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BY JULIEN MATHONNIERE   JULY 2018

UPSTREAM 

CRUDE OIL 

AN OPEC MIDSUMMER LIGHT DEAL
The oil price rally and the strengthening of the Brent 
benchmark in particular have been the highlight of the past 
quarter, underpinning the bullishness of the wider global 
crude market.

OPEC and its oil-producing allies, including Russia, have 
proved generally compliant with the production cuts 
agreed in November 2016, showing a good level of overall 
discipline.

The price upside has gained further impetus from a strong 
oil demand growth – estimated at 1.4-1.8m bbl/day, 
effective drawdowns in OECD crude oil commercial stocks 
and localised supply disruptions linked to tense Middle East 
geopolitics and political upheaval in Venezuela.

A weaker US dollar lent steady support to the price 
recovery until mid-April, before eventually firming up 
substantially in May. The greenback has tracked higher US 
inflation, which reached a 14-month high of 2.5% in May.

The US Federal Reserve (Fed) increased its policy rate 
by a quarter point on 13 June, assuming a slightly more 
hawkish stance that may prompt two such more increases 
in 2018.

While Fed rate hikes tend to push some investors out of the 
stock market due to the higher cost of borrowing funds, a 

higher inflation and a weaker stock market may still benefit 
commodities and especially crude oil.

Investing in an oil-linked instrument helps diversify risk 
away and protect other assets from inflation in a given 
portfolio. Positive correlation with the consumer price index 
(CPI) can potentially increase returns when inflation rises 
while inversely, a negative correlation with stock market 
indices will help reduce volatility.

In the US, higher oil prices have translated into higher 
gasoline and fuel costs.

China, on the contrary, recently lowered its wholesale 
prices of gasoline and gasoil on expectations of lower 
crude prices. Crude oil buyers now cling to hopes that 
after a long spring turnaround season for Chinese refiners, 
higher summer refining runs will soon give global demand a 
little boost.

The possibility of a full-fledged tariff war between the US 
and China seems to elude the fact that without China to 
offtake a large share of the global oil supply, global demand 
may weaken and prices reset to the downside, which would 
throw US shale oil producers back into the doldrums.

So far, the US was the main hurdle to the price upside, 
threatening to put additional volumes on the global market. 
The fear has been (and still is) somewhat overblown. US 
light oil production is currently capacity-constrained in 
terms of access to the Gulf of Mexico’s refineries, but also 
unfit for their linear programmes.

More US light oil will not help replace the missing barrels of 
Venezuelan heavy sour crude that constitute a large part of 
US refiners’ crude slate.

The fact that the US White House recently called for an 
extra 1m bbl/day of production is evidence of this. The 
effects of the current mismatch between the level of US 
output and midstream infrastructure capacity towards 
the Gulf of Mexico’s refiners is now clearly visible, with a 
discount of WTI over Brent currently hovering around $10/
bbl.

There were early indications that Russia and OPEC 
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were willing to relax the production cuts and raise output, 
somehow striking a “light” supply deal to bridge the supply 
gap caused by lower output in Venezuela, as well as 
potentially lower exports from Iran once the US sanctions 
are effective in November 2018.

OPEC eventually stroke a non-committal supply deal on 
Friday 22 June. Noting that the organisation as a whole 
had exceeded the agreed output ceiling and quoting a 
152% compliance rate in May 2018, the cartel’s members 
said they would now aim for a lower, 100% compliance, 
equating to a de-facto supply increase.

Even if Russia and Saudi Arabia are probably not too 
willing to pursue the cuts indefinitely, none of them is willing 
to sustain a sub-$70/bbl price, regardless of their lower 
fiscal breakeven oil prices.

Saudi Arabia has already set the Aramco initial public 
offering (IPO) in motion, while a strong price environment 
and weak rouble has underpinned solid earnings and cash 
flow growth for the Russian oil sector.

Lower prices would jeopardise that, as they would 
jeopardise the US oil patch revival.

Those considerations will continue to impart a modicum of 
self-restraint across the wider oil market, including from US 
shale oil.

Both Brent and WTI forward curves remain in 
backwardation, pointing to the resilient bullish sentiment on 
the global oil market.

Julien Mathonniere is the global crude oil deputy 
editor for ICIS Energy. A trained petroleum 

economist from the University of Aberdeen (UK) 
with a strong background in energy finance, 
he loves crunching data, running models and 

drawing curves to bring complex energy-related 
topics into shape, find hard evidence, and prop 
up sound market analysis. Julien covers various 

regions for ICIS, including Asia-Pacific, Arab 
Gulf, CIS, Mediterranean, west Africa, and North 

Sea. He is also involved in training and public 
speaking inside and outside of the company and 

occasionally writes for the Financial Times on 
crude oil-related subjects.
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WTI TO BRET SPREAD Since September 2017, nearer-dated future contracts have 
traded at a premium over longer-dated ones, reverting 
from the previous contango associated with a glut of crude 
inventories.

After OPEC’s decision on 22 June, price expectations 
remain bullish in the short to medium term, albeit anchored 
in mostly unchanged supply and demand fundamentals. 

In the longer run, and regardless of OPEC’s supply 
commitment, a supply crunch is still looming on the failure 
to commit significant capital expenditure to new upstream 
projects.

The rather thin crude oil spare capacity may also lead to a 
supply shortfall going forward and a lot more volatility along 
the oil curve.
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BY NEL WEDDLE   JULY 2018

OLEFINS

DIFFERENT CHALLENGES EMERGE FOR EUROPE 
ETHYLENE, PROPYLENE
European ethylene and propylene players are still 
expecting challenging market conditions in the second half 
of the year but different challenges have emerged.

At the end of last year, the markets were focused on the 
new US shale-driven ethylene and  polyethylene (PE) 
capacities coming onstream and the likely impact on 
Europe.

Most anticipated no real threat at least until the second half 
of this year, citing start-up delays and infrastructure issues.

The threat would come either directly or indirectly from the 
massive amounts of US PE that was expected to find a 
home in markets outside of the US. Coming from a cheaper 
cost base, this could either displace Europe’s PE in its 
domestic arena or for export.

In very simple terms, the expected reduction in ethylene 
consumption would lengthen Europe’s supply, possibly 
impacting cracker operating rates, or worse ending in 
definite closure, all the while tightening further the supply of 
cracker co-products propylene and butadiene (BD).

SUPPLY CRUNCH AHEAD
The planned European cracker turnaround slate for 2019 
– particularly the spring session – is looming large and has 
started to throw a shadow over the market.

Of particular concern is the fact that Europe’s two largest 
crackers – with a combined capacity of nearly 2m tonnes/
year of ethylene and almost 1.2m tonnes/year of propylene 
– will have overlapping downtime.

Two other crackers will also have planned turnarounds 

during the spring period.

“We have big [supply] crunch in 2019,” a source said, 
adding: “It is now the big topic.”

Preparations to cover the impacts of all this lost capacity 
have already begun in earnest, whether through 
swaps arrangements between co-producers or import 
opportunities – every option is being looked at.

“It’s impossible that the high TARs [turnarounds] will be 
fully prepared for and these can’t be postponed now,” the 
source added. “We’ve communicated with downstream 
companies, so they can prepare too.”

There is a concern that producers will not be able to fully 
fill all gaps – planned derivative maintenance will not offset 
sufficiently, sources said – and it is exactly this which 
may offset and/or delay the impacts of US capacities on 
European markets.

“We might not see the usual working capital considerations 
at year end,” a second source said.

2019 PLANNED CRACKER MAINTENANCE*

Company Location Timing

Dow Boehlen Spring

Versalis Priolo Spring

Shell Moerdijk April-June

BASF Antwerp May-June

BPRP Gelsenkirchen Aug-Oct

BASF Ludwigshafen 1 Autumn

REPSOL Tarragona Autumn

SABIC Geleen 4 Sep-Oct

DOW Terneuzen 1 Sep-Oct

Note: *According to sources, may not be confirmed by the company

Our new and enhanced petrochemical analytics and 
insight puts you in a stronger position so you can 
optimise your trades, plans and strategies and secure 
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commodities.
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UNEXPECTED START
This year certainly did not start the way players had 
expected. In the first half, ethylene and propylene moved in 
unexpected directions, largely due to unplanned production 
issues, keeping the spotlight on Europe’s ageing asset 
base and its operational reliability.

Ethylene supply was tight throughout the first quarter. 
A handful of cracker issues in December 2017 left 
some players with a shorter than expected position and 
heightened stock rebuilds in January.

A combination of high ethylene spot prices and general PE 
oversupply saw incremental ethylene offtakes diminish and 
then two planned cracker turnarounds were postponed into 
2019, leaving the supply and demand balance in a longer-
than-expected position.

One producer managed its surplus through three export 
cargoes fixed mid March – an 11,000 tonnes cargo each 

in April, May and June. This raised a few eyebrows 
but was understandable given the cracker turnaround 
postponement.

Then in April, following some unplanned derivative 
production problems, supply length could not be 
comfortably managed any longer and a raft of export 
cargoes were fixed to load through April and into early May, 
primarily to Asia.

After a small pause in fixtures in early May, export activities 
resumed for the end-May and mid-June loading period.

By the end of June, ICIS records showed 19 cargoes 
fixed for export to Asia in the April-June period, which is 
unprecedented because spot exports are usually really only 
a necessary option towards year-end when demand slows 
and cracker margins and co-product obligations mean that 
operators are loathe to reduce operating rates.
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Conversely, propylene supply was long in the first half 
when the expectation was for it to be tight.

Structurally though, propylene is in a tighter position in 
2018 because of feedstock slate changes – essentially the 
move to ethane cracking at a few sites.

As a result, spot prices were discounted against the 
prevailing contract all the way through to April, mostly at 
single-digit discounts of minus 2-5%.

By May, the market started to look a lot tighter. Spot prices 
moved into contract plus in May and deals were done at 
double-digit premiums, although this was not viewed as 
sustainable.

Ethylene supply will likely veer between a balanced to 
lengthy position through the next six months. New US 
capacities could impact demand but preparations to cover 
the 2019 turnaround schedule at the derivative level could 
also offset or delay impacts until mid-2019.

Propylene supply is expected to remain on a tight leash 
through the remainder of this year on the back of strong 
demand – though it is hoped prices will moderate.

50

150

250

350

450

550

650

750

20182015201020052000

CP (N) Spot (N) LPG

EUR/tonne

Source: ICIS

YEARLY MARGIN AVERAGES

-300

-250

-200

-150

-100

-50

0

50

100

Jun-18May-18Apr-18Mar-18Feb-18Jan-18Dec-17Nov-17

preference for LPG feed

preference for naphtha feed

EUR/tonne

Source: ICIS

NAPHTHA VERSUS LPG MARGINS

Nel Weddle is a senior editor with ICIS, 
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markets such as LPG, solvents and ethylene 

glycol to name but a few.
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CRACKER MARGINS
Naphtha-based margins have been on a downward trend in 
2018 after a pickup in January.

Liquefied petroleum gas (LPG) margins have bucked the 
trend having started to show some advantage to naphtha 
late last year, but the margin advantage started to widen 
more significantly in 2018, impacting on propylene and 
butadiene (BD) output.

Margins may have weakened but cracker operators up 
until this point have said they still incentivise high operating 
rates and that no reductions have been made for economic 
reasons.

mailto:nel.weddle%40icis.com?subject=
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BY HELENA STRATHEARN   JULY 2018

AROMATICS 

The European benzene market over the next few months 
will be partly driven by supply length in China, naphtha and 
crude oil pricing and managing inventory levels. 

Imports from Turkey, India and the Middle East are entering 
Europe as producers in those regions look to find outlets for 
excess supply.

While Europe is currently experiencing what most describe 
as some short-term tightness on potential supply disruption, 
global inventories remain high and are expected to stay this 
way at least for a short while.

July demand is likely to remain in line with June levels.

The shifting pattern of global trade flow as a result of 
antidumping measures imposed by China looks set to 
remain a talking point in the European styrene market, with 
most anticipating impactful changes to import and export 
dynamics in the months and years to come. 

Demand is decent in a balanced market, with the outlook 
steady to softer because of the upcoming summer holiday 
period. 

China has reduced antidumping duties (ADDs) on styrene 

monomer from South Korea and Taiwan, and hiked the 
levy on US cargoes in its final decision, resulting in up to a 
55.7% levy for some US producers. 

European paraxylene (PX) contract negotiations are likely 
to remain difficult for the remainder of 2018 as there are 
few parties involved, the link to Asia is not always evident, 
and not all players have the same rationale.

Some attribution of the difficult talks for the PX price is 
placed on the disappearance of some players from the 
market because of consolidation of the downstream 
industry.

In the spot markets, PX and orthoxylene (OX) are likely to 
carry on generally following the trend of the more active 
Asian markets, upstream crude oil movements, and 
reacting to the USD/EUR exchange rate fluctuations.

However, European output largely runs according to 
contract demand, and as such spot transactions are limited.

European toluene prices are likely to largely keep tracking 
values in the Eurobob gasoline market as well as price 
developments in crude oil.

Helena Strathearn is the Deputy Managing 
Editor for chemicals at ICIS. Helena has 
recently begun regular coverage on the 

aromatics markets, having focused on the 
acrylic monomers/methacrylate markets in the 
years prior, while also reporting on a plethora 

of other petrochemical markets, including 
providing regular coverage on phenol, acetone 

and aromatics. Helena has worked at ICIS 
for 15 years, and is based at the company 

headquarters in south London.
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BY LINDA NAYLOR   JULY 2018

POLYOLEFINS

EUROPE PE, PP TO DIVERGE IN SECOND HALF ON 
NEW NORTH AMERICA PE CAPACITY
European polyethylene (PE) and polypropylene (PP) 
expectations for the second half of the year have not 
changed much and PE and PP are still expected to diverge 
as new PE capacity comes on stream in North America.

PE volumes from new capacity have been slow to arrive, 
but players got a taste of what might happen when it does, 
as linear low density polyethylene (LLDPE) C4 (butene 
based) imports arrived into Europe from the US, sending 
the market into disarray.

Initially temptingly low prices were offered only at large 
accounts, but after a couple of weeks small accounts were 
getting the benefit of these low prices and local sellers were 
determined not to let importers take away their business.

Things have calmed down since then, and few significant 
independent parcels have been seen.

Contractual sellers in the high density polyethylene (HDPE) 
market have been sending some volumes over, but these 
have had little impact on the market as a whole.

Sources now did not expect much in the way of imports that 
would affect European pricing until the fourth quarter. Free 
on board (FOB) US Gulf levels remain above net delivered 
prices in Europe, even with the recent hike, and better 
netbacks can be had in other regions.

At some point, however, volumes available from the US are 
expected to affect prices globally, it is simply a matter of 
when.

By the end of 2019, an extra 6.5m tonnes/year of PE 
capacity will be on stream in North America, representing 
a 42% increase, much of which is destined for export. By 
2022, US capacity will have increased by 77%.

New production is also on stream in India.

The PP market does not face the same capacity increase 
in 2018. Some plants in China and southeast Asia are 
due, with later investment in Europe, planned for the early 
2020s.

Three propane dehydrogenation (PDH) units planned for 
Europe are not due before the early 2020s, and while these 
propylene start-ups are also expected to bring some new 
PP output, little is expected before then.

RECENT/UPCOMING NORTH AMERICAN NEW PE 
PLANTS

Company
Capacity 
‘000 
tonnes

Grades Location
Start-

up

Sasol/INEOS 470 HDPE
La Porte, 
Texas, US

Nov 
2017

ExxonMobil 1,300
mLLDPE, 
LLDPE (2 x 
650)

Mont Belvieu, 
Texas, US

End 
2017

Chevron 
Phillips

1,000
HDPE, 
mLLDPE

Sweeny, 
Texas, US

Q3 
2017

Dow Chemical 400 Elite PE
Freeport, 
Texas, US

Q3 
2017

Dow Chemical 350 LDPE
Plaquemine, 
Louisiana, US

Q4 
2017

Sasol 470 LLDPE
Lake Charles, 
Louisiana, US

2018

Sasol 420 LDPE
Lake Charles, 
Louisiana, US

2019

Formosa 
Plastics

800
HDPE (400), 
LDPE (400)

Point 
Comfort, 
Texas, US

H2 
2018

Dow Chemical 125
Bimodal 
HDPE/MDPE

Seadrift, 
Texas; St 
Charles, 
Louisiana

2018

LyondellBasell 500,000 HDPE
LaPorte, 
Texas

Mid-
2019

ExxonMobil 
Chemical

650
PE 
(unspecified)

Beaumont, 
Texas

2019

RECENT INDIAN NEW PE, PP* PLANTS 

Company
Capacity ‘000 
tonnes

Grades Location

OpAl 340 HDPE Dahej

OpAl 720
LLDPE**/HDPE 
swing

Dahej

OpAl 340 PP Dahej

Reliance 550
LLDPE/HDPE 
swing

Jamnagar

Reliance 400 ***LDPE Jamnagar

Note: *Polypropylene; **Linear low density polyethylene; ***Low density polyethylene

PP balance in Europe for the rest of this year will be 
determined largely by the availability of propylene, and 
most sources expect propylene to be balanced to tight, with 
only downstream issues easing supply.

Most PP producers are covered by contract – more than in 
2017 – as propylene supply was touch and go for some PP 
producers then, so they have preferred to cover themselves 
better by contract.
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This scenario leaves PP producers in a far more relaxed 
position than their PE counterparts.

In short, the outlook for PE is that fresh imports will arrive to 
disturb the balance of the European market, and it is just a 
question of timing. 

In PP, a balanced market is likely to support sellers.

PE and PP are used in packaging and the manufacture of 
household goods. PE is also used in agriculture, and PP in 
the automotive industry.
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LLDPE SPOT VS PP HOMO INJ

Linda Naylor has been covering plastics 
markets for ICIS for over 25 years, starting in 

Paris and late moving to London. Linda is also 
author of the ICIS European polyethylene and 
polypropylene price reports which follow price 

fluctuations and drivers, monitor supply/demand 
dynamics and enable you to make  better 

business decisions.

LINDA NAYLOR
SENIOR EDITOR

ABOUT THE AUTHOR

Transformative analytical tools designed to navigate 
and optimise opportunities in a demand-led, price 
sensitive global market-place.
n Pre-empt competition and ensure security of stock 
with real-time plant disruption information
n Spot opportunities and support your strategic 
decisions 
n Gain new context and negotiating tools in addition 
to ICIS price assessments. 

NEW TRANSFORMATIVE 
TOOLS TO OPTIMISE YOUR 

BUSINESS NEEDS 

Find out more

mailto:linda.naylor%40icis.com?subject=
https://www.icis.com/contact/enquiry-petrochemicals-analytics-tools/?channel=chemicals&commodity=chemical&redirect=english/?cmpid=ILC|CHEM|CHCOM-2018-07-EURO-midyearoutlook&sfid=7012X000001qCdW


Copyright 2018 Reed Business Information Ltd. ICIS is a member of RBI and is part of RELX Group plc. ICIS accepts no liability for commercial decisions based on this content.

BY CAROLINE MURRAY   JULY 2018

EUROPE PET

EUROPE PET DRAMA SUBSIDES BUT COULD STILL 
SWAY 2019 CONTRACT NEGOTIATIONS
Polyethylene terephthalate (PET) in Europe has been in 
such disarray that recent events could impact discussions 
concerning 2019 contract negotiations, even at this early 
stage.

“Customers will push for contracts and producers will try 
to avoid contracts or increase the spread on contract if it is 
linked to raw materials, that’s for sure.

“There will be a huge impact on 2019 negotiations. 
Producers will definitely increase their spread. It is the 
same situation as the end of 2017. Maybe 2019 you will 
buy better on spot! The spread for 2019 contracts will be 
much higher [than in 2018],” a reseller said.

As an industry, PET rarely fails to surprise. Last year and 
the first half of 2018 were no exception. Both periods 
heralded a series of unpredictable incidents that proved 
harmful to both sellers and buyers.

Globally, financial difficulties, bankruptcy, environmental 
and antidumping decrees, even a hurricane, formed the 
essence of 2017.

This resulted in a heavily contracted European market in 
2018, as both sides were keen not to fall into similar traps, 

and to secure volumes for the year ahead.

This year began on a tense note, within a finely balanced 
market. Having eventually secured material, including 
scarce imports, many customers began to feel more 
comfortable with their volumes by the end of the first 
quarter.

Demand looked disappointing and March hosted several 
planned shutdowns.

Availability worsened when BP’s upstream purified 
terephthalic acid (PTA) plant in Geel, Belgium, failed to 
resume production after maintenance, and declared force 
majeure.

The domino effect included a force majeure on PET, other 
producers exiting the lucrative spot market and reducing 
output to a technical minimum, the combination of which 
was disastrous on supply.

Prices climbed 30% from January to June, peaking at 
€1,350-1,400/tonne FD (free delivered) and soaring over 
€250/tonne in the second quarter alone.

Peaking being the operative word, as while the market is 
still tight, from June there was a change of mood.
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Production output looked better in June, as PTA became 
more available and PET production began to ramp up.

There is no doubt material will be short, snug at the very 
least, through July, but come August, September or even 
as late as October, depending on what imports arrive and 
on how demand fairs, the market should balance out.

A typical cycle for PET is five years, and there is unlikely to 
be a general excess of product much before 2020.

“The Corpus Christi [plant in Texas by M&G] start up would 
make [the market] non deficit, probably the problems at 
JBF will be resolved and there may be product from the 
Middle East, then we will see the opposite situation,” a 
second buyer said. 

“But it won’t happen in the next six months, and the 
question is if it happens in one or one and a half years.”

The surprisingly short 2017 market sparked a change 
in 2018 contract strategies, whereby accounts became 
largely contractual and more dependent on raw material 
movements.

This lack of flexibility coupled with the awkward supply 
situation has resulted in significant discrepancies between 
high spot and relatively low contract prices so far this year. 

The gap has been quoted as ranging between €200-300/
tonne for raw material plus models.

The industry is now wondering how this will impact 2019 
negotiations.

“It is early days. We still have a high percentage of cost-
plus models based on raw materials. The question is… do 
we want still this high cost-plus models in our portfolio? 
The ones on raw materials or with floors and caps will be 
reconsidered,” a seller said.

It may be that sellers continue pushing for more contracts 
based on raw materials as opposed to market- or index-
based, but with higher conversion fees over feedstocks.

“Europeans increased the conversion fee over raw material 
formula from 2017 to 2018, and I am sure in 2019 they will 
increase again,” a third buyer said, echoing comments from 
others.

Nothing is clear at the moment, and much depends on the 
situation at the time of negotiation.

“When closing 2018 deals I thought this is a one year 
exception and we will probably switch back to index-based 
contracts in 2019. Now I am not sure anymore. I think we 
will need another couple of months to get the mood and to 
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some degree it will be difficult. If you want to go stronger 
on indices there will be resistance from suppliers,” a fourth 
buyer said.

Imports usually fill in any gaps in supply, but exchange 
rates have not been favourable for euro-based buyers. So, 
although the lack of availability has made for an interesting 
and dynamic market, other macroeconomic parameters can 
influence matters from one day to the next.

“Asia has not been competitive for Europe this year. If the 
exchange rate [euro to dollar] hits 1.40 by the end of the 
year, then everything can change,” a trader said.

A priority for buyers will surely be reliability of supply. While 
the element of surprise in terms of availability provides 
some certainty that the trend of contracts will continue, 
there may be a shift in who goes where for volumes.

Contracts based on raw materials have been favourable 
to clients who could try to extend them into next year. 
Suppliers are likely to attempt to increase margins for cost-
plus models, and this will put some customers off.

Once normality returns to supply/demand, perhaps buyers 
will notch the first half of 2018 up as a bad experience, and 
if/when the bubble bursts, it may not actually have much of 
an impact on future pricing negotiations.

“Now we are seeing a balloon. There is tightness in the 
market but… it’s an exaggeration. Every year there is a 
new story or new sensation,” a buyer said.

For now, the market remains tight, the mood feels like it is 
lightening on both sides, and 2019 negotiations are far from 
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MEG

EUROPEAN MEG SHORT-TERM DEMAND 
EXPECTED TO GROW ON PET RECOVERY
European monoethylene glycol (MEG) demand is set to 
improve further in July as downstream PET operating rates 
show signs of recovery.

If MEG demand increases in line with expectations, supply 
could tighten going forward.

Looking back to the first quarter, MEG prices did lift at the 
start of the year on tight supply and improved demand, but 
price increases did not reach expected heights.

Towards the end of the first quarter, prices were well and 
truly on the way down, sparked by significant losses in Asia 
due to a notable influx in imported cargoes.

At the start of the second quarter, European spot prices 
resumed an uptrend on tighter supply, which renewed 
some confidence in the market.

However, MEG May price rises ground to a halt and 
buying activity was thin due to the fall in downstream PET 
operating rates.

BP’s purified terephthalic acid (PTA) plant in Geel, Belgium, 
failed to resume production after maintenance, and 
declared force majeure.

“Once BP declared FM [force majeure], the MEG market 
fell silent”, said a trader.

The reduction in PET operating rates dampened MEG 

demand in the PET market until recently.

“[There was] no MEG spot activity due to lower operating 
rates”, added a PET buyer.

Going forward, PET production rates are likely to improve, 
along with increased PTA allocation.

MEG demand from the downstream PET sector normally 
increases during peak summer season, while the coolant 
sector traditionally restocks in early summer in preparation 
for peak winter demand.

“My view is that the [MEG] demand will pick up, especially 
if all PET players are able to come back to full capacity, 
glycol demand will increase, PET high season also, some 
coolant [buyers are] also looking, testing the waters to build 
stocks for next season”, added a market participant.

Steep naphtha rises and consequent upward pressure 
on the ethylene June contract price, coupled with volatile 
crude oil values more recently, are all market factors to 
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consider for MEG production costs.

The US and China trade war, potential oil supply volatility 
and geopolitics playing a larger role in oil prices, is adding 
to an uncertain outlook as a whole.

MEG supply is expected to be balanced to tight until end of 
July, and some even think that the year in general is erring 
on the tighter side.

Inventory levels are not high in Europe, so if demand picks 
up, this could place upward pressure on prices.

Availability in the bulk spot market has not been ample, and 
imports into Europe have not been that attractive compared 
with other destinations.

“The US had many shutdowns, so not a whole lot to supply 
Europe … Everyone is dry now … It was ok, there wasn’t 
much demand and PET couldn’t produce”, added another 
source.

Imported product from South America, which was originally 
expected in May or June, is now delayed to July due to 
production constraints.

In terms of domestic supply, there is a planned turnaround 
happening at BASF’s ethylene oxide (EO) Ludwigshafen, 
Germany, facility in June.

There was also mention of a brief supply interruption in the 
week ending 15 June at an EO/ethylene glycol (EG) site in 
Gendorf, Germany, but the issue has now been resolved.

Alternatively, some think the supply situation is more 

relaxed and are not concerned looking forward.

“[Supply] seems a bit more balanced, [there is] a bit more 
availability around, so I don’t see so much [price] upward 
potential,” said a source.

The gap in bulk and truck spot prices has been atypically 
narrow for a sustained period but in July, truck prices lifted 
higher and the gap improved. 

Diethylene glycol (DEG) demand has been rather lacklustre 
this year and has fallen short of expectations.

Demand in the second quarter is usually higher especially 
in the construction sector but the market has been 
consistently quiet for some weeks.

“DEG is deadly dead ... No action at all,” said a trader.

This largely stems from shortages last year in the methyl 
di-p phenylene isocyanate (MDI) market, which adversely 
impacted polyol demand.

MDI demand is lower year on year, with sources in the 
crude MDI market attributing this to a switch by end users 
to alternative products after upward price trends in 2017.

Rigid-foam polyester polyols are combined with MDI to 
produce rigid polyurethane foams used in insulation in the 
construction business among other outlets.

“DEG in Europe is not moving at all, pretty much stable, 
[and even a] little long, still have some enquiries out there, 
stable, not much change at all,” said a source.
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Bulk domestic producers and imports from Asia and the 
Middle East are on par, in line with European levels but 
buyers are watching the market for July deliveries.

Only time will tell if DEG demand can be resurrected going 
forward.

Triethylene glycol (TEG) supply was tighter earlier in the 
year but the market has balanced out more toward the 
middle of the year.
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Diethylene glycol (DEG) is used in polyols, unsaturated 
polyester resins and plasticisers. Triethylene glycol 
(TEG) is mainly used in natural gas dehydration and as a 
dehumidifier. DEG and TEG are by-products of MEG.
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MMA

WINDS OF CHANGE IN EUROPE MMA MARKET AS 
SUPPLY FINALLY EASES
The winds of change are starting to sweep across the 
European methyl methacrylate (MMA) market, with prices 
easing and supply loosening after two years of constraints.

After reaching dizzying heights at the start of 2018, prices 
started to ease in April and May. MMA buyers are adamant 
that this was just the start.

However, there are a number of global outages in the 
second half of the year, and with prices firming in other 
regions, the fate of European prices is not yet sealed.

At the start of the year, players were unanimous that 
longer-term historically high MMA prices were not 
sustainable. But as the first half of 2018 has shown, it is not 
just a case of ‘what went up, must come down’.

Players expected sharp price falls in January-June, and to 
a much greater extent than in April and May.

A two-month turnaround for Lucite International followed 
by a force majeure declaration, combined with delayed 
capacity in the Middle East, postponed much of the pricing 
erosion.

The European supply/demand balance has improved 
compared to last year, linked to stronger imports and, in 
general, healthier inventories for European producers.

This was reflected in Evonik lifting its year-long sales 
controls early in 2018, although sales controls remain in 
place for Lucite.

However, although there is renewed optimism for European 

buyers, there are some concerns for overseas markets and 
what the impact will be on the region.

Fresh sales controls were declared in the US in June by 
Evonik, linked to upstream production issues, and controls 
were then applied by Lucite.

There are also a number of maintenance stoppages in 
September in the US. And with prices already climbing, 
there are concerns about material being diverted away from 
Europe.

There will also be a number of outages in Asia in the third 
and fourth quarter, with more stoppages than in Q2.

Asian planned and unplanned outages started the global 
MMA supply crisis, with prices initially firming in April 2016.  
The lost volumes have the potential to tighten the global 
supply and demand balance and alter trade flows. 

Again, this is a potential issue for Europe, in a market that 
requires imports to remain balanced.

BUYERS WELCOME NEW MIDDLE EAST CAPACITY
However, with the introduction of Middle Eastern producers 
to the market, there is an additional 340,000 tonnes/year of 
MMA that has come on stream this year, if producers are 
operating at full rates.

Global MMA buyers eagerly and patiently awaited the 
new capacity in Saudi Arabia, with the Saudi Methacrylate 
(SAMAC) facility reaching commercial operations in April 
2018.

The SAMAC plant is a joint venture between Mitsubishi 
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Chemical (MCC), the world’s largest MMA producer and 
owner of Lucite International, and SABIC which is new to 
the MMA world.

The plant also has a 40,000 tonne/year downstream 
polymethyl methacrylate (PMMA) plant.

Petro Rabigh also started its 90,000 tonne/year MMA plant, 
which reached on spec production of MMA in January 
this year. It is a joint venture between Saudi Aramco and 
Sumitomo Chemical.

The site also has a 50,000 tonne/year downstream PMMA 
facility, which was brought on stream last year, with 
Sumitomo moving MMA from Singapore for production, 
according to market sources.

The real impact of this new capacity has yet to be felt, with 
a large amount of the MMA from the SAMAC plant going 
straight into inventory for the Lucite International Cassel 
stoppage, which started in early March.

Longer term, ICIS expects the majority of the product to go 
to Asia, given logistics and the higher growth possibilities in 
the region.

Product will also flow to Europe and Africa, with the likes 
of MCC and Sumitomo expected to use the plant at a 
strategic base for that region.

However, the wildcard is the introduction of SABIC, with the 
producer not constrained by existing market share and able 
to send material wherever it chooses.

There has been talk of attractive introductory offers from 
a number of Middle Eastern producers for both MMA and 
PMMA, as sellers look to establish or increase market 
share.

This has already had a minor impact on European MMA 
spot prices, and some players are expecting it to factor into 

third-quarter PMMA talks.

LONG TERM SHIFT IN PURCHASING STRATEGIES
Longer term, the unprecedented number of outages of 
the past two years may alter the market, firstly in terms of 
purchasing strategies, but also demand.

Buyers have diversified sellers this year, to mitigate risk for 
any future unplanned production problems.

Purchasers have looked at increasing their number 
of sellers in the region, by also establishing closer 
relationships with distributors and traders.

With the new capacity in the Middle East, this has 
increased the options for buyers, who have worked hard 
over the past year to cement agreements for the longer 
term profitability of their businesses.

There had been concerns that the lack of security in MMA 
and PMMA supply would result in some players looking to 
other chemicals and plastics.

Reformulation on the coatings side is one option; however, 
it was on the plastic sheet sector that this was a more 
realistic threat.

With a severe shortage, sheet players had little choice but 
to look for alternatives at points last year, with some MMA 
buyers slowing or stopping production in June and October 
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given the lack of raw material.

Polycarbonate (PC) and polyethylene terephthalate-glycol 
(PETG) could be used for some applications, but for others 
like medical or automotive there were no easy solutions.

OVERINFLATED 2018 GROWTH ESTIMATES
Security of supply was the main fear for 2017 and, as 
constraints increased, large automotive manufactures 
placed additional orders to try and lock in the required 
material.

The constraints magnified the actual level of demand, 
and with lead times still extended in the PMMA market, it 
remains hard to judge.

This has resulted in a disappointing start to the coatings 
season, but the lower than expected demand has helped to 
ease the supply constraints in Europe.

Inflated growth estimates were also seen in the PMMA 
market, with some expecting the use of PMMA in the 
automotive sector to grow by 10-20% this year.

Although growth may be above the general estimate for 
MMA globally at 3%, it is unlikely to reach a double-digit 
increase.

CHANGES TO THE GLOBAL MAKEUP
Apart from shift in trade-flows, global maintenance 
turnarounds, and sketchy demand estimates, MMA players 
are also closely monitoring a potential change in the global 
makeup.

Evonik announced in March 2018 that it would be looking 
for a potential partner or buyer for its global methacrylates 
business.

This includes facilities in Germany, where the producer has 
320,000 tonne/year of capacity, and its North America and 
Asian facilities.

Many players speculated that the announcement came 
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because the producer was close to finalising a deal, after 
years of rumours it was looking to sell.

There are a wide range of scenarios being discussed by 
the market, ranging from Middle Eastern or Asian chemical 
firms investing, or even buyers from the financial sector.

News of completion of the deal and what the new owner 
will mean for the market and the existing assets is awaited.

Last year was described by many as the ‘perfect storm’ for 
the industry, but at this stage it is unclear if this is the ‘calm 
after the storm’.

The winds may be shifting and prices softening in Europe, 
but the second half of 2018 may not be plain sailing.
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