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Where Strategic Clarity Meets Applied AI 
We are navigating an era of unprecedented change and 
disruption—powered by technology, marked by complexity, 
where change amplifies at scale. To lead, companies need  
a partner that can bridge the gap between ambition and  
outcomes. BCG is built for this moment. We bring strategic 
clarity, rooted in over 60 years of deep domain knowledge,  
to ensure leaders make the right choices. We combine it  
with applied AI, shaped and wielded by our practitioners, 
teaming shoulder-to-shoulder with your teams to deliver 
transformative impact at scale. The result? Stronger returns, 
transferred capabilities, and change that sticks. We are BCG.
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Executive Summary
The European chemical industry is undergoing a structural 
reset. In recent years, higher energy and feedstock costs, 
tighter regulation, persistent global overcapacity, and shifting 
demand patterns have steadily eroded Europe’s competitive 
position. These pressures are not cyclical. They reflect lasting 
changes in the economics of the chemical industry and in 
where value is created.

In Q2 2026, the global disruption to oil supply routes  
caused by developments in the Middle East resulted in an 
improvement in the competitive position of European chemical 
producers. This was largely due to tighter supply-demand 
balances worldwide and the renewed willingness of domestic 
customers to pay higher prices for reliable European supply. 
However, the improvement should be viewed as a temporary 
upturn rather than a structural recovery, given that the main 
problems facing European producers - weak demand, high 
input costs, global overcapacity, and lower-priced competition 
from Asia and the Middle East - remain unresolved.

The effects of Europe’s structural reset are already visible  
in lower plant utilization, margin pressure, closures, and 
divestments. Between 2020 and 2025, European utilization 
rates were roughly 10 percentage points below the 2015–2020 
average. Yet the impact of these forces has been uneven. 
Differentiated, defensible segments with stronger innovation  

or customer proximity remain comparatively resilient, while 
energy-intensive and globally traded valuechains face a much 
tougher challenge to stay competitive. Portfolio averages  
are becoming less useful, and legacy assumptions about 
integrated value chains are under pressure. Strategic choices 
increasingly need to be made segment by segment and,  
in some cases, asset by asset.

Uncertainty persists, but the set of plausible industry 
outcomes is narrower than it might appear at first sight. 
Current trajectories suggest that competitive disadvantages 
among players could become visible across most major value 
chains by 2030. But by 2040, the resulting industry structure  
is likely to be far more entrenched. Across scenarios, the 
companies most likely to outperform will be those that move 
early to reshape their portfolios, improve structural costs, 
secure financially advantaged feedstock and energy, and  
build stronger positions in differentiated, defensible segments. 
Those that delay action now risk becoming trapped between 
rising costs and intensifying import pressures.
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A Structural Shift  
in Industry Economics
The current situation is not the result of a single shock but  
is due to several structural shifts occurring at once. Any one  
of these shifts would be manageable in isolation but not when 
combined. Together, they are reshaping the economics of 
chemical production in Europe.

Global capacity expansion, but particularly in Asia, has 
outpaced demand growth and created sustained overcapacity 
across multiple value chains. This has resulted in materially 
lower European utilization rates, weakening the cost efficiency 
of capital-intensive assets. 

Demand is gradually shifting toward circular and lower-carbon 
products, supported by regulation and customer commitments 
- although customer research suggests the willingness to pay  
a green premium remains limited and adoption is still at an 
early stage. However, these premiums are insufficient to  
offset the structural cost disadvantages faced by many 
European producers.

These cost disadvantages are pronounced. In 2025, European 
gas and power prices were still materially above those in the 
United States and the Middle East, with the largest impact felt 

in energy-intensive chains. This gap in energy prices directly 
affects commodity value chains where energy is a dominant 
cost component.

Import pressure is also becoming more visible in selected 
chains. In polypropylene, for example, China’s share of Western 
European imports has increased significantly over the past 
decade. The absolute level remains modest, but the trend 
signals rising vulnerability to import-led price pressure. 

Regulation adds further cost pressure. Carbon pricing under 
the European Union’s Emissions Trading System has increased 
by roughly €40 per ton over the past five years, alongside 
broader regulatory tightening. 

Taken together, these pressures create a structural 
competitiveness gap that incremental improvement programs 
will not close.
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EXHIBIT 1

The Burning Platform | Five forces pressuring  
the European chemical industry

Supply

Global overcapacity & utilization pressure
• Persistent overcapacities across value chain steps 

and in end markets (e.g., Auto in China)
• European utilization 2020-25 down 10 ppts 

vs. 2015–20

1

Demand

Evolving customer needs & regional shis
• Trend towards circularity/ sustainability, lightweight, 

modularization – but not enough to counter other risks
• >80% consumers are ready to accept a green premium

2

Cost competitiveness 

Feedstock & energy costs
• Unit cost multiple times higher in Europe than in, 

e.g., ME or North America
• European gas up to 4x more costly than US/ME, 

power 2x more than US in 2025

3

Policy

Carbon & regulatory cost exposure
• Increasing sectorial scope of Emissions Trading 

System (ETS)
• Significant price increase of ETS 40€/ton over last 

five years

5

Global dynamics 

Import pressure & trade exposure
• New trade policies reshape trade flows (e.g., US)
• Insufficient foreign market demand drives search 

for alternatives 
• China doubled share of poly-propylene imports 

(3% to 6%) in Western Europe over past 10 years

4

Select quantitative example

Note: ME = Middle East
Source: BCG
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The Diverging Outlook Across 
Chemical Segments
The industry is separating into three broad groups: 
differentiated, defensible segments; pressured transition 
segments; and structurally exposed commodity chains.

Segments with meaningful differentiation, innovation 
advantages, or strong customer proximity remain relatively 
well positioned and, in some cases, can strengthen over time. 
These differentiated, defensible segments are less exposed  
to global price competition and better able to sustain margins.

A larger set of segments sits in a pressured transition zone. 
These businesses remain viable but face increasing pressure 
from cost disadvantages, regulatory exposure, or trade 
dynamics. Without active repositioning, their competitiveness 
is likely to erode.

Structurally exposed commodity chains face the biggest 
challenge. These products tend to be energy-intensive,  
widely traded, and difficult to differentiate.

Many polymer value chains fall into this category  
and are expected to remain under structural pressure. 

The divergence is driven by four structural variables:  
energy intensity, trade exposure, end-market cyclicality,  
and regulatory burden. Products with high energy intensity  
are directly affected by Europe’s cost position. Chemicals  
that are easily transported face stronger import competition. 
Exposure to cyclical industries increases demand volatility,  
and a high carbon footprint raises regulatory costs.

Portfolio-level averages are becoming less useful. Strategic 
decisions increasingly need to be made at the segment,  
asset, and customer level.
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A Limited Spectrum  
of Future Outcomes
The range of plausible industry outcomes is limited, even if 
timing and magnitude remain uncertain. The main changes 
should become visible over the next decade across most value 
chains, with longer-term implications extending toward 2040.

In a regionalization scenario, security of supply 
concerns and policy measures increase the 
attractiveness of European production. Utilization 
improves in selected value chains, although the 
underlying cost gap with non-European players 
remains. The strategic implication for European 
chemical companies is to prioritize assets with 
security of supply relevance and policy support 
while taking a selective approach where  
structural disadvantages persist.

In a cost-convergence scenario, lower  
European energy and feedstock prices narrow  
the competitiveness gap. However, persistent 
global overcapacity continues to limit margins. 
The implication is to use temporary input cost 
relief to accelerate restructuring rather than 
assume a return to historical margin levels.

In a green-premium scenario, demand  
for low-carbon products grows fast enough to  
reward producers that can credibly differentiate 
themselves. Meanwhile, conventional product 
chains face increasing pressure. The implication  
is to invest selectively where willingness to pay  
can be demonstrated by customer segment  
rather than assumed at the market level.  

In an import-intensification scenario, 
sustained global overcapacity drives rising 
pressure from imports coming into Europe, 
accelerating market-share erosion across exposed 
value chains. The implication is to exit or resize 
the most exposed assets early, before import 
pressure removes any strategic optionality.

The above scenarios differ in who captures value,  
where margins settle, and how quickly restructuring occurs.  
None, however, restores the previous equilibrium.
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EXHIBIT 2

Scenarios | In different future scenarios, the five forces 
have a varying impact on the chemical industry

Implication for European chemical industry: 

Domestic 
prod. priority

Low-carbon 
transition

Input price 
easing

Oversupply 
Influx

EU regulation 
encourages local 
production and 
increasing asset 
utilization

Overcapacity persists 
in European market 
due to domestic and 
global sources

Regulation causes
"green" chemicals 
to replace 
carbon-intensive; 
overcapacity persists

Elimination of 
European overcapacity 
does not make up for 
increasing import 
volumes

Carbon-intensive 
chemicals lose relative 
competitiveness; 
import pressure for 
"greener" alternatives 
remains high

Increased import 
pressure due 
to persistent 
overcapacities 
outside of Europe

Customers choose 
domestic European 
supply, driven by 
de-risking and tariff 
considerations

Local supply 
is more affordable, 
increasing its 
competitiveness 
with imports

Feedstock & energy 
price gap narrows but 
remains 

Feedstock and energy 
cost gap remains wide

Europe is able to 
secure reliable sources 
of affordable energy 
and feedstock

Economic cooling 
results in commodity 
price reduction; 
feedstock & energy 
price gap closes

Greater demand 
uncertainty due 
to green transition

Imports replace 
regional production
across multiple value 
chain steps, affecting 
demand stability

Exposure to imports 
continues but they 
have a lower input 
cost advantage

Internal demand 
grows, but exports (of 
end products) decline

New rules reduce 
carbon allocations & 
limit certificates, 
raising prices - but 
CBAM acts as an 
equalizer between 
domestic & foreign 
producers

Carbon & 
regulatory cost 
base is unchanged

Carbon & regulatory 
cost base reduces

Carbon & regulatory 
cost base remains 
unchanged

Positive Neutral/constant Negative

Supply

Demand

Cost 
comp.

Global
dynamics

Policy

Note: CBAM = Carbon Border Adjustment Mechanism
Source: BCG
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Strategic Choices  
Become More Selective
Broad portfolio-level strategies are giving way  
to segment-specific and asset-specific decisions. 

For structurally exposed segments, the priority becomes 
disciplined value preservation rather than attempted value 
recovery. Actions to achieve this aim include reducing capacity, 
divesting assets, and resetting the cost base to limit ongoing 
value erosion.

For pressured transition segments, the goal is to sustain 
competitiveness through tighter integration, selective 
partnerships, and rigorous operational improvement. These 
measures can enhance resilience and preserve optionality.

For differentiated, defensible segments, the focus shifts toward 
targeted growth. Investment in innovation, applications, and 
capacity can reinforce competitive advantages and capture 
higher-value opportunities.

Across all segment types, execution discipline will determine 
whether strategy translates into resilience. Companies  
that combine cost transformation, portfolio reshaping,  
and operational improvement are more likely to succeed  
than those relying on isolated initiatives.
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The industry’s strategic choices are crystallizing into three 
business models. Each one involves a different capital-
allocation logic, operating model, and partnership agenda.

The scale-driven cost leader is one model.  
This is built around advantaged assets, high 
utilization, and strict operational discipline.  
The model is most relevant in commoditized  
value chains where cost position determines 
long-term viability.

A second model is the integrated network 
player and involves using feedstock access, 
partnerships, and more stable downstream 
linkages to reduce volatility and improve  
resilience. This model can strengthen positioning 
in uncertain and fragmented value chains.

Business Model Evolution
A third model is the innovation-led specialist.  
It combines differentiated products, application 
expertise, and closer customer relationships to 
support margin quality and more stable demand.

Clarity of direction is essential. Trying to straddle all three 
models usually creates complexity without advantage.
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EXHIBIT 3

Response | Three distinct business models are emerging

Core logic: Build or consolidate capacity 
to achieve competitive 
advantage (e.g., lowest cost) 
and resilience; become 
last-one-standing

Secure advantaged feedstock
or downstream access
through integration; build 
closed and stable value chains 

Focus on innovation, 
customization & market 
intimacy to sustain premium 
margins; develop specialty 
products

Example 
levers:

• Operational Excellence
• OpEx Efficiency
• CapEx Discipline
• Asset Rationalization

• Chain Integration 
• Strategic Alliances
• Digital & AI
• Operational Excellence

• Growth Investment 
• Innovation Engine
• Digital and AI
• Operational Excellence

Enablers 
required:

• Asset utilization
• Simple product portfolios
• Stable demand (regional or 

export to cover fix costs)
• Low feedstock/energy cost

• Predominantly regional 
value chain to limit 
logistics cost

• Low feedstock cost for 
upstream chemicals & low 
energy cost to ensure 
captive value chain 
economics

• Customer proximity & 
technical sales

• Innovation capabilities
• Pricing power to ensure 

sufficiently high margins

Impact 
archetype Pressured Exposed Resilient

How to react Scale, Efficiency, 
and Cost Leader

Value Chain and 
Partnership Optimizer

Performance and 
Innovation Champion

Source: BCG
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Building Resilience  
Through No-Regret Moves
Even when companies are faced with uncertainty, some  
moves make sense across virtually every plausible scenario.

The starting point for developing resilience requires  
a hard-nosed portfolio analysis grounded in structural 
economics rather than legacy assumptions. Companies  
need to identify where they have a sustainable advantage  
and where they do not, and act accordingly.

Closing the cost gap is essential, through both operational 
improvements and structural cost reduction. This involves 
improving asset utilization, reducing overheads, and  
increasing productivity.

Securing access to feedstocks and energy can materially 
improve resilience while long-term contracts, recycling,  
and integration can reduce exposure to volatility.

Partnerships can improve value-chain coordination  
and help stabilize demand in selected chains.

Better use of data and analytics can improve yields, sharpen 
planning, reduce downtime, and lower working capital.

None of these moves change the external environment.  
When combined, however, they improve resilience and  
expand strategic options. 
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EXHIBIT 4

Strategic Imperative | No-regret actions required across  
scenarios, archetypes

Checklist of revenue and growth actions Checklist of cost and efficiency actions

Focus portfolios on defensible value pools 
Exit structurally disadvantaged products and 
prioritize higher-margin segments

Invest selectively in resilient chemicals
Allocate capital to segments with credible 
long-term advantage

Accelerate digital and AI deployment 
Enhance efficiency, yield, and working capital 
through technology

Engage on trade and regulation 
Actively shape policy and mitigate unfair trade 
exposure

Reset the cost base structurally 
Drive productivity and overhead reduction 
to close competitiveness gaps

Rationalize uncompetitive assets 
Proactively close or divest persistently 
underperforming capacity

Secure feedstock and energy positions 
Improve resilience via contracts, recycling, 
or integration

Strengthen value chain partnerships 
Stabilize demand and utilization through 
strategic alliances
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SIDEBAR

Conclusion
The European chemical industry cannot afford to wait for  
a cyclical rebound. It has to adapt to a structurally different 
competitive environment. The forces driving change are 
unlikely to reverse. Consequently, players must accept that  
the previous equilibrium is a thing of the past.

Based on current trajectories, the winners and losers from  
this transformation are likely to become visible by 2030. 
Furthermore, by 2040, the consequences of today’s  
capital-allocation decisions will be deeply embedded  
in the industry’s structures.

For companies, the implication is clear. Those that continue  
to rely on legacy assumptions and portfolio averages will find  
it increasingly difficult to compete. Those that move early  
to reallocate capital, reshape portfolios, and build stronger 
positions in differentiated, defensible segments will be  
better placed to create value.

The question is no longer whether adjustment is needed.  
It is who will act quickly and decisively enough to benefit.

Geopolitical disruption and volatility in hydrocarbon markets are persistent risks for European 
chemical companies. Given its reliance on imported hydrocarbons, Europe is structurally 
exposed to rising feedstock costs and energy price shocks. In an oversupplied global market, 
these are difficult to pass on, resulting in margin compression. Compared to regions with 
access to lower-cost domestic feedstocks, Europe’s competitive position may further erode. 
Beyond cost impacts, ongoing uncertainty also raises the risk of supply disruptions in critical 
inputs. Taken together, these dynamics could significantly intensify the pressure on the 
industry to transform.
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