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Chemicals Insights
Current market trends and economic
outlook of the chemical industry

In this summer’s 2023 Chemicals Insights, we have explored the emerging
technology of chemical recycling and other possible pathways for chemical
companies to reduce their carbon footprint and become more sustainable.
Additionally, we have assessed the most recent company valuations and
notable transactions in the market. Looking at the current and future eco-
nomic developments of the Eurozone aims to provide further insights on
potential market developments. @
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Hot topics in the market -

chemical recycling

In 2019, plastic generated 1.8 billion tons
of Greenhouse Gas (GHG) emissions

(incl. combination of plastics production
and end-of-life treatment) thereby con-
tributing more than 3% of total global
GHG emissions.! When looking at Europe,
roughly 50% of European plastic waste was
incinerated for energy production while
only 14% was recycled, the rest is released
into landfills.2 The European objective to
transition from a linear economy towards
a sustainable circular economy calls for an
array of complementary recycling options
and business models besides the tradi-
tional mechanical recycling technology. In
this context chemical recycling can play its
part in valorizing end-of-life plastic waste
streams to reach future recycling ambitions
set by the European government and con-
sumer industries.

Mechanical recycling

Mechanical recycling is a sequence of phys-
ical process steps such as grinding, wash-
ing, separating, drying, and re-granulating.
With 730 active companies and 30,000
employees across Europe, the sector
accounts for a yearly capacity of

11.3 million tons of recyclates.>*

It is heavily dependent from an efficient
sorting into clean, mono-material plastic
fractions that can easily be further pro-
cessed. It can only digest mono-polymer
plastics as each polymer has its own
production parameters and melting tem-
perature. It also becomes less effective in
case of contamination. Besides solutions
like near-infrared sensors in waste collection
or machine learning in waste separation,
there remains a large fraction of plastic
waste lacking purity to be mechanically
recycled. Another constraint of this
recycling technique is related to polymer
degradation - polymers suffer from thermic
mechanical degradation due to the combi-
nation of heat and shear. This leads to lower
quality recyclates after a certain number of
loops.

Mechanical recycling is currently
the only operational technology,
whereas chemical recycling is
still in development stage and
expected to become a valuable
complement.

T OECD, "Plastic leakage and greenhouse gas emissions are increasing”, accessed on June 10, 2023.

2 Plastics Europe, “Global plastics treaty”, accessed on June 10, 2023.
3 Delva, Laurens; Van Kets, Karen; Kuzmanovi¢, Maja; Demets, Ruben; Hubo, Sara; Mys, Nicolas; De Meester, Steven; Ragaert,
Kim (2019), An Introductory Review - Mechanical Recycling of Polymeres for Dummies, accessed on June 10, 2023.
2 4 Plastic recyclers, “Who we are”, accessed on June 10, 2023.



https://www.oecd.org/environment/plastics/increased-plastic-leakage-and-greenhouse-gas-emissions.htm
https://plasticseurope.org/changingplasticsforgood/global-plastics-treaty/#:~:text=Our%20goal%20is%20to%20end,greenhouse%20gas%20emissions%20plastic%20economy.
https://www.researchgate.net/publication/333390524_AN_INTRODUCTORY_REVIEW_MECHANICAL_RECYCLING_OF_POLYMERS_FOR_DUMMIES
https://www.plasticsrecyclers.eu/about/#:~:text=Plastics%20Recyclers%20Europe%20(PRE)%20is,the%20production%20of%20new%20articles.
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Chemical recycling (including pyrolysis to synthesis gas, soft impacts. Critics are concerned about
Chemical recycling is the process of pyrolysis to monomer, solvent-based tech- the lack of transparency in regards to
chemically degrading plastic waste into its nologies) has passed the development stage  the nature, quantity and toxicity of the
monomers or hydrocarbons, that can be and companies are starting to invest into solvents, chemical reagents and catalysts
processed re-polymerized into new plastics  the new recycling technology (e.g., Eastman used, as well as the nature and fate of the
equivalent to those made from fossil with a 1 bn $ investment for 200 kt annual waste materials and by-products formed
resources. It addresses the main challenges ~ molecular recycling of polyester in France)® and separated during the process.

of mechanical recycling, as it can cope with or establishing technology partnerships

mixed, contaminated waste and has the (e.g., BASF with Quantafuels, Neste with

flexibility to be up- or downcycled to other Ravago, Yokogawa with Jeplan).%”# None-

plastic applications. Nonetheless, there is theless, due to its low maturity, there are

the drawback of being more energy inten- currently no comprehensive and fully

sive and requiring large volumes of input independent life-cycle assessments (LCAS)

waste to ensure economic attractiveness. on chemical recycling to provide a complete

understanding of the environmental
Within the past few years, chemical recycling

Fig. 1 - Recycling technologies and their environmental impact
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°Eastman, “Eastman to invest up to 1 billion to accelerate circular economy through building world's largest molecular plastics recycling facility in France”,
accessed on June 10, 2023.

© BASF, “BASF, Quantafuel und REMONDIS wollen beim chemischen Recycling von Kunststoffabfdllen zusammenarbeiten”, press release, April 21, 2021.

7 Neste, “Neste und Ravago beabsichtigen Grindung eines Joint Ventures fur chemisches Recycling von Kunststoffabfallen”, press release, October 20, 2021.

3 & Yokogawa, “Yokogawa trifft Abkommen mit Spezialisten fur Recyclingtechnologie JEPLAN", press release, accessed on June 16, 2020.



https://www.eastman.com/en/media-center/news-stories/2022/eastman-invest-accelerate-circular-economy
https://www.basf.com/global/de/who-we-are/sustainability/whats-new/sustainability-news/2021/basf-quantafuel-and-remondis-want-to-cooperate-on-chemical-recycling-of-plastic-waste.html#:~:text=Um%20die%20Kreislaufwirtschaft%20f%C3%BCr%20Kunststoffe,Tonnen%20recycelte%20Rohstoffe%20zu%20verarbeiten.
https://www.neste.de/releases-and-news/circular-economy/neste-und-ravago-beabsichtigen-gruendung-eines-joint-ventures-fuer-chemisches-recycling-von
https://www.yokogawa.com/de/news/press-releases/2020/2020-06-04/
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Outlook

Currently, members of the Plastic Europe
initiative claim to invest more than 8 bn €
in chemical recycling to produce 2.8 mt

of recycled plastics by 2030.° To further
increase its applicability and efficiency, mul-
tiple chemical companies request more en-
abling conditions to realize the full potential
of chemical recycling including innovation,
policy frameworks, a level playing field, recy-
cling chains and clear pathways to “valorize”
post-use plastics that would otherwise be
exported, incinerated, landfilled or wasted.
EU rules to support chemical recycling as

a complementary solution to mechanical
recycling could facilitate investment into
these technologies and help the EU meet
targets for more recycled content.

Fig. 2 - Total polymer recycling market
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Source: Deloitte Research.

Diverse and tailored recycling strategies are
needed for both existing and new emerging
plastics. However, commercial-scale chemical
recycling operations are underway. In the
future, it is expected that chemical recycling
will complement its mechanical counterpart,
especially for difficult to recycle materials such
as multi-layer films. By 2027, it is expected
that the emerging technology will increase its
share in the total polymer recycling market by
six percentage points. Considering the tech-
nology's expected growth rates of 18 to 20%
CAGR between 2023 and 2028 compared

to 6 to 7% CAGR for mechanical recycling,
companies that focus on further developing
chemical recycling remain a promising growth
target towards sustainable solutions in the
plastic market.

2027

89/89%

“ Plastics Europe, “Chemical Recycling”, accessed on June 10, 2023.

Total market

100 bn USD

11/11%


https://plasticseurope.org/sustainability/circularity/recycling/chemical-recycling/
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Recent multiple developments -
Resilience in times of crisis

Private equity firms and strategic buyers
have made significant investments in the
chemicals industry over the past years,
including the logistics supply chain for
chemical distribution. Company valuation
then becomes crucial to determine the
value of the deals. Comparable metrics of
publicly traded chemical companies can
provide a guide for both strategic buyers
and private equity firms when considering
an acquisition.

Valuations vary widely across segments
Table 1 provides trading multiples includ-
ing, e.g., Enterprise Value (EV)/EBITDA
multiples and Price-to-Earnings (P/E) ratios
of 28 listed chemical companies that span
various sub-sectors and geographic areas.
The multiples are based on the latest
reported financial data and stock prices.

Worldwide, the chemicals industry is in a
strong financial position, the average value
of EV/EBITDA in the chemical sectors as of
2022 was a multiple of approximately 10.1x.
There is a particular emphasis on highly
attractive, growth-oriented segments. Com-
panies operating in the consumer chemicals
sector saw the highest valuation multiple
with EV/EBITDA valued at 18.3x, followed

by the industrial gases sector with 15.8x.
Companies operating in the fertilizers sector
saw the lowest valuation multiple with EV/
EBITDA valued at 2.8x.

Strategic buyers see higher multiples
Despite 2021 as historic for chemical M&A
activities, 2022 saw challenging conditions
with the combination of high interest rates,
supply chain bottlenecks and geopolitical
instability. Table 2 gives an overview of

the transaction multiples in the chemicals
industry since the beginning of 2022.

Tab. 1 - Public Company Valuation Statistics

Strategic acquisition activity in the chemicals
market continues to be healthy. Up until
2022, valuations multiples for financial
transactions had been generally higher than
those for strategic transactions. Since 2022,
however, this tendency has been ebbing and
beginning to turn around. Strategic buyers
now generally experience higher multiples.

Outlook

The second half of 2023 could be a turning
point where chemical companies are
expected to continue to review their portfo-
lio and business strategies in light of the cur-
rent environment and evolving sustainability
requirements. Given the uncertainty around
feedstock prices, energy demand, supply
chain, and end-market demand, strategic
buyers will try to create resilience within
their own supply chain and look for deals
which can bolster their core competencies.

Com- Country Share Market EV/Revenue EV/EBITDA EV/EBIT P/E P/BV
pany price Cap
LTM 22 23E 24E LTM 22 23E 24E LTM 22 23E 24E LMT 22 23E 24E LTM 22 23E 24E
[ I G I O I O I S I O I SO I O I C I o ) [ I I O I O N O I O I SO I o
Consumer Chemicals
Croda
Interna- UK 65.7 9106 39 39 44 42 153 153 16.0 145 181 181 197 176 30.0 300 268 239 33 33 31 29
tional
Givaudan CH 3,076.2 28,384 45 45 45 43 225 225 213 194 291 291 279 246 478 478 304 272 65 65 62 58
5%2’5 DK 431 11931 54 55 53 51 164 165 160 147 213 216 214 194 3671 363 263 234 69 64 59 55
Symrise DE 947 13,239 34 34 32 30 189 189 161 145 30.8 30.8 230 204 505 505 319 268 37 37 34 32
Median 4.2 4.2 44 4.2 177 177 161 14.6 25.2 25.3 22.2 199 420 421 28.6 253 51 51 47 43
Average 4.3 4.3 43 41 183 183 173 15.8 24.8 249 23.0 205 411 41.2 288 253 51 50 47 43
Fertilizers
Grupa
Azoty PL 6.1 609 06 05 07 06 162 50 119 70 na 71 180 195 na 27 340 85 03 03 03 03
K+S DE 16.3 3112 05 05 07 07 11 1129 35 14 13 55 75 24 23 90 121 05 05 04 04
ocl NL 221 4662 10 09 15 14 30 24 47 44 38 28 58 61 205 86 167 124 22 21 27 28
Yara
Interna- NO 332 8457 06 06 07 07 32 28 47 45 43 35 79 78 61 45 83 82 11 12 11 11
tional
Median 06 05 07 07 31 26 47 45 38 32 69 77 61 36 129 103 08 0.8 0.8 0.8
Average 0.7 06 09 09 59 28 61 49 32 37 93 102 97 45 170 103 10 10 11 1.2

Sources: S&P Capital IQ, Deloitte analysis; priced as of July 4, 2023.
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Tab. 1 - Public Company Valuation Statistics

Com- Country Share Market EV/Revenue EV/EBITDA EV/EBIT P/E P/BV
pany price Cap
LTM 22 23E 24E LTM 22 23E 24E LTM 22 23E  24E LMT 22 23E 24E LTM 22 23E 24E
[T OO T T LS N GO T O N o T o T A O B 09 H 0 H 00 JO 0 J 018 O O O L8 O . B CO T o)
Specialty Chemicals
Arkema FR 87.8 6566 07 07 08 08 45 40 54 48 71 59 87 75 97 78 98 83 10 10 09 038
Clariant CH 133 4367 10 10 11 10 57 57 66 59 82 82 101 86 131 131 137 116 18 18 17 16
Evonik
Indus- DE 175 8171 06 06 07 07 52 45 61 51 109 80 139 104 133 97 138 105 08 07 08 07
tries
Ezgrhos\ub DE 36.1 4556 13 13 13 13 97 99 93 87 120 123 113 103 00 224 172 158 00 27 25 23
Johnson
Matthey UK 20.6 3550 03 03 10 10 64 64 65 63 86 86 91 89 125 125 108 102 12 12 00 1.2
LANXESS DE 28.2 2431 08 08 08 08 74 68 91 69 212 165 324 158 137 106 137 77 06 05 05 05
Sika CH 2597 39993 39 39 34 30 220 220 184 153 276 276 234 191 461 461 311 255 78 78 67 57
Umicore BE 26.5 6356 03 03 18 17 67 67 73 72 88 88 104 107 141 141 139 142 18 18 17 16
Wacker
Chemie DE  128.6 6389 08 08 09 09 37 31 53 51 49 38 86 81 86 66 129 122 13 13 13 13
Median 08 08 11 10 66 66 70 66 99 87 109 103 13.2 128 13.8 119 12 16 15 14
Average 11 11 13 13 88 85 86 76 13.4 123 144 113 174 180 156 131 19 22 19 18
Polymers
Covestro DE 47.0 8931 07 07 07 07 M4 76 88 66 917 173 265 133 na. 242 546 157 13 13 12 12
?:esgme CH 6963 16,287 63 63 66 63 236 236 242 223 255 255 265 245 423 423 312 292 88 88 85 83
Lyondell-
Basell us 850 27641 09 08 10 10 67 61 74 68 93 80 104 92 16 99 99 85 24 24 22 20
Industries
Victrex UK 16.7 1,455 37 37 39 36 106 107 15 103 125 128 146 129 220 207 176 153 26 25 25 23

Median 2.3 23 24 23 11.0 91 101 85 19.0 151 20.5 131 22.0 225 244 155 25 25 23 22

Average 2.9 29 31 29 131 12.0 13.0 11.5 34.8 159 19.5 15.0 253 243 283 172 3.7 3.7 36 34

Industrial Gases

/IiI(;uide FR 1633 85239 33 33 33 32 139 139 126 11.8 212 212 189 175 333 333 249 228 36 36 33 31

Linde UK 3470 169,890 60 60 59 56 172 177 168 159 274 293 228 214 434 465 274 252 46 47 45 44
Median 4.6 46 46 4.4 156 15.8 14.7 13.8 24.3 25.2 20.8 19.5 38.3 399 261 24.0 41 41 39 3.8
Average 4.6 4.6 4.6 4.4 156 15.8 14.7 13.8 243 25.2 20.8 19.5 38.3 399 261 240 41 41 39 3.3

Diversified

BASF DE 447 39942 07 07 07 07 95 96 67 59 245 251 122 100 383 421 104 89 1.0 10 10 10

Solvay'® BE 101.5 10,527 08 08 09 09 35 37 41 42 48 50 60 61 69 73 74 79 12 12 10 09

Median 0.7 07 08 0.8 65 6.6 54 50 146 150 91 81 226 247 89 84 11 11 1.0 09

Average 0.7 0.7 08 08 65 6.6 54 50 146 150 91 81 226 247 89 84 11 11 1.0 09

Chemical Distribution

Brenntag DE 70.8 10914 07 07 07 07 78 77 80 76 99 96 102 98 151 146 128 119 25 23 22 20

IMCD NL 1309 7444 18 1.8 1.8 17 145 145 145 139 177 177 166 163 267 267 201 191 45 45 41 36

Median 13 13 1.2 12 11.2 111 11.2 10.8 13.8 13.7 134 13.0 209 206 16.4 155 3.5 34 31 28

Average 1.3 13 1.2 1.2 1.2 111 11.2 10.8 13.8 13.7 13.4 13.0 209 206 164 155 35 34 31 28

Median 09 08 12 12 96 76 90 71 125 126 142 11.8 178 176 170 133 2.0 22 22 20

Chemical Sector
Average 2.0 20 21 2.0 10.8 101 10.5 94 180 14.6 156 13.5 23.3 225 198 156 27 28 26 25

Sources: S&P Capital IQ, Deloitte analysis; priced as of July 4, 2023.

6 9 Due to company split of Solvay, forward-looking multiples need to be treated with caution.
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Fig. 3 - EV/EBITDA, 2023e
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Fig. 4 - P/E, 2023e
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Tab. 2 - Chemicals M&A Activity (Selected Transactions)
M Strategic Buyer Median Strategic Buyer 13.1x ™ Financial Buyer Median Financial Buyer 7.0x

Date EV ($m) Target Company Country  Bidder Company EV/EBITDA (reported)
Jun-23 6,926 JSRCorp (@) JIC Capital Ltd 28.9x
Compagnie Gene-
Jun-23 766  Flex Composite Group SA ‘ ' rale des Etablisse-
ments Michelin SA
Jun-23 14,159 Braskem SA @ Unipar Carbocloro SA
RHI Magnesita NV (29.99% - )
May-23 2,936 Stake) - Rhone Capital LLC
Apr-23 3,014 Vilmorin & Cie SA ‘ ' Groupe Limagrain
. P Kirin Holdings
Apr-23 1,209 Blackmores Limited ﬁ Company, Ltd. 22.8x é x
Saudi Arabian Oil Co; T
m ’ ; -
S Mar23 54,431 Rongsheng Petro Chemical ° Aramco Overseas c <
N Co., Ltd. c .C
Company B.V. =
Apollo Global g S
; ) . & Management Inc;
Mar-23 8170 Univar Solutions Inc = AbU Dhabi Invest.
ment Authority
) Kulczyk Investments
Feb-23 957 Ciech Group SA Q <A
Feb-23 975 FusoChemical Coltd. (@) Kunpusha Co Ltd
Thai Central Chemical Pub- - Sojitz Corporation;
Feb-2 4 -
eb-23 >4 lic Company Limited = ISTS (Thailand) Co Ltd
Halcyon Agri Corporation China Hainar
Feb-23 1,812 Limited e Rubber Industry 29.5x
Group Co,, Ltd. 1 L
- Abu Dhabi National TT
Dec22 11,180 OMV AG - Oil Company
Dec22 13,264 Chr. Hansen Holding A/S := Novozymes A/S 30.1x
. ) Zijin Mining Zinan
Nov-22 1,905 AnhuiJiangnan Chemical O (Xiamen) Investment
Industry Co., Ltd. )
Partnership
) . Shandong Energy
Nov-22 3,530 ZiboQixiang Tengda @y G100 New Material
Chemical Co., Ltd. -
Company Limited
Qurain Petrochemicals Al Futtooh Holding
Oce22 1,348 Industries Company c Company KSC S X
Polski Koncern Naftowy . = o
. sep22 9,873 e @  PKOBankPolski SA : i
] 22 Gl d (@ Gl d T8
Sep- 1,075 Central Glass Co. Ltd. Central Glass Co. Ltd. % s
Sep-22 713 SK Chemicals Co, Ltd. ~ (8!)  SK Discovery Co Ltd
Jul-22 1,542 Meridian Bioscience Inc % SJL'Partners; oD
= Biosensor, Inc.
Jun-22 2,142 RobertetsA () Robertet SA
Jun-22 1858 Pl Advanced MatemalsLCtZ = BPEA EQT Ltd 24.3x
Polski Koncern Naf-
Jun-22 3,899 GrupalOTOSSA g Loy Orlen SAPKN
Royal DSM N.V (Protective - .
Apr-22 1.4 A
Pr 485 Materials business) & vient Corp 1 1L
8 Note: Selected transactions with target company's enterprise value over $500 million.

Sources: Mergermarket, Deloitte analysis.
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Sustainability update - Pathways to
decarbonization

The chemical industry involves a variety

of production processes that emit carbon
dioxide and other GHGs. Some of the most
common sources of carbon emissions

are the use of fossil fuels and feedstocks.
Others include process-related carbon
emissions and end-of-life emissions from
downstream products. In contrast to other
hard-to-abate (HTA) sectors, there is no
straightforward, uniform set-up in place to
diminish these emissions. Instead, chemical
companies must apply different sets of
technological measures depending on their
region and type of chemical activity.

Pathways to decarbonization for the
chemical sector

The following perspectives on decarboniza-
tion aim to provide a starting point towards
net-zero in the chemical industry:

* Increasing overall operational efficiency is
a long-standing endeavor and should con-
tinue to contribute to GHG reduction.

Switching to low-carbon electricity is one
option for replacing high-carbon electric
consumption, subject to the availability of
sufficient green electricity supply.

Bio-based feedstocks and the use of
hydrogen are not new to the industry.

However, scale, application alignment, and
penetration may reach new levels, and
resource availability may therefore be the
critical issue.

Carbon capture, utilization, and storage
(CCS) technology is being implemented at
varying speeds, depending on the region
and the level of discussions on suitable stor-
age locations and costs. CCS is also being
considered as a bridging technology to help
reduce CO, output in the near- to mid-term,
while carbon capture and utilization (CCU)
and other technologies advance.

* Advanced electrification still faces limita-
tions due to a lack of technological maturity,
but is nevertheless the subject of major
ongoing effort (e.g., electrification of team
crackers).

e Circularity has a pronounced impact on
end-of-life emissions and is being strongly
pushed by many customers and legislators
alike. Ongoing progress in collection and
advanced recycling is beginning to help
drive its expansion.

Key drivers of transformation for the
chemical sector

The availability of green electricity and
green hydrogen may be crucial for the
sector, but supplies could be limited until
2040, and there could be competing

demand for green electricity from other
sectors. Sustainable supply may remain a
critical issue for years to come, potentially
impacting the industry. Supplies of renew-
able and bio-based feedstocks are also
limited and, at this stage, cannot entirely
replace raw materials. To close this gap, the
chemical industry would be well-served to
find ways to share development costs, fos-
ter more coordinated and sustained invest-
ment flows, and advocate for supportive
policy moves that can catalyze early-stage
technology development or create the
regulatory or market incentives needed to
accelerate progress.

As the industry moves forward, chemical
companies should take strides to create
frameworks for proper CO, footprint
reporting, develop a clear net-zero strategy,
and forge relationships that allow for co-in-
novation. These steps, and others, should
allow companies to increase their ESG rat-
ings, which may positively impact company
value and ease access to capital markets.

Watch out for our dedicated study on E&C
pathways to decarbonization that will be
published in fall 2023.

The chemical industry is uniguely positioned to
play a key role in driving knowledge, innovation,
and demand related to sustainability across

all industries, and to offer new sustainability-
enabling processes, products, and services to its

customers.
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Economy update - Modest but fragile
recovery

According to the Organization for Economic
Cooperation and Development (OECD), the
Eurozone's GDP grew by 0.1% in the first
quarter of 2023 compared to the previous
quarter. Among the major Eurozone econ-
omies, Spain (preliminary) and Italy both
expanded by 0.5%, France by 0.2%, while
Germany stagnated.” Allin all, it would be
safe to say that the Eurozone economy
stagnated.

Corporate sentiment shows signs of
recovery

The industrial sector suffers from weak
orders and abating international demand.
For example, new orders from the German
manufacturing sector collapsed by more
than 10% in March," the highest drop
since the first months of the COVID-19
pandemic. This is especially worrying as the
high backlog witnessed during the peak

of COVID-19 has largely disappeared. As a
result, the purchasing manager index (PMI)
for the industrial sector in the Eurozone
contracted. The PMI for the services sector,
on the other hand, is in solidly expansion-
ary territory, indicating an acceleration of
the sector at a strong pace.”?

Inflation and monetary policy: Game
not over yet

The rate-hike cycle in the Eurozone started
last July 2022, and since then, the European
Central Bank (ECB) has raised interest

rates nine times - the last time in August to
4.25% for its main refinancing operations.'
Headline inflation has been receding from
its peak of 10.6% in October and stood at
7% in April.* The highest inflation, even if it
is receding, is still to be found in the Baltic
states (rates of 15% and higher), with wage
costs being one key driver. Countries such
as Belgium and Spain have inflation rates
between 3% and 4%. Inflation in other big
Eurozone economies is hovering in between
these two extremes - 6.9% for France, 7.6%
for Germany, and 8.8% for Italy.

The rate-hike cycle is unlikely to be over,

as underlying inflation dynamics are still
strong. Core inflation (that is, headline
inflation without food and energy), which is
the key indicator of the spread of inflation
across the economy, hardly shows signs of
ebbing. In fact, it has been rising constantly.
At 5.6% in April, it is only marginally lower
than its peak the month before. As long

as core inflation is not under control, the
ECB's fight against inflation is not over.
With inflationary pressures not showing
signs of abating, European companies
expect inflation to remain at a high level
for the near future. According to the recent
Deloitte European CFO Survey, chief
financial officers (CFOs) predict an inflation
rate of 6.3% for the Euro area over the next
12 months. Inflation is also driving up the
financing costs of companies: 70% of CFOs
rate the present cost of credit as either
fairly costly (55%) or very costly (15%).”

Outlook

The latest and relatively optimistic fore-
casts from the European Commission for
the Eurozone assume a growth rate of 1%
for 2023 and an inflation rate of almost 6%,
with wide differences between countries.’
This tenuous growth prospects confirm
that the postpandemic recovery was
derailed by a series of new crises in 2022
and 2023. Whether or not the recovery
continues hinges crucially on three factors:
The first is foreign demand, which will
depend particularly on the economic
growth in the United States and China. The
second factor is the trajectory of inflation
from this point onward and its effects

on real income. The third factor is how
rising interest rates impact corporates.
Should the fight against inflation, especially
core inflation, bear fruitin the near term,
we could see rising real incomes and an
expansion of private consumption and the
economy. It would also make lower interest
rates and, therefore, lower credit costs in
the medium term much more likely, which
will have positive effects on corporate
investments. However, if the fight against
inflation continues, the predicted current
growth forecasts seem to represent the
highest level of economic growth achiev-
able in 2023.

Regular economic updates are provided at
Deloitte Insights.
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