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Abstract

To meet the objectives of this study three tasks are carried out. The first task i1s to analyze the
import and export dependence to identify the petrochemical products that Thailland will have good
potentials to export or will have good opportunities to substitute imports. The second Is to analyze
commodity flows between major markets and exporters of petrochemicals to identify the market
leaders and the potential markets for each petrochemacal product. The third task is to compare the
production cost of Thailand's petrochemical industry with that of her major competitors. The findings
can be summarized in the following three sections.

Thailand 1s considered a very new player in the world petrochemical market. Thailand is now
able to export only a small amount of PE, PP, PVC and VCM. By the year 2000A.D. Thailand will have
to export many types of petrochemicals in a significant amount according to the planned expansion of
Thailland’s petrochemical industry.

Although the new ASEAN member country like Vietnam will import more petrochemicals for
her fast-growing domestic consumption it is still anticipated that combined ASEAN import demand for
petrochemicals will decrease because most ASEAN member countries which used to import a lot of
petrochemicals now have built up their own petrochemical production capacity. Thailand will have
enough production capacity to be self-sufficient in most petrochemical products and will be able to
export many products in large quantity. Malaysia which i1s considered the main competitor in ASEAN
region will also be self-sufficient in many petrochemicals but still has to import some petrochemical
products such as Polyethylene(PE). Indonesia which has a lot of natural petroleum resource has just
recently started her own petrochemical complex. In general, Thailand seems to have a more ambitious
petrochemnical industry development plan than the other countries in the region. Accelerated
development of ASEAN petrochemical industry has converted the region from net importer to net
exporter by the year 2000. The shnnking import demand of ASEAN region will force its member
countries to find markets in China, Hong Kong and Taiwan where the combined production capacity stll
lacks behind the domestic demand Iin almost all petrochemicals. The main competition in this market
will come from South Korea which is considered the market leader. Competition in the market for
benzene, P-Xylene and PTA 1s anticipated to be very high because there will be a significant production
capacity excess for these products in Asia-Pacific region. According to the expansion plans, Thailand will

have a lot of excess production capacity for benzene, P-Xylene amd PTA Thailand will face tough

competition if the investment plans are not properly adjusted.



From the production cost point of view, Thailand seems to have no or very little(if any) cost
disadvantage in the production of ethylene when compared to that of her Asian competitors. Even
though Thailand does not have cheaper natural gas than Malaysia or Middle East, it should not have a
lot of effect on Thailand's competitiveness in the industry. The price of natural gas (ethane) is not the
main determinant for world ethylene price. Over 50% of ethylene produced in the world is naphtha-
based. Naphtha is a semiproduct from petroleum refinenes which are scattered all over the world. An
Inter-country cost comparison study by Chem Systems for the year 1994 has revealed that Thailand has
comparable total cost of ehtylene production or a little higher than the Asian competitors. Cost
breakdown study also indicated that Thailand has lower cash cost but higher interest cost than all the
other Asian competitors. Raw matenal or naphtha is the cash cost component that Thailand seems to
be at disadvantage to Singapore. However, the disadvantage will diminish when taxation for Thailand's
oil refinenes i1s on the same base as that of other competitors. Utility is the cash cost component that
Thailand will have advantage over other Asian competitors. However, there is still a lot of room to
improve because Thailand's electricity cost is about twice that of US. The major disadvantage of Thai
petrochemical industry is the interest cost. The majority of interest cost is the interest on loan. The
determinant of this component is interest rate and debt-equity ratio. South Korea has very low interest
cost on loan compared to other producers partly due to governement support. Since this cost
component is resposible for about 28% of total cost it should be given a lot more attention. As for the
production cost of benzene the major cost component is still interest cost. However, a low profit
margin due to cyclhically low world price will be the threat to all the benzene producers. With
anticipated capacity excess within the Asia-Pacific region it can be foreseen that Aromatics industry will
face a financial problem. Comparison of VCM production cost also shows clear advantage of Thai
petrochemical industry over Asian VCM producers. However, US still has the lowest cost.

Based upon the findings above the most effective policies are those directed at decreasing
the interest cost. However, this should be an economy-wide policy rather than a industry-specific
policy. The industry-specific policies can be divided into two groups, i.e., raw material related and

structure related.

Raw material related policies
1) petroleum policy should be in line with petrochemical policy. Petroleum sector is the source

of raw matenal inputs for petrochemical industry. The welkintegrated petroleum and petrochemical

policies will help the petrochemical producers to have more choices of raw materials.
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Z2) The royalty on the oil refinenes should be reduced or disbanded to reduce the production
cost of naphtha.

3) Domestic ethane and propane prices should be set in such a way that the production cost
of natural gas based ethylene and propylene is comparable to that of naphtha based ethylene and
propylene if the private sector is to participate in the new natural gas based oelfin plants. Otherwise,
PTT will have to make all the investment.

4) The electricity cost to the petrochemical industry should be reduced by promoting self-

generation and allowing more flexibilty in fuel choices and direct sales to other industries.

Industrial structure related policies

1) Planned capacity of ethylene derivatives should be reviewed. PE capacity should be reduced
while VCM/PVC production capacity should be increased.

2) Structure of aromatic industryshould also be adjusted. Planned benzene capacity should be
reduced and other benzene dernvatives should be promoted to avoid tough competition in this market.

3) Due to anticipated over-supply of P-Xylene and PTA in the Asia-Pacific Region the

production capacity must be controlled.
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