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Macroeconomic Status

Our running tab of positive indicators remained steady at 12
out of 20 this week. As a result, we continue to post a yellow
banner. Please refer to the end of this report for an
explanation of the color codes. See the Indicators in Detail
section at the end of this report for more details on the
change in the following indicators.

Consumer Credit 4 0.7%; 4 3.5% Y/Y
Consumer Prices T 0.3%; T 1.2% Y/Y
Import Prices 7 0.2%; T 4.9% Y/Y

Trade Deficit T to $49.9 billion
Wholesale Trade 4 0.7%; T 12.9% Y/Y
Retail Sales T 0.4%; T 5.5% Y/Y
Business Inventories T 0.3%; 10.2% Y/Y
OECD CLI+6 T 0.1%; 1 10.3% Y/Y

The economic reports were mixed this week. Retail sales re-
bounded in July, the first gain after three months of decline.
While July’s gain was within expectations, the report was dis-
appointing in that sales were driven by autos and gasoline
stations rather than a broader retail mix. Wholesale trade fell
and business inventories rose, partially reflecting a drop in
business sales. The trade deficit expanded significantly, re-
flecting slowing economic growth overseas, which will sub-
tract from US economic growth. On the inflation front, head-
line import and consumer prices both rose, but stripping out
volatile components, it appears that inflation remains con-
strained.

The Federal Open Market Committee (FOMC) met this week
and again announced that it will target the Fed Funds rate in
the 0% to 0.25% range "for an extended period." The Fed will
also roll over maturing mortgage-backed securities into long-
er-term Treasuries, keeping its securities holdings constant.
The statement noted the slowdown in the recovery and also
downgraded the outlook for the economy. With the absence
of inflationary pressures and the high unemployment rate, an
increase in the Fed Funds rate is unlikely until 2011.

Overseas, there was a positive 2™ quarter report on GDP for
the Eurozone. Gains beat expectations but there is concern

Business of Chemistry Status

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

oil | $78.02 (Thursday)

Natural Gas 4 $4.40 (Thursday)

Railcar Loadings d 318 from a week ago; 18.2% Y/Y (13-week
moving average)

Market Capitalization { 3.6% this week; ¥ 3.3 % YTD

that momentum will ease. Economic growth in China slowed
and the latest figures on industrial production indicate a
more moderate pace of activity. The OECD composite leading
indicators signal a possible peak in expansion and softness in
some nations.

Turning to chemistry, there were no individual product re-
ports released this week. The railcar loadings data indicate
that gains are easing. Wholesale trade in chemicals slipped
and inventories rose. Although the relationship between sales
and inventories reflects that inventories are still relatively
lean and balanced at this stage of the supply chain, this area
merits close examination in coming months.
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CHEMICAL RAILCAR LOADINGS

According to the Association of American Railroads (AAR), for
the week ending 7 August (week 31), railcar loadings of
polymers and basic chemicals (blue line) fell by 318 to 28,765
railcars. Compared to the same week last year, loadings were
up 4.3% Y/Y and were up 11.3% YTD. Loadings have been on
the rise for 7 of the last 13 weeks.

Chemical Railcar Loadings
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The railcar loadings data are the best ‘real time’ indicator of
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 but at a more moderate pace.
Loadings are now up 8.2% Y/Y.
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ENERGY

The Energy Information Administration (EIA) reported a build
of 37 BCF in the week ending 6 August. This was in line with
expectations. A 45 BCF build is typical for this week and the

below-average build reflects the hot weather across much of
the nation and the large demands for cooling. Stocks were
158 BCF (5.0%) less than last year at this time and 219 BCF
(7.9%) above the five-year average. At 2,985 BCF, total work-
ing gas is within the five-year historical range.

Natural Gas Inventories
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With a downgraded outlook on the economic recovery raising
fears of slumping oil demand, oil prices fell to $78.02 per
barrel yesterday (Thursday). A year ago, oil was $70.52 per
barrel. This is a 10.6% Y/Y gain. With some relief from hot
weather in the East, natural gas prices (the benchmark Henry
Hub), closed at $4.40 per million BTUs on Thursday, down
from $4.85 last Thursday. A year ago, the price was $3.34 per
million BTUs, a 31.7% Y/Y gain.

Oil and Natural Gas Prices
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At 17.8:1, the ratio of oil prices to natural gas improved from
16.9:1 a week ago. One year ago, the ratio 21.1:1. 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 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 6 August the
North American natural gas rig count rose by 11 to 983 rigs.
One year ago the rig count was 681 rigs.

CHEMICALS MARKET CAPITALIZATION

The S&P 500 index tumbled 3.7% during the week ending
Thursday, 12 August. The ACC market capitalization of US
basic chemical and specialty chemical companies also fell, by
3.6% from what it was last week to close at $526.3 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 off 3.3% from the beginning of the
year. By comparison, the S&P 500 index is down by 2.8%
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
placing too much emphasis on a single month’s figures. Ana-
lysts often use a three-month moving average or employ Y/Y
comparisons to deal with the volatility. Also note that chemis-
try-related items and commentary are reported in italics.

The Department of Labor reported that initial claims for un-
employment insurance in the week ending 7 August was
484,000, an increase of 2,000 from the previous week. The
four-week moving average was 473,500, an increase of
14,250 from the previous week's revised average of 459,250.
The report was disappointing and may herald further weak-
ness in the labor market.
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The Federal Reserve Board (FRB) reported that consumer
credit continued to contract in June, slipping by a 0.7% pace
to $2.419 trillion. This was the fifth decline in the past six
months. Compared to a year ago, consumer debt was down
3.5%. Revolving debt (i.e., credit cards) fell for the 21*" con-
secutive month at a 6.5% pace while non-revolving debt (i.e.,
car loans) rose at a 2.4% pace. Between high unemployment
constraining income growth and tight credit conditions, con-
sumers are continuing to pay down debt.

Consumer Debt as a Percentage of
Disposable Personal Income
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The Bureau of Labor Statistics (BLS) reported that consumer
prices increased 0.3% in July, a marked change from the 0.1%
decline in June and the 0.2% decline in May. This is the larg-
est gain since last August. The gain in headline prices was led
by energy, which posted its first increase since January. Ener-
gy prices accounted for two-thirds of the gain, and were led
by gasoline and household energy. Food prices, in contrast,
declined in July, largely due to the fourth consecutive decline



in fruit and vegetable prices. The index for all items less food
and energy — so-called core consumer prices — rose 0.1% in
July after increasing 0.2% in June. Prices for shelter, apparel,
used cars and trucks, and tobacco all continued to increase in
July. In contrast, the medical care and recreation turned
down in July and airline fares and household furnishings and
operations continued to decline. Over the last 12 months,
headline consumer prices were up 1.2% Y/Y and core prices
were up 0.9% Y/Y, suggesting that inflationary pressures at
present are non-existent. However, food prices are likely to
increase in upcoming months in light of the weather-induced
shortages in Russia and elsewhere. This could provide some
upward pressure at some point.

The BLS also reported that reported that import prices rose
by 0.2% in July after falling for two months in a row. Fuel
prices were up 2.1% in July (also following two months of
decline) and were the driver for the increase in overall import
prices for the month. Nonfuel prices fell (by 0.3%) for the
second month in a row. Prior to June, nonfuel prices had not
posted a decline since July 2009. This suggests pending
downward pressure on consumer prices. Declines in non-fuel
industrial supplies and materials continue to be the largest
contributor to falling nonfuel import prices. At the same time,
prices for foods, feeds, and beverages increased while prices
elsewhere were mixed. Import prices from China were up
0.1% in July after 0.2% drop in June. Export prices fell 0.2% in
July for the second month in a row (the first time there’s
been consecutive monthly declines since March 2009). De-
spite the earlier monthly declines, import prices were up
4.9% Y/Y in July. For the 12 months ended in July, non-fuel
import prices advanced 2.8% Y/Y. Export prices were up 3.9%
Y/Y. Turning to chemistry, import prices fell 0.3%, with phar-
maceuticals rising 0.2% and chemicals excluding pharmaceu-
ticals falling 0.8%. Import prices for pharmaceuticals and mis-
cellaneous chemicals rose. However, prices for inorganic
chemicals, organic chemicals and all other segments were
weak. Export prices fell 0.2%, with pharmaceutical prices ris-
ing 1.1%, and chemicals excluding pharmaceuticals falling
0.6%. Exports prices continue to rise in inorganic chemicals
while prices continue to fall in organic chemicals. Export pric-
es elsewhere in chemicals were mixed. Import prices for
chemicals excluding pharmaceuticals were up 7.7% Y/Y while
comparable export prices were up 6.2% Y/Y.

The Census Bureau reported that total June exports of $150.5
billion and imports of $200.3 billion resulted in a larger-than-
expected trade deficit in goods and services of $49.9 billion,
up from $42.0 billion in May. June exports were $2.0 billion
less than May exports of $152.4 billion while June imports
were $5.9 billion more than May imports of $194.4 billion.
The May to June decrease in exports of goods reflected
weakness in capital goods; industrial supplies and materials;
and foods, feeds, and beverages. Increases occurred in auto-
motive vehicles, parts, and engines; consumer goods; and in
other goods. The export weakness reflects a slowdown in

overseas economic growth. The May to June increase in im-
ports of goods reflected increases in consumer goods; auto-
motive vehicles, parts, and engines; capital good; and other
goods. A decrease occurred in industrial supplies and materi-
als whiles foods, feeds, and beverages were virtually un-
changed. The sharp increase in imports suggests data revi-
sions will show net trade during the 2" quarter subtracted
from GDP growth even more than the 2.8 percentage points
reported last week and suggests a downward revision to an
already weak 2.4% growth in the 2" quarter.

Business of Chemistry Trade Balance
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Turning to the business of chemistry, exports (not seasonally
adjusted) rose by 4.6% from 514.2 billion in May to $14.8 bil-
lion in June. Much of the gain in June was due to increases in
exports of pharmaceuticals and inorganic chemicals. Exclud-
ing pharmaceuticals, monthly exports rose by 0.9%. Imports
rose by 11.2% from $13.5 billion in May to $15.0 billion in
June. Excluding pharmaceuticals (which rose 17.7% in the
month), imports still rose by 4.5%. Imports rose in all major
categories except in agricultural chemicals. Imports of inor-
ganic chemicals rebounded from a drop in May and increased
by nearly 80% in June. The trade balance in chemistry shifted
from a surplus of 5680 million in May to a 5183 million deficit
in June. Much of the shift was due to a lower deficit in phar-
maceuticals. Excluding pharmaceuticals, the trade balance in
chemistry was a 53.8 billion surplus in June. Please note that
we are now reporting trade figures using the NAIC basis ra-
ther than the SITC basis. Using a NAIC basis, the trade data is
more comparable to the shipments data that we present.

The Census Bureau reported that wholesale trade declined
(by 0.7%) in June to $347.4 billion, following a 0.5% decline in
May and marking the second monthly decline since March
2009. Compared to a year ago, wholesale sales were up
12.9%. Wholesale sales declined notably in miscellaneous
durables (-9.6%), lumber (-3.2%), and chemicals (-1.8%). On
the other hand, wholesale sales gains of note were in auto-
motive (up 2.9%), machinery (up 2.2%), furniture (up 2.1%),
metals and minerals (except petroleum which fell 5.5%), elec-
trical, alcohol, and miscellaneous nondurables. Wholesale



inventories rose by just 0.1% to $399.2 billion in June, follow-
ing a 0.5% gain in May. Inventories have risen for the past six
months but are still off slightly from year ago levels (off 0.3%
Y/Y). Inventories did increase in June, however, declining
sales are feeding into concerns about underlying strength in
demand and thus, wholesalers remain cautious about re-
stocking. Up from 1.14 in May; the inventories-to-sales ratio
was 1.15in June. A year ago, the ratio was 1.30.

Chemical (excluding Pharmaceuticals)
Wholesaler and Manufacturer
Inventory-to-Shipments Ratio

150 —— —
140 —
14 ) ™M
130 N'IIII' H‘l\ | I;r,l l.I
" o
120 - W *‘F.""\'r Lyt |

|I “\I"“II."ll L,",vl
] |’,'|",.J | " !'m 1A

\ 1 [}
T 1T |
A
‘L“I’N‘I |’Vﬂl‘%l
oy

89 50 91 52 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10

110 +

100

0.50

—Wholesalers — Manufacturers

Source: Bureau of the Census

Wholesale sales of chemicals fell by 1.8% in June to $8.9 bil-
lion, following a 1.0% gain in May. Compared to a year ago,
wholesale sales were up 16.2% Y/Y. Wholesale inventories of
chemical products jumped 3.5% to $9.3 billion, following a
0.8% gain in May. Inventories were at their highest level since
February 2009 and were up 8.8% Y/Y. The boost in inventories
as sales declined led to a rise in the inventories-to-sales ratio
from 1.00 (a level maintained March-May this year) to 1.05 in
June. A year ago, the ratio was 1.12. The relationship between
sales and inventories reflects that inventories are still relative-
ly lean and balanced at this stage of the supply chain.

Retail Sales
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The Census Bureau reported that retail sales rose by 0.4% in
July following a 0.3% decline in June. It was the first gain in
three months. Compared to a year ago, retail sales were up
5.5%. Excluding sales of vehicles and parts, retail sales were
up 0.2% and up 4.9% Y/Y. Sales of motor vehicles and parts
rose 1.6%. Sales also rose at gasoline stations, miscellaneous
store retailers, non-store retailers, and food and drinking
places. Sales declined at retailers of furniture, electronics,
building materials, food and beverages, clothing, sporting
goods, and general merchandise. While July’s gain was within
expectations, the report was disappointing in that sales were
driven by autos and gasoline stations rather than a broader
retail mix. With unemployment persistently high and con-
sumers still deleveraging, spending by households remains
weak. This report is important to the business of chemistry in
that historically there is a correlation between “real” retail
sales (i.e., adjusted for price change) and the consumption of
polyethylene resins used in packaging. Also, food service is a
major market for industrial and institutional cleaning chemi-
cals.

Business Sales and Inventories
% ChangeY/y
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The Census Bureau reported that business inventories rose
0.3% to $1.36 trillion. This follows a 0.2% gain in May. Retail-
ers and wholesalers added to inventories while manufactur-
ers pared their inventories. The combined value of distribu-
tive trade sales and manufacturers' shipments for June fell
0.6% to $1.08 trillion in June. This follows a 1.2% drop in May
and is troubling. Declines were throughout the supply chain.
The total business inventories-to-sales ratio at the end of
June was 1.26, up from 1.25 in May. The June 2009 ratio was
1.37. Overall sales were up 9.2% Y/Y while inventories were
up only 0.2% Y/Y. Inventories are still relatively lean and bal-
anced but the increase may reflect the decline in sales result-
ing in involuntary stock building. This indicator is of im-
portance to the chemicals industry as it explains much of vari-
ation in demand and production during the cycle.



The OECD CLI + 6, Global Industrial
Production, and Global Trade
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The Organization for Economic Co-operation and Develop-
ment (OECD) released its composite leading indicator (CLI)
for June 2010 which points to a possible peak in expansion.
The CLIs for France, Italy, China and India all point to below
trend growth in coming months, whilst the CLI for the United
Kingdom points to a peak in the pace of expansion. Stronger
signs of a peak in expansion have also emerged in Brazil and
Canada, and in the United States the CLI has turned negative
for the first time since February 2009. The CLIs for Japan and
Russia point to future slowdowns in the pace of expansion
but for Germany the CLI remains relatively robust. The OECD
CLlI is designed to provide early signals of turning points
(peaks and troughs) between expansions and slowdowns of
economic activity. In addition to the developed nations, the
OECD has also developed CLIs for the major six OECD non-
member economies (Brazil, China, India, Indonesia, Russian
Federation and South Africa). As a result, the CLI for the
OECD+6 is a good leading indicator for global industrial activi-
ty. It rose 0.1% in June, the 17" consecutive gain since it bot-
tomed in January 2009 but this marks one of the slowest
gains. The CLI+6 was up 10.3% Y/Y on a 3MMA basis but the
year-earlier comparisons have been moderating. There are
clear signs of slowing manufacturing and trade flow activity
ahead. Because the OECD Clis are centered on industrial pro-
duction for the reference cycle, these leading indicators are
good indicators for basic and specialty chemicals, 85% of
which are sold to the industrial sector.

NEXT WEEK

Economic reports released next week include housing starts
and building permits, producer prices, industrial production,
the LEI, Empire State survey, and Philly Fed Survey. The CPRI
will also be released.

UPCOMING EVENTS OF INTEREST

"Brazil/Latin America - Resource-Loaded and Ready for Prime
Time" a panel discussion

Chemical Marketing & Economics Group

American Chemical Society, NY Section

9 September 2010

Club Quarters Midtown

40 W 45" Street

New York, New York

Contact: www.nyacs-cme.org

“Opportunities for Restructuring and Cooperation in The New
Chemical Era”

China Petroleum & Chemical International Conference
Chemical Week

15-17 September 2010

Shanghai New International Exposition Centre

Shanghai, China

Contact: www.chemicalweek.com/cpcifl0

“The 3" Chemical Purchasing Summit”
16-17 September 2010

ICIS Chemical Business

Hyatt Harborside

Boston, Massachusetts

Contact: www.icis.com

“2010 Plastics Processors Conference & Plastics Industry
Workshop”

20-21 September 2010

Chemical Market Associates, Inc.

The Westin Michigan Avenue Chicago

Chicago, Illinois

Contact: www.cmaiglobal.com

2010 NABE Annual Meeting

"Mile-High Challenges to Economic Prosperity"
9-12 October 2010

National Association for Business Economics (NABE)
Grand Hyatt Denver

Denver, Colorado

Contact: www.nabe.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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select “Economics and Statistics,” and complete the registra-
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:

Dr. Thomas Kevin Swift

Chief Economist & 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
ACC Economics & Statistics
703-741-5934

emily sanchez@americanchemistry.com

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 — 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).
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