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T esTING times for the global petrochemi-
cal industry indeed! 

Global petrochemical markets have 
undergone complete transformation with-
in a year. early in 2008, the world was 

abuzz with growth, shortage of skilled manpower 
and contractors unable to handle the ever increasing 
numbers of contracts. Many were declining even to 
bid, as their ability already was overstretched.

And this was not something particular to this part 
of the world. Throughout the world, it was the same. 
And as far as the petrochemical industry was con-
cerned, this region was of specific mention. With 
tremendous feedstock advantage saudi Arabia and 
the Middle east represented the shining star on the 
horizon. 

Meltdown Impact
That was a different era. Things are difficult today. 
And the petrochemical industry is faced with a twin 

down turn. every one concedes, this is a cyclical 
business and everyone was anticipating this to be a 
through period. With new supplies coming, espe-
cially from this part of the world, there was already a 
realization that bad times were approaching. But 
none had anticipated the magnitude of the problem 
the industry is faced with today.

The world is in deep recession, if not in depres-
sion, as some are clamoring today. Global consump-
tion is going down for virtually everything. And petro-
chemicals are the first thing to get a hit in the circum-
stances.

Two segments which have received a major hit, 
especially in the us, in the current global economic 
meltdown, are housing and the car industry. In fact 
us is the largest consumer of plastics in the world 
but the meltdown is severely impacting consump-
tion. Incidentally both the segments are among the 
major consumers of plastics too.

The housing markets in the us are definitely in 
doldrums most now agree. But the malaise is not 
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When most of the European petrochemical companies are affected by financial 

crisis, Saudi companies are least affected. Saudi petrochemical companies mostly 

rely on raw materials that abound within the country at cheaper rates. Saudi 

companies are only affected mainly in the form of a sudden fall in the prices  

of petrochemical products. Still, they are better placed and all set to take advantage 

of the fall-out of the global meltdown
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limited to the united states only. In 
fact our next door neighbor Dubai 
has also been badly hit by the 
emerging crisis, with a number of 
projects put on hold. even in Abu 
Dhabi there are now questions that 
some projects may be postponed, 
if not out rightly cancelled.  

All this is bound to impact the 
petrochemicals markets. According 
to some estimates, each new house 
under construction consumes 
roughly $16,000 worth of petro-
chemical products. And since from 
bumper to dash boards, a large 
number of car components are 
made up of one petrochemical or 
the other, it is assumed that each 
new car consumes roughly $2,500 
worth of petrochemical products. 
Now with both these sectors in dol-
drums, at the global level, consump-
tion of petrochemicals is bound to 
be hit and in fact hit badly.       

Already the consumption of 
petrochemicals in China, the chief 
contributor to the recent bull run, is 
going down sharply. In fact during 
a recent visit, there were already 
indications of the sharp downturn, 
with a number of household toy 
units closing down. And toys have 
been using a considerable portion 
of plastics too. With job losses and 
economic meltdown, the consump-
tion of toys was bound to go down. 
Plastic consumption thus took a 
major hit there too and this when 
paired with additional new supplies 
appearing on stream - a recipe of 
disaster indeed.  

And the results could be seen 
at a global level. Major western 
petrochemical companies are 
already finding the going difficult. 
In Dec. 2008, the us' Ineos was 
given a debt covenant waiver by its 
creditors. It ended the year with 
$9.75 billion in debt after writing 
down the value of its inventory by 
more than $1.5 billion in the  
fourth quarter of the year. The 
Netherlands-based LyondellBasell 

announced at the beginning of the 
year that the company's us opera-
tions and one of its european divi-
sions had filed for bankruptcy pro-
tection. Tough trading conditions in 
the fourth quarter had left the com-
pany incapable of servicing its 
debt, which is thought to total  
about $26 billion, LyondellBasell 
conceded.

Dow, the second-largest chem-
icals company in the world, is also 
struggling after the collapse of its 
$17.4 billion K-Dow joint venture 
with Kuwait's Petroleum Industries 
Company (PIC). It is said, DoW 
executives had pinned their plans 
for the year on this cash flow from 
PIC. However, when the Kuwaiti 
parliament voted in favor of abro-
gating the arrangements with Dow, 
all the plans went topsy-turvy. The 
$9 billion payment it was due to 
receive from PIC as part of the 
deal would have helped it acquire 
us specialist chemicals maker 
Rohm & Haas, and the loss of the 
payment means Dow's financial 
and strategic feedstock position is 
increasingly precarious.

Added with the already chaotic 
market conditions, this is definitely 
a nasty development for DoW and 
it would take it some time to wrig-
gle out of the mess, analysts 
understand and concede.

Region to Benefit
Regional companies have also 
been deeply impacted by the 
emerging market scenario. The 
slump in crude oil prices during the 
fourth quarter totally reversed the 
outlook for petrochemical sector, 
resulting in the regional petro-
chemicals companies starting to 
feel the heat in a big way. sABIC 
the saudi giant has definitely been 
hit too, none can deny. Yet while its 
compatriots in the top league were 
mostly reported in red in Q408, 
sABIC still managed to make some 
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profits. And this is no mean a suc-
cess!

saudi Arabian Basic Industries 
(sABIC), the Gulf's largest com-
pany by market value, posted a 
worse than expected 95.5 percent 
fall in fourth-quarter net profit. The 
huge drop in net profits was blamed 
on global woes. sABIC made 
sR311 million ($82.9 million) in the 
three months to Dec. 31 down from 
the sR6.87 billion it made a year-
earlier.

"The sharp decrease in fourth-
quarter earnings is generally due 
to a decline in demand on petro-
chemical products and metals 
because of the economic reces-
sion ... and to the credit crisis," a 
sABIC announcement said.

An earlier Reuters survey of 
analysts had projected sABIC's 
fourth quarter earnings ranging 
from 3.6 billion riyals to 6.36 billion 
riyals. However, the final picture 
indicated the deep level of hit even 
a company of the magnitude and 
resilience of sABIC got from the 
markets. Although a considerable 
portion of sABIC’s weak results 
was owed to the deep downturn in 
steel business, yet petrochemicals 
also have to take up a portion of 
the blame for the steep downslide 
in profits. It was revealed that 
sABIC europe has been operating 
polymer plants at reduced capacity 
because of weak demand for the 
last few months. “one of our three 
crackers – a 600,000 MT/ year unit 
at Geleen, the Netherlands – is 
down and our polymer plants are 
running on about 75 percent 
capacities,” Mr. Boy Litjens, the 
Ceo of sABIC europe said in 
December. 

Already about 10 of Western 
europe’s 44 crackers were not 
operating late November, appar-

ently due to the lack in demand, 
analysts then said.   

Price Change
And the consequences of this 
weaker result are starting to impact 
the supply chain too. sABIC is now 
attempting hard to bring down pric-
es of its supplies. Vendors supply-
ing additives, chemicals and equip-
ments suggest that in the current 
circumstances, sABIC is driving a 
hard bargain out of them. Various 
negotiations are now entering a 
third phase, with the vendors being 
asked a third time, to re-quote. ‘We 
have never seen such a scenario 
in negotiations with sABIC. The 
times have definitely changed, 
However, it is getting difficult for us 
to redo the prices again and again,’ 
admitted a senior private sector 
business executive who has been 
dealing with sABIC for more than 
decade now.   

even the state giant Aramco is 
re-negotiating some of the con-
tracts with the vendors in order to 
bring the prices down.  

In the meantime, saudi Arabia's 
Rabigh Refining and Petrochemical 
Company (PetroRabigh) has also 
announced fourth-quarter losses 
rising 359 percent, to sR903 mil-
lion ($240.8 million) in the three 

months to December 31, partly due 
to a decline in prices and demand 
for petroleum products.

The company said its opera-
tional losses stood at sR907 mil-
lion in the same period.

The $10.3 billion refining and 
petrochemical joint venture bet- 
ween saudi Aramco and sumitomo 
Chemical of Japan started partial 
operation of its facilities in the 
fourth quarter of 2008. It has said it 
would delay to the first quarter of 
2009 the commercial launch of 
operations.

But despite the comparatively 
weak industry results, in saudi 
Arabia as is elsewhere in the world, 
there is silver lining to this entire 
scenario too. The saudi petro-
chemical companies are definitely 
the least affected by the current 
global economic meltdown, most 
analysts now concede. The tre-
mendous feedstock advantage the 
saudi and the regional petrochem-
ical companies enjoy coupled with 
still greater access to financing as 
compared to their western com-
petitors and lower levels of debt 
mean they are increasingly in a 
position to benefit from the global 
financial crisis, analysts are now 
increasingly underlining. 
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In fact with the PIC-Dow 
arrangement now off board, there 
have been some hints that the 
company could be looking towards 
saudi companies to bail it out from 
the imbroglio, although everyone 
agrees, that the term of any joint 
venture could not be that attractive 
for DoW as was the deal with PIC, 
Kuwait. Following PIC's cancella-
tion of the K-Dow joint venture, Mr. 
Andrew Liveris, chairman and chief 
executive officer of Dow, said his 
company was pursuing other 
options in the region. "Prior to sign-
ing the definitive agreement with 
our Kuwaiti partners about the 
K-Dow joint venture, we had other 
options and partners to consider," 
Mr. Liveris said in a statement 
issued on 6 January.

firms to increase their market share 
because they can continue to make 
a profit at prices far lower than 
producers elsewhere in the world. 
Due to the inherent strengths of 
the industry in the Kingdom, the 
saudi petrochemical companies 
could be poised to make an aggres-
sive entry into foreign markets at 
the expense of their counterparts 
in europe.

Most of the Western petro-
chemical companies are affected 
by the financial crisis. Moreover, 
these companies are paying a 
higher price for feedstock. In fact 
saudi companies enjoy a rare 
advantage not only in ethane, the 
feedstock of choice which is now 
limited in supply, but also in LPG 
and Naptha feedstock too. Although 
one has to concede that the advan-
tage in these other feedstock is not 
that great as is with ethane based 
feedstock. Yet the fact remains that 
not much ethane is now available 
for allocation to the new and 
upcoming plants in the Kingdom.  

"This enhances competitive-
ness of saudi petrochemical com-
panies in the global market. These 
companies have the potential to 
pose stiff competition to petro-
chemical companies, affected by 
the financial crisis, in several coun-
tries across the world," Mr. saleh 
Al Nuzha, President of the saudi 
Petrochemical Manufacturing 
Company, recently told a confer-
ence here in Dammam. 

In his presentation he argued 
that most of the petrochemical 
companies outside the Kingdom 
are importing primary raw materi-
als at much higher global prices. 
Therefore, these companies do not 
have as much competitiveness as 
their saudi counterparts, thanks to 
the availability of raw materials in 
abundance.

Mr. Al Nuzha, also stressed on 

the fact that the saudi petrochemi-
cal companies now enjoy sound 
technical capabilities, operational 
efficiency and productive, having 
access to highly advanced technol-
ogy and production techniques.

Though he agreed that saudi 
petrochemical companies were 
also affected by the global financial 
crisis, yet he insisted "this was 
mainly due to the sudden fall in the 
prices of petrochemical products. 
The prices plummeted by 50 per 
cent within a short span of 30 
days," he reminded; consequently 
he said most of the petrochemical 
companies in the Kingdom suf-
fered net losses in the last quarter 
of 2008. 

"The magnitude of the crisis 
could not be predicted since the 
prices of petrochemical products 
are plummeting worldwide," said 
Mr. sulaiman Bin Mohammad Al 
Mindeel, Managing Director of the 
saudi Industrial Investment Group.

speaking on the topic of the 
"Future of saudi Petrochemicals in 
the Wake of the Global Financial 
Crisis" at the Riyadh Chamber of 
Commerce and Industry recently, 
Mr. Al Mindeel noted that whenever 
prices of crude oil increased, prices 
of natural gas also shot up. 
However, the prices of petrochemi-
cals failed to respond accordingly. 
According to Mr. Al Mindeel, there 
will be huge growth in the regional 
production of ethylene this year, 
especially in saudi Arabia and 
Iran. 

"As industrial investor, this is a 
factor of greater significance for 
us," he said, observing that saudi 
Arabia and China will be the world's 
major players in the petrochemical 
industry over the next three years.

Another speaker at the confer-
ence in Dammam, Mr. Taha Al 
Balwi, was hence quoted as urging 
the saudi petrochemical compa-
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"some of these discussions 
were active as recently as 
November 2008, and we have 
already been contacted by other 
interested parties and have begun 
discussions. This can be done on 
an accelerated timeline, due to the 
considerable groundwork that has 
already been established in antici-
pation of the K-Dow joint venture."

Local Firms Gain 
There definitely seems to be an 
opportunity for local petrochemical 
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nies to take advantage of global 
downturn. "Due to failure to cope 
with the crisis, several petrochemi-
cal factories have been shut down 
in various parts of the world. saudi 
companies can make an aggres-
sive entry into those countries," he 
said adding that us petrochemical 
companies were the worst victims 
of the crisis.

Market observers do agree that 
in such an environment, saudi and 
the regional petrochemical firms 
are in a strong position to take 
advantage of their competitors' 
weaknesses. The question is 
whether they will do so and how. 
"We will see companies go (out  
of business)" says Mr. John 
sfakianakis, chief economist at 
saudi bank sabb. "The likes of 
sABIC will be able to stay above 
the water. This is a chance to 
showcase its advantages. It is the 
lowest-cost commodity producer in 
the world. It will be able to expand 
market share on this basis. In a 
few years, sABIC is going to gain 
a lot of market share."

In December, Mr. Florian 
Budde, Director of european 
chemicals practice at us business 
consultant McKinsey & Company, 
told MeeD "now is a good time to 
buy if you look at the valuation of  
chemical companies". However, 

Mr. sfakianakis does not see saudi 
companies making any major 
acquisition move soon.

"If you wait two quarters it would 
make sense. Although it makes 
sense now for sABIC and similar 
companies to act aggressively, 
they might hold back."

However, Mr. Davis says the 
Gulf's sovereign wealth funds could 
still be a good source of finance, if 
presented with the right deal.

Mr. Pat Rooney, Managing 
Director for the Middle east at 
us-based chemicals industry con-
sultant Chemical Market Associates, 
agrees that Gulf companies could 
be in a position to attempt acquisi-
tions, given the right deal.

"We think it is very possible," 
he says. "In terms of Middle east 
players being more involved in the 
global industry, they could be very 
interested. What you are going to 
have is the guys who are in the 
chemicals industry making earn-
ings at a time when the rest of the 
world is not.

"You can envisage that most of 
these companies are looking for 
marketing and technology, which 
would require partnerships. But 
beyond that, there could be whole-
sale acquisitions."

And it is in this background that 
saudi petrochemical sector contin-
ues to make headway – with the 
current crisis not bringing it to a 
complete halt. 

The German chemicals giant 
evonik is considering investment in 
saudi Arabia's chemical industry, 
which a financial adviser to the 
German industrial group said could 
amount to as much as $1.5 billion 
by 2012.

evonik has signed an agree-
ment appointing BMG Financial 
Group as lead arranger and finan-
cial adviser for the potential invest-
ment, BMG's chief executive Mr. 
Basil Al Ghalayini told the press. 
BMG is currently on a match mak-
ing spree, looking for partners for 
evonik in saudi Arabia. 

saudi Aramco, saudi Basic 
Industries Corp and the priva- 
tely owned saudi International 
Petrochemicals Co (sipchem) 
were potential partners, it was 
revealed.

As per the reports, evonik may 
launch up to three joint-ventures 
each worth between $400 million 
and $500 million over the next 
three years. An evonik spokes-
woman in Germany said: "We are 
considering medium-term possibili-
ties to become active in saudi 
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ing to plan," Chief Financial officer 
Mr. Toshiki Matsumura was quoted 
as saying.

The firm, he said last september, 
would defer by three months the com-
mercial launch of operations at its 
$10.3 billion refining and petrochemi-
cal plant to the first quarter of 2009.

of March despite poor global 
demand, a senior company execu-
tive recently said.

"We are commissioning the 
start of procedures ... We have 
announced that we will start com-
mercial (operations) in the first 
quarter and we are moving accord-

Arabia. Concrete preliminary deci-
sions are not on the agenda right 
now".

Though the global petrochemi-
cal demand has slumped due to 
the economic slowdown, forcing 
producers to slash output and lay 
off staff, yet evonik is looking to 
future. It wants access to cheap 
saudi energy supplies as it pre-
pares for future economic growth 
and resurgence in demand, Mr. 
Ghalayini was quoted as saying. 
"By the time they commission their 
plants in 2011 things will be differ-
ent, by then the cycle will be differ-
ent and the supply demand ratio 
will be another one," he said.

In the meantime, it has been 
reported that the saudi International 
Petrochemical Company (sipchem) 
has inked a sR1.35 billion (approx. 
$360 million) funding agreement 
with the saudi Public Investment 
Fund (PIF) for its Acetyls Complex 
in Al-Jubail Industrial City. About 
95 percent work on this fully inte-
grated, world-class acetyls manu-
facturing complex has already 
been completed. sipchem had 
already secured funding of sR 1.12 
billion from the saudi Industrial 
Development Fund, and a corpo-
rate fund of sR 1.43 billion for the 
Acetyls complex.

sipchem started construction on 
this major Acetyls Complex in the 
second half of 2006. The project 
consists of Acetic Acid plant 
(460,000MT/year), Vinyl Acetate 
Monomer plant (330,000MT/year) 
and Carbon Monoxide plant 
(345,000MT/year). The utilities unit 
of the complex was already been 
put into operation by the end of the 
last year, and the complex is expect-
ed to go on stream by mid 2009. 

saudi Arabia's Rabigh Refining 
and Petrochemical Co is also 
apparently on track to start com-
mercial production before the end 

emerging as Global Market Leader with 
Structural Advantages

By
Dr. Samir Pradhan*

GCC Petrochemical Industry

APARADIGM shift is tak-
ing place in the petro-
chemical business from 
the West to the east, 
with the GCC region 

emerging as a major global player. 
With the center-of-gravity of the 
world petrochemical industry fast 
moving toward the least-cost pro-

* The author is a Senior Researcher GCC economics Program at the Gulf Research 
Center, dubai, Can be contacted at spradhan@grc.ae

duction horizon to meet increasing 
demand from the world’s high 
growth markets in the east, the 
GCC region has become the first 
choice for strategic investment and 
poised to be the largest producer 
and exporters of petrochemicals, 
especially, ethylene and its deriva-
tives such as polyethylene, glycol, 
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be on. Mid January, the spanish 
engineering company Tecnicas 
Reunidas revealed it had signed a 
$1.18 billion contract with saudi 
Kayan Petrochemical Company for 
construction work at the Jubail 
plant. In a statement, Tecnicas said 
the contract is to construct several 
phenol production units at the 
plant. It said the new contract is a 
turnkey contract and replaces a 
previous one to provide engineer-
ing services at the plant. 

Things are definitely difficult as 
a whole, but for the saudi industry, 
it is also representing an opportu-
nity. standing on sound footings, 
the saudi petrochemical industry 
continues to forge ahead despite 
the difficult times all around.  n

bally. "We are doing some pre-
marketing, so far it is very promis-
ing," he added.

Aramco and sumitomo 
Chemicals paired up in 2005 to 
upgrade a 400,000 barrel per day 
(bpd) oil refinery and add a petro-
chemical complex to it.

Meanwhile, the saudi 
Petrochemical Company (sadaf), 
a joint venture between saudi 
Basic Industries Corporation 
(sABIC) and the uK/Dutch shell 
Group, is considering the expan-
sion of its existing styrene plant in 
Jubail, it was revealed late in 
February. And this was despite the 
falling markets. 

Work on the sABIC joint  
venture in Jubail, to produce  
specialy polymers, also seems to 

PetroRabigh started partial 
operation of its facilities in the 
fourth quarter of 2008. It is going to 
get on stream despite the market 
woes, indicating the resilience and 
strength of the saudi petrochemi-
cal industry. It also is a vote of 
confidence on the saudi petro-
chemical industry. 

"Demand is very bad and poor," 
Mr. Matsumura though admitted. 
PetroRabigh hopes its association 
with Aramco, the world's largest 
exporter of crude oil, will help it 
overcome the crisis.

"We believe the plant will be 
very competitive," he said. Mr. 
Matsumura declined to give details 
on major contracts the firm has 
secured so far with customers glo-

emerging as Global Market Leader with 
Structural Advantages

GCC Petrochemical Industry

methanol, and styrene. The region’s increas-
ing global presence is primarily based on its 
comparative advantages of low-cost feed-
stock and labor, innovative technologies, 
state-of-the-art infrastructure and strategic 
location at the crossroads of a vast market 
comprising Asia and the rest of the World. 
While petrochemical market leaders in the 
West especially the us industry are strug-
gling to cope up with the rising cost and finan-
cial distress, the Gulf players are vying to 
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increase global market share. By 
2012, Gulf region would account 
for nearly 20 percent of the total 
world production of petrochemi-
cals.

Industry Overview
GCC’s highly competitive and 
vibrant petrochemical industry of 
today started long back in 1970s 
when saudi Arabia initiated the 
process of value addition to the 
gases flared at the crude oil well-
head. This success story got repli-
cated in other GCC member coun-
tries as well as in other parts of the 
Middle east with mushrooming 
petrochemical projects based on 
ethane extracted from associated 
gases. For the GCC, petrochemi-
cal industry constitutes the corner-
stone of economic progress due to 
its contribution to foreign invest-
ment, diversification of sources of 
income and creation of employ-
ment opportunities. Manufacturing 
of refined petroleum products, 
basic chemicals and other chemi-
cals are the three major economic 
activities of the GCC petrochemi-
cal industry. over the past two 
decades, GCC governments have 
paid special attention to make the 
industry internationally competi-
tive. In 2006, the investments in 
this sector totaled 70 billion dollars 
which accounted approximately 55 
percent of the region’s manufactur-
ing sector investments. In 2006, 
there were 1969 petrochemical 
companies employing 155 thou-
sand employees (22 percent of the 
manufacturing sector in the GCC) 
with an estimated production of 60 
million tons. The GCC petrochemi-
cal production contributed 9 per-
cent to the world petrochemical 
production in the same year. 
However, in the last two years, as 
per independent reports, total 
investment in the petrochemical 
sector has gone up to a high of 90 

billion dollars and the region 
accounts for nearly 11 percent of 
global production. saudi Arabia is 
the most dominant player in the 
regional production with an over-
whelming share of 75 percent fol-
lowed by Qatar with 12 percent 
and uAe with 7 percent.

Table 1: 

Total investments ($ million)
Year 2000 2001 2002 2003 2004 2005 2006 Percent

Bahrain 2,545 2,545 2,551 2,610 2,636 2,638 3,143 4.50 
Kuwait 6,122 6,124 5,573 6,099 5,811 5,974 6,185 8.86 
oman 515 532 583 1,054 1,054 988 1,000 1.43 
Qatar 1,851 1,876 5,142 5,454 5,708 5,965 9,654 13.83 
KsA 37,473 38,094 38,670 40,335 40,983 41,244 43,963 62.97 
uAe 3,664 3,754 5,433 5,482 5,630 5,834 5,868 8.41 

Total 52,170 52,925 57,952 61,034 61,822 62,643 69,813 100

Year 2000 2001 2002 2003 2004 2005 2006

# of Firms 1,375 1,431 1,622 1,779 1,765 1,886 1,969 
Workforce 115,732 120,111 131,439 142,532 145,277 147,863 155,257 

The GCC petrochemical indus-
try is on the verge of its largest 
ever expansion with the region’s 
advantage of available feedstock 
coupled with the inherent econom-
ics of scale associated with large 
investments, creating the perfect 
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subsequent economic downturns 
have compressed margins, delayed 
expansion plans, and given play-
ers with strong balance sheets 
opportunities to acquire underval-
ued competitors. Those downturns 
did not, however, lead to a signifi-
cant industry restructuring. But 
now, with a major downturn could 
be different: depressed demand 
may help new low-cost capacity in 
the GCC region and China more 
quickly displaces production in 
higher-cost operations in europe, 
Japan, North America, and south 
Korea.

The year 2007 witnessed an 

ethylene Capacities Propylene Capacities

opportunity for the region to take 
the lion’s share of new global pet-
rochemical capacity growth. Most 
of the GCC countries have already 
in place healthy and growing base 
chemical production that utilizes 
methane, ethane, and gas liquid 
feedstock in petrochemical units. 
These plants are of global size and 
utilize best and modern technolo-
gies. With base and secondary 
chemical production already flour-
ishing, producers have begun 
exploring tertiary industries. This 
can offer diversity and better value 
addition to the industry. They are 
actively collaborating with petro-
chemical industry participants to 
gain access to technology and 
expertise.

This huge investment in place 
and also planned will boost the 
region’s profile in the global petro-
chemical industry. In fact as per 
projections, the region’s share in 
the global ethylene market is 
expected to grow to 17 percent in 
2010 which means that 40 percent 
of all new ethylene capacity will be 
built in the GCC. It is also expected 
that petrochemical trade between 
Gulf and east Asia is expected to 
rise by 119 percent by 2010.

Global Scenario and 
Outlook
since the early 1980s, global pet-
rochemical production hasn’t 
declined in a sustained manner 

due to industry restructuring, with 
lower-cost new plants replacing 
older, less efficient, and smaller-
scale ones that had lower margins. 
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(especially China and India’s) abil-
ity to absorb new supply & velocity 
of Gulf products to market, displac-
ing Americas, Asia and european 
producers.

Short Term Uncertainties
Despite huge long term potentials, 
the GCC region is faced with chal-
lenges in the petrochemical sector 
both structural as well as external 
market uncertainties due to the 
ongoing crisis. The region has 
already embarked on what can be 
termed as the 4th Phase, however, 
a number of fundamental changes 
has occurred in the overall industry 
structure. Going forwards the 

prudent managers are intensifying 
efforts to leverage the reality of a 
New World order and its influence 
on the global markets. While the 
global market is large enough to 
absorb the new Gulf capacity, high 
cost and out-of position producers 
will suffer as rebalancing occurs. 
While notable in size and level of 
investment, Gulf producers will 
remain price takers. GCC produc-
ers are also becoming much more 
global in target market focus. The 
Gulf capacity achieving sustainable 
operating levels, forcing interna-
tional market rebalancing. The out-
look for the industry crucially hing-
es on the emerging economies’ 

extended and healthy period of up-
cycle performance in chemicals; 
plastics and fibers markets had 
reached and in some cases, sur-
passed maturity. Concern is 
spreading regarding these markets 
facing downward trends and losing 
the ability to generate quality earn-
ings despite reasonably high pro-
duction rates. Rising costs associ-
ated with hyper energy values are 
forcing prices higher and nega-
tively impacting earnings all through 
the value chain. oil markets hover 
above $100 per barrel, adding to 
price pressures and inhibiting, per-
haps stopping, consumer demand 
growth. As expected, dramatic 
changes have continued to occur 
in global petrochemical markets. 
some products have seen tight 
market conditions evaporate, 
reducing or eliminating earnings. 
others are on the verge of experi-
encing the challenges over-supply 
will present, even though some of 
the new capacity has been 
delayed.

As per the latest trends, analy-
sis of future supply/demand dynam-
ics reveals that cumulative surplus-
es continue to grow, signaling the 
onset of an over-supplied market, 
which will influence all value chains. 
strategies must incorporate the 
return of these markets, once 
again, to oversupplied conditions. 
Global eBITs for basic chemicals 
and plastics have peaked with 
2008 marking a transition year into 
the upcoming downturn. Integrated 
segment contributions will vary as 
chains approach cyclic low earn-
ings levels. After an extended peri-
od of healthy earnings (despite 
high costs), producers are anxious 
to maintain (regain) up-cycle qual-
ity margins as the industry enters 
over-supply and competitive deval-
uation phase.

Importantly, the shape of a 
cyclic downturn is taking form and 

World Regional ethylene Capacity Additions

Global Basic Chemicals and Plastics New Capacity
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eign partners with a guarantee of 
long-term supply of feedstocks, 
notably including natural gas liq-
uids (NGLs) and naphtha. Thus, 
the state-owned Qatar Petroleum 
(QP) has established an overseas 
arm called Qatar Petroleum 
International (QPI) to invest in part-
nership with petrochemicals pro-
ducers in europe and Asia. GCC 
petrochemicals companies have 
spent the past six years investing 
in new capacity at their plants, 
which is now coming on line amid 
an industry down-turn and weak-
ening producer margins. Three 
important drivers of GCC’s boom-
ing petrochemical sector has been 
cheap feedstock, access to a large 
demand center in Asia and increas-
ing regional consumption. There is 
little immediate concern in the GCC 
region, however, because of its 
feedstock advantage and many of 
the local companies still have large 
cash reserves. For saudi produc-
ers, which obtain their natural gas 
feedstock at $0.75/million BTus, 
the cost of producing ethylene is 
as low as $250/ton. It is a similar 
situation in Qatar and Iran, where 
gas is priced at $1.25/million BTus. 
But Iran is not likely to attract major 
foreign investors, due to us and 
uNsC sanctions imposed on the 
country over Tehran's nuclear and 

sector – refining, petrochemical 
and power – have been hit by the 
credit crisis. This is because the 
industry tends to rely more on debt 
and external equity for less risky 
downstream activities, particularly 
when funded under project finance 
structures. Figures from Apicorp 
show that most recent trends have 
continued to point to an average 
equity-debt ratio of 30:70 in the oil-
based refining petrochemical sec-
tors. In the gas-based downstream 
sector, the ratio is put at 40:60 to 
factor in higher feedstock risks.

Strategic Leverage and 
Opportunity to Lead
Nevertheless, GCC region is 
poised to lead global petrochemi-
cal market in the long term due to 
strategic market leverages. The 
future for GCC petrochemicals 
projects at a more advanced stage 
of planning is more promising and 
few sources express doubts over 
such ventures. Those which are 
financed or under construction will 
largely go ahead, although delays 
in start-ups are likely. These state-
owned companies (or NoCs, 
except for sABIC which is 30 per-
cent owned by private GCC inves-
tors) have proven that their invest-
ments overseas are not only viable 
but have also provided their for-

industry faces a number of chal-
lenges. Almost all the ethane avail-
able from current sources is fully 
utilized. The availability of ethane 
for the almost of planned/
announced capacity is questiona-
ble. The pressure on the govern-
ments for social reforms is increas-
ing the pressure on state resourc-
es in almost all the countries. In 
order to tackle this issue, the states 
are attempting to promote/enhance 
private sector involvement. The 
bulk of the developments being 
witnessed in the region focus 
around enhancing production of 
natural gas (Gas Initiative (saudi 
Arabia), North Field Develop- 
ment (Qatar), south Pars field 
Development (Iran), Mediterranean 
sea area Development (egypt) 
etc.) essentially to provide gas for 
the substantial increase in power 
demands.

The financial crisis and its 
impact on the demand for petro-
chemicals have affected the finan-
cial results of the major GCC pet-
rochemical players in the fourth 
quarter of 2008. Generally, the 
sharp decline in the results of the 
fourth quarter of 2008 can be attrib-
uted to the decline in demand for 
petrochemical products and metals 
because of the economic reces-
sion that has hit the world's major 
economies, as well as the credit 
crunch that led to difficulties for 
consumers in obtaining the neces-
sary financial facilities from banks 
and financial institutions. This led 
to an acceleration in the pace of 
declining petrochemical product 
prices. The decline in demand for 
petrochemical products, particular-
ly specialty plastics, arising from 
the crisis afflicting the global auto-
motive industry and building and 
construction sectors, has had a 
strong impact on the performance 
of GCC companies. Moreover, 
investments in the downstream 
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stream in the second quarter of 
2009. saudi Arabia is also looking 
to diversify its product portfolio, 
moving away from producing  
only ethylene derivatives. From 
this new set of crackers, only 
PetroRabigh will be entirely ethane-
based. The remainder are mixed 
feed, using ethane ethane, pro-
pane and butane, allowing for a 
greater variety of products, includ-
ing polypropylene (PP). one exam-
ple is al-Waha Petrochemical Co., 
which is building a propane dehy-
drogenation unit at Jubail to pro-
duce 460,000 t/y of propylene, as 
well as a 450,000 t/y PP plant, 
which is scheduled for start-up in 
early 2009. This is a huge step for 
the Kingdom's petrochemicals pro-
ducers and will allow the GCC to 
push its competitive advantage 
and encroach on territory usually 
dominated by Asian producers, 
which have invested in the technol-
ogy needed to produce more com-
plex products.

A major part of Qatar’s petro-
chemical production is exported. 
The production capacity of petro-
chemical products in Qatar is held 
by the affiliates / subsidiaries of 
two state-owned companies i.e. 
Qatar Petroleum and IQ. The huge 
gas reserves in the country and 
developed gas infrastructure help 

up of its 700,000 t/y polypropylene 
plant to the beginning of 2009 at 
the earliest, from the end of 2008. 
This could add as much as $300m 
to the cost of the $10bn refining 
and petrochemicals complex. one 
project which has been completed 
on schedule is the 1 million t/y 
cracker developed by sePC at 
Jubail. The company has also built 
a 400,000 t/y low-density polyeth-
ylene (LDPe) unit and a 400,000 
t/y high-density polyethylene 
(HDPe) unit at the site. sePC is a 
JV of Riyadh-based National 
Industrialisation (Tasnee), sahara 
olefins and the Dutch unit of trou-
bled LyondellBasell. sharq and 
Yansab are expected to bring their 
1.3 million t/y ethylene crackers on 

regional ambitions. Qatar, howev-
er, is far more attractive.

For GCC producers, emerging 
Asian market and their spiraling 
consumption of petrochemicals 
becomes an incentive to expedite 
sector development.

SABIC’s Petroleum 
Products Export Markets
several major projects across the 
GCC region are now close to the 
start-up phase, although there 
have been some delays. The big-
gest participant in the current wave 
of investment is saudi Arabia. With 
its coffers swollen by the huge oil 
revenues gathered over the past 
six years, it has demonstrated its 
commitment to expanding capacity. 
Activity is now moving both into 
refining and into industrial develop-
ment, as the government encour-
ages economic diversification. 
saudi petrochemicals producers 
Yansab, sharq, Rabigh Refining & 
Petrochemical Company (Petro- 
Rabigh) and saudi ethylene & 
Polyethylene Co. (sePC) com-
bined will have an additional 7.71 
million t/y of ethylene capacity by 
2012. A further 2.7 million t/y could 
come on stream by that date,  
but has not been confirmed. 
PetroRabigh has delayed the start-

Per Capita Consumption of Major Polymers
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the domestic companies to get 
undisrupted supply of feed stock 
gas. Moreover, the huge amount of 
reserves will also help the govern-
ment of the country to provide gas 
at subsidized rates ranging $1.0-
1.5 per million British thermal unit 
(mmbtu), which help the local 
industries to compete with the 
countries outside MeNA region. 
Based on the relatively high gross 
margins with the undisrupted avail-
ability of feedstock gas the govern-
ment of the Qatar during the period 
of last five years, has put its efforts 
to reduce the dependence on crude 
oil will lead to a massive growth in 
the petrochemical sector. Based 
on the expansion plans of, the 
overall capacity of non-fertilizer 
basic petrochemical products in 
the country is expected to make an 
investment of $14.9bn which will 
increase the production capacity at 
a CAGR of 6.6 percent to reach 
12.4mn tons in 2011 from 9.6mn 
tons in 2007.

Kuwait has developed a solid 
petrochemicals base, taking advan-
tage of the country's feedstock 
availability and geographical posi-
tioning at the head of the Gulf. The 
local equate Petrochemical Co. 
began commercial operations at its 
600,000 t/y ethylene glycol plant at 
shu'aiba in July 2008. The project 

forms part of equate's olefins-II 
venture, bringing the company's 
overall mono-ethylene glycol capa- 
city to 1.15 million t/y. Abu Dhabi 
producer Borouge is planning to 
bring another 1.9m t/y of polyethyl-
ene on stream by 2012. The $11 
billion Chemaweyaat project, led 
by Abu Dhabi Investment Council 
in a JV with IPIC and Borealis of 
Denmark, will develop the down-
stream Chemicals Industrial City at 
Taweelah. The first phase of the 
project, including a naphtha crack-
er using feedstock from the refin-
ery at Ruwais, is expected to have 
an output of more than 8m t/y.

Thus the long-term petrochemi-
cals plans in the GCC region will 

pay off, due to their advantage of 
having cheap feedstocks and state-
of-the-art infrastructure - though 
only those attractive to foreign 
investors will have the chance of 
gaining from the negative effects of 
the current credit crunch across 
the globe.

Conclusion
GCC petrochemical industry is 
facing an outstanding period 
ahead, with increasing output and 
exports. This will revolutionize the 
region’s manufacturing sector and 
simultaneously become a major 
global player. The outlook for the 
industry continues to be promis-
ing, which is becoming increas-
ingly attractive to major interna-
tional players. one might question 
such optimism at this point of time, 
yet market fundamentals and  
the region’s strategic competitive 
advantages make GCC as a rebal-
ancing factor in the shift of petro-
chemical business away from the 
West to the east. Thus it is a tes-
timony to the fact that the region’s 
foresight is paying off and petro-
chemical industry would be the 
vital platform of the regional eco-
nomic diversification.  n
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