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From Crude Oil to Specialty Raw Materials

C

Crude Oil
Gyrations in crude oil prices are followed in detail by the media.
Currently, the price of Brent, a basket of several crude grades produced in the North Sea, is the one to watch. Most media in North
America track West Texas Intermediate (WTI), crude oil produced
in Texas, New Mexico, Kansas and Oklahoma oil fields that is
blended and priced in Cushing, Oklahoma.
WTI has historically traded within one-to-two dollars per barrel
of the Brent price. That relationship changed in early 2011 when
the volume of crude flowing into Cushing increased and the existing capacity to transport it to coastal refineries was insufficient.
The price spread with Brent began to widen, reaching $27 per
barrel in Q4 2011.
Most refineries and petrochemical facilities are located along
the Gulf Coast and rely on imported crude that is priced on Brent.
As a result, Brent prices are currently exerting a greater influence
on petrochemical costs.

Crackers & Inputs
The feedstocks required to make petrochemical-based coatings
raw materials originate in a unit called a cracker, which is often
attached to a petroleum refinery. Crude oil and natural gas are fed
into the cracker, which functions like a still, using heat to separate
components based on their boiling points. These components,
ethylene, propylene, benzene and others, are processed into coatings raw materials and other petrochemicals.
North American crackers can accommodate a variety of feeds,
ranging from crude oil to natural gas. Cracker operators will blend
feeds to maximize profits. With the recent boom in shale natural
gas, cracker operators have been shifting input blends to consume
more of the cheaper natural gas-based feeds. The problem is
that the choice of feed influences the products coming out of the
cracker. Lighter feeds, like ethane from natural gas, generate very

Marine and Protective Coatings
Feedstock Price Development
2010

2011

2012 YTD

60

Increase in average annual price (%)

rude oil is the starting point for many of the raw materials
used in the formulation of marine and protective coatings.
Movements in crude oil prices provide a broad barometer of pricing
pressure on coatings raw materials, including solvents and resins.
But crude prices don’t tell the entire story. That’s because supply/demand dynamics play a large role in influencing pricing. And
coatings raw materials tend to be specialized and highly functional
materials that are produced far down the crude derivatives chain.
Understanding the dynamics at the refining end of the supply chain
helps to better decipher the macro drivers on raw material pricing.
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While the rate of annual price increases has slowed in recent years, the cost
of feedstocks used in the formulation of marine and protective coatings is
still, for the most part, on the rise.

little propylene and benzene, which are the precursors to important
coatings resins. This has shortened supply of these feedstocks in
recent years and driven up prices.

The Role of Gasoline
Gasoline prices also come into play. Cracker operators control what
is produced by extracting some product streams and combining others. The same molecules that can be directed into a chemical stream
to produce feedstocks like propylene and benzene can also be
diverted into the gasoline stream where they act as octane boosters.
When gasoline prices are high, as they are today, refinery
operators make better margins by keeping those molecules in
the gasoline. This reduces the supply of chemical feedstocks and
forces prices higher.

Complex Cost Drivers
In the end, there is a complex interplay of cost pressures affecting
the feedstocks required to make raw materials for marine and protective coatings. These drivers change at each step down the supply
chain from crude oil and natural gas through cracker economics,
feedstock production, competition from other end-use markets, and
continue through multiple pricing bottlenecks all the way down to the
specialty resins that make coatings perform as well as they do.
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Titanium’s Wild Price Ride

F

rom plastics to sunscreens, titanium dioxide (TiO2)—a versatile
white pigment—is everywhere in the modern world. Popularity
is only part of its problem. A thin coat easily covers surfaces while
its unmatched ability to scatter light makes those surfaces appear
white. Its hiding power is part of its attraction but there’s no hiding
the fact that it is one of the most inflationary raw materials in the
marine and protective coatings market today.
Global pigment prices have almost doubled since late 2009,
one sign of the paradigm shift affecting the titanium dioxide
industry. From the companies that mine the titanium ores to the
suppliers of finished TiO2 pigments, irreversible structural changes
are reshaping the way the industry does business.

TiO2 Pigments
Industry profitability and long-term sustainability are at the heart of
the changes. For years, the TiO2 pigment industry has been only
marginally profitable. The industry is capital intensive, and overhead and energy costs are high.
Margins were already thin going into the recession. Bankruptcies and plant closures ensued. Approximately 10% of global
capacity was taken out of the market in 2008 and 2009.
At the same time, companies across all industries quickly realized that they were going to have to do things differently in order to
weather the economic storm. TiO2 pigment suppliers recognized
that they would not survive if they couldn’t get margins back to
healthy levels.
By the middle of 2009, pigment producers embarked on a run of
unprecedented price increases. With each successful pricing action,
suppliers rebuilt margins, steadily returning to fiscal health. They also
developed stronger pricing discipline, passing on cost increases,
negotiating harder and accepting less pushback from customers.

Raw Materials Outlook 2012

T

he prices of raw materials used in marine and protective coatings
have exhibited a steady upward trend since the end of 2009.
Across the board, prices increased between 5 and 6% in 2010
with some raw materials seeing much higher inflation than others.
Last year was especially volatile. Upstream pricing activity in
the first three quarters was so relentless that it actually cooled the
market in the final quarter of the year. Prices stalled as companies
managed end-of-year inventories and demand fell off. According to
data from the Bureau of Labor Statistics (BLS), the average cost of
paints raw materials climbed 17% in 2011 over the previous year.
This year, raw materials prices surged rapidly in January driven
by the steep increase in the prices of crude oil and petrochemical feedstocks. At the same time inventory restocking and warm
weather, which leads to increased production in the oil and gas
sector, led to a resurgence in demand. BLS data through May indicate a 17% rise over average 2011 costs. Market analysts expect
prices to continue at current levels through the end of the year.

TiO2 Ore
Meanwhile, one step up the supply chain, feedstock suppliers
have been watching with interest. The companies that supply
titanium ore—mineral sands mined from ancient beaches—to pigment producers had also struggled for years with low margins and
poor profitability. This resulted in years of chronic underinvestment
in the industry.
Developments in the pigments industry galvanized titanium
miners. They revamped the way they sold ore, moving from annual to quarterly and even monthly contracts, and started raising
prices. Ore prices doubled and, in some cases, even tripled in
2011. The price of rutile, the richest titanium ore, is forecast to rise
over 130% from the fourth quarter of 2011 to Q4 2012.

Outlook
Industry analysts expect feedstocks to remain tight through at least
2015, while ore producers ramp up production and put new deposits into development to replace depleted reserves. At the same
time pigment producers are reluctant to expand pigment capacity
given the uncertainty in feedstock supply and the harsh fiscal lessons of the recent past.
Analysts forecast that pigment demand will continue to outstrip
supply for several years. As demand picks up, supply tightness will
only intensify, prices will continue to climb and pricing power will
reside with the ore and pigment producers.

Q2 2012 Raw Material Watch List
Raw Material

Issue

Time Frame

TiO2

Demand outpacing supply

2+ years

Natural oils

Poor Canadian harvest in 2011

Q3 2012

Polyamide resin

Sales control due to feedstock
shortages

?

Epoxy resin

Outage at key supplier causing
market shortage

Q3 2012

Zinc dust

Fire at key supplier facility

Q3 2012

The caveat is that feedstock and raw materials inventory levels
remain very lean throughout the supply chain and markets are
volatile. In the current environment, all it takes is one explosion or
unexpected outage at a refinery or a key supplier facility to quickly
destabilize the market. When the unexpected happens, prices
quickly move higher and no one in the industry can forecast those
kinds of disruptions.
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