
By Moritz Lank

Methanol  
enjoys Us 

resUrgence



Copyright 2019 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 Moritz lank   March 2019

Methanol
MethanoL enjoys Us resUrgence

The US methanol industry is currently undergoing a huge 
transformation, shifting from being a net importer to a net 
exporter. 

Back in 2010, the US methanol industry relied heavily on 
methanol imports, with volumes from South America and 
Trinidad in particular accounting for 70% of the country’s 
5.1m tonnes of imports. 

The US had a production capacity of less than 1m tonnes/
year, with only one of the four local producers having a 
world-scale production facility. On the other hand, demand 
in 2010 stood at around 5.5m tonnes, representing 
the second largest methanol market after China and 
accounting for almost 12% of global demand.

Nine years and several billions of investment dollars later, 
the US is on the brink of becoming self-sufficient. This 
year’s effective capacity is forecast to reach almost 7.7m 
tonnes/year. 

This remarkable development is being driven by a 
significant feedstock price decrease, due to an abundance 
of natural gas, a by-product of shale oil production. Natural 
gas prices have dropped significantly and the US cost 
position on the global cost curve has shifted from the top 
right corner to the bottom left, resulting in the US being one 

of the world’s lowest-cost producers.

The US methanol industry has monetised the competitive 
advantage in several ways. In a first step, old methanol 
plants have been revamped and in a second step, plants 
have been relocated from other parts of the globe. 

Methanex has relocated two entire production lines from 
Chile to Texas, following their closure due to a lack of 
natural gas supply. 

In a final and still ongoing step, several new so-called green 
field plants have been built. The average size of these new 
mega-scale plants ranges from 1.3m to 1.7m tonnes/year, 
with the investment cost standing at $1.7bn-2bn. 

US demand for methanol is forecast to grow in line 
with GDP and therefore will not be able to absorb all 
of the additional US methanol capacity currently under 
construction. As a result, US producers will need to secure 
market share in other regions through exports.

In addition to those projects already under construction, 
several more large-scale methanol plants have been 
announced and are currently at various stages of gaining 
permits and securing finance. Most of those announced 
projects are expected to export their production to the 
global methanol market.

Where to pLace MethanoL exports?
Currently, Europe and Northeast Asia are the only regions 
with a methanol net deficit. Most destinations within these 
regions have big downstream methanol markets and mainly 
rely on imports, as local methanol production costs are too 
high. Prime examples are France, the UK, Germany, South 
Korea, Japan and Taiwan. 

Demand for additional methanol in those destinations 
is growing at small but steady rates in line with GDP. 
However, none of these markets is expected to grow 
quickly enough to absorb the additional US production. 
Additionally, the European market is heavily targeted by 
Russian methanol producers, which also have access to 
very cheap natural gas.

cheap natural gas feedstock has prompted a new wave of investment in the Us methanol 
industry, but export markets will be needed to take some of the output
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China’s demand for methanol has grown much faster 
than its production output, importing over 35m tonnes of 
methanol between 2013 and 2018. China’s dominance 
within the methanol market has grown from a 40% share of 
the global demand in 2010, to a projected mid-60% by the 
end of 2019. 

During that time, the country’s demand for methanol has 
more than tripled. The high growth has been driven by high 
GDP growth and overwhelmingly by the introduction of 
methanol-to-olefin (MTO) production. 

In that process, about 3 tonnes of methanol are used to 
produce 1 tonne of olefin. Depending on whether those 
plants have their own integrated methanol production, 
these complexes are also classified as coal-to-olefin (CTO) 
plants, as methanol is mainly produced from coal rather 
than natural gas in China.

Typically, CTO plants are set up in areas such as Inner 
Mongolia and Shaanxi, with the benefit of being able 
to produce their captive methanol from cheap coal. 
MTO plants, on the other hand, buy methanol and were 
traditionally set up in China’s coastal regions, closer to their 
downstream markets. 

Many MTO producers rely partly on imported methanol 
to run their units, and methanol imports into China have 
grown significantly as a result. 

Following the 2014 oil price crash, MTO producers have 
lost their competitive advantage as the spread between 
methanol and olefins has narrowed, and naphtha cracking 
has become more and more competitive. As a result, many 
previously announced MTO projects were cancelled and 
only those already under construction were continued. ICIS 
therefore expects no additional MTO units past 2021.

china net deficit to reMain
China’s total methanol capacity far outweighs demand and, 
in theory, China could be self-sufficient. High production 
costs and often old and inefficient units result in average 
operating rates of around 65%. In particular, remote 
Chinese methanol producers struggle to compete with 
methanol imports to supply consumers in the coastal areas 
of China.

Over the coming years, China’s net deficit is expected to 
remain relatively unchanged as additional demand from 
MTO producers will be limited and most other demand 
sectors will source their methanol from local producers. 

Therefore, countries with large methanol surpluses such as 
Saudi Arabia, Iran, Trinidad, New Zealand and potentially 
the US will continue to compete for a share of the Chinese 
import market and the global methanol market is likely to 

become oversupplied because of the stagnating net deficit.

In 2019, Kaveh and Marjian in Iran are expected to ramp 
up output from their already mechanically completed 
plants with a combined capacity of 4m tonnes/year. A new 
Trinidad plant, with a capacity of 1m tonnes/year, is also 
scheduled for completion in mid-2019. 

In addition, Methanex restarted one of its mothballed 
units in Chile in October 2018 following a new gas supply 
agreement. Many of the South American producers that 
used to export into the US will also have to look for markets 
to place their production.

The high threat of an over-supplied market, combined with 
a recently introduced additional tariff (10%) on US methanol 
exports into China, will make it hard for new methanol 
projects in the US to secure funding, and additional projects 
following the completion of that of YCI Methanol One seem 
unlikely. 

In Canada, Nautical Energy has announced methanol 
projects in Becancour, Quebec, and near Grande Prairie 
in northwest Alberta. These are also ambitious mega-scale 
methanol plants that will face similar challenges, as the 
Canadian market is already in surplus.
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What is the Market iMpact?
Since MTO producers have become the biggest single 
demand factor for merchant methanol and since their 
margins have shrunk to close to zero, MTO producers have 
turned into the marginal consumer, dictating the global 
pricing and the global supply and demand balance. 

As a result, the methanol affordability of MTO producers 
has become the global price driver, as shown in the chart 
on the left.

Global methanol prices are very closely aligned and any 
impacting factors have knock-on effects across all regions. 
In recent years, China has served as the global price-setter 
due to its MTO industry and general market size. 

This inter-regional price link will become stronger over 
the next year as a result of various regions competing for 
market share in China. In particular, the US spot price is 
expected to become increasingly linked to the China CFR 
price following its growing role as an exporter.

To a large extent, regional price differences link back to 
shipping costs between the regions but also outages and 
differences in the supply-demand balance. As an example, 

the highly volatile operating rates of the Chinese MTO units 
can influence the spread between the regions. Another 
impacting factor will be the anticipated start-up of the 
mega-scale plants in Iran and Trinidad this year. 
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