Volume 9, Issue 1	March 2012

RISING FEEDSTOCKS PRESSURING ADHESIVES COSTS—AGAIN

Escalating feedstock costs and inventory restocking are having an effect on the raw materials used in adhesives.
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Feedstocks Impact Adhesives Costs

% Increase in 2012

any industries destocked
at the end of 2011. Now,
50
efforts to refill supply and
product pipelines are driving
up demand. At the same time,
40
rising feedstock prices are
leading to price increases. This
is further boosting demand
30
as customers stock up before
higher pricing goes into effect.
Regardless of the driver, the
20
end result is higher costs for
adhesives.
The adhesives industry relies
10
on raw materials from a broad
cross section of petrochemical
feedstocks, including benzene,
0
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butadiene, cumene, ethylene,
propylene, pygas, styrene and
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toluene. This means that there Hot Melt
are a lot of different cost
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Polyurethane ✔
✔
every feedstock is on the rise.
Epoxy
The recent run-up in the
price of gasoline—by mid-February it was at the highest level
since last July—is propelling the cost of propylene,
benzene and toluene higher. Refiners are in the
business of producing fuels. When gasoline prices
rise, as they have this year, refiners often leave these
chemicals in the gasoline stream where they act
as octane boosters rather than recovering them to
make feedstocks for petrochemicals.
The supply of propylene, benzene, toluene, butadiene and pygas also depends on refinery inputs. As
refiners chose lighter feeds for crackers, the volume
of many of these important adhesives feedstocks
drops. With crude oil prices rising at the beginning
of the year and natural gas prices declining, lighter
feeds are favored. This is tightening supply and
inflating prices.
Propylene prices are up almost 30% since the
beginning of the year and could go higher yet.
“Propylene, in our view, is starting to increase
because of its alternative value, and gasoline has
risen dramatically since January,” Dow Chemical
CEO Andrew Liveris said on the company’s Q4
2011 earnings call in early February. “We believe
propylene will stay elevated because of these dynamics through the early summer.”
A heavy maintenance turnaround season in the
first half of the year could reduce steam cracker
propylene production by 15 to 20%, IHS Chemical
(formerly CMAI) said in a recent report. IHS expects
operators to take advantage of the downtime to
continue to move their crackers lighter. “Given the
tremendous cost advantage on ethane, look for
producers to incrementally increase ethane consumption when possible,” IHS said.
The busy maintenance season in Q1 and Q2 has
also tightened ethylene supply. Chemical Week
reports that 10 to 12% of North American ethylene
capacity will be offline until June. Ethylene prices have
climbed almost 30% since the beginning of the year.
In the case of benzene and toluene, there’s
an additional gasoline dynamic in play. Gasoline
demand is flat and supply is plentiful. Refiners have
ratcheted back on production, running gasoline
reformers at lower rates and taking advantage of
the slow period to perform maintenance. Benzene
is produced as a by-product, so when refiners are
choosing to produce jet fuel and diesel rather than
gasoline or have reduced operating rates, there’s
less benzene and other aromatics, including toluene, produced. Benzene prices are up 25% since
the beginning of the year. Toluene prices have
climbed 15%.
Suppliers have reacted quickly to higher

Butadiene

Cumene

Ethylene

✔

✔

Propylene

✔
✔
✔
✔

✔
✔
✔
✔

Pygas

Styrene

✔

✔

upstream costs by unleashing a steady stream of
price increases on the market. Healthier-thanexpected demand for many raw materials is lending
further support to the pricing action.

Polyurethane Adhesives
Events at BASF’s Geismar, Louisiana petrochemical
complex are also affecting the market for
polyurethane raw materials. An early January
mechanical failure at one of the Geismar plants
forced the company to declare force majeure on
ethylene oxide, a key raw material in the production
of polyester polyols. Ethylene oxide supply tightened
as BASF was caught unprepared and had to buy
additional EO on the merchant market to supply
its customers and internal demand. The outage has
tightened the supply of polyols and increased prices.
In general, markets are firming for polyols.
Demand appears to be healthy and suppliers have
implemented multiple rounds of price increases.
A planned maintenance turnaround in midFebruary in another portion of the BASF Geismar
plant could tighten the supply of MDI and TDI, used
in polyurethane adhesives. Markets are concerned
about the possible length of the Geismar outages
and the ramifications for supply and pricing.
Suppliers have announced significant doubledigit price increases for MDI and TDI in Q1 2012.
Additional increases have been announced for
March. Andrew Liveris said that Dow is “pushing price increases” in polyurethanes and all other
propylene derivatives. The company is in a strong
pricing increase mode, he added.
Huntsman CEO Peter Huntsman told analysts
on the company’s Q4 earnings results call that it
was “going out with some very aggressive price
increases” on MDI to offset the run-up in benzene
prices. The company announced increases for the
first quarter and Huntsman warned that additional
increases will be announced before the end of Q2.

Epoxy Adhesives
Propylene, benzene and cumene are the feedstocks
for raw materials used in epoxies. Upstream cost
pressure has motivated suppliers to implement 7%
increases on epoxies in Q1.

Acrylic-based Adhesives
Acrylics prices flattened in recent months and
markets are experiencing normal seasonal demand.
The unusually mild winter is leading some analysts to
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forecast an earlier-than-normal
start to the traditionally busy
spring coatings season. While
demand pressure will begin to
pick up this spring, the 30%
increase in propylene prices
since the beginning of the year
has already affected margins
in early 2012. This has led
manufacturers to announce
a 10% price increase for
February/March on acrylic
acid and esters with more
increases predicted to follow
due to the rising propylene
feedstock.
The price of solvents,
which largely track crude oil,
have also been rising steadily
since the beginning of the year.

Waterbased Adhesives

Suppliers are looking to
recoup higher ethylene costs
by passing on increases for
VAM and VAM derivatives,
including EVA, PVA and
PVOH. Suppliers also argued that increases are
necessary due to low inventories and shrinking
margins.
Higher feedstock prices are also driving up the
cost of defoamers, surfactants and plasticizers used
in waterbased adhesives.

Hot Melt Adhesives
The planned cracker turnarounds in the first half of
the year will take C4 (butadiene) and pygas (C5 and
C9) capacity offline, tightening supply and increasing
the cost of important hot melt raw materials.
Butadiene prices have climbed almost 30%
since the beginning of the year, leading suppliers
of styrene-butadiene-styrene (SBS) to implement
monthly price increases of 6 to 7%. With the benign
winter, spring road paving season may get an early
start, which would increase demand for SBS from
the paving sector.
Higher pygas prices are pressuring isoprene
costs and are expected to soon be reflected in
styrene-isoprene-styrene prices. Rising pygas prices
are also leading to price increase announcements
for tackifiers. One major waterwhite tackifier supplier has announced a 7% increase in tackifiers for
February. Supply remains taut as all waterwhite
tackifiers are on sales control.
Rising feedstocks and improving demand have
also moved EVA prices higher. One supplier has
announced an 8% increase for the first quarter.
Improving demand for low density polyethylene
(LDPE), which can be produced instead of EVA in
plants, could shift production away from EVA, tightening supply.

Outlook
In the short term, gasoline markets will continue to
influence feedstock pricing. Gasoline prices started
the year at a high level and have continued to climb
steadily since. Refinery maintenance shutdowns and
the approach of spring, when winter gasoline blends
must be changed to more costly summer mixes, will
maintain upward pressure on prices. Analysts are
already warning that $4 per gallon gasoline is likely
come April or May. Prices, however, should fall back
later in the year.
Most adhesives industry insiders are forecasting only moderate raw materials price increases
for 2012, well below 2011 levels. However, if the
early-year rise in upstream feedstocks continues, the
forecasts will have to be reconsidered. n

THE SHALE GAS-ETHANE-ETHYLENE DISCONNECT
W

ith all the stories about abundant, cheap shale natural gas in the media these
days, it’s understandable that adhesives customers are wondering what’s in
the boom for them? After all, the shale gas bonanza is being touted as the savior
of the North American petrochemical industry, dramatically improving
its competitiveness in global markets.
The truth is that, while upstream chemical companies are indeed benefitting
from the advantaged feedstock position, there’s little trickle-down benefit for
adhesives raw materials. The reason? It has to do with how crackers operate and
feedstocks are priced.
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commodity behavior driven by supply and demand, John Stekla, director of ethylene studies at IHS Chemical, recently told Raw Materials Facts. As a result, “there
is zero correlation between natural gas prices and ethylene prices,” Stekla said.
Steam crackers are in the business of producing ethylene, everything else—
propylene, C4, C5, C9, etc.—is a byproduct. To win at the cracking game,
operators must minimize their cash costs, which usually means optimizing the
use of low-cost feeds.
This drive kicked into high gear during the economic turmoil of 2008 and
2009. That’s when the industry went into survival mode and the urgency to
reduce costs and protect margins picked up steam.
Crude Oil - Natural Gas Divergence
North American crackers are flexible, meaning they can
accommodate
a mix of inputs. During the downturn, cracker
25
operators
started
pushing the boundaries of their units’ flexCrude Oil (WTI)
ibility,
taking
advantage
of every maintenance turnaround and
Natural Gas
20
downtime to reengineer crackers to accept ever greater volumes
of light feeds. As a result, where crackers used to accept up to
30% light feeds, they now can crack 85% and more. According
15
to IHS Chemical, ethane cracking accounted for 69% of the
ethylene produced in February 2012.
With cracker operators diligently crunching the numbers,
10
often on a daily basis, to maximize the use of low-cost feeds, the
demand for ethane has grown in recent years.
Shale basins are not conveniently located next to petro5
chemical plants. And the problem is that despite the abundant
new supply of ethane there isn’t enough pipeline capacity to
Source: EIA
bring ethane from the inland natural gas fields to the Gulf Coast
0
fractionators. This bottleneck has tightened the supply of ethane
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“The pipeline to bring the Y-grade from the gas processing
units to the fractionators has been chockablock full,” Stekla
In the past, crude oil and natural gas prices were comparable on an equivalent energy basis, measured in British
thermal units (BTU). Since early 2009, the costs have decoupled, reflecting the growing influence of abundant new
explained. “The extractors of the Y-grade have been actually
shale gas reserves.
putting more propane and butane into the line, and leaving
more of the ethane in the natural gas, because—very simply—
In recent years, the Adhesives Raw Materials Facts newsletter has alerted
you make more money on propane and butane.”
readers to a shift in cracker feed slates from heavy, crude oil-based feeds to
So, because the pipeline capacity is limited, to maximize their return, they’re
lighter feeds derived from natural gas and the negative impact this is having on
further cutting back the amount of ethane that’s being brought to the fractionthe supply of many adhesives raw materials. But since crackers are primarily in
ators, which has led to further tightness in the ethane marketplace.
the business of producing ethylene, it’s logical to assume that abundant, low-cost
Stekla says that there are a number of projects that will improve pipeline
feeds will help to lower ethylene production costs and therefore ethylene prices.
capacity by the second half of 2013. In fact, this could flood the market with
That’s not, however, how the ethylene-ethane equation works.
ethane and drive down ethane costs.
Here’s what’s driving the disconnect: The steam crackers that
produce ethylene, propylene and other important building blocks
NGLs Price Trends
for adhesives raw materials can accept a range of feed inputs
300
from naphtha, derived from crude oil, to ethane, propane and
butane from natural gas. In the past, the price of crude oil and
250
natural gas were roughly the same on a BTU basis. That meant
that the cost difference between the various feed choices was
minor and often based on producing the greatest volume of co200
products like propylene and butadiene.
As the shale gas boom has surged ahead, the production
150
of natural gas has exploded. Natural gas prices have tanked
in response to the supply glut and recently reached a 10-year
low. Meanwhile, crude oil prices have continued to climb. The
100
growing divergence between the two has changed the pricing
dynamic of cracker inputs.
50
Naphtha tracks crude oil. Propane and butane, while comSources: EIA, IHS Chemical
ing from natural gas, are sold on a BTU basis and therefore also
track crude prices with a high degree of correlation. Ethane,
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however, is an anomaly.
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of natural gas production is necessary. The natural gas produced
Butane
Ethane
Propane
Crude (WTI)
Natural Gas
from shale deposits consists predominantly of methane, which
The prices of natural gas liquids (NGL), ethane, propane and butane, are much more highly correlated with crude
is used to heat buildings and generate electricity, and natural gas
oil price movements than with natural gas price trends.
liquids (NGLs), including ethane, propane and butane. When
natural gas emerges from the ground, gas processors must
separate the natural gas liquids from the gas stream before it can be transported
He doesn’t expect this to translate into lower ethylene costs. The gyrations
to markets. Methane is shipped through one pipeline network to heat homes and
in ethane supply and cost have a significant influence on producer margins but
run power plants. The NGL mix (called Y-grade by the industry) is transported
negligible impact on the ultimate ethylene cost to customers.
through a different pipeline system to fractionators along the Gulf Coast, who split
“Low cost does not mean low price,” Stekla said. Even if in 2013 ethylene
the gas into its various purity components. The purity ethane is then consumed as
cash costs decline, the actual price of ethylene will depend on supply and demand.
feedstock to make ethylene, while the propane and butane can be used as chemi“We’ve been basically sold out of ethylene in 2010 and 2011, and projectcal feedstock or in a number of other applications like heating.
ing ahead, I think the market’s going to largely stay sold-out until 2016, which
The problem with ethane is that it can go either way—it can stay in the
is when we’ll begin to see some of the very big expansions or even some of the
natural gas stream to be consumed as fuel or can be extracted into the Y-grade
cracker projects come to market,” he said. “We may see some temporary relief
stream for chemicals. This means that ethane could be priced based on its alterin 2013 due to some significant ethylene capacity debottlenecks, but I don’t see
nate value as a heating fuel, which is very low priced. But it’s not. That’s because
any way around us not having a sold-out market for the next three-to-four years.”
its application in chemicals delivers a much higher value. As a result, as ethane
This means that ethylene buyers and the downstream industries that rely on
became more abundantly available it began to be priced in relation to propane,
ethylene as a feedstock for raw materials will continue to pay prices that are dicthe next competing feed.
tated by supply and demand, rather than reaping the cost benefits of the North
Now, the dynamic has shifted further as ethane is developing its own
American shale gas boom. n
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