BUSINESS LINE, Delhi,

21.11.2023

Page No. 9, Size:(6.23)cms X (7.99)cms.

Crude oil extends gains as
OPEC+mulls deeper cuts

Reuters
Singapore

Oil futures nudged higher on
Monday, extending gains on
expectations of OPEC+
deepening supply cuts to
shore up prices, which have
fallen for four weeks on eas-
ing concern of Middle East
supply disruption amid the
Israel-Hamas conflict.

Brent crude futures
climbed 57 cents, or 0.7 per
cent, to $81.18 a barrel by
0400 GMT while US West
Texas Intermediate crude
was at $76.40 a barrel, up 51
cents or 0.7 per cent.

The front-month Decem-
ber contract expires later on
Monday while the more act-
ive January futures gained 55

cents, or 0.7 per cent, at
$76.59 a barrel.

Both contracts settled 4
per cent higher on Friday
after three OPEC+ sources
told Reuters that the produ-
cer group, made up of the Or-
ganization of the Petroleum
Exporting Countries and
their allies including Russia,
is set to consider whether to
make additional oil supply
cuts when it meets on
November 26.

Oil prices have dropped by
almost 20 per cent since late
September while prompt
inter-month  spreads for
Brent and WTI slipped into
contango last week. Prompt
prices are lower than those
in future months in a con-
tango market, signalling suf-
ficient supply.
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EU's petrochemical sector
is in the death row

Thelast time European petrochemical plants processed solittle of theirfavourite
feedstock, Sweden's ABBA was the most popular band on the continent, and the Fall
of Saigon had marked the end of the Vietnam War, [t was 1975, and the region was
still licking its woundsafter thefirst oil crisis. Nearly half a centurylater, the industry
isdying.

Itwould be amistake to interpret this as a triumph in the fight against plastics.
Europe keeps consumingvoraciousamountsof foams, paints, resins and everyother
product petrochemical factories make. It's justrepladng indigenous production with
imported stuff.

Petrochemicals are intrinsically energy intensive. In Europe, natural gas isabout
five times more expensive thanin the US. Right now; it's cheaper to buy ethylene in
Texas,and ship it across the Alantic than producing it at home.And that's precisely
what petrochemical companies tell me they’re doing. The net result is loss of eco-
nomicactivity in Furope,and, ultimately, theloss of jobsand energy security.

The petrochemical industry runs largely on two feedstocks: natural gasand naph-
tha, with the latter benga byproduct of refining oil. Accordingto the International
EnergyAgency, European naphtha consumption will drop thisyearto a 48-year low
of 34.2 million metrictons. Usage is down 18.5% from pre-Covid-19 levels, and
almost 40% below the all-time high set two decadesago.

‘With processing so low, the industry’s workhorses, called steam crackers, where
the naphtha and the gasis transformed into chemical building blocks, are operating
atuneconomical rates. Because of theirenormousfixed
costs, companies typically run their steam crackers as
close to capacityas they can throughout theyear. Any-
thingbelow 90%is asource of concern; 85%isbad,and
80%isseen ascatastrophic.Inrecent qua[ters,}mwem T
theyhave runat loss-makingrates ofbetween 65%and
75% of their capacity.

Inprivate, industryexecutivessaytheycan only lose
money forso long—so closures look certain in 2024,

JAVI ER Using a morediplomatic language,the IEAsaid that“it
isincreasinglydifficultto seehow the continent’s petro-
BLAS chemical industry can recoverits previous strength””

European companies are adapting accordingly.
When BASF SE, the com pany synonymous with petro-
chemicals in Europe, met investors a couple of weeks
ago,its executives wanted to talk about anything but
theirhomebase. Look at their slide presentation,and prominent is the construction
ofanew factoryin Zhanjiang, China,witha$10billion pricetag.

Across Europeanchemical companies, the proportion of spending innew projects
into Asia has jumped by about 50% during the past decade and a half, according to
estimatesbyJefferies Financial Group.

Betfore the pandemic, Furope’s chemical trade balance with the rest of the world
was typicallyin the black tothetune of 540 billion. Lastyear, the surplus narrowed to
just $2.5 billion. Although it's likely to recover somewhat in 202 3, the outlook for
2024 is somber.

If European policymakers are worried, they're hiding it well. There’s no sign of
alarm in Brussels, Berlin, Madrid or London. Perhaps one can glimpse some signs of
concern in Paris, but that’saboutit. Right now, many European nations are busy try-
ing to bail out theoffshore wind industry—but what about the petrochemical com-
panies producing the resins and plastics used tomake theblades?

Europehas lostother industriestoAsia. Steel, textilesand shipbuildingallmoved
east.This time, the competition isn't just China,butalsothe US,thanks toabundant
hydrocarbonsthere. Domestic productionof hydroarbonsunderpresident Joe Biden
is booming. Industrial and energy policies matter. If Europe wants to preserve some
ofits old industrial power, policymakers must publicly support the petrochemical
industry — even if it's unpopular with climate-conscious voters. The industry itself
alsohas somesoul searching todo. Consolidation isurgentlyneeded. Rightnow, there
are too many companies—and CEOs—perton of plasticproduced. Cost cutting should
startat the top.
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Oil advances above
$81 as Opec+ may
oo for deeper cuts

0il rose above $81 a barrel in
London as traders are waiting
to see whether the Organ-
ization of the Petroleum
Exporting Countries+ (Opec+)
alliance led by Saudi Arabia
will intervene to bolster prices.

Brent crude futures rose
0.7 per cent after rallying
4.1 per cent on Friday amid
reports that Saudi Arabia and
its allies could deepen produc-
tion cuts when they gather
next weekend. A Bloomberg
gauge of the US dollar is head-
ing for its lowest close since
late August, making commod-
ities more attractive.

Crude futures are down
this year following a run of
four weekly losses, as the war-
risk premium generated by
the Israel-Hamas war fades
away, and concerns escalate
over robust supplies from
outside the Opec+ coalition.

With inventories swelling
in the US and timespreads
signaling weaker conditions,
hedge funds have slashed
their bets on oil to the least
bullish in 20 weeks.

Toshore up sentiment, the
Organization of Petroleum
Exporting Countries and its
allies are expected to at least
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reaffirm existing production
quotas for 2024. Group leader
Saudi Arabia is widely
predicted to extend an extra
1 million barrel-a-day cutback
into early next year.

“We continue to expect
that Saudi Arabia and Russia
will roll over their additional
voluntary cuts into early
2024,” said Warren Patterson,
head of commodities strategy
for ING Groep NV. “However,
what is less clear is whether
the broader Opec+ group will
make further cuts.”
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