds that could temper second half gains are
present.

NEXT WEEK
Economic reports released next week include the ISM Non-
manufacturing index, consumer credit and wholesale trade.

UPCOMING EVENTS OF INTEREST
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17-20 August 2010

National Association for Business Economics (NABE)
Federal Reserve Bank of Atlanta

Atlanta, Georgia

Contact: www.nabe.com

GThe 3rd Chemical Purchasing Summité
16-17 September 2010

ICIS Chemical Business

Hyatt Harborside

Boston, Massachusetts

Contact: www.icis.com

O«
(0p))
ax

Gunmn tfEFaGaAda t NP
2 2NJ aK2 Lk

20-21 September 2010

Chemical Market Associates, Inc.
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The Westin Michigan Avenue Chicago
Chicago, lllinois
Contact: www.cmaiglobal.com

FOR MORE INFORMATION

For ACC members, our section of the members-only extranet,
MemberExchange, contains a plethora of data, economic
analyses, presentations, outlooks, weekly economic updates,
and much more. You can access frequently updated data files
(which provide the most recent and historical data for the
business of chemistry - including trade data) as well as the
economic data that enable you to track worldwide industry
trends, follow developments as they unfold and gain insight
into the long-term outlook. These include the indicators cov-
ered in this weekly report. To request access to the site, go
to: https://memberexchange.americanchemistry.com, and
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tion process.

In addition to this weekly newsletter, ACC offers monthly,
semi-annual and annual economic data publications that en-
able users to track worldwide industry trends, follow devel-
opments as they unfold and gain insight into the long-term
outlook. These products contain comprehensive statistics and
analyses that cover worldwide production, trade, shipments,
inventories, price indices, energy, employment, investment,
R&D, EH&S, financial performance measures, macroeconomic
data, plus MUCH more. To order, call 301-617-7824 or visit
ACC online at http://americanchemistry.com/thestore and
select Software.

CONTRIBUTORS

This weekly economic report is the result of the collective
effort of the ACC Economics and Statistics staff. Contributors
include:

3r Thomas Kevin Swift

hief Economlst & Managing Director
ACC Economics & Statistics
703-741-5932
kevin_swift@americanchemistry.com

Martha Gilchrist Moore

ACC Economics & Statistics

Senior Director- Policy Analysis and Economics
703-741-5928
martha_moore@americanchemistry.com

Emily Sanchez
Director, Surveys & Statistics and Editor

emily sanchez@americanchemistry.com
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Every effort has been made in the preparation of this weekly
report to provide the best available information and analysis.
However, neither the American Chemistry Council, nor any of
its employees, agents or other assigns makes any warranty,
expressed or implied, or assumes any liability or responsibility
for any use, or the results of such use, of any information or
data disclosed in this material.

Note on the color codes: The banner colors represent observa-

tions about the current conditions in the overall economy and

the business of chemistry. For the overall economy we keep a

running tab of 20 indicators. The banner color for the macroe-
conomic section is determined as follows:

Green G 13 or more positives
Yellow ¢ between 8 and 12 positives
Red ¢ 7 or fewer positives

For the chemical industry, there are fewer indicators availa-
ble. As a result we rely upon judgment whether production in
the industry (defined as chemicals excluding pharmaceuticals)

has increased or decreased three consecutive months).



