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Shale Booms into Plastics Export Market
How Much Margin Will US Producers Leave on the Table?

T

he development of shale gas
and the resulting low prices for
natural gas in the United States

have resulted in a major change in the
production costs of plastics. According
to the American Chemistry Council,
in May 2014 a total of $113 billion of
chemical industry investments related
to shale gas had been announced.
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According to ICIS, a provider of
marketing intelligence on the global chemical industry, this includes
7.1 million tons of new polyethylene
capacity that has been announced
for the US through 2020, and the
number is expected to rise as further derivative plants for previously
announced US ethane cracker projects are revealed.
Though all these projects may
not be executed, the added capacity
is likely to be much higher than the
estimated US polyethylene demand
growth rate of an annual 3% in this
period.

invested commercial enterprises,
which enable foreign companies to
sell products in the domestic China
market in local currency.

density polyethylene (LLDPE) plant
at Joffre, Alberta, which is due to
start up in 2015, and is debottlenecking existing LLDPE and highdensity polyethylene (HDPE) plants
at Moore, Ontario. In addition, the
Braskem/Grupo Indesa Ethylene XXI
project, which is due to start up at
Veracruz, Mexico, in 2015, will include 750 kt/a of HDPE capacity and
300 kt/a of LDPE capacity.
Europe is another option for
US polyethylene exports, but not a
very promising one because of local competitors (though with a cost
disadvantage) and very limited
growth prospects. This leaves South
America, Asia, and to some extent
Africa, as the core target markets
for increased PE exports from the
US It is expected that by 2020, US
polyethylene producers will need
to export between six million and
seven million tons of polyethylene
to South America, Asia and Africa,
with at least half going to Asia.

Who will manage these exports?
US producers will have two basic
options. They can leave the export
to third parties, such as traders
and distributors. This is simple and
straightforward, but also has huge
disadvantages. It means accep
ting substantial losses in margin.
It also prevents US producers from
fully understanding the fast growing and developing markets of Asia,
South America and Africa and their
specific requirements. It therefore
is certainly not an ideal solution,
particularly if these exports keep
increasing.
The other option is for US producers to manage these exports
themselves — with the advantages
of improved margins and better
market understanding. However,

Risks of Third-Party Model
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currently US producers have only
limited resources and capabilities
to manage these exports, as markets outside NAFTA were not their
particular target regions in the past.
And even those of the bigger plastics
producers with a substantial pre
sence in Asia — e. g., via regional
offices — frequently prefer to use
US traders rather than managing
the exports themselves.
This is partly due to the conser
vative attitude of these producers.
Their core expertise is in production
of plastics, not in price speculation.
They are therefore highly averse
to price risks. However, such risks
are almost inevitable because of the
long shipping times from the US to
Asia. Customers will generally be
willing to settle the price only upon
arrival of the goods in Asia and, if
forced to agree to prices prior to

Expanding Exports
Polyethylene producers therefore
will have to rely on exports to make
their investments viable. The US
is already an exporter of PE — in
2012, about 20% of production (or
3.6 million metric tons, according to
American Chemistry Council data)
was exported. Currently the largest export destination is the North
American Free Trade Agreement
(NAFTA) region followed by Latin
America (see figure). Together, these
two “near” markets account for almost 70% of US exports of PE.
However, demand for US exports
within NAFTA exports is expected
to contract significantly. Nova is
constructing a 450 kt/a linear low-

Physical Barriers
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Tata Chemicals Plans Pilot Plant for Nutraceuticals
India’s Tata Chemicals plans to commission a 300 t/y pilot plant to produce nutraceuticals at its Chennai
site at the beginning of 2015. The
start-up will mark the company’s
entry into the business, and is part
of its plan to increasingly focus on
specialty and consumer products
businesses. A scale-up to 1,000 t is

planned. Products to be made at the
Chennai facility include oligosaccharides and polyols.
At an event to promote a new
book on Tata’s history, managing
director R. Mukundan said the Indian company has evolved from a
commodities enterprise producing
mainly inorganic chemicals to one

that provides solutions to end-customers.
Tata Chemicals is today world’s
second largest soda ash producer
and the largest salt manufacturer,
Mukundan said, adding that it is
“completely committed to Indian
agriculture.”(dw)

▪

Petronas to Use LyondellBasell PP Technology
Malaysian national oil and gas giant Petronas has chosen LyondellBasell’s technology for its 900,000
t/y polypropylene plant scheduled
for mechanical completion in July
2018.
LyondellBasell is also preparing
front-end engineering and design
work to develop a detailed scope,
execution plan and cost estimate for
the plant. This is set to be completed



shipment, will demand a premium
to compensate them for the price
risk they are taking. Without such
a premium, they prefer to delay the
purchasing decision for some weeks
and then buy from a regional producer with a much shorter supply
chain.
If a US producer agrees to price
settlement upon arrival of the cargo,
any positive or negative change in
plastics prices during the shipment
period affects its profit. While overall these risks will even out over a
longer period, they can still be quite
worrying for an employee at a riskaverse plastics producer. Furthermore, the additional working capital
tied up in unsold cargoes on the water between the US and Asia creates
stress for the finance departments of
the plastics producers.

by February 2015, with engineering,
procurement, construction and commissioning expected for November
2015.
The facility projected to cost up
to $27 billion is part of Petronas’s
Pengerang Integrated Complex project in the southern Malaysian state
of Johor, aimed at strengthening
the group’s presence in the Asian
chemicals market.

Capacity at the site will rise from
423 cubic meters to 723 cubic meters, while the company said 39 new
jobs “ultimately” will be added to the
current 88 member workforce.
Paul House, managing director
of SGS India, said the Mumbai laboratory will be the largest stability
testing facility in the company’s life
science services network. (dw)

▪

Apart from the conservative attitude, another obstacle for managing
exports is the lack of physical and
administrative resources:
Bagging: As the vast majority of
domestic US plastics sales are sold
in bulk rail cars, plastics producers
do not have the equipment to package plastic resin in the 25-kilogram
bags considered to be the standard
packaging for plastics in the developing world. Producers are reluctant to invest in the capital for such
equipment and the space to store the
bagged resin.
Logistics: US plastics producers
are reluctant to establish the staff and
contractor resources to handle logis-

tics at both ends of the international
trade, e.g., facilities to load 25 kg
bags into 20- and 40-foot shipping
containers as well as bonded warehouses in destination countries to
provide local stock for customers.
Credit: Traders are experienced
in handling the financial aspects
of international trade, which can
involve a wide range of payment
options — for example, letters of
credit, documents against payment
and open account — and requires
dealings not only with customers but
also with banks in the US and export
countries. Plastics producers mostly
focusing on domestic trade would
need to develop the in-house expertise to manage the financial aspects
of international trade and judgment
to make decisions that balance risk
and cost.
Documentation: Documentation
of international trade is much more
complex than domestic trade. It
needs to satisfy the exacting requirements of not only inbound customs
officials, whose requirements vary
from country to country, but also the
banks of both parties. This is therefore another aspect of exports that
US plastics producers want to avoid
if possible.
In-Customs Handling: Similarly,
plastics producers have less experience in dealing with import regulation for their goods than experienced
traders. Again, they are reluctant to
develop such knowledge in-house,
which is vital if a producer is to offer
short lead-time supply to export customers. This would require setting
up bonded warehouses or foreign-

Of course, many other US chemical
companies do sell their products
directly to overseas customers via
their own channels. A large number
of chemicals require technical service, which on a sufficient level can
only be provided by the producers
themselves. However, plastics producers primarily export commodity
grades. These grades generally are
exchangeable, and customers do not
expect any particular service. Therefore these chemicals are in principle
highly suitable for sale via third parties such as traders.
This also points to another limitation of the current, third-party
driven export model apart from the
loss in margin. Once plastics produ
cers want to sell higher-value grades
to export markets, the exclusive
arrange
ment via traders becomes
a severe obstacle. Clients of such
materials require technical service
from local staff. As their perceived
risk in using such materials is also
much higher than for commodity
grades, they also expect direct contact with the producers as an indication of producer commitment to their
products.

Benefits and Advantages
Overall, US plastics producers will
therefore be well advised to expand
their capabilities in directly managing their global plastics exports in
the face of increasing dependency
on such exports. This will bring both
immediate benefits with regard to
improved margins and longer-term
advantages for the sale of highervalue grades. In our opinion, these
points more than compensate for the
extra resources established, and for
the slightly higher risk.
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SGS Life Science Services Doubles Mumbai Plant Size
Geneva, Switzerland-based SGS Life
Science Services, a leading provider
of pharmaceutical, clinical and bioanalytical contract solutions, has announced plans to more than double
the size invest of its Mumbai, India,
facility to 3,994 square meters.
The company said the expansion is being driven by increasing

demand for Full Time Equivalent
(FTE) activities for key pharmaceutical customers, as well as an
increase in stability projects from
both local operations of multinational companies and overseas organizations.
SGS’ expanded laboratory at
Mumbai facility, which is focused on

stability studies and dedicated FTE
models, will act as a dedicated cGMP
pharmaceutical testing site. Due for
completion and validation in Q2
2015, it will feature three new 100
cubic meter capacity stability chambers, HPLCs, dissolutions, Gas Chromatographs and additional general
laboratory instruments. (dw)
▪

Saudi Aramco May Halt Ras Tanura Clean Fuels Project
State-owned Saudi Arabian oil giant
Saudi Aramco has suspended plans
to build a $2 billion clean fuels plant
at its largest oil refinery in Ras Tanura, industry sources told the news
agency Reuters.
The energy project appears to be
one of the first suspended in Saudi
Arabia in response to the halving of
the oil price in the last six months,
the news agency said.

The Ras Tanura clean fuels project, including a naphtha hydrotreater, was to be part of a second
phase of upgrades to Aramco’s refineries, and was originally due to
go on stream in 2016.
Reuters pointed to conflicting reports, with one source saying that
bidding on the project had been
withdrawn, while another speculated that the postponement was

only for a year. A third source aid
Aramco was evaluating its projects
following the fall in oil prices to determine which should have priority.
In November, Aramco CEO Khalid
al-Falih was quoted as saying that
the cyclical moves of oil markets
would not throw the company’s
long-term corporate strategy off
track. (dw)
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