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D of the

decline roi

renewed decline in crude oil prices and

China’s slowing economy and devalu-

atidn of the yuan are heightening the
uncertainty facing global chemical matkets
in the second half., .

The recent drop in crude oil prices will
have a near-term impact on basic chemical
and plastics demand, with buyers pausing to
assess whether the fall means mean “lower
prices tomorrow” in theirrespective markets,
says Mark Eramo, global business develop-

ment v.p. with THS Chemical. “Ultimately, -
the impact on shortterm demand will

depend on inventory levels. The pause in
demand will enable a lowering of inventory,
and to the extent that inventory levels are
relatively low, given limited time to restock
since the last downward dip in crude prices,
the demand we see in markets will be directly
related to real demand,” Eramo says.

The period between late summer and the

holidays typically brings a surge in demand
for consumer goods. Ifunderlying GDP holds,
“the pause may not last too long before real
demand forces buyers back into the markets,”
Eramo says. “Bottom line, we are expecting a
pause in demand, a lowering of any inventory
in the system, and lower prices in the near
term until crude ofl prices stabilize.”

Price impact

The impact is showing up in petrochemical
prices. Some European September ethyl-
ene settlements were reported last week at
€945/m.t. ($1,063), down 9% from August
levels, “We expect that European [polyethyl-
ene] and [polypropylenej prices in September
will move down by at least the drop in the
feedstock costs, but buyers will be pushing
for evenmore,” says Mike Smith, v.p./Europe,
Mideast, and Africa for THS Chemical. “After
the restocking mode in the first half of the
year, we are now fitmly in the destock-
ing mode. In some ways, 2015 seems to be a
repeat of 2014." :

Lower crude could delay
second US wave

The longer-term implications of low oil
depend on how quickly prices recover, says
Don Bari, v.p./technology and analytics at
IHS Chemical and one of the authors of a
new study, Crude Oil Turmoil and the Global

China uncer’tainty, crude
chemical markets

VOLATILE MARKETS: Grude declinesand concern
about Ching’s economy weigh on second-haif prospects.

Fmpact on Petrochemicals Special Report. Based

“on examples from the past four decades, the

report models short-, medium-, andlong-term
price recoveries and analyzes their potential
impact on each petrochemical chain.

“0il price volatility is creating a night
mare for companies planninginvestments,”
Bari says. “The long-term recovery case,
should it come to fruition, has the most sig-
nificant implications for the market. Since
oil dynamics drive marginal production cost
and price-setting mechanisms for many
chemicals, plastics, and fibers, a prolonged oil
price recovery could diminish the feedstock
advantage of ethane relative to a more cost-
competitive naphtha.”

)) Many gl.obél supply -

~chains would feel-impact of
significant slowdown. <«

If crudé oil prices do not recover within
five years, the second wave of new ethane
crackers in North America will likely be post-
poned to 2025. The result would be tighter
ethylene supply and higher profitability for
naphtha-based producers in Europe and Asia.
Assuming a long-term recovery, ethylene
demand would grow at an average annual rate
of 4.5% during 2015-20, and capacity would
grow just over 3%, IHS Chemical says. During
2020-25, ethylene demand would grow at an
average annual rate of 4%, and capacity would
grow under 1%. The result would be severe
supply shortages similar to those of the late
1980s, Bari says.

For ethylene producers in Europe and Asia,
along-term recovery in the price of oil would
be a great boon. Naphtha crackers would run

athighrates, theirmargins wouldstrengthen,
and more naphtha crackers would be built in
China and other emerging economies, THS
Chemical says. '

China at ‘epicenter’
of chemical demand

Tn China, mednwhile, the yuan devaluation
reflects the downward trend of the country’s
economy. China is at the “epicenter” of the
supply/demand balance in most basic chemi-
cal, fibers and plastics markets, Eramo says.
“Ifthere is a significant slowdown in demand
fok China, then many global supply chains
that are ultimately supplying the manufac-
turing machine in China will feel it, resulting
in lower operating rates and lower prices.”

Eramosaysitistoo earlytomakeacallonthe
long-term impact of developments in China.
“There is tremendous momentum built up in
various supply chains around the world that
rely on manufacturing in China for durable
and nondurable goods and this willnot change

. Ina short period of time,” he says.

Assessments of long-term growth in China
must consider changes in government pol-
icy that attempt to balance market-driven
growth with historical controls as well as
changes in the balance between domestic
and export demand growth, Eramo adds.
“Overall, we remain positive on long-term
demand growth for chemicals, fibers and
plastics in China, as its already sizable econ-
omy continues to expand and the appetite
for durable and nondurable goods grows
accordingly.”

A weaker yuan makes China’s Iimports
of energy and raw materials more expen-

" sive, but the low-oil price is 2 more material

issue for the petrochemical industry. “China
is significant as a net buyer of energy, and
a weaker currency will not spur demand
growth in this globally significant market,”
says Roger Green, senior director/consulting
at THS Chemical, Currency effects balance
out, “There’s an element of indifference in
Chinese industrial consumers, with higher-
cost raw materials being offset by higher
sales value [in yuan terms],” Gieen says.
“There will be pockets of the petrocherical
market where Chinese surpluses will apply
downward pressure on pricing, such as in
purified terephthalic acid—one of the few
petrochemicals where China is in surplus.-
A modest uplift to competitiveness will of
course strengthen the export position of
China.” —CLAY BOSWELL

AND FRANCINIA PROTTI-ALVAREZ
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atidn of the yuan are heightening the
uncertainty facing global chemical markets
in the second half. .

The recent drop in crude oil prices will
have a near-term impact on basic chemical
and plastics demand, with buyers pausing to
assess whether the fall means mean “lower
prices tomorrow” in their respective markets,
says Mark Eramo, global business develop-

ment v.p. with THS Chemical. “Ultimately, -
the impact on shortterm demand will

depend on inventory levels. The pause in
demand will enable a lowering of inventory,
and to the extent that inventory levels are
relatively low, given limited time to restock
since the last downward dip in crude prices,
the demand we see in markets willbe directly
related to real demand,” Eramo says.

The period between late summer and the

holidays typically brings a surge in demand
for consumer goods. If underlying GDP holds,
“the pause may not last too long before real
demand forces buyersback into the markets,”
Eramo says. “Bottom line, we are expecting a
pause in demand, a lowering of any inventory
in the system, and lower prices in the near
term until crude oil prices stabilize.”

Price impact

The impact is showing up in petrochemical
prices. Some European September ethyl-
ene settlements were reported last week at
€945/m.t, ($1,063), down 9% from August
levels, “We expect that European [polyethyl-
ene] and [polypropylene] prices in September
will move down by at least the drop in the
feedstock costs, but buyers will be pushing
for even more,” says Mike Smith, v.p./Europe,
Mideast, and Africa for THS Chemical. “After
the restocking mode in the first haif of the
year, we are now firmly in the destock-
ing mode. In SOme Ways, 2015 seerns tobea
repeat of 2014.”

Lower crude could delay
second US wave

The longer-term implications of low oil
depend on how quickly prices recover, says
Don Bari, v.p./technology and analytics at
IHS Chemical and one of the authors of a
new study, Crude Oil Turmoil and the Global
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VOLATILE MARKETS: Crude declines and concern
about Ching’s economy weigh on second-haif prospects.

Fmpact on Petrochemicals Special Report. Based
on examples from the past four decades, the
report modelsshort-, medium-, and long-term
price recoveries and analyzes their potential
impact on each petrochemical chain.

“0il price volatility is creating a night-
mare for companies planning investments,”
Bari says. “The long-term recovery case,
should it come to fruition, has the most sig-
nificant implications for the market. Since
oil dynamics drive marginal production cost
and price-setting mechanisms for many
chemicals, plastics, and fibers, a prolonged oil
price recovery could diminish the feedstock
advantage of ethane relative to a more cost-
competitive naphtha.”
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If crudé oil prices do not recover within
five years, the second wave of new ethane

crackers in North America will likely be post- -

poned to 2025. The result would be tighter
ethylene supply and higher profitability for
naphtha-based producers in Europe and Asia.
Assuming a long-term recovexy, ethylene
demand would grow at an average annual rate
of 4.5% during 2015-20, and capacity would
grow just over 3%, 1HS Chemical says. During
2020-25, ethylene demand would grow at an
average annual rate of 4%, and capacity would
grow under 1%. The result would be severe
supply shortages similar to those of the late
19808, Bari says.

For ethylene producers in Europe and Asia,
along-term recovery in the price of oil would
be a great boon. Naphtha crackers would run
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at highrates, their margins would strengthen,
and more naphtha crackers would be built in
China and other emerging economies, IHS
Chemical says. '

China at ‘epicenter’
of chemical demand

Tn China, mednwhile, the yuan devaluation
reflects the downward trend of the country’s
economy. China is at the “epicenter” of the
supply/demand balance in most basic chemi-
cal, fibers and plastics markets, Eramo says.
“Ifthere is a significant slowdown in demand
for China, then many global supply chains
that are ultimately supplying the manufac-
turing machine in China will feel it, resulting
in lower operating rates and lower prices.”

Bramo saysitistoo early tomakeacall onthe
long-term impact of developments in China.
“There is tremendous momentum built up in
various supply chains around the world that
rely on manufacturing in China for durable
and nondurable goods and this will not change

. ina short period of time,” he says.

Assessments of long-term growth in China
must consider changes in government pol-
icy that attempt to balance market-driven
growth with historical controls as well as
changes in the balance between domestic
and export demand growth, Eramo adds.
“Overall, we remain positive on long-term
demand growth for chemicals, fibers and
plastics in China, as its already sizable econ-
omy continues to expand and the appetite
for durable and nondurable goods grows
accordingly.”

A weaker yuan makes China’s imports
of energy and raw materials more expen-

" sive, but the low-oil price is a more material

issue for the petrochemical industry. “China
is significant as a net buyer of eneigy, and
a weaker currency will not spur demand
growth in this globally significant market,”
says Roger Green, senijor director/consulting
at THS Chemical. Currency effects balance
out. “There’s an element of indifference in
Chinese industrial consumers, with higher-
cost raw materials being offset by higher
sales value [in yuan terms],” Green says.
“There will be pockets of the petrochemical
market where Chinese surpluses will apply
downward pressure on pricing, such as in
purified terephthalic acid—one of the few
petrochemicals where China is in surplus.-
A modest uplift to competitiveness will of
course strengthen the export position of
China.” —CLAY BOSWELL

AND FRANGINIA PROTTI-ALVAREZ
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atidn of the yuan are heightening the
uncertainty facing global chemical markets
in the second half. .

The recent drop in crude oil prices will
have a near-term impact on basic chemical
and plastics demand, with buyers pausing to
assess whether the full means mean “lower
prices tomorrow” in their respective markets,
says Mark Eramo, global business develop-

ment v.p. with THS Chemical. “Ultimately, -
the impact on shortterm demand will

depend on inventory levels. The pause in
demand will enable a lowering of inventory,
and to the extent that inventory levels are
relatively low, given limited time to restock
since the last downward dip in crude prices,
the demand we see in markets willbe directly
related to real demand,” Eramo says.

The period between late summer and the

holidays typically brings a surge in demand
for consumer goods. Ifunderlying GDP holds,
“the pause may not last too long before real
demand forces buyers back into the markets,”
Eramo says. “Bottom line, we are expecting a
pause in demand, a lowering of any inventory
in the system, and lower prices in the near
term until crude oil prices stabilize.”

Price impact

The impact is showing up in petrochemical
prices. Some European September ethyl-
ene settlements were reported last week at
€945/m.t. ($1,063), down 9% from August
levels, “We expect that European [polyethyl-
ene] and [polypropylene] prices in September
will move down by at least the drop In the
feedstock costs, but buyers will be pushing
for even more,” says Mike Smith, v.p./Europe,
Mideast, and Africa for THS Chemical, “After
the restocking mode in the fixst half of the
year, we are now fitmly in the destock-
ing mode. In some ways, 2015 seems to be a
repeat of 2014.” :

Lower crude could delay
second US wave

The longer-term implications of low oil
depend on how quickly prices recover, says
Don Bari, v.p./technology and analytics at
IHS Chemical and one of the authors of a
new study, Crude Oil Turmoil and the Global

PEITRIA

China uncer’tainty, crude
chemical markets

e AEWRAY
i

VOLATILE MARKETS: Crude declines and concern
about Ching’s economy weigh on second-half prospects.

Impact on Petrochemicals Special Report. Based
on examples from the past four decades, the
report modelsshort-, medium-, and long-term
price recoveries and analyzes their potential
impact on each petrochemical chain.

“0Oil price volatility is creating a night-
mare for companies planninginvestments,”
Bari says. “The long-term recovery case,
should it come to fruition, has the most sig-
nificant implications for the market. Since
oil dynamics drive marginal production cost
and price-setting mechanisms for many
chemicals, plastics, and fibers, a prolonged oil
price recovery could diminish the feedstock
advantage of ethane relative to a more cost-
competitive naphtha.”

) Many global supply o
--chains would feel impact of .
significant slowdown. <.

If crudé oil prices do not recover within
five years, the second wave of new ethane

crackers in North America will likely be post- -

poned to 2025. The result would be tighter
ethylene supply and higher profitability for
naphtha-based producers in Europe and Asia.
Assuming a long-term recovexy, ethylene
demand would grow at an average annual rate
of 4.5% during 2015-20, and capacity would
grow just over 3%, 1HS Chemical says. During
2020-25, ethylene demand would grow at an
average annual rate of 4%, and capacity would
grow under 1%. The result would be severe
supply shortages similar to those of the late
1980s, Bari says.

For ethylene producers in Europe and Asia,
along-term recovery in the price of oil would
be a great boon. Naphtha crackers would run
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athigh rates, their margins would strengthen,
and more naphtha crackers would be built in
China and other emerging economies, THS
Chemical says. '

China at ‘epicenter’
of chemical demand

In China, mednwhile, the yuan devaluation
reflects the downward trend of the country’s
economy. China is at the “epicenter” of the
supply/demand balance in most basic chemi-
cal, fibers and plastics markets, Eramo says.
“Ifthere is a significant slowdown in demand
for China, then many global supply chains
that are ultimately supplying the manufac-
turing machine in China will feel it, resulting
inlower operating rates and lower prices.”

Bramo saysitistoo early tomakeacall onthe
long-term impact of developments in China.
“There is tremendous moementum built up in
various supply chains around the world that
rely on manufacturing in China for durable
and nondurable goods and this will not change

. inashort period of time,” he says.

Assessments of long-term growth in China
must consider changes in government pol-
icy that attempt to balance market-driven
growth with historical controls as well as
changes in the balance between domestic
and export demand growth, Eramo adds.
“Overall, we remain positive on long-term
demand growth for chemicals, fibers and
plastics in China, as its already sizable econ-
omy continues to expand and the appetite
for durable and nondurable goods grows
accordingly.”

A wealker yuan makes China’s imports
of energy and raw materials more expen-

" sive, but the low-oil price is a more material

issue for the petrochemical industry. “China
is significant as a net buyer of eneigy, and
a weaker currency wiil not spur demand
growth in this globally significant market,”
says Roger Green, senior director/consulting
at THS Chemical. Currency effects balance
out, “There’s an element of indifference in
Chinese industrial consumers, with higher-
cost raw materials being offset by higher
sales value [in yuan terms],” Green says.
“There will be pockets of the petrochemical
market where Chinese surpluses will apply
downward pressure on pricing, such as in
purified terephthalic acid—one of the few
petrochemicals where China is in surplus.-
A modest uplift to competitiveness will of
course strengthen the export position of
China.” —CLAY BOSWELL

AND FRANCINIA PROTTI-ALVAREZ
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