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When we talk about market pricing, it is important to 
consider that a seller’s market price is comprised of cost 
+ margin, pure and simple. However, understanding the 
drivers of these two otherwise simple components is 
necessary to understand market interactions.

Often we hear about or see market prices doing “crazy 
things”, yet markets are driven by a collection of logical 
economics-based decisions by sellers and buyers. When 
prices seem to perform irrationally, it is because we lack the 
market intelligence or transparency to realise what drove 
this apparent unusual market price movement. In the end, it 
is two components: cost and margin.

The cost for the marginal producer is typically the largest 
driver of market prices and this is driven primarily by crude 
oil, which is the basis of the majority of value chains. 
Products made from natural gas or coal usually follow the 
market price of crude oil, the dominant global feedstock. 

When crude oil prices go up (or down), so will the market 
price of most products, but to varying degrees. The further 
the products are from oil in the value stream, the less 
influence oil has, as multiple layers of operational costs and 
profits build up. 

Margins are driven by the supply and demand balance or 
utilisation. Buyers cannot avoid cost-driven market price 
increases (unless they are over-paying), but do have some 
leverage over margins, making it their biggest opportunity. 

In the first quarter of 2014, Brent crude oil prices were at 
$109.98/bbl. In Q1 2016, they were $35.26/bbl. Why the 
drastic drop? Because global crude oil was over supplied 
by 2-3%. Yes, only 2-3%, which demonstrates how 
sensitive the supply and demand balance can be. 

Further, it demonstrates that not only does supply and 
demand drive margins, but it also drives crude oil prices, 
and therefore our cost, making supply and demand the 
single most import factor in understanding market prices.

Let us look at market prices for some of adhesives raw 
materials. Starting with Brent crude oil, prices for which 
are expected to stabilise around $62/bbl, +/- $5/bbl. If 
OPEC cuts production, US shale producers will increase 
production. Beyond this, the supply and demand balance 
will largely determine future prices. 

oveRSUpply in the US
Olefins are over-supplied in the US, with substantial exports 
occurring and some temporary logistical bottlenecks that 
are not uncommon with large expansions. This is already 
leading to lower prices. 

However, ethylene is fairly balanced globally, as 
international producers have been reluctant to invest 
in additional capacity with the rapid growth of low-cost 

changes in crude oil prices underlie much of the price variation in adhesive and sealant raw 
materials, but understanding how this impacts costs and margins is sometimes difficult to 
gauge. however, there are ways to approach the problem
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ethylene coming on line in the US. Note that low cost does 
not necessarily mean low price, as the marginal producers 

set the market price at a level that keeps them in business. 

Now, let us look at some other products of interest in the 
adhesives industry. In the chart opposite, we see that in the 
solvent market, where methyl ethyl ketone (MEK) and mineral 
spirit prices move more independently than crude oil prices, 
the supply and demand balance (margin) is the driving factor 
of price movement. Toluene and xylenes, on the other hand, 
follow oil more closely, indicating that changes in cost (oil) 
predominately drive the market price movement.

MeK – Prices follow oil with a three-month time lag, and 
the market has been over-supplied for a long time as 
more environmentally friendly options gain market share – 
although that may be changing in the next few years.

Mineral spirits – Prices follow oil closely, often with a two-
month lag, adding a degree of predictability. 

toluene – An increase in operating rates is expected in 
2020 in order to meet consumption. However, no new 
capacity is expected in the foreseeable future. 

Xylenes – Operating rates are rather low but increasing 
fast with increased consumption. North America consumes 
the majority of its production and has been near parity until 
2019 when utilisation rates are set to increase further. 

tRade iMpactS in StyRene
Polymer prices (bottom chart) are generally more balanced 
with cost (oil) driving roughly 60% of the market price 
movement, while supply and demand drives the remaining 
40%. A significant exception is styrene, which is made from 
benzene, much of which is imported from Asia or Europe 
and therefore follows those markets – depending on trade 
flow volumes. 
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Polyester is driven by oil slightly less than average, 
because the market has been heavily over-supplied 
globally, but is on the road to recovery, which is likely to 
lead to higher seller margins – in an industry where there 
has been little or no margin in the recent past.

acrylonitrile – Increased utilisation rates are indicators of 
a tightening market and likely rising producer margins. 

Melamine – In 2018, melamine faced tight global supply 
due to heavy turnaround schedules. Supply did start to 
improve in the fourth quarter and prices rolled in Q4 2018 
before decreasing in Q1 2019. Looking forward to Q2 2019, 
chatter has been muted so far. Sentiment is steady-to-soft 
and some market players are expecting offer levels to be 
competitive as supply is lengthy, with expectations that 
prices will roll over or decrease slightly.

polyester polymer – US utilisation rates are going down 
as new capacity comes online in 2020, but globally, 
utilisation is increasing. New US capacity is expected to 
increase every year through 2024 to keep up with demand 
growth, putting buyers in a stronger negotiating position.

pU feedstocks – Continue to be tight with rising demand 
and limited capacity growth.

Styrene – The styrene market is rather stable in the US. 
No new capacity or production or consumption change in 
either direction is forecast for the foreseeable future. 

vinyl acetate monomer – Utilisation rates have increased 
year on year since 2014, despite increased capacity. 
However, consumption did not increase alongside 
production, so excess product is most likely produced for 
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the export market. 

epoxy – Like most products, epoxy follows oil, but margins 
have been low in recent years, with low utilisation that is 
not expected to improve much. However, recent economic 
growth in the US has increased demand and enabled 
producers to rebuild margins slightly. With continued strong 
economic growth, driven in part by the 49-year record low US 
unemployment rate, this trend would be expected to continue. 

In summary, markets are mixed in the adhesives industry, 
which is not uncommon. This drives a need for good 
market intelligence, including supply and demand data, to 
fully understand both the cost and margin components of 
market prices, and to get the best prices possible.
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