
 

 

 
 

Fertilizers 
Rebalancing at the bottom 
 
 In this report, we analyse recent trends in the global fertilizer 

sector. The fertilizer price environment was weak in 2Q16, with prices reaching a 

five-year low. Meanwhile, the cost of nitrogen and complex fertilizer production 
dropped on the back of cheaper feedstock, including natural gas and coal (for 
China). In 1H16, most producers were still profitable and continued to expand 
capacity to meet potential growth in demand. Majority of global fertilizer companies 
demonstrated strong focus on the development and expansion of their distribution 
networks, including acquisitions of distributors on premium markets such as Latin 
America, Europe and North America. The merger of PotashCorp and Agrium 
indicated how priorities have changed over the past 10 years, from ‘go for potash’ to 
‘go for scale and retail’. Large retailers Yara and Agrium reported more stable 
financials in 1H16 versus 1H2015 compared to peers with less retail exposure.  

 Our fertilizer price forecast is rather conservative, based on 
recent soft commodities and fertilizer price dynamics. The strong 

harvest globally for a fourth consecutive year contributed to the decline in crop 
prices, cutting farmers’ margins. Cautious demand  for fertilizers from farmers, as 
well as price corrections in oil, gas, coal and other feedstocks, and currency 
devaluations in both consumer and producer countries have all contributed to a 
decline in fertilizer prices globally. In 1H16, prices for ammonia, urea, DAP, and 
potash supplied from the Baltic Sea and the Black Sea fell by 34%, 27%, 24% and 
22% YoY, respectively. Grain prices dropped to a lesser degree and some fertilizer 
destocking was reported during 1H16. Price increases for sugar, palm oil, soybean 
support the positive demand outlook for 2017, whereas excess supplies of 
ammonia/urea/NPK from new capacities in 2016-17 may place pressure on prices. 
Based on relatively flat oil price, around $47-53/bbl, we expect the fertilizer market 
to rebalance in 2016-17 and prices to recover in 2017-18. Our Base price forecast 
range is $194-241/ for urea FOB Baltic, $356-431/t for DAP Baltic and $188-275/t 
for potash Baltic for 2016-2020. Nitrogen and phosphate fertilizer exports from 
China will be the key variable that could impact the current market balance, 
however capacity reduction might be underway in China. Overall, the low prices are 
forcing producers to find efficiency improvements or to shut down capacity, which is 
positive for the industry. The better-positioned low-cost producers from the CIS and 
the Middle East/North Africa might win some market share and rebalance the 
market quicker. We believe the industry has a solid medium-term investment case 
which is supported by the long-term consumption growth trend. 
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Description:  

Global fertilizer sector includes producers of the 
three main nutrients – nitrogen (N), phosphorus 
(P, measured in P2O5) and kali/potash (K, 
measured in K2O) and other nutrients and 
microelements. Global fertilizer consumption was 
182.6 mt 100% nutrient in 2015. The forecasted 
consumption growth is 1.5-3.0% pa by 2020, 
depending on the nutrient type. 

 

Figure 1: Price performance – 3 years  Figure 2: Sector stock performance YTD 

  

Source: Capital IQ  Source: Capital IQ, as of 10 October 2016 

 
Important disclosures are at the end of this document. This research material is released by Hypothesis Research Ltd. 
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In this report, we review the performance of global fertilizer companies, trends in the 

fertilizer industry and potential developments, including new capacity coming on stream 

through to 2020, as well as the outlook for fertilizer prices. 

The outlook for the fertilizer market remains cautious due to the mixed performance of soft 

commodities prices on the back of a good harvest globally and excess supplies of fertilizers 

on the market. Recent crop prices are still rather low relative to last year’s levels: corn is 

down 5,3% YTD after a 10% reduction in 2015; wheat is down 16% YTD following record 

yields, after a 20% drop in 2015; while sugar, palm oil, soybean and cotton prices added 

from 12% to 82% YTD. The fertilizer price environment was weak in 2Q16 with prices 

reaching a five-year low. In 1H16, average prices for ammonia, urea, DAP and potash 

supplied from the Baltic Sea and the Black Sea fell by 34%, 27%, 24% and 22% YoY, 

respectively. Thus, the correction in fertilizer prices was much deeper than that for grain 

prices. As a result, agricultural producers now have strong incentives to increase fertilizer 

consumption and maintain good crop yields. 

Meanwhile, the cost of nitrogen and complex fertilizer production has dropped on the back 

of cheaper feedstocks, including natural gas and coal (for China). Fertilizer companies in 

the CIS are benefiting from cheap feedstock and currency devaluation and they are 

expanding their deliveries to global markets, while higher-cost producers are having to 

curtail or shut down their capacities. Currency devaluations, including RUB, BRA, CAN, 

have helped producers to maintain a cost advantage over US players. As a result, low-cost 

producers from the CIS and North Africa/Middle East have become very influential price 

makers. Chinese phosphate and nitrogen exporters had to cut their deliveries in 2016 after 

record volumes in 2015. 

In the last two years, fertilizer producers were focused on the development and expansion 

of their distribution channels, acquiring distributors in Latin America, India, Europe and 

North America. The merger of PotashCorp and Agrium indicated how priorities have 

changed over the last 10 years, from ‘go for potash’ to ‘go for scale and retail’. Yara and 

Agrium, two large distributors in their respective markets, reported more stable financials in 

1H16 than other companies did with less exposure to distribution and retail. 

In 1H16, most producers were still profitable and continued to expand capacity to meet 

potential demand growth. However, the excess supply from new capacities of 

ammonia/urea/NPK in 2016-17 may place pressure on prices. Based on a relatively flat oil 

price, in a range of $47-53/bbl, we expect the fertilizer market to rebalance in 2016-17 and 

prices to recover in 2017-18. Our Base price forecast range is $194-241/ for urea FOB 

Baltic, $356-431/t for DAP Baltic and $188-275/t for potash Baltic for 2016-2020. Nitrogen 

and phosphate fertilizer exports from China are the key variable affecting the current market 

balance. Chinese exports dropped by over 30% YoY in 1H16, indicating that capacity 

reduction might be underway in China. Overall, the low price is forcing producers to find 

efficiency improvements or to shut down capacity, which is positive for the industry. The 

better-positioned low-cost producers from the CIS and the Middle East/North Africa will win 

some market share and rebalance the market quicker. We believe the industry has an 

interesting medium-term investment profile which is supported by the long-term 

consumption growth trend. 
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Figure 3. Selected  fertilizer companies’ key statistics 

Company Ticker 

Mkt 
Cap, $ 

mn 
EV, $ 
mn 

Free 
float, 

% 
D/P,
% 

3M 
ADTV, 
$ mn 

EBITDA 
margin' 

15  

EV/ 
EBITDA’

16  

EV/ 
Revenue

’ 16 
P/E'
16  

Net debt/ 
EBITDA' 

16 

S&P 
FC 
LT 
rating 

PotashCorp TSX: POT 13548 17983 99,7% 6% 50,0 36% 12,2 4,3 30,2 3,0 BBB+ 

ICL  TASE:ICL 4867 8506 39,6% 7% 5,7 20% 8,1 1,5 11,3 3,3 BBB 

Mosaic  NYSE:MOS 8608 11454 99,8% 5% 159,8 19% 9,4 1,6 30,1 2,3 BBB 

Yara  OB:YAR 9229 10688 63,7% 6% 20,3 15% 6,8 0,9 16,2 0,8 BBB 

PhosAgro  LSE:PHOR 5031 6492 23,4% 9% 5,2 42% 5,8 2,2 7,6 1,3 BBB- 

CF Industries  NYSE:CF 5584 12297 99,6% 5% 105,4 35% 8,9 3,0 23,5 2,5 - 

OCI  ENXTAM:OCI 2996 7489 39,8% - 7,1 25% 9,8 3,0 15,5 5,3 - 

Acron MISX:AKRN 2097 3406 73,8% 10% 0,0 37% 4,4 1,6 4,7 1,3 - 

JPMC  ASE:JOPH 299 572 - - 0,0 6% 7,1 0,6 16,1 3,2 - 

SAMC SASE:1211 9846 24082 42,0% - 21,9 35% 19,3 7,5 29,9 9,6 - 

Uralkali MISX:URKA 3836 10237 56,9% - 1,4 61% 7,3 4,0 10,6 4,4 BB- 

Arab Potash ASE:APOT 1882 1586 15,2% 8% 0,0 35% 5,8 2,3 11,9 -1,1 - 

SQM NYSE:SQM 7193 7789 58,9% 2% 16,4 39% 10,3 4,1 18,9 0,7 BBB 

Agrium TSX:AGU 12508 17727 99,9% 4% 27,2 13% 10,1 1,2 17,0 3,0 BBB 
Source: Capital IQ 

 
 
Figure 4. Base case fertilizer price forecast, $/t 

Base case 2010 2011 2012 2013 2014 2015 2016E 2017E 2018E 2019E 2020E 

DAP 391 584 535 452 514 462 356 377 398 414 431 

Urea 258 385 376 327 313 277 194 206 220 229 241 

Potash 353 450 420 347 300 300 188 216 238 257 275 
Source: Hypothesis Research forecast 
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Despite the price volatility for fertilizer products, particularly in the last four years, the 

industry remains one of growth over the long-term. The industry fundamentals, as many 

producers mention in their reports, are based around the fact that fertilizers help to meet the 

growing food demand of an expanding global population. Based on United Nations 

estimates, the global population may reach 9.7 bn people by 2050 (c 0,8% annual rate). 

Thus, global crop production should increase by 1.2% pa to 4,3 bn tons by 2050 from 2.7 

bn tons in 2010. 

Figure 5. Global population dynamics, mn people Figure 6. Global crop production, bn tons 

  

Source: UN Source: UN 

 

The restricted availability of arable land per capita requires more efficient agricultural 

practices, focused on higher yields. Even the expansion of arable land will not fulfill crop 

production needs, hence the requirement for more intensive crop farming to improve the 

output from the existing arable land. A breakdown of crop production today shows that 62% 

is allocated towards human consumption, 35% for animal feed and 3% for bioenergy crops, 

seed and other industrial products, according to the Institute on the Environment, University 

of Minnesota, and Mosaic.  

The changing diet patterns of the population, including higher meat consumption per capita, 

higher grain output to feed cattle, pigs and chickens raised for food and the more 

ecologically-friendly techniques and fertilizers used in the production of food, fuel and fiber 

is another strong trend supporting growth in the application of fertilizers. Biofuel production 

is further driving demand for agricultural products such as corn and sugar cane, which are 

used to produce biodiesel. 

The positive effect fertilizer usage has on crop yields and, thus, on farmers’ margins are two 

of the major topics being discussed by fertilizer producers and industry organizations like 

the International Fertilizer Association (IFA). Their research is based on data from farmers 

which show that the use of sophisticated fertilizers might be responsible for 3-8% increases 

in crop yields, and in certain cases growth in excess of 20% when the right formula is found 

for depleted soil. Implementing the optimal usage of fertilizers to improve soil conditions is 

driving demand for complex fertilizers (fertilizer that contain several nutrients – nitrogen, 

phosphate, potash and/or sulfur) and the businesses of retailers and fertilizer distributors. 

Retail distribution has become a valuable business for producers shifting from bulk sales to 

a closer relationship with the final customer, and this is leading to higher and more stable 

margins on premium markets. 

Long-term drivers 
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In 2015, global fertilizer consumption was affected by slow economic growth on the back of 

heightened concerns about China’s macroeconomic situation, the drop in oil prices, the 

price stagnation in soft commodities, and the weak currencies of some commodity-oriented 

countries like Russia and Brazil. 

Global fertilizer consumption amounted to 182.6mt 100% nutrient in 2015 compared with 

182.8mt nutrient in 2014, based on IFA data. Global fertilizer capacity increased by 5mt 

nutrient, or 2% YoY, mostly due to the launch of nitrogen production capacities in 2015. The 

average capacity utilization rate in the fertilizer sector was 78% in 2015. Nitrogen fertilizers, 

including urea, ammonium nitrate and other derivatives represent a more stable segment, 

as customers use nitrogen fertilizers to sustain plant growth every season, without wide 

deviations. Potash and phosphates, two components responsible for quality and yield, have 

more volatile demand than nitrogen fertilizers. Based on the five-year forecasts of fertilizer 

producers and professional fertilizer organizations, consumption growth will remain at 1.9% 

for nitrogen (N), 1.5-3.5% for phosphorus (P2O5) and over 2.5% for potash (K2O) 

components.  

Figure 7. World fertilizer consumption, mt 100% nutrient  Figure 8. Fertilizer consumption growth forecast, % annual 
long-term global growth rate 

  

Source: IFA, UN, PhosAgro, EuroChem Source: CRU, Fertecon, IFA, PotashCorp 

Traditionally, the largest consumer has been China, the country with the world’s largest 

population. Chinese demand is c53mt in nutrient or 29% of global consumption by volume. 

The five-year CAGR for China’s fertilizer consumption is 2.3% and that is expected to 

remain unchanged.  

Figure 9. China fertilizer consumption, mt 100% nutrient 

 
Source: EuroChem, Fertecon, CRU 

Fertilizer consumption 
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Recent consumption trends 

Since 2012, global grain prices have been on a declining trend on the back of very good 

harvest yields. Weaker global economic prospects in 2014-15 did not improve the situation. 

In 2015, fertilizer consumption decreased for nitrogen (-1.5%) and phosphate (-2.4%), while 

it increased for potash (+4.1%).  

In 2016, nitrogen consumption has been strong, according to producers, supported by lower 

raw material costs and large Chinese supplies. The commissioning of new nitrogen capacity 

(CF Industries) by producers has also contributed to the negative price trend. The growing 

phosphate demand could be supplied by new capacity from Morocco and Saudi Arabia. 

Global phosphate shipments of DAP/MAP/NPS/TSP may reach 65-67mt in 2016. 

Phosphate-based fertilizer consumption is set to grow by 2% YoY in 2016, according to the 

IFA. Global potash consumption is estimated at 59-60mt KCl in 2016 compared with 60mt 

in 2015. Currency devaluations have enabled some major potash suppliers to lower costs. 

In 2017, potash shipments are expected to reach c61-64mt KCl. 

Figure 10. Global phosphate shipments, mt 
DAP/MAP/NPS/TSP 

Figure 11. Global potash shipments, mt KCl 

  

Source: Mosaic, CRU Source: Mosaic, CRU 

 

The key factors impacting fertilizer consumption and prices in 2015 and 1H16 include: 

- Crop prices, including corn, rice and wheat, which are down 14-31% since January 

2015. The weak global economic performance, concerns about growth in China 

and the high crop yields achieved in recent seasons have all affected price 

movements.   

- Stock-to-use ratios in the US remained at relatively high levels during the last 

season. 

- The sizable fertilizer price correction of over 35-50% has created an incentive for 

farmers to buy more fertilizers and maintain good soil condition and crop yields.  
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Figure 12. Grain price environment Figure 13. Grain stock-to-use ratios 

  

Source: USDA, Uralkali, Bloomberg Source: USDA, Uralkali 

 

- The oil price also creates a strong signal for soft commodities: apart from its role in 

setting raw material prices, fuel oil is an important indicator for biofuel producers. 

The very modest oil price outlook due to oil oversupply and weak global economic 

growth also creates a ceiling for soft commodities price expectations. 

- Currency devaluations in consumer countries contribute to the weakness in fertilizer 

demand and lower US dollar-denominated fertilizer prices. 

Figure 14. Performance of grain and oil prices 
since 2014 

Figure 15. Performance of currencies versus US dollar 

 
 

Source: Capital IQ  Source: Capital IQ 

 

- The liberalization of agriculture export rules in Argentina and high prices for the 

main crops in Brazil resulted in higher prices in the region in 1H16. A seasonal 

increase in MAP and DAP is expected in Brazil, Argentina and India in September-

October 2016. 

- A cap on retail prices for DAP/NPK in India is likely to support consumption in India. 

- The phosphate fertilizer price environment remains weak, with the average 6M16 

DAP price at $361/t FOB Tampa, down 24% YoY ($476/t in 6M15) due to low 

seasonal demand in India, weak market conditions and increased fertilizer supplies 

from new capacities launched in Morocco.  
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On the supply side, the fertilizer price environment is driven by the cost of production and 

the new capacities coming on stream which have the potential to change the operating 

rates in the industry and, thus, the cash costs of producers. Historically, mergers in the 

sector were an important factor in helping companies to scale their businesses and improve 

their position on the cost curve and/or to manage excess capacities. 

The ‘attractive nutrient component’ for the producers has been changing over the years. 

Ammonia and urea facilities were historically built in regions with cheap gas (the CIS, 

Trinidad, the Middle East and North Africa) and gave producers access to rather stable 

markets. Phosphate and potash components gained a premium in the form of complex 

fertilizers. In 2005-08, when the potash business reported higher EBITDA margins, 

oligopoly-type pricing power over customers and higher demand from palm oil producers, 

potash-exposed companies made strong stock market gains and an essential premium over 

nitrogen / phosphate companies. Over the last 4-5 years, the stock market trend has 

favored diversified producers with vertically-integrated structures and their own distribution 

channels. 

Three basic fertilizers – Nitrogen (N), Phosphate (P) and Potash (Kali, K), followed by Sulfur 

(S) and microelements are main ingredients required to restore soil conditions after each 

harvest. The PotashCorp table (Figure 14) shows the role, usage, and costs associated 

with each fertilizer component. 

Figure 16. Comparison of the three main fertilizer components 

Nutrient K N P 

Use - Fertilizer 

Improves root strength 
and disease resistance; 
assists water retention; 
enhances taste, color 

and texture of food 

Builds proteins and 
enzymes; speeds plant 

growth 
Aids in photosynthesis; 
speeds crop maturity 

Use - Feed  
Aids in animal growth 
and milk production 

Plays key role in animal 
growth and development 

Assists in muscle repair 
and skeletal development 

of animals 

Use - Industrial 

Used in soaps, water 
softeners, de-icers, 

drilling muds and food 
products 

Used in plastics, resins, 
adhesives and emissions 

control 

Used in soft drinks, food 
additives and metal 

treatments 
Global use of fertilizers 90% 80% 90% 
Number of major 
producing countries 11* 60 40 
Global production traded 76%KCl 11% NH3 10% P2O5 
Barriers to entry High Low-moderate Moderate 
15-year consumption 
CAGR (2000-15E) 2.8% 2.0% 1.9% 
Timeline of greenfield 
(including ramp-up) Minimum 5-7 years Minimum 3 years 3-4 years % 
Cost of greenfield 
(excluding infrastructure) 

CDN$2400 per tonne – 
Canada $1200 per tonne $2100 per tonne 

Cost of greenfield 
(including infrastructure) 

CDN$2600-3400 per 
tonne $1300-1400 per tonne $2550 per tonne 

Source: PotashCorp 

 

Greenfield projects in the fertilizer industry were a high entry barrier for smaller producers 

before 2006. Regions with historically cheap gas and large potash and phosphate deposits 

created sizable fertilizer industries (the CIS, North Africa and North America) and dominate 

global trade.  

Fertilizer supply 
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During the period of high fertilizer prices, following the increase in soft commodity prices, in 

the mid-2000s many greenfield projects were announced globally, even by industry non-

residents. Many of those projects started in 2008-12, when prices gave rather optimistic 

IRR for billion-dollar projects. Most of the potash expansion, for example, followed the 

2005-08 potash price rally from $125/t KCl in 2003 to $900/t in 2008.  

Essential shutdowns of excess capacity are expected in China, Morocco and Saudi Arabia 

in the phosphate sector and in Canada and the CIS in the potash sector by 2020. 

Figure 17. Global DAP/MAP/NPS capacity by region, mt Figure 18. Global potash capacity by region, mt KCl 

  

Source: Mosaic Source: Mosaic 

 

The phosphoric acid capacity to be added globally between 2015 and 2020 is estimated at 

4.7mt P2O5, mostly driven by capacity additions by OCP in Morocco and Ma’aden in Saudi 

Arabia.  

Figure 19. Global phosphoric acid capacity, mt P2O5 

 

Source: PhosAgro, Company data 

 

In the potash sector, essential capacity should be added by 2023, when most of the potash 

projects in Russia should be completed – 8.3mt of KCl capacity is expected to be added by 

EuroChem, 2.3mt by Acron and 3-4 mt by Uralkali. The first 2.3mt capacity might be added 

by EuroChem in 2018-19. Based on current demand forecasts, the additional capacity of 

14-15mt covers c25% of the current demand. The demand should grow by more than 4.5% 

pa to consume all of the additional volumes. 

Meanwhile, recent currency depreciation in producing countries has made projects more 

affordable. For example, a greenfield in the potash sector which benchmarked at $2bn per 
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2mt capacity in 2007 is now in a range of $450 to $1500 per ton, with the cheapest level in 

Russia. 

Figure 20. Potash greenfield capex, $/t 

 

Source: Acron, Company data 

 

In the nitrogen sector, the major net global capacity additions should be completed by 2018. 

The biggest net urea capacity should be added in 2016 and that will place pressure on urea 

prices in 2016 and probably in 2017. 

Figure 21. Total global urea capacity, mt  

 

Source: СF Industries 
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Recent supply trends 
 

- Producers are expecting good demand for nitrogen in 2017, but additional nitrogen 

supply may create pressure on global nitrogen prices. New ammonia, urea and 

UAN facilities are set to come on stream in 2H16 and 2017 (North America). Price 

pressure will lead to capacity closures by less efficient producers and decreases in 

exports. 

- There was essential oversupply on the market from Chinese producers of 

DAP/MAP in 2015, which has alleviated in 2016. Chinese exporters of nitrogen 

might reach output of 9-10mt in 2016, down from 14mt in 2015. Chinese coal-based 

producers historically have had a high cost of urea production estimated at c$320/t, 

according to industry sources. However, the average cost of Chinese producers fell 

by at least $85/t, or 26%, due to lower coal prices and other expenses. 

- China has announced a “permanent closure” of 27 urea facilities. In 2016, Chinese 

closures accounted for 7.6mt of capacity, predominantly in the anthracite lump-

based producer segment. The aggregate closures in 2014-15 were 16.6mt per year 

and 24.2mt per year during the last three years.  

- North American producers benefit from the cheap natural gas price, which is at 

$2/MMBtu, and which gives them a $97/t cash cost of urea ($120/t at $3/MMBtu of 

natural gas) and a $103-150/t margin at a price of $200-250 per ton of urea, 

according to CF Industries. 

- Low cost producers globally have also increased supply at relatively low prices, 

trying to gain market share in the phosphate and potash segments – for example, 

Belaruskali was mentioned by competitors as the lowest price taker in China in 

2Q16.  

- On the supply side, the urea price is being affected by oversupply on the global 

market following the launch of new capacities in the US and Western Africa and 

increased capacity utilization in North Africa (Egypt).  

Overall, the dominance of low-cost producers and fertilizer companies and their efforts to 

cut costs are part of a long-term trend.  

We believe several factors are important in order to build a successful fertilizer company: 

- Low cash cost of production or the flexibility to cut production costs, thus creating 

efficient processing capacities. 

- Access to the final customer and control over the distribution channel either 

through own chain or via a partnership. A large retail chain might prove a core 

competitive advantage. We see PotashCorp’s merger with Agrium, which controls a 

large retail chain, as very advantageous. The same is true for the acquisition of 

retailers in South America, North America, India and Europe by the largest 

integrated players like Mosaic, СF Industries, EuroChem and Yara International.  

- Diversification and vertical integration are two important competitive advantages 

in the global fertilizer sector. Nitrogen companies are diversifying into the complex 

fertilizer segment, launching NPK/NPS (for example, in Russia Acron and 

EuroChem acquired potash licences, UralChem and Acron acquired both 

phosphate feedstock licenses). Phosphate producers naturally opt for additional 

nitrogen capacities to increase their feedstocks. 
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- Control over large capacity and the effect of scale is an important factor for 

fertilizer producers to gain flexibility on the global markets. The merger of 

PotashCorp and Agrium is an important step towards a more flexible business 

model for the two producers and might help to better adjust their potash, nitrogen 

and phosphate production to market conditions. A more organized market with 

lesser players might be advantageous for the sector. Sole players like Belaruskali 

or Silvinit, before the merger with Uralkali, place pressure on prices. 

The consolidation efforts in the chemical sector over the last two years demonstrate that 

companies are looking for scale, better distribution, capacity optimization and market power 

to create higher-margin business combinations. 

Figure 22. Selected M&A and business combinations in the chemical/fertilizer sector 

Announced 
date 

Target Buyer Sellers Size, $mn 

12.09.2016 Agrium Inc. (TSX:AGU) 
Potash Corporation of 
Saskatchewan Inc. 
(TSX:POT) 

The Toronto-Dominion Bank 
(TSX:TD) 

18,635 

03.02.2016 Syngenta AG (SWX:SYNN) 
China National Chemical 
Corporation 

BlackRock, Inc. (NYSE:BLK) 46,506 

18.05.2016 
Monsanto Company 
(NYSE:MON) 

Bayer AG (DB:BAYN) Group of investors 66,540 

15.04.2014 

Archer Daniels Midland 
Company, Fertilizer 
Distribution Business in 
Brazil and Paraguay 

The Mosaic Company 
(NYSE:MOS) 

Archer-Daniels-Midland 
Company (NYSE:ADM) 

200 

06.07.2016 Fertilizantes Tocantins Ltda EuroChem Group AG  n/a   

01.07.2015 
GrowHow UK Group Limited 
(CF Fertilizers UK Group 
Limited) 

CF Industries Holdings, 
Inc. (NYSE:CF) 

Yara UK Limited 580 

11.12.2015 
E. I. du Pont de Nemours 
and Company (NYSE:DD) 

The Dow Chemical 
Company (NYSE:DOW) 

Trian Fund Management, 
L.P. 

72,834.72 

Source: Capital IQ 
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The customers of fertilizer companies are becoming more and more sophisticated and 

applying different types and grades of fertilizers to different soils and crops. Premium 

markets, which pay a good premium over the nutrients for special grade fertilizer, require a 

detailed approach. The booming investments by fertilizer companies into distribution 

infrastructure, warehouses and representative offices are a logical reaction. In 2016, 

several large fertilizer holdings announced the acquisition of fertilizer retailers in Latin 

America (EuroChem, Mosaic), India (Yara), the US (EuroChem), the EU (CF), and other 

markets. The largest Russian holdings such as EuroChem, PhosAgro, Acron and UralChem 

are gradually moving towards their own distribution networks from bulk trading, in particular 

for complex NPK/NPS fertilizers. The EBITDA dynamics in 1H16 versus 1H15 demonstrate 

that large retailers like Yara and Agrium reported more stable financial results than other 

producers in the fertilizer sector. 

Figure 23. EBITDA of selected fertilizer producers in 1H16 vs 
1H15, $mn 

Figure 24. EBITDA change 1H16 vs1H15, % 

  

Source: Company data Source: Company data 
  

Figure 25. Revenue ($mn) in 1H16, 1H15 and EBITDA 
margin in 1H16 of selected fertilizer companies 

Figure 26. Comparison of EBITDA and capex changes 
in 1H16 over 1H15, % 

  

Source: Company data, Hypothesis Research estimates Source: Company data, Hypothesis Research estimates 

 

Fertilizer companies continue to expand capacity which is reflected in the capex figures for 

1H16. Some producers, like СF Industries, are close to completing their projects but others 

Industry comparisons 



12 October 2016  Fertilizers Hypothesis Research 

 

 
 
 
 
 
 
 

 
14 

will require another 3-5 years to reach completion (e.g. the potash projects of Uralkali, 

EuroChem, and Acron). 

The positive 2015 share price performances of Acron and Uralkali reflect ruble devaluation 

for ruble-quoted share prices. High exposure to feedstock prices led to the stocks of Yara 

and CF Industries both losing over 30% YTD.  

Figure 27. Share price performance of selected fertilizer companies in 2015 and 2016 YTD 

 

Source: Capital IQ 

 

The relatively low comparison multiples of Russian producers Acron and PhosAgro reflect 

country-related risks associated with sanctions and a weak domestic market. Taking into 

account the large share of exports (over 50%) and ruble devaluation versus the US dollar, 

Russian producers look very attractive, even assuming flat fertilizer prices, as cash 

generation and dividend payouts remain healthy. 

 

Figure 28. EV/EBITDA’17 for selected fertilizer 
producers 

Figure 29. P/E’17 for selected fertilizer producers 

  

Source: Capital IQ Source: Capital IQ 
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Cautious demand for fertilizers from farmers, as well as price corrections for oil, gas, coal 

and other feedstocks, and currency weakness in both customer and producer countries 

have all contributed to weakening fertilizer prices globally. In 1H16, prices for ammonia, 

urea, DAP and potash supplied from the Baltic Sea and the Black Sea fell by 34%, 27%, 

24% and 22% YoY, respectively. Taking into account the essentially reduced deliveries 

from China year-to-date relative to the same period in 2015 (down 20-35% for urea, 

DAP/MAP), prices now appear to have found a floor. Grain prices, at the same time, fell to a 

lesser degree than fertilizer prices, supporting the view that demand for fertilizers might 

increase slightly in 2017. However, excess supply due to new capacities of 

ammonia/urea/NPK coming on stream globally in 2016-17 is likely to place pressure on 

prices. Based on a relatively flat oil price forecast, in a range of $45-50/bbl, we do not 

expect essential fertilizer prices to recover in the coming 12 months. However, we believe 

the fertilizer market will balance, at least for phosphorus and nitrogen fertilizers during 

2016-17 and we might see a recovery in prices during 2017. The Potash market might 

come under pressure due to the “volume-over-price” strategy of some suppliers 

(Belaruskali) and new capacity that should come into operation in Russia in 2017-18. 

Figure 30. Performance of fertilizer prices in 1H16 versus 1H15, $/t FOB Baltic and FOB 
Yuzhny. 

 

Source: PhosAgro, EuroChem, Acron data 

In the phosphate-based fertilizer segment there are several specific factors influencing the 

price for DAP/MAP.  

 The most important factor in 2015 and partially in 2016 has been the volume of 

Chinese exports. China accounted for 37% of global DAP/MAP/TSP trade, which 

amounted 13.2mt P2O5, in 2015 – compared with 15% by North America, 12% by 

Morocco and 12% by the CIS.  

 New capacities are coming on stream in Morocco and Saudi Arabia (new expansion at 

Ma’aden, JV of Mosaic, Sabic and SAMC). Those capacities are expected to be in 

operation by 2020. The closure of capacities in China and the US are expected to 

amount to 3.8mt P2O5 by 2020 and that should balance the market. 

 Despite the weak price environment, an analysis of capex demonstrates that the 

largest fertilizer companies are continuing to expand capacity (EuroChem, СА 

Industries, Yara, Mosaic and Uralkali all increased capex YoY in 1H16). The Ma’aden 

project, with an estimated investment of $8bn to build phosphate and nitrogen 

capacities in Saudi Arabia is being financed by Mosaic (25%), Sabic and SAMC, is on 

schedule. These companies are on track to keep their market share and/or to win new 

Fertilizer prices 
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markets. This confirms the view that current margins are good enough – and coupled 

with prevailing expectations for a market recovery – to fund expansion. However, once 

the advanced stages of the current projects are complete, we can expect the market to 

quickly balance over the course of 2017-18. 

We looked at average realized prices of fertilizer producers. The ‘price map’ vary essentially 

depending on the market (North America versus Eastern Europe) and producer’s 

participation in trading vehicles (like Canpotex for Agrium potash sales).  

Figure 31. Fertilizer price map 

 

Source: Companies reports, *) Uralkali 1H16 price 

 

Our fertilizer price forecast is presented below. We base our forecast on the historical price 

per 100% nutrient, with urea, DAP and potash as the benchmarks for N, P and K 

components, and flat oil price dynamics within a range of $47-53/bbl. We believe that the 

prices seen in 2Q16 are close to a floor and some recovery can be expected to be seen 

during the course of 2017. The base-case forecast looks conservative to us, taking into 

account the sharp drop in urea and potash price levels in 1H16.  

Figure 32. Benchmark fertilizer price forecast, $/t (FOB Baltic and FOB Yuzhny) 
Base case 2010 2011 2012 2013 2014 2015 2016E 2017E 2018E 2019E 2020E 
DAP 391 584 535 452 514 462 356 377 398 414 431 
Urea 258 385 376 327 313 277 194 206 220 229 241 
Potash 353 450 420 347 300 300 188 216 238 257 275 

Pessimistic 
case 2010 2011 2012 2013 2014 2015 2016E 2017E 2018E 2019E 2020E 
DAP 391 584 535 452 514 462 356 340 346 355 365 
Urea 258 385 376 327 313 277 194 189 190 194 198 
Potash 353 450 420 347 300 300 188 188 194 198 201 

Optimistic 
case 2010 2011 2012 2013 2014 2015 2016E 2017E 2018E 2019E 2020E 
DAP 391 584 535 452 514 462 356 401 435 456 476 
Urea 258 385 376 327 313 277 194 224 246 258 263 
Potash 353 450 420 347 300 300 188 235 263 290 318 

Source: Companies data, Hypothesis Research estimates 
 

The strong demand from Brazil and Argentina for fertilizers this year will likely remain in 

place for 2017, supported by growing demand from India. The potential risk of oversupply 

from the new capacity is priced in, at least partially. Chinese supply remains the main 

variable but the current low price levels and the drop in Chinese exports during 2016 might 

indicate the final permanent closures of capacity in China. We believe the industry is 

balancing at its price bottom now and has a solid medium-term investment case which is 

supported by the long-term consumption growth trend. 
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