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Executive Summary
•

While the softer-than-expected recovery in the global economy this year (IMF forecast: 3.1% y-o-y)
continues to impact the oil market, the outlook for next year expects some improvement, where the IMF
forecasts global GDP is to grow 3.8% y-o-y. In any case, the pace of recovery in growth in major economies
around the globe is one of the main uncertainties affecting world oil demand projections in 2013 and 2014.
We expect 2H13 to represent the trough in oil prices this year; demand is particularly weak because of
prolonged refinery maintenance and we anticipate somewhat stronger global economic activity in 2H13.
Notwithstanding this, we do not expect a significant rebound in prices in 2H13 given the still subdued
demand outlook and persistent uncertainty about the strength and durability of growth in China's economy.

•

Global oil consumption is expected to grow by just 1.0% to a 12-month average of 90.69 mln bpd in 2013,
underpinned by sluggish global economic performance in 2H13. Meanwhile, on the supply side, global oil
supply is expected to expand at an annual average rate of 1.0% y-o-y in 2013 and 2.6% y-o-y in 2014 to a
12-month average of 91.0mln bpd and 93.4mln bpd respectively, supported by a steady expansion in North
American output and persistent, if somewhat volatile, increases in Iraqi production.

•

Meanwhile, GCC petrochemicals capacity reached 127.8mln tonnes in 2012, representing a 5.5% growth
from the previous year. Saudi maintained its leading position as the region’s largest petrochemical producer
with 86.4mn tons of capacity, representing 67.6% of the total regional capacity. In 2012, its capacity went up
by 7.5%. Saudi Arabia’s leadership position was further reinforced during the year by the development of
several large scale petrochemical projects that will further extend its capacity in the coming years. This is
then followed with Qatar and Oman, which its petrochemicals capacity has reached 9.5mln tonnes or
equivalent to 7.4% of the region’s total.

•

Being the world’s largest proven oil reserves and a strategic location at the center of east-west trade, Saudi
Arabia is set to become a strategic hub for the expanding petrochemical industry. Newer, large-scale
facilities, particularly ones with competitive feedstock supplies, are expected to enjoy a competitive edge
over the coming years. A number of highly integrated refining and petrochemical investments are expected
to leverage Saudi Arabia’s national competitive advantages in coming years.

•

Furthermore, the World Bank rates Saudi Arabia as the easiest place to do business in the entire MENA
region. Among Arab countries, the Kingdom is the easiest place to register property, get credit, and start a
business. The investment environment in the Kingdom reflects traditions of liberal private enterprise
policies; its new Foreign Investment Law allows 100% foreign ownership of projects and real estate.

•

Nevertheless, challenges remain for Saudi petrochemical sector going forward. The shift towards specialty
chemicals to come at a price and would keep the companies at their toes as it would be more exposed to oil
price volatility. Furthermore, we believe Europe which on an average account for roughly 25% of the
turnover is not yet out of problems. Meanwhile, competition is going to intensify as margins of US shale
backed petrochemicals have risen. While on the positive side, demand from Asia particularly China has
increased. Furthermore, production of high quality petrochemicals because of shift towards Naptha would
open new industries and markets for the local producers.
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A.Global Crude Oil Analysis
Oil Prices in 1H13
After declining to a 2013 year-to-date low of USD97.69 per barrel on 17 April 2013, Brent crude oil spot prices
increased sideways to an average of USD107.88 per barrel in 1H13. Meanwhile, West Texas Intermediate (WTI)
crude oil spot prices averaged at USD94.15 in 1H13 after it dipped to 2013 year-to-date low of USD86.68 on 19
April 2013. Crude oil prices found support from gradual economy recovery, particularly the positive economic
data coming from the US.
However, in the later part of June 2013, crude oil prices fell sharply on signs of a weaker demand outlook. The
World Bank cut its 2013 global growth forecast to 2.2% y-o-y from 2.4% y-o-y, with data from China pointed to
slowing economic growth, the Bank of Japan (BoJ) unexpectedly decided not to expand its quantitative easing
programme and the US Federal Reserve hinted that it may start reining in quantitative easing, which could limit
demand growth. The news shocked traders as fear began to mount that the recovering US economy would stall
once the stimulus is removed and that China is beginning to stumble and is not ready to take on the burden of
upholding the global economy alone. In addition, the downgrading of EU member Greece to emerging market
status set a worrying precedent, and the Euro-zone continues to struggle with high unemployment.
In mid-July 2013, crude oil prices began to spike up to more than USD100.00 per barrel as the political crisis in
Egypt caused heightened uncertainty in markets, underpinned by fears that the crisis may lead to a supply
disruption if the all-important Suez Canal suffers a blockage or bottleneck. It is important to note that Egypt is not
an oil producer, but its control of the Suez Canal, one of the world's busiest shipping lanes which links the
Mediterranean with the Red Sea, gives it a crucial role in maintaining global energy supplies. In addition, a slew
of weak economic data coming from China also dampened the oil demand outlook, depressing prices mid-July
2013 onwards as China remains one of the top 10 oil consumers in the world.
WTI Crude Oil Price (January 2013 - 22 July 2013)

Brent Crude Oil Price (January 2013- 22 July 2013)
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In general, the narrowing of the WTI-Brent price spread is supported by several factors that have depressed
Brent prices or raised WTI prices, including the displacement of Brent-quality crude imports into North America by
increased US production that is flowing to refiners through expanded crude-by-rail and pipeline infrastructure,
seasonal European refinery maintenance and tariff policy changes in South Korea.
In detail, recent expansions in midstream crude oil infrastructure have eased downward pressure on the WTI
price. Before mid-2012, only one 96,000 bpd pipeline delivered crude oil from the Midwest to the Gulf Coast.
Since then, significant new takeaway capacity from Cushing has come on line, starting with the 150,000 bpd
©KFH Research Ltd
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Seaway Pipeline reversal in May 2012 and its 250,000 bpd expansion in January 2013. Sunoco's Permian
Express Pipeline and the reversal of Magellan Midstream Partners' Longhorn Pipeline are expected to add
315,000 bpd of pipeline capacity that bypasses Cushing, taking Permian Basin crude directly to the Gulf Coast.
These projects, along with an additional 760,000 bpd of pipeline capacity debottlenecking Cushing, are expected
to come on line by the end of 2013.
Historical Crude Oil Price Spread (June 2012- 22 July 2013)
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With expanded pipeline and crude-by-rail capacity, competitively-priced US crude oil production is backing out
imports of Brent-like crude oil, especially crudes from Nigeria, Angola, and Algeria. In 2010, the US imported
886,000 bpd of light sweet crude oil to the Gulf Coast; by March 2013, imports had fallen to less than 40,000 bpd.
Crude-by-rail is also displacing imports on both the West and East coasts. In addition, US crude oil exports to
Canada have increased from an historical average of 24,000 bpd to 100,000 bpd over 1Q13, replacing Brentquality crude imports to Canada's East Coast refineries. Taken together, these changes have diverted almost
1.0mln bpd of Brent-like crude away from North America into other regions of the global crude market.
Lastly, pending changes in tariff policy in South Korea, the world's third largest petroleum importer, are also
affecting the demand for Brent crude. South Korea imposes a 3.0% tariff on crude oil imports but rebates the tariff
if refined petroleum products are exported. Although the crude oil tariff is not levied on imports from countries that
have a free trade agreement (FTA) with South Korea, the rebate has still been paid for exports of product,
effectively providing a 3.0% subsidy to crude imports from FTA partner countries. According to trade press, South
Korea's imports of crude oil from European Union (EU) member countries increased eight-fold since an FTA with
the EU was signed in mid-2011. Beginning in July 2013, the rebate will no longer be paid for export volumes
made from FTA crude imports, eliminating the implicit 3.0% subsidy. Downward pressure on Brent prices has
possibly been mitigated by the very recent announcement that South Korea may incentivize refiners to process
more Brent-price-based crude oil.

2H13 and 2013 Oil Prices Outlook
At the time of writing, the price of Brent stood at around USD108.77pb compared with an average of
USSD102.90pb in June 2013, while the price of WTI stood at around USD108.04pb (June 2013 average:
USD95.57pb) as the unrest in Egypt raised concerns that this might lead to disruption to the Suez Canal. In our
view, the disruption will be short-lived—if there is any—given that revenue from the canal makes a
significant contribution to the Egyptian economy. We expect 2H13 to represent the trough in oil prices
this year; demand is particularly weak because of prolonged refinery maintenance and we anticipate
somewhat stronger global economic activity in 2H13. Notwithstanding this, we do not expect a significant
rebound in prices in 2H13 given the still subdued demand outlook and persistent uncertainty about the strength
and durability of growth in China's economy.
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4

“Saudi Petrochemical - Tread with Caution”
The future of the Brent-WTI spread will be determined in part by the balance between future growth in
midcontinent crude production on the one hand and in midstream infrastructure to move that crude to refiners on
the other. Over the next two years, about 2.0mln bpd of new or diverted pipeline takeaway capacity from Cushing
to the Gulf Coast is planned, significantly more than the 1.2mln bpd of new incoming capacity. We forecast the
Brent-WTI spread to average USD13.0pb in 2013 and decline to an average USD9.0pb in 2014.
We forecast that the WTI crude oil spot price to average at USD99.35pb in 2013 and USD95.07pb in 2014,
after averaging USD94pb in 2012. Meanwhile, Brent crude oil price is forecasted to average at
USD107.68pb and USD101.58pb in 2013 and 2014, respectively. In any case, a persistent risk to our price
forecast is an escalation of geopolitical tensions in the Middle East. Stronger global economic growth from 2014
will support prices moderately in that year, although we expect the market to be more than comfortably supplied
given current demand and supply projections.
Crude Oil Price Outlook (2013E-2014F)
USD pbd
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Global Oil Demand
Global oil consumption is expected to grow by just 1.0% to a 12-month average of 90.69 mln bpd in 2013,
underpinned by sluggish global economic performance in 2H13. Despite some encouraging data on the US
economy, this has not been reflected in a marked pick-up in oil usage, and US consumption is expected to
contract this year. With the EU economy mired in recession, the outlook is for further contractions in European
consumption in 2013-2014. After strong growth in 2012 related to the lack of nuclear power, Japan's consumption
is expected to return to its long-term trend and to contract in 2013 and beyond. Non-OECD consumption will grow
steadily throughout the forecast period, albeit at a slower pace, in line with weaker economic growth. We have
revised down economic growth prospects for a number of the large consuming countries, including China, Russia
and Brazil. Increasing efforts at efficiency gains and conservation will act as a constraint on both OECD and nonOECD consumption in 2013-2014 and in the more medium term.
Global Oil Consumption (mln bpd) – 12 Month Average
Region

2010

2011

2012

2013E

2014F

North America

24.1

24.03

23.74

23.79

23.81

Europe

14.7

14.32

13.7

13.36

13.29

Pacific

8.1

8.15

8.49

8.42

8.34

Total OECD

46.9

46.5

45.93

45.57

45.44

CIS

4.15

4.39

4.51

4.51

4.60

China

8.85

9.23

9.6

9.98

10.37

Other Asia

10.8

11.05

11.38

11.64

12.02

Latin America

6.04

6.31

6.53

6.75

7.01

Middle East

7.32

7.4

7.65

7.80

8.00

Africa

4.16

4.07

4.23

4.43

4.62

Total non-OECD

41.32

42.44

43.89

45.12

46.63

Overall total

88.22

88.94

89.82

90.69

92.07

3.2

0.8

1.0

1.0

1.5

% change, y-o-y

Source: International Energy Agency, Economist Intelligence Unit, Bloomberg, KFHR
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Global Consumption Monthly Average Trend and Forecasts (1Q11- 4Q13F)
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OECD Oil Consumption
•

US: Oil consumption has not picked up in tandem with the wider economy
Strong car and commercial vehicle sales, recovering consumer confidence and jobs growth have not yet been
reflected in a significant pick-up in US oil consumption. The International Energy Agency (IEA) estimates that
oil consumption grew by just 0.4% in 1H13. A long cold winter may have deterred some transport
consumption, and improved vehicle efficiency is also constraining oil usage. A further factor starting to weigh
on consumption is a trend towards substitution by (cheaper and cleaner) natural gas, particularly in the
petrochemical and power generation sectors, but also in the transport sector (especially commercial vehicles
and rail). Our US forecast assumes that private consumption will perform more strongly in 2H13, as
households will have absorbed the fiscal tightening earlier in the year. Notwithstanding, we forecast negligible
growth in US oil consumption both this year and next given the trend towards increased energy efficiency,
conservation and some switching to natural gas.

•

Consumption in Canada in 2013-14 has been revised down this month to reflect data showing only a very
modest increase in consumption in the early part of this year. Canadian consumption will continue to grow,
however, owing to on-going investment in and expansion of the country's energy-intensive oil sands facilities,
and mining more generally, which will require greater use of mid-barrel distillates like diesel and injection of
lighter crude grades into oil sand production. Overall, North American consumption, which includes Mexico
and Chile, will be tentative, growing by an annual average of 0.15% in 2013-14.

•

EU: There is little prospect of a recovery in oil consumption in 2013-2014
After falling by 4.5% in 2012, a further contraction in Europe's oil consumption is expected this year as the
regional economy remains mired in recession. Preliminary data from the International Energy Agency (IEA)
show EU oil consumption falling by 3.6% in 1Q13. Unseasonably cold weather in parts of Northern Europe
during April could have led to some additional consumption at that time, although this may have been offset
by the negative impact of refinery maintenance. Although we expect the region to return to—very modest—
economic growth in 2014, we expect a further decline in oil consumption of 0.2%. Although efficiency gains in
the transport sector are becoming more difficult to achieve in the EU, this will still be a factor constraining
consumption. An additional factor underpinning our expectation of lower European crude oil demand is the
closure of refining capacity, a trend that is expected to continue.

•

Japan: Consumption will decline in 2013 and beyond
Japan's consumption of crude oil rose by a strong 5.4% y-o-y in 2012 as usage of oil in power generation
increased in line with efforts to offset the loss of nuclear power generation. However, growth in consumption
slowed over the course of 2012 and contracted by 3.8% y-o-y in 1Q13, according to the IEA. Despite the
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new government's pro-growth policies and an exceptionally hot start to summer, we expect Japan's
oil consumption to resume its declining trend this year. The weakening yen will act as a factor deterring
oil imports and leading to some switching, where possible, to cheaper coal for power generation. We also
expect to see a gradual return of some nuclear power generation facilities in 2013-2014. We expect Japan's
consumption to contract by 3.0% y-o-y this year and for consumption in the OECD Pacific nations, essentially
Australia and South Korea, to fall by 0.8% y-o-y. South Korea's consumption may be boosted in 2H13 owing
to the closure of some nuclear facilities, following reports of fake safety certificates. With Japan's consumption
expected to continue to fall in 2014, we expect a further contraction in OECD Pacific consumption in that
year.
Japan: USD/JPY Trend (July 2012- 22 July 2013)
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Non-OECD Oil Consumption
•

China: Oil consumption will pick up modestly in 2H13
China's demand for crude oil is expected to grow by just 4.0% y-o-y this year, partly owing to relatively
modest economic growth. Preliminary data suggest that oil consumption grew by 6.0% y-o-y in 1Q13, but
consumption is expected to slip in 2Q13 owing to refinery maintenance and more subdued real consumption
of petroleum products. Crude oil imports in May 2013 were unchanged from April 2013 levels, but were down
by 6.0% in y-o-y terms. Relatively unattractive refinery margins were probably a factor in this relative
weakness, a trend that looks likely to continue for some months. In 2014, growth in oil consumption is
tentatively put at 3.9% as economic growth in China consolidates around a more moderate annual rate below
8.0%. Furthermore, intensifying efforts to improve conservation and efficiency (in order to meet targets in
China's five-year plan) will also constrain growth potential. However, one on-going support for consumption
will be the government's policy to build strategic oil reserves, particularly at times of relative price weakness.
We estimate that oil consumption in Asia, excluding China and OECD Asia, is expected to grow at a modest
3.1% y-o-y this year, constrained by more subdued regional economic growth. India's consumption continued
to grow in 1H13 but we expect growth in usage of just 2.0% y-o-y in 2013 (3.7% y-o-y in 2012) as the
negative impact of retail price increases for diesel acts as a constraint. A steadily improving macroeconomic
picture should lead to oil consumption growth of around 4.0% y-o-y in India in 2014. We have revised down
our expectation of oil consumption growth in Indonesia this year following the increases in (still heavily
subsidised) retail fuel prices in June.

•

The Middle East: Saudi Arabia is going to reduce its usage of crude oil in power generation
Consumption growth in the Middle East is being depressed by on-going regional unrest and the contraction in
Iran's economy. Iran's consumption is expected to contract at an annual average rate of 2.0% y-o-y in 20132014 as the economy struggles under the weight of ever-tighter economic sanctions. Despite high political
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and security risks, the persistence of extensive retail fuel subsidies across the region, as well as
expansionary fiscal policies in the Gulf Co-operation Council (GCC) countries, will support regional
consumption growth at an average annual rate of 2.0% -2.5% y-o-y in 2013-2014. Saudi Arabia's
consumption will be boosted by the opening of the Jubail oil refinery, with an estimated crude draw of 400,000
bpd, later this year. However, we expect crude oil burn for power generation in Saudi Arabia to start to fall this
year, and by more next year, as significant new domestic gas supplies come on stream.
Growing incomes across the African continent will sustain a healthy level of annual average consumption
growth, averaging 5.5% y-o-y, in 2013-2014. Regional consumption growth would be stronger were it not for
Egypt's economic woes (Egypt accounted for around 25.0% of Africa's consumption in 2012).
•

Brazil: The transport sector is driving Brazil's demand
Despite a sharp economic slowdown in 2012, Brazil's oil consumption is estimated to have grown by a
relatively robust 4.0% y-o-y, reflecting, in particular, steady increases in car ownership. Brazil's economy is
not expected to pick up markedly over 2013-2014 and we therefore expect oil consumption to stabilise at just
under 4.0% y-o-y.

Global Economy: The Strength of Recovery Will Affect Oil Demand
IMF Slashed Its 2013/2014 Outlook for Global Growth
The International Monetary Fund (IMF) trimmed its forecasts of global GDP growth in its latest updates published
on 9 July 2013.This was not unexpected and, if anything, the IMF has been too upbeat about the prospects for
the global economy in recent years. In common with many other forecasters, such as the OECD and the World
Bank, growth forecasts have been revised down in the light of a variety of economic indicators pointing to a
slowdown in exports, industrial production and consumer spending. Now, the IMF expect global real GDP
growth to be 3.1% y-o-y this year (from 3.3% y-o-y in their April 2013 forecast) recovering to 3.8% y-o-y in
2014 (4.0% y-o-y previously). Our own forecasts, which have tended to be at the cautious end of the forecasting
spectrum, remain unchanged and we retain our view that sees global GDP growth rising by 2.7% y-o-y this year
and 3.2% y-o-y in 2014.
Overview of IMF’s World Economic Outlook Projections
Region

y-o-y % change
Actual

Projections

Difference from
April 2013 WEO
Projections

2011

2012

2013

2014

2013

2014

World Output

3.9

3.5

3.1

3.8

3.3

4.0

Advanced Economies

1.6

1.2

1.2

2.1

1.2

2.2

US

1.8

2.2

1.7

2.7

1.9

3.0

Eurozone

1.4

-0.6

-0.6

0.9

-0.3

1.1

-0.6

1.9

2.0

1.2

1.6

1.4

6.2

5.7

5.0

5.4

5.3

5.7

China

9.3

7.8

7.8

7.7

8.0

8.2

India

7.7

4.0

5.6

6.3

5.7

6.2

Brazil

2.7

0.9

2.5

3.2

3.0

4.0

Russia

4.3

3.4

2.5

3.3

3.4

3.8

Developing Asia

8.1

6.6

6.9

7.0

7.1

7.3

Latin America

4.6

3.0

3.0

3.4

3.4

3.9

MENA

4.0

4.8

3.0

3.7

3.1

3.7

Japan
Emerging &
Economies

Developing

Source: IMF World Economic Outlook July 2013, KFHR
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The on-going recession in the Euro-area coupled with the slower-than-expected pace of economic growth in the
US contributed to the downward revision in advanced economies of 0.1-0.2 percentage points, where it is now
forecasted to grow only 1.2% y-o-y and 2.1% y-o-y in 2013 and 2014, respectively.
•

United States
Growth in the US is projected to rise from 1.7% y-o-y in 2013 to 2.7% y-o-y in 2014, 0.2-0.3 percentage points
lower than the previous forecast. The projections assume that the sequestration will remain in place until
2014, longer than previously projected, although the pace of fiscal consolidation will still slow. Private demand
should remain solid, given rising household wealth owing to the housing recovery, and still supportive
financial conditions. Attributing the 0.2 percentage point drop in IMF’s 2013 growth projection for the US due
to fiscal policy, Blanchard remarked that “What has happened is that stronger-than-expected fiscal
consolidation has been only partly offset by a good performance of the housing market, the result being a
small downward revision.” If fiscal consolidation had been weaker, then growth in the US would be
substantially higher.
US: IMF’s Growth Projections (2000- 2014F)
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Source: IMF World Economic Outlook July 2013, KFHR

•

Europe
The Euro-area will remain in recession in 2013, with activity contracting by over -0.6% y-o-y. Growth will rise
to just under 1.0% y-o-y in 2014, 0.2 percentage points weaker than previously projected, in part due to the
persistent effects of the constraints discussed above and the expected delays in policy implementation in key
areas, but also due to base effects from the delayed recovery in 2013. The major economies of Spain and
Italy are contracting, but core European economies like France and Germany are not doing that great either,
according to IMF. In the hard-hit crisis countries, there are improvements in relative costs and
competitiveness, and an increase in export market shares but this is not enough for increased demand.

1.0

2014F

2013E

2012

2011

2010

2009

2008

2007

2006

2005

2004

2003

2002

2001

-0.6

2000

% y-o-y

Euro-area: IMF’s Growth Projections (2000-2014F)
5.0
4.0
3.0
2.0
1.0
0.0
-1.0
-2.0
-3.0
-4.0
-5.0

Source: IMF World Economic Outlook July 2013, KFHR
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Highlights: Euro-zone Woes Persist
Recently, the IMF concluded its “Article IV Consultation,” which is its annual assessment of economic and
financial conditions in the Eurozone. The main message is that policy actions over the past year,
specifically the announcement of the Outright Monetary Transactions (OMT) programme in September
2012, have addressed important ‘tail risks’ and stabilised financial markets. Some, including ourselves,
might argue with that conclusion and we saw last week a re-emergence of higher bond yields in Portugal
on the back of political uncertainties. We noted in our research note at the time that Portugal had a
significantly large external debt position. In Greece, despite the ‘Troika’ concluding with the Greek
government the next loan disbursement, we are still worried that Greek government debt stands at 157.0%
of GDP implying that another debt restructuring programme is inevitable.
The IMF remarked that “centrifugal forces” across the Eurozone remain serious and are pulling down
growth everywhere with one or two exceptions. Borrowing costs inside the Eurozone are still fragmented
and ‘ailing’ banks continue to hold back the flow of credit. High levels of unemployment risk long-term
damage to potential growth and to political support for reforms. Voters do not want more austerity and
governments are now reluctant to implement further rounds of fiscal tightening. Without economic growth,
budget deficit targets are inevitably missed and debt/GP ratios continue to rise.
The IMF advises “actions on multiple fronts” including the repair of banks’ balance sheets, making further
progress on banking union, supporting demand, and advancing structural reforms. The problem is that
there is little sign of progress. The ECB recently cut interest rates and introduced “forward guidance” for
the first time into its policy statement. The ECB’s Jorg Asmussen said that such “forward guidance” which
refers to an “extended period” of low or lower interest rates could mean for more than a year. Asmussen
also hinted that the ECB could increase its liquidity support to the banks. Sentiment was not helped by a
credit rating downgrade for Italy from Standard and Poor’s. In our view, the ECB’s actions to loosen
monetary policy are welcome if not a case of ‘too little, too late’. The fact is that the monetary transmission
system is impaired. As a result, the Eurozone is in a liquidity trap, where extra liquidity pumped into the
system remains trapped in the system. There is no demand for credit as there is a preference for cash and
for paying down debt. The banks continue to repair their balance sheets and are reluctant to lend. The only
way to repair the monetary transmission mechanism is to restructure and recapitalise the banks. However,
the Eurozone banks face a sharp increase in non-performing loans and in many cases, such as Italy, the
banks have significant exposure to domestic sovereign debt. Germany is reluctant to help pay for the joint
liabilities implicit in a monetary union and for the same reason, fiscal union involving a German fiscal
transfer to the periphery remains distant. Whether the German position changes after the national
elections on 22 September remains to be seen. In the interim, the underlying structure of monetary union
remains fragile and vulnerable to periodic ‘flare-ups’ in the financial markets.

•

Japan
In terms of the rest of the IMF’s forecasts, it is interesting to note that they expect Japan to be the fastest
growing G7 economy this year, with expansion of 2.0% y-o-y where the 20.0% depreciation of the yen (in real
effective terms since 2012) has bolstered net exports and corporate profitability. The IMF expects Japanese
real GDP growth to moderate to 1.25% y-o-y in 2014, but this could turn out to be an under-estimate. Latest
data showed Japanese money supply growth data revealed a surge in M2 growth to 3.8% y-o-y in June 2013
which was the fastest growth since May 1999. The reason why this is important is that rising money supply
growth is a necessary (but admittedly not sufficient) condition for an expansion in nominal GDP growth to take
place. Nominal GDP growth has been on a declining trend for a long period of time. In other words, the size of
the economy is shrinking which is not helped by the fact that Japan’s population is actually declining. An
important part of ‘Abenomics’ is the implementation of structural reforms. Now that the Upper House elections
are out of the way, we would be expecting the Japanese government to announce a programme of
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privatisations. This is perhaps the best way of reducing Japan’s massive government debt/GDP level
(currently 245.0%) through sales (some say abolition) of Japan Post and Japan Tobacco for example. Half
the gross debt in Japan consists of debts that one government agency owes to another. The IMF estimate
that Japan’s net government debt as a percentage of GDP is 143.0%. For comparison, Greek net government
debt is 176.0%, Portugal 115.0%, Ireland and Italy both 106.0% and the G20 average is 86.0%.
Japan: IMF’s Growth Projections (1998-2014F)
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•

Emerging market and developing economies
Meanwhile, the IMF envisage a longer economic growth slowdown for the emerging market and developing
economies, forecasted to grow at 5.0% y-o-y in 2013 and about 5.5% y-o-y in 2014, reflecting slower export
growth and the softness of domestic demand in the advanced economies, especially the Eurozone, which the
IMF sees remaining in recession this year with real GDP contracting by 0.6% y-o-y. Recent monthly indicators
for Germany make for disappointing reading, with reported declines in exports and industrial production.
German exports to the rest of the Eurozone are down 9.6% y-o-y in the latest trade data and it implies that
domestic demand in the Eurozone periphery is actually very weak.
Emerging Market and Developing Economies: IMF’s Growth Projections (2000-2014F)
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•

China
Finally, the IMF revised down its GDP forecast for China to 7.8% y-o-y this year and 7.7% y-o-y in 2014. Our
forecasts remain unchanged at 7.5% y-o-y. The latest Chinese trade data published made for disappointing
reading, with exports down 3.1% y-o-y, which was the worst decline since October 2009. Forecasts for the
remaining BRICs have been revised down by 0.25-0.75 percentage points, with the outlook for commodity
exporters deteriorating due to lower commodity prices. The IMF note that the prospect of “monetary policy
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China: IMF’s Growth Projections
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normalization” in the US and a potential capital flow reversal have “policy trade-offs” for emerging economies,
perhaps constraining further EM monetary easing. EM bond spreads have widened sharply since Ben
Bernanke hinted at an easing in the Fed’s monthly bond purchases and the MSCI EM equity index is not far
from retracing 50.0% of all of the gains over the last ten years.

Source: Bloomberg, KFHR

Middle-East and North African (MENA) region
Elsewhere, growth in the Middle-East and North African (MENA) region is forecast by the IMF to slow to 3.1%
in 2013 (previous forecast: 3.4% in 2013) before strengthening further to 3.7% in 2014. A pause in oil
production growth among oil-exporting countries is expected to lead to a temporary deceleration in the
region’s economic growth, while on-going political transitions and a difficult external environment are
preventing a quicker recovery in some oil-importing countries.

Global Oil Supply
Global oil supply grew by an estimated 1.9% y-o-y in 2012, driven by strong recoveries in Organization of the
Petroleum Exporting Countries (OPEC) output and new North American production. Global oil supply is
expected to grow at an annual average rate of 1.0% y-o-y in 2013 and 2.6% y-o-y in 2014 to a 12-month
average of 91.0mln bpd and 93.4mln bpd respectively, supported by a steady expansion in North
American output and persistent, if somewhat volatile, increases in Iraqi production. OPEC output is
expected to slip slightly in y-o-y terms this year, constrained by falling Iranian production, somewhat lower Saudi
production and disruptions to supply from Nigeria and Libya. The slack will be more than offset by steady gains in
unconventional oil output in the US and Canada. We are maintaining our forecast of steady growth in Iraqi
production in 2013-2014, but output could disappoint if current disruptions persist. Our forecasts assume a
certain level of disruption to supply in countries such as Nigeria and Libya, but we do not envisage a major
geopolitical event that would lead to a large and sustained fall in supply.
Global Oil Production (mln pbd) – 12 Month Average
Item
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Latin America

4.1

4.2

3.7

3.8

4.1

Asia

7.8

7.7

7.8

7.8

7.8

Africa

2.6

2.6

2.3

2.3

2.4

Others

17.2

17.2

17.1

17.2

17.5

Total non-OPEC

50.6

50.6

50.8

51.8

52.8

% change, year on year

2.5

0.1

0.3

1.9

2.1

Processing gains

2.1

2.1

2.1

2.2

2.2

Overall total

87.3

88.4

90.1

91.0

93.4

% change, y-o-y

2.1

1.3

1.9

1.0

2.6
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Global Oil Supply: Monthly Average Trend and Forecasts (1Q11- 4Q13F)
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OPEC Oil Production
•

Iran: Oil output and exports are in decline as a result of sanctions
Tensions between the West and Iran over its nuclear programme are unlikely to be resolved during the
forecast period, despite the election of a new president, Hassan Rowani, who has promised a more
constructive approach to foreign relations. However, until the new president takes office in August 2013 and
formulates his approach, there is unlikely to be an Iran-related incident to cause oil market volatility.
In the meantime, Iran's oil production and exports continue to slip; according to the latest IEA data, output
was slightly up in m-o-m terms in June 2013 at 2.7mln bpd. However, Iran's exports continued to fall. Evertightening sanctions are making it increasingly difficult for Iran to find markets for its oil, and the relatively
benign global oil supply picture is not helping, as countries are able to source similar quality grade elsewhere.
We expect Iranian oil production to average just 2.6mln bpd this year, reflecting the intensification of
sanctions. Nevertheless, there remain considerable downside risks to our forecast. Even if the political
tensions between the west and Iran were resolved, oil production may have suffered some permanent
damage owing to the drop-off in production and pressure in oilfields.

•

MENA region: Security risk in the Middle East and North Africa remains high
In North Africa, the attack in January 2013 on the In Amenas gas facility in Algeria has raised the risk of
further terrorist attacks on oil and gas installations in the region. Political stability is still by no means ensured
in Libya or Egypt as the new political forces adjust to being in positions of authority; indeed, recent violence in
Libya targeted the oil industry specifically. Furthermore, the domestic turmoil in Syria has led to a collapse in
oil production in that country and could foment tensions elsewhere in the region, such as Iraq. Israeli air
strikes on Syria in early May 2013 have intensified fears that the Syrian conflict could become a more
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regional affair. An attack on the main oil pipeline in Yemen in May 2013 is also likely to lead to lower output
and exports in that country this year, and reportedly there are still issues to be resolved between Sudan and
South Sudan concerning the latter's oil exports. Outside the Middle East, Nigeria's oil output continues to be
negatively affected by pipeline sabotage and theft, while political uncertainty continues in Latin America's
largest producer, Venezuela, following the unconvincing win of Nicolás Maduro in the April 2013 presidential
election.
•

Saudi Arabia: Output will be more restrained this year
Saudi Arabia's output is expected to average 9.4mln bpd in 2013, down from nearly 9.9mln bpd in 2012, as
we expect some production restraint in the face of what appears to be a well-supplied market and the risk of
this leading to lower prices. Aramco, the state-owned Saudi oil company, has accelerated the development of
the Manifa and Dammam oilfields. The more advanced is the offshore Manifa field, which is already
producing and is expected to ramp up production to around 500,000 bpd in mid-2013. The field is expected to
reach full capacity of 900,000 bpd by the end of next year. However, this additional output will be largely
replacing oil production lost from ageing fields, and most is expected to be used domestically, particularly in
the new Jubail refinery.

•

Iraq: Security risk has escalated in recent months
In 2012, output rose by 10.5% y-o-y to an average of 2.95mln bpd, just short of Iran's 3.0mln bpd. We expect
steady increases in Iraq's output to about 3.2mln bpd in 2013 and 3.6mln bpd by 2014, boosted by the
gradual ramping-up of production at the large Majnoon field, operated by Royal Dutch Shell (UK/Netherlands)
and expected to become operational in mid-2013. Adverse weather and limited exports from Kurdistan
constrained output in 1Q13 at around 3.0mln bpd, but there was a marked pick-up in production in 2Q13 to
3.16mln bpd although output decreased over the course of the quarter owing to technical problems, further
weather-related disruptions and attacks on the Kirkuk-Ceyhan pipeline.
Challenges remain, however. The security situation in Iraq appears to be deteriorating, with serious sectarian
strife in the last month or so, primarily between the security forces and the minority Sunni population. In May
2013, the Kirkuk-Ceyhan pipeline was bombed but, for the most part, the violence is not targeting the oil
industry. Aside from the security risk, infrastructure bottlenecks remain and there is regulatory uncertainty
owing to the lack of a federal hydrocarbons law. However, three of Iraq’s four new single-point moorings, off
the coast of Basra, are now up and running, although they have experienced technical problems and been
negatively affected by storms. An additional concern is the availability of domestic storage, including tanker
space at export terminals, as well as other oilfield infrastructure constraints such as pumping capacity.
Disputes with the Kurdish region over oil payments and territory also present a risk that could affect
production (although the semi-autonomous region is likely to continue producing and trading with importers
outside official Iraqi channels).

OPEC: OPEC may seek to reduce its output ceiling at its December 2013 meeting
OPEC member states met at the end of May 2013 and left the production target of 30.0 mln bpd unchanged.
There had been a wide consensus among arriving delegates, including Iran's representative, ahead of the
meeting that there would be no change to the target, so the decision had little market impact—particularly as
OPEC's production has exceeded the target for some time. While OPEC expressed concern at the subdued
nature of demand, delegates felt that prices around US$100/barrel reflected market fundamentals. In early July
OPEC published forecasts for the oil market in 2014 that envisage a fall in the call on OPEC crude as a result of
the steady increase in North American oil production and rising stocks in industrialised countries. This was
despite a relatively positive outlook on global demand growth next year. The forecasts could certainly be used to
justify production restraint when the members meet again at their next scheduled meeting in early December
2013 in Vienna, Austria.
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Non-OPEC Oil Production
•

Russia: Russia is expected to lift output through enhanced oil recovery
Russia's output grew by a provisional 1.2% y-o-y in 2012, supported by further rises in green fields mainly in
Eastern Siberia, natural gas liquids (NGL) production and the incentive of high international prices. We expect
Russian production to increase over 2013-2014, partly owing to efforts—sometimes using the hydraulic
fracturing technology—at enhanced oil recovery. Gas condensates will also continue to grow strongly.
Russia's potential to add production is significant, with Eastern Siberia and Sakhalin Island still at early stages
of development. There is also the possibility of sizeable Arctic reserves. However, capacity may be
constrained by international firms finding the operating environment in Russia challenging. There does,
however, appear to be an awareness of the need for private-sector capacity in order to exploit the technically
challenging Arctic resources.
Output from the giant Kashagan field in Kazakhstan is expected to come on stream in 4Q13. In the first
phase, a production target of 370,000-450,000 bpd has been set for the oilfield, and our numbers are
factoring in a gradual ramp-up over the course of next year and into 2015.

•

Canada: Infrastructure problems are threatening the potential of Canada's oil industry
Canada's output is set to expand by 4.3% y-o-y in 2013-2014, with the growth primarily in the western
Canadian oil sands, and to reach nearly 4.2mln bpd by 2014. However, Canada's oil sector is facing a
number of challenges. In particular, infrastructure—especially pipeline—constraints are making it difficult to
market Canadian oil. However, an increasing amount of Canadian oil is now being transported by rail;
although expensive, rail transport is faster and more flexible, and has opened up new markets both in the US
and Canada. As a result, there has been a significant narrowing of the discount applied to Canadian oil. In
December 2012, West Canada Select, a benchmark price for a blend of bitumen and conventional oils, traded
at a discount as wide as USD43 to West Texas Intermediate (WTI, the US benchmark), but at end-June 2013
the discount stood at just USD16. One caveat that needs to be applied is the possible fallout from the
explosion, and fatalities, in Quebec in early July 2013 following the derailment of a train carrying crude oil;
there is likely to be some legal or environmental response as communities become aware of the volumes of
oil moving through urban areas on rail.
A decision on the Keystone XL pipeline is expected in 2013, with momentum appearing more likely to see it
approved, assuming that the project can meet ever-more stringent environmental regulations. Were the US
administration to reject this proposal again, we would expect to see a renewed focus within Canada on
obtaining approval for Enbridge's Northern Gateway pipeline, a plan to ship oil to the Pacific coast and then
on to Asian markets. However, in late May 2013, the British Columbia (BC) government rejected the pipeline
proposal, saying that it failed to allay safety and environmental concerns. A final decision by the federal
government will be made at the end of the year, giving Enbridge time to address the issues raised by the BC
government.

•

US: Production prospects look bright
We expect US production to average 10.1mln bpd in 2013-2014 and risks are to the upside. Output,
particularly from North Dakota's Bakken fields, was affected by adverse weather in 1Q13 but we expect
production growth, particularly of the light tight oil, to gain momentum in 2Q13. New shale developments will,
however, start to face infrastructure bottlenecks.

•

North Sea: Threatened by declining output at mature fields and insufficient new fields coming on stream to
compensate
Output in the North Sea (including UK and Norwegian fields), which is in terminal decline owing to maturing
fields and a lack of new fields set to come on stream, is expected to continue to struggle in 2013-2014.
Norway's output is expected to pick up slightly in 2014 as a number of new fields come on stream, but will slip
this year partly because of extensive maintenance on the large Ekofisk field in June 2013. However, the
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medium-term outlook for Norwegian production is uncertain given that the government is proposing to reduce
the amount of investment costs that oil companies can write off for tax purposes. The measure is designed to
give a boost to Norway's non-oil economy. If passed, it would have particularly negative implications for the
future development of Norway's Arctic resources.
•

Mexico: Lack of new investment will impact output
Output from Mexico is also expected to fall in 2013 as a result of maturing fields and the lack of new
investment, although 200,000 bpd of additional capacity is set to come on stream in 2014, which should allay
the terminal decline in that year. The potential for a liberalisation of the hydrocarbons sector could open up
Mexico to additional investment and production, but this is likely to occur outside our forecast period.
Meanwhile, large increases in non-OPEC supply, primarily from China, Brazil and Kazakhstan, are not
expected until 2014 at the earliest.

Challenges and Risks in the Oil and Gas Industry
For 2013, global oil demand remains volatile-- this has been mainly due to the release of the latest actual
economic data for 1Q13 and preliminary economic data for 2Q13. While the softer-than-expected recovery in the
global economy this year continues to impact the oil market, the outlook for next year expects some improvement
on the back of an improvement in global economic growth. However, the pace of recovery in growth in major
economies around the globe is one of the main uncertainties affecting world oil demand projections in 2013 and
2014. The prospect of rising interest rates on government bonds and loans around the world poses a difficult
investing environment and could hamper economic growth. This is especially concerning the US, where recently
the Fed announced that it may end its quantitative easing program. This will indirectly affect the buoyancy of oil
demand from the US, which is also the world’s top 10 oil consumers. Recent bouts of illiquidity amongst Chinese
banks could also impact near-term crude oil demand in Asia's largest economy.
Global Oil Demand by Region (2013E – 2014F)

Mln bpd

30
2013E

20

2014F

10

China

Other Europe

FSU

Africa

Middle East

Latin America

Other Asia

OECD Asia Pacific

OECD Europe

OECD Americas

0

Source: Organization of the Petroleum Exporting Countries, KFHR

On the supply side, the strong growth trend seen in early 2013 is expected to continue in 2014, supported by
OECD Americas, Latin America, the FSU, and Africa, and partly offset by declines in OECD Europe.
Nevertheless, the forecast is associated with a high level of risk. While the expectation of capital expenditure in
2013 and 2014 indicates a rising trend, other risk factors — such as politics, environment, price and technical
developments — will continue to impact supply growth expectations. For example, although Egypt is not a major
oil producer, recent developments in that country have once again highlighted the possibility of continued political
turmoil in the Middle East region that plays a pivotal role in world oil markets, providing price support and a
potential avenue for a price movement to the upside. Additionally, the Syria crisis is also a source of concern as
the deepening of the crisis could hit supplies from the crude-rich Middle East. Fears that Western intervention in
Syria could increase the risks of a broader Middle East conflict have already put some upward pressure on the
crude oil prices. It is important to note that Syria is not a major oil-producing country, yet the potential spillages
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into neighbouring countries have spooked the markets somewhat. However, even if tensions do continue to rise which all the major players would want to avoid - we would expect any fallout for global oil markets to be more
than offset by the prospect of releases from the vast strategic reserves held by the US and its allies.
Global Oil Supply by Region (2013E - 2014F)
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While the softer-than-expected global economic recovery this year (2013 GDP forecast: 3.1% y-o-y) continues to
impact the oil market, the outlook for next year expects some improvement, where the IMF forecasts global GDP
is to grow 3.8% y-o-y. In any case, the pace of recovery in growth in major economies around the globe is one of
the main uncertainties affecting world oil demand projections in 2013 and 2014.
Global Growth: IMF‘s Growth Projections (1998- 2014F)
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B.Global Petrochemical Analysis
Global Chemical Output
Global chemical output grew by 2.6% in 2012, lower than 3.0% growth production recorded in 2011. This was
largely attributed to weak economic developments in the industrialized countries and restrained growth in the
emerging markets. In addition, many consumers of chemical products have also showed caution in restocking
their inventories on anticipation of lower chemical prices in the near term.
In the US, chemical production rose by 2.5% in benefited from low gas prices and high demand mainly from the
automotive industry. In contrast, chemical production in Asia posted a weaker growth at 7.7% in 2012 as
compared to 9.0% in 2011 in tandem with moderate economic growth. Details showed chemical production in
China increased by 10.6% while in India it went up by only 1.3%.
Global Chemical Production, 2012
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Going forward, we believe that global chemical industry continues to face a number of trends that will challenge
the sector and drive new opportunities for organic and inorganic growth. New markets, shale gas discoveries,
and Advanced Materials Systems are among the trends driving organic growth and stimulating activity in mergers
and acquisitions (M&A) and alliances. The industry is witnessing portfolio realignment as companies take steps to
strengthen balance sheets, pursue consolidation strategies, and establish footholds in new markets. Although
recent M&A activity levels have been lower than the levels seen in 2007 and 2008, significant M&A activity is still
underway and an important element of today’s chemical industry.
Global Chemical Industry M&A Activity Announced Deals
Year

Number of Deals

Average Deal Value (USD mln)

2007

355

910.0

2008

365

927.0

2009

289

77.0

2010

325

217.0

2011

333

354.0

2012

251

543.0

Source: Deloitte, KFHR

In Saudi, two companies have announced their intent of merge - SIPCHEM and Sahara. Zamil holding is the
biggest corporate shareholder in both the companies (SIPCHEM at 9.6% & SAHARA at 7.9%). Other major
shareholder in both the companies is the Public Pension Agency i.e. government of Saudi Arabia which holds
7.7% in SIPCHEM and 5.9% in SAHARA. Both companies will undergo feasibility study for the merge processes,
where both companies in the next five months will undergo technical, financial, and regulatory studies. With a
market value of SAR8.1bn and Sahara’s SAR6.3bln, the combination would be the nation’s largest deal in last
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couple of years. Successful completion of this deal would give rise to many such transactions in the future as
there are many big industrial and holding companies who hold stake in more than one petrochemical company,
giving them the opportunity to look into the potential cost savings and efficiencies. Zamil holding also holds stake
in Methanol Chemicals Company (Chemanol) and is the second largest shareholder in the company after Yusuf
Bin Ahmed Kanoo Group of Saudi Arabia. This company also can be looked as potential target.

Global Petrochemicals
The global petrochemicals market was valued at USD472.06bln in 2011 and is expected to reach
USD791.05bln by 2018, growing at a CAGR of 6.7% from 2012 to 2018. In terms of volume, the global
petrochemicals consumption was 436.86mln tonnes in 2011 and is expected to reach 627.51mln tonnes by 2018,
growing at a CAGR of 5.4% from 2012 to 2018, according to industry analysis.
Global Petrochemicals Market Volume Share – By Geography, 2011
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Growing consumption from major end use industries including construction, packaging, transportation, textile,
plastics, healthcare coupled with favourable operating conditions mainly in the Middle East and Asia Pacific are
expected to drive the global market for petrochemicals over the next five years. Government initiatives in India
and China to set up petrochemical complexes in the region are also expected to fuel the market growth. The
rapid exploration and development of unconventional gases such as shale gas is also expected to provide
feedstock advantage to petrochemical producers. However, volatile raw material prices and growing
environmental concerns regarding the production and usage of various petrochemicals are expected to be a key
challenge for market participants. Regulatory intervention has resulted in the industry shifting focus towards
developing bio-based alternatives for petrochemicals.
Ethylene dominated the petrochemical market and accounted for over 28% of the total consumption in 2011.
Growing demand for polyethylene, a major derivative of ethylene, mainly from packaging industry is expected to
boost the global market for ethylene over the forecast period. However, widening supply- demand gap due to
capacity addition in the Middle East and Asia Pacific is expected to put pressure on ethylene prices, globally. In
terms of volume, methanol is expected to be fastest growing petrochemical at an estimated CAGR of 10.3% from
2012 to 2018. The growth of methanol is largely driven by its emerging application in gasoline blending and
conversion of methanol to olefins (MTO).
The global market for petrochemicals is highly fragmented in nature. Top ten companies accounted for just over
49% of the total petrochemicals market in 2011. BASF, Sinopec and Exxon Mobil were the largest petrochemical
manufacturers and together accounted for nearly 20% of the total market share in 2011. Major industry
participants have fully integrated operations from extraction of crude oil and natural gas to production of
petrochemical derivatives. Some of the other players operating in the global petrochemical market include
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Chevron Phillips, Dow Chemical, Company, Ineos, LyondellBasell, National Petrochemical Co., PetroChina,
SABIC, Shell Chemicals and Total among some other companies.

China to Lead Petrochemical Demand
China has emerged as the biggest petrochemical market in the world. Petrochemical demand growth is closely
associated with the economic growth of a country, and China is the fastest growing economy in the world. The
country successfully posted real GDP growth of 8.8% growth in 2012 despite the impact of the global financial
slowdown, while most large economies in the world witnessed a downturn.
As with other petrochemical markets, the Chinese petrochemicals market stumbled as recession slowed down
the growth, but stimulus packages and strong demand from its large domestic market helped to revive the
petrochemicals industry. The Chinese petrochemicals industry is imports-dependent, which will continue to
benefit the producers in other countries such as Saudi Arabia, Japan, Korea and the US. These countries can
extend their excess supply to the Chinese market. The fast growing Chinese market is attracting foreign
producers who are entering into joint ventures with Chinese producers to establish manufacturing facilities in
China.
Demand for petrochemicals in China rise, in line with resilient growth in related sectors. Among the major
markets for petrochemicals are the infrastructure and construction, packaging, textile, automotive, consumer
goods as well as electronics markets.
According to the National Development and Reform Commission (NDRC), China’s total petrochemical output
rose 12.9% to USD1.73tln in 2012. The industry's production growth rate experienced month-on-month drops in
the first half of 2012 due to flagging consumer demand in China and the rest of world. In the latter half, the growth
began a steady rebound on the back of the government's pro-growth policies, the statement said.
Despite steady growth in its total petrochemical output in 2012, profits dropped from a year earlier due to weak
demand. The petrochemical industry's total profits dropped 9.4% to YUAN324.9bn in the first 11 months,
according to the NDRC. To buoy the slowing economy, the government rolled out an array of measures last year,
including cuts in benchmark interest rates, the easing of commercial banks' reserve requirement ratio and the
approval of massive infrastructure projects.
The NDRC also mentioned that the capacity of China's petrochemical industry has grown by 11.8% in May 2013,
one percentage point higher than the same month in 2012. Among the major petrochemical products, ethylene,
plastics in primary form and synthetic fiber grew by 5.1%, 8.7% and 0.7% respectively; synthetic rubber down
1.2%; sodium hydroxide up 4.8% and sodium carbonate down 7.8%.
Being the largest market, China is also expected to be fastest growing market, at a CAGR of 6.7% from
2012 to 2018, owing its significant downstream processing capacity. The growth of major end use industries in
China is being primarily triggered by the rapid economic growth in the nation. It is also one of the largest
producers of coal and shale gas which are emerging feedstock for petrochemical production. China was followed
by Rest of Asia Pacific in terms of consumption and accounted for over 23% of the global demand of
petrochemicals in 2011. Growth of the Indian economy is one of the major factors driving the consumption of
petrochemicals in Rest of Asia Pacific.
The major trend in the petrochemical industry is shift of manufacturing units towards the East especially in China
and Middle East due to abundant availability of raw material and cheap labour. In addition, to reduce the
dependability on raw material, owing to limited availability and the volatility associated with their prices, the world
is shifting focus towards developing unconventional resources such as shale gas. North America is the major
consumer of shale gas due to limited reserves of crude oil and natural gas. The key participants in the industry
are shifting their focus towards bio-based chemicals due to growing consumer awareness and environmental
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concerns. Some of the platform chemicals which are being developed and are on the verge of commercialization
include succinic acid, aspartic acid, levulinic acid, glycerol, glutamic acid and glucaric acid.

Petrochemical Product Prices
Rebounding European prices combined with the weaker dollar have eased the recent decline of the ICIS
Petrochemical Index (IPEX). There was a 0.1% fall of the July IPEX compared with the revised June 2013 figure
despite a 1.5% boost to the Europe sub index, Improvements in Europe were outweighed by a 0.6% slip of the
US and northeast Asian sub-indices.
The ICIS Global Petrochemical Index (IPEX) provides a capacity-weighted measure of the average change in
petrochemical prices over time. Dating back to January 1993, historical ICIS prices for a basket of 12 essential
petrochemical products in the US, Western Europe and northeast Asian markets have been weighted by regional
nameplate capacity to generate a monthly index value. The IPEX product basket of 12 essential petrochemical
products comprises ethylene, propylene, benzene, toluene, paraxylene (PX), styrene, methanol, BD, polyvinyl
chloride (PVC), PE, PP and polystyrene (PS).
Global Petrochemical Index (January 2008 – July 2013)
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•

Ethylene
Ethylene prices fell this week in Asian markets on ample supply and weak buying interest. However, firm
crude oil prices and petrochemical products remained a cost support in the short run. In Europe, ethylene
spot market was characterized as well balanced ahead of contract negotiations for August 2013.
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•

Benzene
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Benzene prices in Asia were down for the week and much of the fall came at week-end when market
sentiments weakened due to crude oil futures traded lower for much of the day. European benzene market
closed the week stronger, even though the gains were partially wiped out at the close.

Source: Bloomberg, KFHR

•

Naphtha
Naphtha prices in Asian markets closed the week stronger, with the benchmark CFR Japan naphtha flat price
assessment in the range of USD887.75-891.25 a tonne. Earlier in the week, naphtha price and its margin
rose less than 1% each to a high of USD901.50 and USD91.73 a tonne respectively.
Naphtha CIF Japan Spot Price (January 2013 – 26 July 2013)
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•

Propylene
Meanwhile, propylene prices in Asian rose as at mid-July 2013 in a largely stable market and mildly fluctuated
as cost gained. Prices in China softened given subdued downstream demand. In Europe, spot propylene
price fell this week as they were pulled down by ready availability of goods in a thin market. US spot refinerygrade propylene prices gained this week amid thin trading, following upward pressure in pricing from a
stronger downstream segment.
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GCC Petrochemical Industry
The Arabian Gulf region continued to thrive in 2012, outperforming global chemical production. This is despite a
slowdown in global chemical production due to a recession in Europe, inventory imbalances and a decline in
global manufacturing led by market weakness. In 2012, GCC petrochemical production increased by 2.6%,
slightly lower than the 3.8% growth rate in 2011.
GCC petrochemicals capacity reached 127.8mln tonnes in 2012, 5.5% higher than the previous year. Saudi
Arabia maintained its leading position as the region’s largest petrochemical producer with 86.4mln tonnes of
capacity, equivalent to 67.6% of the total regional capacity. Qatar continued to perform and now accounts for
13.2% of the region’s total with production capacity amounting to 16.8mln tonnes in 2012, while Oman’s
petrochemicals capacity reached 9.5mln tonnes.
These three nations confidently continued their strategic expansions, adding capacity during the year. Saudi
Arabia led with 6mln tonnes coming on stream followed by Oman bringing online 0.6mln tonnes and Qatar 0.2mln
tonnes on stream. The UAE continued its integrated expansion programme and production capacity now
represents 4.8% of the total regional capacity. Kuwait with 7.6mln tonnes of production capacity accounts for
5.9% of the Gulf regional capacity, while Bahrain at 1.4mln tonnes represents 1.1% of the total regional capacity
GCC Petrochemicals Capacity by Country (2011 – 2012)
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GCC Petrochemicals: Challenges and Opportunities
Gulf petrochemical producers are exploring opportunities to expand capacity, diversify production and realize the
region’s full potential to meet oncoming challenges and opportunities, according to the industry experts. The
petrochemicals industry is bracing to sustain competitiveness keeping in mind the new market realities, remarked
Dr Abdulwahab Al-Sadoun, the secretary general of the Gulf Petrochemicals and Chemicals Association (GPCA).
GCC currently accounts for 20% of the world’s proven natural gas reserves. Despite the cost competitiveness of
Gulf-based petrochemicals producers built on such strategic assets, experts urged the industry to prepare
themselves for new challenges, especially because a cooling Chinese economy will lead to reduced demand for
Gulf exports.
•

One of the concerns is shale gas discoveries in North America, which would add significant volumes to
global energy supplies. While the shale gas boom in North America promises to provide fresh impetus to
petrochemicals producers there, options are getting limited before Gulf producers, as the Euro-zone offers
limited growth opportunities amidst the current financial crisis.
Oil supply from countries beyond the OPEC producers’ cartel is set to grow by the most in two decades next
year on the back of the US shale revolution, according to the International Energy Agency (IEA). Output from
US fields such as the Bakken in North Dakota is surging, eating into OPEC’s share of the market. The
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industrialised countries’ energy watchdog expects non-OPEC supply growth to accelerate again next year to
1.3mln barrels a day, with the US accounting for the vast majority of growth.
The US shale revolution has not been led by Chevron or other large international oil companies such as
ExxonMobil and Royal Dutch Shell, but by smaller North American independents, from the midsized
companies valued in the tens of billions of dollars down to tiny start-ups. It was Texan oilman George Mitchell
and Oklahoma-based Devon Energy that first saw the potential in combining hydraulic fracturing with
horizontal drilling to extract shale gas, companies such as Chesapeake Energy and Continental Resources
that moved quickly to acquire drilling rights on the most promising shales, and quickly shifted their focus away
from gas and towards oil after the price of gas collapsed.
The top three producers in the Permian Basin, a heartland of the US oil industry for almost a century that is
booming once again with the advent of shale oil, last year were Occidental Petroleum, Pioneer Natural
Resources and Apache, according to the Texas Railroad Commission. In the Bakken shale the leaders were
Continental, Whiting Petroleum and Hess, and in the Eagle Ford it was EOG Resources, ConocoPhillips and
Chesapeake.
US Shale Oil Players

Source: Energy Information Administration

Highlight: The US shale oil is on the rise but challenges remain
Shale Developments in the US
The production of shale oil from shale formations has rejuvenated the natural gas industry in the US. Of
the natural gas consumed in the US in 2011, 95% was produced domestically, indicating that the US it not
depending on foreign oil supply.
Currently, shale production is primarily coming from North America, with total supply from the Baken,
Eagle Ford and Niobrata shale oil plays already over 1mln bpd and are expected to hit 2mln bpd and 3mln
bpd by 2020 and 2035, respectively.
In addition to the increased production from shale oil plays, many existing and new ultra-deep water
projects are either being developed or are planned to come on-stream between now and 2016. Projects
such as Cascade & Chinook, Galapagos, Thunder Bird, Cardamom, Jack & St. Malo, Lucius, Knotty Head,
Puma, Big Foot and Mars B are expected to bring more than 1mln bpd of net additional capacity in the
medium-term, even accounting for natural declines in existing fields.
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US to Be World’s Top Energy Producer by 2020
The availability of large quantities of shale gas should enable the US to consume a predominantly
domestic supply of gas for many years and produce more natural gas than it consumes. The International
Energy Agency (IEA), in its World Energy Outlook 2012, predicts that a shale-oil boom will thrust the US
ahead of Saudi as the world largest oil producer by 2020 and a net oil exporter by 2030. The US oil
imports is expected to drop by more than half to just 4mln bpd, from 10mln bpd currently. Much of this
decline will be because of higher domestic production, but efforts to improve energy efficiency in the
transport sector will also prove significant, the IEA said.
Rising Contributions of Shale Gas in the US (2010, 2020F and 2040F)
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Source: Energy Information Agency (EIA), KFHR

US oil production is expected to rise to 10mln bpd by 2015 and 11.1mln bpd in 2020 before slipping to
9.2mln bpd by 2035. Meanwhile, it is also expected that the US would overtake Russia as the largest
gas producer by 2015. Russian oil output, which over the past decade has been steadily above Saudi
Arabia, is predicted to stay flat at over 10mln bpd until 2020, when it will start to decline to reach just above
9.0mln bpd by 2035.
Despite the US rising oil production, Saudi Arabia (which boasts the world’s largest conventional oil
reserves and substantial undeveloped resources) will still dominate oil markets in the long term.
Saudi oil output is projected to increase to 10.9mln bpd by 2015 before sliding marginally to 10.6mln in
2020 but to rebound to 12.3mln bpd by 2035.
Projections of Oil Production by IEA (2015F – 2035F)
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The IEA's conclusions are partly backed by the Organization of the Petroleum Exporting Countries
(OPEC), which acknowledged for the first time that shale oil would significantly diminish its share of the US
market. OPEC said the US would import less than 2mln bpd in 2035, almost three-quarters less than it
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does today. However, we still believe that OPEC still plays an important role in the oil and gas industry.
The organisation’s share of global oil production is expected to increase to 50% in 2035 from 45%
currently, with almost 90% of the Middle Eastern oil exports will go to Asia. The IEA hinted that US energy
independence could redefine military alliances, with Asian nations replacing the US in securing oil shipping
lanes from the Persian Gulf.
Challenges remain
Despite the optimistic shale oil projection, we believe that the US oil boom is still in its infancy and facing
challenges. IEA warned that a drop in global oil prices would affect production, since tight oil requires a
high market price to be economic. Estimates showed that the drilling and completion costs for a horizontal
shale well currently ranges from USD4 to USD6mln. Drilling and completion costs required to fully develop
a shale oil play will typically amount USD50,000 to USD75,000 per flowing barrel at plateau. This relatively
high cost arises from the steep first year decline rate (70% to 90%) for the wells.
Furthermore, if no new US resources are discovered and if the oil prices are not as high as today, then we
may see Saudi Arabia coming back as the first producer again according to the IEA.
In addition, future production is likely to be beset by several constraints and challenges, such as
environmental concerns, questions over the availability of equipment and skilled labour, rising costs and
steep well-production declines.
•

Another concern is that the GCC region appears to running short of natural gas despite its massive
reserves. According to the latest BP Statistical Review of World Energy, the GCC is sitting on an estimated
1,496.2tln cubic feet of natural gas. This is not enough to sustain the growing demand for gas. More
industries besides petrochemicals are now competing for natural gas.
Adapting to this, GCC petrochemical companies have shifted to more liquid feedstocks. Most new major
projects across the region (such as the Saudi Aramco-Dow Chemical venture, Sadara) are expected to use
mostly liquid feedstocks. This move to liquid feedstocks will pose grave challenges to GCC players, as they
do not offer the same cost advantages as gas feedstocks.
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Saudi Arabia Petrochemical Updates and Outlook
Saudi maintained its leading position as the region’s largest petrochemical producer with 86.4mn tons of
capacity, representing 67.6% of the total regional capacity. In 2012, its capacity went up by 7.5%. Saudi Arabia’s
leadership position was further reinforced during the year by the development of several large scale
petrochemical projects that will further extend its capacity in the coming years.
Saudi Arabia Petrochemical Capacity (2011 – 2015F)
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Saudi Basic Industries Corporation (SABIC) made impressive progress developing two downstream plants in
Jubail expected to be the largest integrated MMA/PMMA plant in the world, with capacity of 250,000 TPA of
methyl methacrylate (MMA) and 40,000 TPA of polymethylmethacrylate (PMMA).
Construction began on the new Jubail petrochemicals complex, following the formation of Sadara Chemical
Company joint venture in 2011. This world-scale complex is expected to produce over 3 TPA of performance,
value-adding chemical and plastics products including polyethylene, elastomers, amines, and glycol ethers as
well as propylene oxide, propylene glycol, polyols, TDI, and MDI. Scheduled for completion in 2015, The Sadara
complex is the largest chemicals complex in the world to be built in a single phase, representing a USD20bln
investment.
Expansion investment continued in February 2012 when Ma’aden announced its USD7bln Phase II phosphate
developments in Umm Wu’al in northern Saudi Arabia, which will be one of the major integrated phosphate
projects in the world. The complex will be located at Waad Al-Shamal City, which is being developed to utilize the
mineral resources for creating an upstream and downstream phosphates cluster. Ma’aden’s phosphate second
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mining operation at Umm Wu’al will produce annually: 5.3mln tonness of phosphate concentrates; 1.5mln tonnes
of phosphoric acid; 4.1mln tonnes of sulphuric acid; 100,000 tonnes of purified phosphoric acid; 90,000 tonnes of
sodium tri-polyphosphate; 250,000 tons of monocalcium phosphate and dicalcium phosphate (MCP/DCP);
2.8mln tonnes of phosphatic and compound fertilizers, and 1.1mln tonnes of ammonia.
Great progress was also made by Petro Rabigh, a joint venture between Sumitomo Chemical and Saudi Aramco,
which awarded contracts in May to build a $5 billion Phase II Expansion of Petro Rabigh, one of the largest
integrated refining and petrochemical complexes in the world. The Rabigh II Project’s main products will include
ethylene propylene rubber (EPDM), thermoplastic polyolefin (TPO), methyl methacrylatee (MMA) monomer,
polymethyl methacrylate (PMMA), low-density polyethylene/ethylene vinyl acetate (LDPE/EVA), paraxylene/benzene, cumene and phenol/acetone.
Added to the significant expansion activities taking place in Jubail, KEMYA - a joint venture between SABIC and
ExxonMobil, awarded construction of a USD3.5bln elastomers project in Jubail. The facility will produce up to
400,000 TPA of rubber including halobutyl, styrene butadiene, polybutadiene, and ethylene propylene diene
monomer (EPDM) rubbers, thermoplastic specialty polymers, and carbon black.
Investment in performance chemicals was at the forefront when Arabian Petrochemical Company,
PETROKEMYA, a wholly owned SABIC subsidiary, awarded in June, the construction of Saudi Arabia’s first
Acrylonitrile Butadiene Styrene (ABS) plant. This USD400mln investment project in Jubail will have a capacity of
140,000 TPA and use emulsion technology licensed from SABIC’s Innovative Plastics business to produce a
variety of grades for the automotive industry, electrical appliances and other products.
Fertilizer capacity also continued to expand when in June 2012. SABIC subsidiary SAFCO awarded a
USD500mln contract to build a large-scale fertilizer complex as part of expansion plans at its existing facilities.
SAFCO’s fifth fertilizer plant will have capacity to produce 1mln TPA of urea.
A major milestone was achieved in October 2012, when Saudi Polymers, a joint venture between National
Petrochemicals Company (Petrochem) and Arabian Chevron Phillips Petrochemical Company, started full
commercial operations of its polymers manufacturing facility in Jubail, with capacity of 1.2mln TPA of ethylene,
1.1mln TPA of polyethylene, 440,000 TPA of propylene, 400,000 TPA of polypropylene, 200,000 TPA of
polystyrene, and 100,000 TPA of 1-Hexene.
Furthermore, SABIC’s affiliate Jubail Chemicals Storage and Services Company (JCSSC) was awarded a
contract in October 2012 to build a new storage, handling and shipping terminal at King Fahd Industrial Port in
Jubail. Phase 1 will consist of 40 commodities and specialty chemical storage tanks to provide the petrochemical
industry in Jubail with critical export facilities and enable continuous growth of the petrochemical and downstream
industries.
Adding to this tremendous pace of products diversification drive, Saudi Kayan Company signed an agreement in
December 2012 with Sadara Chemical Company and Saudi Acrylic Acid Company, to jointly develop a new
butanol plant with capacity to produce 330,000 TPA of n-butanol and 11,000 TPA of iso-butanol making it the
largest butanol plant in the world. The construction work on this project will begin in 2013, and the plant is
expected to start production in early 2015.
In addition, a memorandum of understanding (MOU) was signed between SABIC subsidiaries Saudi Kayan and
Petrokemya to jointly develop the Ultra High Molecular Weight Polyethylene (UHMWPE) plant in Jubail expected
to be commissioned during the second half of 2014 and with capacity of 35,000 TPA.
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Petrochemical Activities in Other GCC Countries
•

Qatar
During a full year that saw many milestones achieved, Qatar Petroleum and Shell began 2012 by
announcing plans to develop a large scale USD6.4bln Ras Laffan olefins project. The plan covers a worldscale steam cracker with capacity of 1.1mln TPA of ethylene and 170,000 TPA of propylene, mono-ethylene
glycol plant with capacity of 1.5mln TPA, linear alpha olefins plant with capacity of 300,000 TPA and an oxoalcohols plant with capacity of 250,000 TPA.
Great progress towards expansion continued in February 2012 when Qatar Petroleum and Qatar
Petrochemical Company (QAPCO) signed an agreement to jointly develop a new mega-petrochemical
complex in Ras Laffan. The complex will produce 1.4mln TPA of ethylene, 850,000 TPA of high-density
polyethylene, 430,000 TPA of linear low-density polyethylene, 760,000 TPA of polypropylene, and 83,000
TPA of butadiene. Furthermore in March 2012, QAPCO started expansion of its ethylene plant in Messaid
to increase overall production of ethylene to between 950,000 TPA and 1mln TPA.
Another significant milestone achieved was the inauguration of QAPCO’s new low-density polyethylene
LDPE-3 plant in November 2012. This new plant increased QAPCO’s total annual LDPE production
capacity to 700,000 TPA, and the combined annual production capacity of polyolefins (LDPE and LLDPE)
will reach 1.15mln TPA, making it the largest single site production facility of polyolefins in the world.
An outstanding year for Qatar’s industry concluded in December 2012, with the Government of Qatar
announcing the launch of a new company “Qatar Chemical and Petrochemical Marketing and Distribution
Company” (Muntajat). Mandated by Emiri Decree, Muntajat becomes a single corporation which holds
exclusive rights to purchase, market, distribute and sell Qatar’s production of chemical and petrochemical
regulated products to the global market.

•

United Arab Emirates
The UAE continued to progress in its strategic expansions and in May 2012, ChemaWEyaat awarded
Tacaamol chemicals complex contract to manage the Front-End Engineering Design (FEED). Tacaamol
complex will convert over 3mln TPA of naphtha to produce paraxylene, mixed xylenes and benzene.
Furthermore, Takreer (a subsidiary of Abu Dhabi National Oil Company), awarded a contract to build a
carbon black and delayed coker plant in Ruwais that when completed at the end of 2015, will be capable of
producing 40,000 TPA of carbon black, 430,000 TPA of anode grade coke and 520,000 TPA of propylene.

•

Oman
Industry progress transcended borders when in June 2012, Oman Oil Company and IPIC of Abu Dhabi
formed ‘Duqm, Refinery and Petrochemicals Industries’ a 50/50 joint venture company to develop a refinery
and petrochemicals project in Duqm. To cater for the bulk liquid volumes from this project and other projects
resulting from the steady industrial expansion in Oman, Oman Oil Company and the Port of Duqm
Company (PDC) announced plans to build a liquid jetty in the Duqm Port. In May 2012, the two companies
formed a joint venture called Duqm Petroleum Terminal Company (DPTC) to develop the proposed project.
Progress in expansion continued in Oman when Saltic awarded a contract in October 2012, to South
Korea’s Hanwha Engineering and Construction to build ethylene dichloride (EDC) and caustic soda in
Dhofar with initial capacity of 500,000 TPA of EDC and 350,000 TPA of caustic soda. The production from
the plant will start in early 2015.
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Moreover, another joint venture agreement was signed between Oman Oil Company (OOC) and LG
Chemicals International in December 2012 to develop a purified terephthalic acid (PTA) and poly ethylene
terephthalate (PET) project in Sohar, with a capacity of 1.1mln TPA of PTA and 500,000 TPA of PET. The
new company will be owned 70% by OOC and 30% by LG International.

GCC Petrochemicals and International Partnerships
Gulf petrochemicals and chemicals producers continued to extend their operations beyond the Gulf region with
international partnerships. In January 2012, Qatar Petroleum International (QPI) signed an agreement with
Vietnam Oil and Gas Group (PetroVietnam) to purchase a 25% share in Long Son petrochemicals complex,
which is the biggest independent petrochemicals complex in Vietnam and is scheduled to start operations in late
2012.
Furthermore, SABIC and China’s Sinopec signed a cooperation agreement in January 2012, which includes
building a new polycarbonate production complex with an annual capacity of 260,000 TPA in Tianjin, China.In a
greater display of cooperation, SABIC and Sinopec agreed in February 2012, to study development of a
USD5.3bln methanol complex in Trinidad and Tobago.
In Indonesia, Saudi Aramco and PT Peramina signed a MOU to evaluate possibility of developing a joint
integrated oil refining and petrochemicals project to meet rising demand in Indonesia and Southeast Asia, in
February 2012.
Another international milestone was reached when Kuwait Petroleum Corporation (KPC) signed a MOU with
Total in March 2012, to jointly develop, in partnership with Sinopec, a full-conversion 300,000 barrel per day
refinery integrated with petrochemicals project in Zhanjiang Province in China. Meanwhile, in May 2012,
Advanced Petrochemicals Company Bayegan (Turkey) signed a MOU to jointly develop 500,000 TPA
polypropylene plant in Turkey.

Saudi Arabia’s Competitive Advantages in the Petrochemical Sector
•

Being the world’s largest proven oil reserves and a strategic location at the center of east-west
trade, Saudi Arabia is set to become a strategic hub for the expanding petrochemical industry. Newer,
large-scale facilities, particularly ones with competitive feedstock supplies, are expected to enjoy a
competitive edge over the coming years. A number of highly integrated refining and petrochemical
investments are expected to leverage Saudi Arabia’s national competitive advantages in coming years.
2011 World Proved Reserves
(billions of barrels)

Historically dominated by 70% state-owned petrochemical giant
Saudi Basic Industries Corporation (SABIC), KSA’s petrochemical
sector is gaining momentum from private sector participation. In a
paradigm shift, KSA is now actively encouraging private investment
in the sector in order to bolster its status as a global petrochemical
leader and to diversify towards value-added specialty chemicals,
formulated products, and performance polymers. As a result,
private-sector contribution to the sector is expected to quadruple in
the next ten years.

Source: EIA
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•

Easy place to do business. The World Bank rates Saudi Arabia as the easiest place to do business in the
entire MENA region. Among Arab countries, the Kingdom is the easiest place to register property, get credit,
and start a business. The investment environment in the Kingdom reflects traditions of liberal private
enterprise policies; its new Foreign Investment Law allows 100% foreign ownership of projects and real
estate.
In addition, the Kingdom is an acknowledged world leader in the core determinants of international
competitiveness. The Kingdom has received recognition for:
Unbeatable Fiscal Environment. With extremely low taxes and excellent incentives, Saudi Arabia is

-

ranked 5th in the world for “fiscal freedom.” Earnings from Saudi-based operations are highly secure
due to the Kingdom’s very stable currency. The Saudi Riyal is pegged to the dollar without restrictions
on foreign exchange or repatriation of profits.
Openness to Trade. Saudi Arabia’s economy is exceptionally open to trade, with the lowest average
weighted tariff rate in the entire MENA region. In an effort to further boost trade, the Government
reduced port handling fees by 50% in early 2008.
Doing Business Reforms in the Middle East and North Africa (MENA), 2013
Countries

Rank in Doing Business 2013

Saudi Arabia

22

UAE

26

Qatar

40

Oman

47

Morocco

97

West Bank and Gaza

135

Syria

144

Iran

145

Algeria

152

Source: World Bank Doing Business 2013, KFHR

•

Saudi’s accession to the WTO and unbeatable geographic position give exporters excellent access to
buyers across Europe, Asia and Africa in an industry frequently driven by proximity to market. Saudi’s
competitive advantages in global logistics will only be enhanced as new infrastructure projects come online,
including major investments in seaports, airports, roads, and railways.

•

Saudi Arabia is the only country in the GCC that has opened up its petrochemical sector for private
investment.

•

Attractively priced gas and liquid feedstock in a highly competitive petrochemical infrastructure offers
attractive project economics; long-term feedstock supply security is unparalleled.

•

Strategically located to serve vast markets in both Europe and Asia; WTO membership allows free access
to new export markets for Saudi petrochemical producers.

•

Rapidly developing petrochemicals cluster creates significant business opportunities for support services
providers.

•

World-class infrastructure in Jubail and Yanbu is undergoing continuous upgrades

•

Large scale of current coastal petrochemical clusters is driving highly competitive capital costs.
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•

Strong demand growth from new, local post-production industries in end markets such as automobiles,
construction, plastics and appliances.

•

Additional supply and diversification of petrochemical derivatives create new value chains and attractive
opportunities for value-added industries downstream.

The Way Forward: Outlook of Saudi Petrochemical Sector
Petrochemical companies of Saudi Arabia have witnessed tremendous recovery in income since losses in 4Q08
& 1Q09. The profits continued to climb reaching all time quarterly high of SAR11.0bn in 3Q11. Ever since then
the profits continued to fall because of recession in Europe, temporary slowdown in China and political jitters in
the region. Nevertheless the profits are close to the pre-crisis level but the margins have deteriorated.
Fluctuations in Saudi Companies Profit with Changes in Oil and Ethylene Prices

Source: Bloomberg, Industry news

Going forward, we expect things to fluctuate. First of all, we believe the shift towards specialty chemicals to come
at a price and would keep the companies at their toes as it would be more exposed to oil price volatility.
Secondly, we believe Europe which on an average account for roughly 25% of the turnover of the companies of
Saudi Arabia is not yet out of problems. Thirdly, competition is going to intensify as margins of US shale backed
petrochemicals and China’s coal based petrochemicals have risen. Last but not the least, oil prices are expected
to remain in the range of USD90-100 per barrel which will keep the upside potential in product prices low.
While on the positive side, demand from Asia particularly China has increased and production of high quality
petrochemicals because of shift towards Naptha would open new industries and markets for the local producers.

Conclusion
At the time of writing, the price of Brent stood at around USD108.77pb compared with an average of
USSD102.90pb in June 2013 as the unrest in Egypt raised concerns that this might lead to disruption to the Suez
Canal. In our view, disruption will be short-lived—if there is any—given that revenue from the canal makes a
significant contribution to the Egyptian economy. We expect 2Q13 to represent the trough in oil prices this year;
demand is particularly weak because of prolonged refinery maintenance and we anticipate somewhat stronger
global economic activity in 2H13. Notwithstanding this, we do not expect a significant rebound in prices in
2H13 given the still subdued demand outlook and persistent uncertainty about the strength and durability of
growth in China's economy.
On the demand side, we expect global oil consumption to grow by just 1.0% to a 12-month average of
90.69 mln bpd in 2013, underpinned by sluggish global economic performance in 2H13. Despite some
encouraging data on the US economy, this has not been reflected in a marked pick-up in oil usage, and US
consumption is expected to contract this year, also taking into account the trend towards increased energy
efficiency, conservation and some switching to natural gas. With the EU economy mired in recession, the outlook
is for further contractions in European consumption in 2013-2014. After strong growth in 2012 related to the lack
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of nuclear power, Japan's consumption is expected to return to its long-term trend and to contract in 2013 and
beyond, despite the new government's pro-growth policies and an exceptionally hot start to summer. The
weakening yen will act as a factor deterring oil imports and leading to some switching, where possible, to cheaper
coal for power generation. We also expect to see a gradual return of some nuclear power generation facilities in
2013-2014. We expect Japan's consumption to contract by 3.0% y-o-y this year. Non-OECD consumption will
grow steadily throughout the forecast period, albeit at a slower pace, in line with weaker economic growth. We
have revised down economic growth prospects for a number of the large consuming countries, including China,
Russia and Brazil. Increasing efforts at efficiency gains and conservation will act as a constraint on both OECD
and non-OECD consumption in 2013-2014 and in the more medium term.
On the supply side, global oil supply grew by an estimated 1.9% y-o-y in 2012, driven by strong recoveries in
OPEC output and new North American production. Global oil supply is expected to grow at an annual
average rate of 1.0% y-o-y in 2013 and 2.6% y-o-y in 2014 to a 12-month average of 91.0mln bpd and 93.4mln
bpd respectively, supported by a steady expansion in North American output and persistent, if somewhat volatile,
increases in Iraqi production. OPEC output is expected to slip slightly in y-o-y terms this year, constrained by
falling Iranian production, somewhat lower Saudi production and disruptions to supply from Nigeria and Libya.
The slack will be more than offset by steady gains in unconventional oil output in the US and Canada. We are
maintaining our forecast of steady growth in Iraqi production in 2013-2014, but output could disappoint if current
disruptions persist. Our forecasts assume a certain level of disruption to supply in countries such as Nigeria and
Libya, but we do not envisage a major geopolitical event that would lead to a large and sustained fall in supply.
Meanwhile, GCC petrochemicals capacity reached 127.8mln tonnes in 2012, representing a 5.5% growth from
the previous year. Saudi maintained its leading position as the region’s largest petrochemical producer with
86.4mn tons of capacity, representing 67.6% of the total regional capacity. In 2012, its capacity went up by 7.5%.
Saudi Arabia’s leadership position was further reinforced during the year by the development of several large
scale petrochemical projects that will further extend its capacity in the coming years. This is then followed with
Qatar and Oman, which its petrochemicals capacity has reached 9.5mln tonnes or equivalent to 7.4% of the
region’s total.
Being the world’s largest proven oil reserves and a strategic location at the center of east-west trade, Saudi
Arabia is set to become a strategic hub for the expanding petrochemical industry. Newer, large-scale facilities,
particularly ones with competitive feedstock supplies, are expected to enjoy a competitive edge over the coming
years. A number of highly integrated refining and petrochemical investments are expected to leverage Saudi
Arabia’s national competitive advantages in coming years.
Furthermore, the World Bank rates Saudi Arabia as the easiest place to do business in the entire MENA region.
Among Arab countries, the Kingdom is the easiest place to register property, get credit, and start a business. The
investment environment in the Kingdom reflects traditions of liberal private enterprise policies; its new Foreign
Investment Law allows 100% foreign ownership of projects and real estate.
Nevertheless, challenges remain for Saudi petrochemical sector going forward. The shift towards specialty
chemicals to come at a price and would keep the companies at their toes as it would be more exposed to oil price
volatility. Furthermore, we believe Europe which on an average account for roughly 25% of the turnover is not yet
out of problems. Meanwhile, competition is going to intensify as margins of US shale backed petrochemicals
have risen. While on the positive side, demand from Asia particularly China has increased. Furthermore,
production of high quality petrochemicals because of shift towards Naptha would open new industries and
markets for the local producers.
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