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DAVID BADAL

• Global Co-head of Chemicals Investment Banking

• Over two decades in Chemicals Investment Banking

• Chemical Engineer

• Advise global chemical companies and shareholders on the
buying and selling of assets or companies

• Advise on capital raising for global chemical companies in the 
equity and debt capital markets



Discussion Today
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What are the Capital markets focused on today?What are the Capital markets focused on today?

What threatens chemicals’ relevance in the capital markets?What threatens chemicals’ relevance in the capital markets?

Are these threats real or perceived?Are these threats real or perceived?

What matters for continued capital formation?What matters for continued capital formation?
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First, what has happened historically?

Source: Morgan Stanley Research
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Materials and energy have shrunk in terms of S&P 500 relevance

S&P 500 Market Cap weight by sector

29%

11%
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The market is always focused on growth
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Chemicals had two historic growth phases

Electricity Breakthroughs, Catalysts, & Adoption by Industry

Creation of the 
Lightbulb

1st Commercial
Power Plant:
Pearl Street
Station

Source: OurWorldinData, Morgan Stanley Research
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Annual production of plastics worldwide from 1950 to 2021
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The market is always focused on growth

Internet Catalysts, Consumer Adoption & Internet Speed

Source: OurWorldinData, Morgan Stanley Research

We have witnessed the recent internet growth wave, hence 30% of the S&P 500

Creation of
Internet

iPhone launched
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The market is always focused on growth

Artificial Intelligence Training Intensity, Catalysts & Consumer Adoption

Source: OurWorldinData, Morgan Stanley Research

And now all we read about is AI; what will that portend?

10 petaFLOPs
training data
passed
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ChatGPT
launched

ChatGPT

Stable Diffusion

Midjourney

GPT4 Trained
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Capital markets are focused on threats versus growth

Global ESG Fund Flows
($ Bn)

• Single-use and general plastic bans

• Non-renewable vs. renewable

• Sustainability requirements / goals

• Carbon Intensity

• Energy Intensity

• Water Intensity

Source: Morningstar, Morgan Stanley Research

Threats
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However, Chemicals still matter in the capital markets

Sub-sector S&P 500 Annualized returns since 1998
(%)

Source: Compustat, Morgan Stanley Research  
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Chemicals have been good investments

Sub-sector S&P 500 Annualized returns since 2019
(%)

Source: Compustat, Morgan Stanley Research  



(40%)

(30%)

(20%)

(10%)

0%

10%

20%

30%

1991 1996 2001 2006 2011 2016 2021

Chemicals outperform the S&P 500 periodically

Chemicals Sector Performance Relative to the S&P 500
Annual performance of the S&P 500 Chemicals index relative to the S&P 500

Source: Capital IQ
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Chemicals are a critical investing sector



What is the case for chemicals future growth?
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Chemicals are essential for global growth trends

Follow the trends and adapt the products

Energy Transition Housing Mobility

Infrastructure Technology Consumer
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Housing is a critical asset

Residential housing is the world's largest asset class and a central driver of monetary policy and the 
business cycle
Value of Asset Classes in 2020 ($ Tn)

Source: Savills, Morgan Stanley Research
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We still need a house to use all our tech
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But we aren’t building enough

Marginal demand for shelter has been outpacing supply

(Thousands)

Source: US Census Bureau, Urban Institute, Morgan Stanley Research 

Housing supply did not lift significantly during the post-Covid price 
lift, given significant disruptions and shortages

Source:  Haver, Bloomberg, Morgan Stanley Research

At the same time, population growth is accelerating in many 
developed market economies as migration recovers

Source: Source:  Haver, Bloomberg, Morgan Stanley Research
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This deficit is a global phenomenon

Annual housing completions (% of housing stock)

Population growth (%Y)
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The EV revolution cannot happen without chemicals

US Global vs. Global EV Penetration

Source: Morgan Stanley Equity Research 
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The sector is positioned to capitalize on opportunities in the EV supply chain

Light-weighting Tires

Electrolytic Materials Extraction

Protective Materials Wire and Cable

Chemicals
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Global PE Demand U.S. GDP (Real) U.S. Food Mfg.

U.S. Vehicle Assemblies U.S. Housing Starts World GDP (Real)

Plastics are still a growth market

Key macro trends driving polyolefin demand
Values indexed to 1992

Source: IHS Markit (Lyondellbasell Investor Presentation)
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Consumer demand continues to grow



What else do the capital markets care about

Capital Markets Focus

Supply / Demand

• Long term capacity growth is needed

– Need continued innovation around less carbon and 
energy intensity

– Pacing is critical

• Markets move on both cycles and existential shifts

– It’s never as good or as bad as the market thinks

Cost Position

• Regions will play different roles over time

– Temporary vs. permanent effects

– Markets often get this wrong

• Market is expecting a geographic rebalancing needed over 
time

Sustainability

• Expects commitments to be made despite the specific path 
not being pinned down

• New technology sounds exciting, but comes with risk and 
time for adoption / tech curves
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These affect profit over time and capital allocation: Returns are Critical
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Returns are Critical

Weighted Average Cost of Capital (WACC) of S&P 500 Chemicals over the last 20 years
(%)

Source: Capital IQ, as of August 27th, 2023
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Can’t address growth and sustainability at all costs

Average 8.4%

Invest and get return here: 
create value

Invest and get returns here: 
destroy value
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Markets value how much you can make over the capital you employ

Returns
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• More Volume

– Discipline: there is a “price” for more volume

• More profit per volume

– Discipline: dollars over the long term matter 
overall

• M&A

– Discipline: key tool to grow and broaden

• Share buybacks

– Discipline: sometimes the best investment is 
your own stock

Dividends come from:

• Free cash flow

– Discipline: profit doesn’t always equal cash
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Markets reward financial discipline

Earnings growth comes from: Route to S&P 500 Chemicals Returns
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Source: Compustat, Morgan Stanley Research  

Total shareholder return components, indexed to 100



Shifting our energy and carbon intensity will take time

Energy cost and production over time by traditional and alternative energy sources
$/MWh

Source: DOI
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Innovations are critical
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Besides the equity markets, debt markets demand the same discipline

Why even deal with public capital investors?

• Hard to get credit for growth projects…

“Where’s the money?”

• … especially new technologies

“I’ll believe it when I see it”

• Energy / Carbon transition is just cost and no 
benefit

“Cost of doing business”

• Products under threat

“Low growth / declining growth story”

But… you will have debt investors:

• Private companies

• Financial sponsors

• Sovereign wealth

• Funds

All have debt investing that requires the same growth, 
returns, and resulting cash flow

– Investment Grade

– Project Financing

– High Yield
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Still a low cost of capital source Cash flow is debt market obsession



What can you do?

Growth Returns

• Market is growing fundamentally

– Choose the growth lanes to participate in

– Ride out cycles – things can change quickly

– Segments in decline exist

• Consumers are demanding a different type of 
product set

– Innovation is paramount

– Recognize the journey and economize the 
ambition

• Adoption curves and cost of technology takes time

– Corporate actions and policy demands 
should be forgiving

• There is a well established “cost of capital”

– Returns on that capital are driven by 
incremental profit (over the cycle)

• Engineer the required returns through getting the 
industry’s fair share

• Sustainability doesn’t happen overnight, and we 
shouldn’t shoulder a disproportionate cost

• Demand a return on the investments required for the 
future of our industry
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Closing thoughts
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• We can’t let people forget that the chemical sector is vital to the 

global economy

• As such, growth vectors are plentiful even with some of our 

products declining or transitioning routes of production

• Innovation is as important as ever to evolve the industry, but there 

is no “network” effect— it takes time and capital

• Not only growth, but cash flow is also a critical element to attract 

debt and equity investors

• Routes to cash flow are through the discipline of getting adequate 

returns that are warranted given our essential materials



Legal Disclaimer

© Morgan Stanley and/or certain of its affiliates. All rights reserved.

We have prepared this document solely for informational purposes. You should not definitively rely upon it or use it to form the definitive basis for any decision, contract, commitment or action 
whatsoever, with respect to any proposed transaction or otherwise. You and your directors, officers, employees, agents and affiliates must hold this document and any oral information provided in 
connection with this document in strict confidence and may not communicate, reproduce, distribute or disclose it to any other person, or refer to it publicly, in whole or in part at any time except with 
our prior written consent. If you are not the intended recipient of this document, please delete and destroy all copies immediately.

We have prepared this document and the analyses contained in it based, in part, on certain assumptions and information obtained by us from the recipient, its directors, officers, employees, agents, 
affiliates and/or from other sources. Our use of such assumptions and information does not imply that we have independently verified or necessarily agree with any of such assumptions or 
information, and we have assumed and relied upon the accuracy and completeness of such assumptions and information for purposes of this document. Neither we nor any of our affiliates, or our or 
their respective officers, employees or agents, make any representation or warranty, express or implied, in relation to the accuracy or completeness of the information contained in this document or 
any oral information provided in connection herewith, or any data it generates and accept no responsibility, obligation or liability (whether direct or indirect, in contract, tort or otherwise) in relation to 
any of such information. We and our affiliates and our and their respective officers, employees and agents expressly disclaim any and all liability which may be based on this document and any 
errors therein or omissions therefrom. Neither we nor any of our affiliates, or our or their respective officers, employees or agents, make any representation or warranty, express or implied, that any 
transaction has been or may be effected on the terms or in the manner stated in this document, or as to the achievement or reasonableness of future projections, management targets, estimates, 
prospects or returns, if any. Any views or terms contained herein are preliminary only, and are based on financial, economic, market and other conditions prevailing as of the date of this document 
and are therefore subject to change. We undertake no obligation or responsibility to update any of the information contained in this document. Past performance does not guarantee or predict future 
performance.

This document and the information contained herein do not constitute an offer to sell or the solicitation of an offer to buy any security, commodity or instrument or related derivative, nor do they 
constitute an offer or commitment to lend, syndicate or arrange a financing, underwrite or purchase or act as an agent or advisor or in any other capacity with respect to any transaction, or commit 
capital, or to participate in any trading strategies, and do not constitute legal, regulatory, accounting or tax advice to the recipient. We recommend that the recipient seek independent third party 
legal, regulatory, accounting and tax advice regarding the contents of this document. This document does not constitute and should not be considered as any form of financial opinion or 
recommendation by us or any of our affiliates. This document is not a research report and was not prepared by the research department of Morgan Stanley or any of its affiliates.

Notwithstanding anything herein to the contrary, each recipient hereof (and their employees, representatives, and other agents) may disclose to any and all persons, without limitation of any kind 
from the commencement of discussions, the U.S. federal and state income tax treatment and tax structure of the proposed transaction and all materials of any kind (including opinions or other tax 
analyses) that are provided relating to the tax treatment and tax structure. For this purpose, "tax structure" is limited to facts relevant to the U.S. federal and state income tax treatment of the 
proposed transaction and does not include information relating to the identity of the parties, their affiliates, agents or advisors.

This document is provided by Morgan Stanley & Co. LLC and/or certain of its affiliates or other applicable entities, which may include Morgan Stanley Realty Incorporated, Morgan Stanley Senior 
Funding, Inc., Morgan Stanley Bank, N.A., Morgan Stanley & Co. International plc, Morgan Stanley Securities Limited, Morgan Stanley Bank AG, Morgan Stanley MUFG Securities Co., Ltd., 
Mitsubishi UFJ Morgan Stanley Securities Co., Ltd., Morgan Stanley Asia Limited, Morgan Stanley Australia Securities Limited, Morgan Stanley Australia Limited, Morgan Stanley Asia (Singapore) 
Pte., Morgan Stanley Services Limited, Morgan Stanley & Co. International plc Seoul Branch and/or Morgan Stanley Canada Limited Unless governing law permits otherwise, you must contact an 
authorized Morgan Stanley entity in your jurisdiction regarding this document or any of the information contained herein.
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