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and will continue to be export driven. Therefore, any development taking

Place in the industry in other regions, particularly those which are GCC's
Core markets, are bound to have an impact on the future of GCC'’s industrial
development. This section elaborates some of these issues and attempts to

identify critical success factors for the industry to insure sustained growth for
long term,

7.1 STRATEGIC ISSUES

What are the strategic issues confronting the petrochemicals industry in the
GCc Countries? These are issues that are expected to have an impact on the
industry fundamentals in the region and therefore, may impact current and
.UtUre investment decisions. It is important for planners to understand these
'Ssues, in order to develop or modify their strategies that ensure expeditious

e
V&lopment for robust projects.

H
Owever, before addressing these issues, it is necessary to highlight the

q“”’ements of potential investors for making strategic investment decisions

" Gee Petrochemical sector. Amongst many considerations, some of the key
Meg are:

Availability and cost of feedstock on long-term assured basis

Growing market for products

Acceptable pricing and margin for the products

Logistics (particularly when the bulk of the products are to be
€Xported)

AVailabiIity of competitive financing options

Stable investment environment

Other incentives

eXtent t

regi 0 which these will impact developments will vary from region tq
lon

»And also from country to country within those regions. This is even
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more critical in the case of GCC countries, where certain countries are rich in
I"Ydrocarbons, while others have a large population base, hence having a
large domestic market. Even among those countries that are rich in

hydrocarbons, some are rich in gas reserves while others are rich in crude oil
réserves. Therefore, it is not meaningful to present issues that are applicable
t all the countries in the region as a whole. If we re-look at the GCC
COuntries (Saudi Arabia, Kuwait, Qatar, UAE, Oman and Bahrain), Saudi
Arabia, Kuwait, Qatar and UAE are OPEC member countries and rich in
hYdl'ocarbon reserves. Despite having these resources, Qatar is rich in gas
but have relatively low crude oil reserves. Conversely, Saudi Arabia has the
largest crude oil reserves, but has relatively moderate gas reserves.
The'efOFE, if we can further classify the GCC countries, as those which are
9as rich (Qatar and Saudi Arabia) and those which are rich in crude oil (Saudi
Arabia, Kuwait and UAE) countries it can help in delineating the issues
sm“ewhat better. The other GCC countries Bahrain and Oman are expected

t
O Tely on the other countries for their hydrocarbon needs.

here are some underlying factors that are common to most of the countries
TNithi" these categories. It should also be mentioned that in the list of factors
fdentiﬁed earlier, some would pertain to the region, while others are
|nf|uer\ced by the developments in other part of the world. This issue is
Darticularly important for the GCC countries, as the region has, and will
Continue to develop export oriented projects. Therefore, developments,
espeCially in Asian markets are of extreme importance to the region’s
Detrc":l"e'TlicaI sector.
::;:iSCussion in the following sub-sections will focu.s on issuets related to the
DEtrona| development as well as global issues which have impact on GCC
Chemica industry. It is noteworthy here that the industrial
eVEIQDments in GCC countries are based on critical support from the

Over
NMents of individual countries.
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7. s
1.1 Reliance on Hydrocarbon Exports

Exc .

ept Oman and Bahrain all the GCC countries have and will continue to

rel .

. Y on crude oil and gas exports for bulk of their earnings. Saudi Arabia

AE : '
» Kuwait and Qatar are working for diversifying their economies by

Promoting i ;
moting industrial growth and trying to somewhat reduce the share of oil

e .
Xport in total exports.

:l:ogn these countries Saudi Arabia has been most successful in this
et ;?VEV .the last four years, the Saudi economy has almost doubled in
- 48 billion (2006) and the real GDP grew by 4.2 % in 2006. Non-oil
Detr0cl:e . the fastest growing sector at 10% spurred by higher
Was 6.30;“-(:8]5 and metals production. Non- oil private sector GDP growth
Aimogt 9;; 2006. and thz-a rejvenues for 20[‘}7 are budgfated at SR 400 billion.
$42 . » of this total is likely to be derived from oil. An average price of
DrodUCtior barrel for Saudi oil (equivalent to $47 per barrel for Brent) and
n of 8.9 million b/d would be sufficient to meet the budgeted total.

In
A .
E, Kuwait and Qatar, the share of oil and gas in overall export revenues

ai ; . .
Ns 90 - 959, over last ten years. These countries are involved in

EXDD .
Ming hydrocarbons in one form or the other (crude oil, refined products,

Nsate, LPG, LNG etc.). They are all exposed to crude oil price

n’]o\,e
Ments and to some extent been benefited by that. There is possibility

that
GCc region may see steadier oil revenues as OPEC also mentioned that

it
Nte i
Nds to ensyure that a stable price regime persists in the future.
7.
4.1, -
1 Re commendations

It is expected that the fortune of GCC countries will continue to be

dependent on the crude oil price movements and are expected to
&Xperience relatively more stable revenues in the future as compare to

Past. Therefore, the expa nsion of petrochemical activities in GCC
Sepateoic Tnvesiment Drecistons 1 Petrochicnic al Scoton
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countries has to be used strategically to diversify the economy. In
some of the cases, it has been stressed in their long term strategic

planning like Saudi Arabia, Qatar, Kuwait and to an extent UAE.

7.1.2 Pressure on State Budgets

Despite substantial export revenues from hydrocarbons almost all countries
in the region have experienced substantial budget deficits in the past. In the
Case of UAE even it was as high as 10% of the GDP. The situation from the
Year 2000 onward has improved and now all the countries have achieved the
budget surplus (See Table 7.1), although the surplus varies from 19% to
ttle less than 1% depending on the size of economy and its export portfolio.

Tablﬁ?-l o | Budget balance of GCC countries in 2005

GCc Public Debt FOREX reserve
Budget surplus >
Countr; o/o of GDP) (months of import
< les (% of GDP) (% over)
Audi Arabia 10.4 65.3 8
Uwait 19.1 214 8.5
atar 3.6 34.6 6.6
UAE 18.3 8.4 4.1
Oman 48 13.1 55
OBahrain 37 34.3 3.8
u . :
"Ces: IMF/IIF estimates, 2006
?.1.2‘1'- _?’-".-"’(--.—-\

The availability of resources for promoting further industrialization will

continUe to remain a function of the governments’ earnings. Although, the
Sce 9overnments shall continue to provide support required to promote

i .
ndustriaIiZat;Dn but at the same time they should encourage the private

S . - -
fctor Investment by rationalizing over all policies through appropriate

Dricing and various buy-back schemes like build—operate-own (BOO) or build

*ODQ"ate-transfer (BOT) arrangements. In most of the recent policy

. nQU”Cemen{;s of GCC countries emphasis has been given on private sector

Inv

lik ‘
: Sahrain and Oman, are creating the investmen

estment and most of the governments, even the smaller GCC countries

t environment which are
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conducive to private sector investment. The route followed by these countries

is also through encouraging petrochemical industry expansion.

Bahrain and Oman have depleting hydrocarbon resources even though they
are working closely with other GCC countries to share their hydrocarbon
resources. For example, 85% of oil refined at the Sitrah refinery in Bahrain
comes from Saudi Arabian oilfields in which BAPCO has 50% share. Similarly,

most of the new Bahraini petrochemical projects will be dependent for

feedstock on imported gas from Qatar.

7.1.3 petrochemical Feedstock

In section 6.3 of Chapter-6 it has been recognized that feedstock sourcing
and pricing policies can provide a significant cost competitiveness advantage
for petrochemical producers in the GCC countries. Hence, the future
dvailability and pricing policies of ethane, LPG and naphtha is of critical

'Mportance to establishing a competitive petrochemical industry.

Ethane

umber of projects planned to use
producers which must typically
f gas. Additional

I
N the GCC countries, there are a large n
Sthane a5 3 feedstock advantage over Asian

C .
OMpete with domestic and industrial consumers for access O

Projects can be expected to be announced as upstream expansions will

further increase natural gas production over the next decade. Interestingly,

A global scale, ethane will remain @ smaller influence on overall
I

Petrochemicals feedstock supply than naphtha. At high oil prices, the cost

henefits achievable by those using ethane feedstock can be significant.

Ethane was initially valued in the GCC countries at approximately its

s :
®Paration  and  transportation cost. However, the increasing

C ;
®Mmercialization of natural gas within the GCC countries has resulted in the

Craxg: . '
®ation of alternative markets such as LPG, which is expected to lead to

1 73 rir ’ "
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gradual increases in gas and ethane pricing over the next decade as
competition for hydrocarbons increases. Examples of such increases are
already evident in Qatar which has employed bidding process to price ethane
supplies. This has resulted in pricing significantly above Saudi pricing, which

has historically set the “floor” for ethane pricing.

LPG

LPG is expected to remain a supply driven commodity business. Significant
increase in availability are expected in the GCC countries, linked to increasing
Production of oil and gas such as ongoing development of South Paras,
Qatar. However, a significant proportion of this additional production is
®Xpected to be exported to Asian markets where it will be consumed in high
Value fuel use such as cooking and heating. Strong demand growth in these
aPplications is expected in the huge developing markets of India and China.
As such international LPG pricing will continue to be strongly linked to

“mpetition with other fuel and inevitably crude oil price movements.

Historically, the price floor for LPG has been set by the abiity of some

Petrochemical producers to substitute LPG for naphtha during summer period

“hen LPG supply outstrips demand. Overall, the existing LPG supply-demand

Yynamics will remain in place, although selective petrochemical investment

USing LPG as dedicated feedstock to meet increasing requirements for

Propylene may occur, close to significant production sources and where

feedStOCk price discounts are offered such as Saudi Arabia.

Naphtha

Sustair\ed growth in refined product demand is expected to result in
s'gnificant refinery capacity additions either through expansion or building
Orasg root refineries in the next decade across GCC countries. At the same

t'me, some countries like Saudi Arabia and Qatar are constructing the

i -
“tegrated refinery pet,—ochemical complexes to capture synergies across the

3, g,
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ace. Additional quantities of condense containing a significant naphtha

conte
nt are also expected to be produced in GCC region as a result of

i
NCreased gas production.

Several i . ;
o al investment projects using naphtha as a feedstock in the GCC are
ntici i ;

pated in coming years but these facilities will typically rely upon

€conomi
ies of scale or some of their feedstock slate being based on lower

cost
bulk

r . 2 4
aw materials to offset the freight disadvantage associated with shipping

petrochemicals or polymers.

2.1.3.1

business continues to play @ crucial role in th
t

he petrochemical business:
d

eveloped such that neith

fi
®edstock provider are adve

The GCC countries should adopt enhanced gas recovery techniques

and reduce flaring at the well-heads to the minimum possible.

ould thus be set at such level that it provides an
IhE C}/C}}ca-lity of the petrochemical
e overall profitability of

The price of ethane sh
icentive for investmént A9

margin sharing formula could be

er the petrochemical plant owners nor the

rsely disadvantage at any given point of

time.

e
NSure that the desired yvolumes

lo :
Wer ethane content in non-assoaa
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re
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ensure maximum sharing of resources. The numerous advantages in

developing petrochemical plants as clusters are evidenced in Al-Jubail

and Yanbu in Saudi Arabia.

7.1.4 Petrochemical/Refinery Integration

Opportunities for closer refinery —petrochemical integration will inevitably be
driven by a desire to improve economic returns from existing or new assets.
The primary opportunities for petrochemical/refinery integration include

Naphtha for ethylene cracking or aromatics production and propylene

€xtraction from FCCs.

Since the GCC’s petrochemical industry has historically been based around a
feedstock cost advantage in ethane and to a lesser extent LPG, there have
been limited need or interest in integration with refineries. Most of the
"efineries in the GCC countries are relatively small scale and simple, although

there are some notable exceptions like KNPC’s refinery at Mina Al Ahmadi in

Kuwait and SASREF at Al Jubail, in Saudi Arabia which are integrated with

Petrochemical units where there is extraction of either propylene or

Aromatics, But it should be noted that rising demand for refined products is

enCOUraging the construction/ expansion / upgrading of refineries in the GCC

COuntrigs, providing an opportunity to integrate petrochemical facilities as
well. include PetroRabigh integrated refining and
a Integrated Project. The west coast

umitomo Chemical, turning it into a

Notable examples
Petrochemical complex and Ras Tanur

Rabigh refinery is in partnership with S
petrochemical capacity. The Petro-

in 2008. The Ras Tanura

fu _ :
I conversion configuration including

Rabigh joint venture will begin production

Petrochemical joint venture Wwill be operationally integrated with Saudi

Aramcors Ras Tanura Refinery complex and its Ju'aymah gas processing

Plant, two of the largest facilities of their kind in the world. These two

"acilities yyij supply feedstock to the joint venture and continue to be owned

q
"d operated by Saudi Aramco.
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The GCC petrochemical industry has historically been based around a
feedstock advantage in ethane and to lesser extent LPG, with liquid
petrochemical feedstock such as naphtha typically being exported to
consuming regions such as Asia, due to more attractive freight economics
than shipping petrochemical derivatives. In contrast to the GCC, there is
higher integration between Asian refinery and petrochemical facilities with
Mmany large sites already exploiting synergies, like Reliance’s facilities at
JE”Tmagar in India. The initiative taken by Saudi Aramco, as mentioned
€arlier, is a strategic decision for creating the synergy at both the sites in
Saudi Arabia. It recommended that other GCC countries should also take
the necessary step for integrating their refinery with petrochemical

Complexes in order to achieve better economies of scale.

7.
1.5 Demand and Supply

he growth of ethylene demand directly mirrors the growth of polymer
Srivatives. The continuing expansionary economies in the major market
areas’ as well as, new market growth in the developing countries had
Drovided major growth for PE, PVC, and Polyester. Figure 7.1 presents data
regarding global demand for ethylene derivatives. The period of strong
argins g continuing and expected to result in a very broad peak lasting at

1ea
Stthrough 2007 and likely into 2008.

Gr _
0s Petrochemical demand in Asia is extremely dependent on China’s

B ket, as it is the largest consumer of most petrochemical products in Asia
alth high demand growth rate. China’s demand for petrochemical products is

dependent on the broader global market as products produced not only
ferve domestic demand, but are used in manufacturing and packaging

inig
Shed 9ood for export as well. Other Asian countries, such as India,

Spteon Tvestient Dectsiars il frotree o al Sedcton
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Thailand, Indonesia and Vietnam, have also increased demand. India and
Vietnam show a strong demand growth for petrochemical products, higher
than the GDP growth, as their current per capita consumption for
petrochemicals is relatively low. Another growth factor is the increase in the
Manufacturing of finished goods for export particularly in Vietnam where
labor costs are much lower than in China, and the migration of some

Manufacturing.

Figure 7.1 Global Demands for Ethylene Derivatives (thousand metric tons)
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on Supply side, Asia over the past ten years, has built up huge petrochemical
“APacities tq substitute imports. Several countries in Asia, namely, South
KOrea’ Taiwan, Thailand and Malaysia, have become self-sufficient. Other
c(’“ntries, like, China, India, Indonesia and Philippines, have increased local
SUpplies but are limited by several factors and have not become fully
sufficient_ Japan’s petrochemical industry has suffered from declining

COml:}etitiveness in commodities since it does not have feedstock cost

» / 3 ]
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advantage nor low labor cost in downstream productions. Japan, long
established as an export centre, has shifted its focus onto the research and
Production of specialties chemicals rather than the export of commodities.
SingaDOre, as a small country, has low domestic demand for all products.
H0wever, it has exploited its location, oil and refined product processing and
trading position to establish itself as an export centre for petrochemical

Products, serving mostly Asian deficits.

In Asia, increasing demand has outpaced capacity expansion and region has
become net importer of almost every petrochemical product. These shortfalls
have been supplied by other regions such as North America, Western Europe
and Middle East. The GCC countries have increased their position in Asia due
to feedstock cost advantage. There are further expansions planned in GCC

COuntries which target Asian markets, China in particular.

The demand and supply issue is not so simple. The discussion in the above
Paragraphs supports the GCC petrochemical expansion and investment and
@n be considered as strategic decisions on the part of petrochemical
Producers and the local government to exploit the demand and supply
Suation of Asia particularly China. But there is strong possibility of
OCCurrence of some alternative trends. These alternatives could be posed in

th
€ form of scenarios such as below.

* China’s demand does not increase as much as it is projected.

* China’s demand keep growing strongly but there is insufficient supply

from GCC countries due to some geo-political reasons

* GCC's free trade agreements with USA, European Union reach to a
fruitful stage such that GCC countries finds accessible markets in other
Part of world (rather than China), the demand-supply dynamics from
both Asia and GCC countries will decide the future course of action.

Serateotd fnvestment Decistons in Petrochencal Sector
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7.1.5.1

* The GCC is expected to have substantial surplus in various
petrochemicals produced from natural gas or light hydrocarbon
feedstock such as ethane and propane, with Asia, Western Europe and
in time, North America targeted as the main export markets. The GCC
should not be as dominant in petrochemicals produced from heavier
feedstock, although the region’s large and growing refining base
should increasingly support aromatics production. In order to
maximize the competitive advantage, GCC producers should also

prefer to export styrene and para-xylene in preference to benzene and

PTA respectively.

* It is essential that the GCC producers establish a firm foothold in the
main markets of Asia and Europe. Their presence should not be
restricted to just having sales offices, but they will also need to
Participate in developing new markets and other customer support

efforts.

* GCC in coming decade is going to be a net exporter of a number of

Petrochemical products, which will require substantial efforts in

arranging economical logistics to ship these products to the destination

Markets. To date, this has not been a major bottleneck, though it

could easily become one if port and transportation infrastructure

Capacity is not increased in step with the rising production volume.

*  GCC countries should also stress on promoting domestic consumption

Cither through export oriented production or through import

Substitution scheme.
2, 6
Cost Competitiveness

Th
% cost competitiveness of GCC petrochemical industry has been discussed

detaj| in section 6.3 of Chapter-6. On the basis of comparative analysis

Srrateoic Tivesoment D oy 1 Petrochomical Secrol
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Carried out in Chapter-6, it has been noted that cost competitiveness is one

of the strategic issue of this study.

The cost competitiveness of GCC producers relative to their counterparts in
other regions, especially in Asia, are expected to influence market behavior,
investment and consolidation of the industry. With region’s favorable pricing
Policies for NGL feedstock, GCC petrochemical producers continue to remain
highly cost competitive in producing the major ethylene derivatives, including
MEG: Polyethylene and polypropylene and styrene. However, regional
Production of aromatics and its derivatives is not expected to enjoy such a
COst competitive advantage relative to Asian facilities. Thus, from a generic
Strategic point of view of GCC producers, more cost competitive opportunities

lie in proguct chains that are dependent on ethylene raw material.

¢ has been noticed in the cost comparison exercise that Saudi Arabia leads
the Middie East in developing polyethylene capacity while Iran and Qatar are
3lso €Mmerging as major producers amidst exploitation of their large natural
as reservoirs. It should also be noted that the scale of GCC investment in
LLDPE (linear low density polyethylene) and HDPE (high density
pmyethylene) are quite high as compared to LDPE (low density polyethylene)
"o the strategic reason that relatively low growth is expected in LDPE due to
Maturity of most LDPE application and ongoing substitution by LLDPE.

" 3ddition o polyethylene investments, development of MEG (mono
ethylene glycol) and styrene capacity in Saudi Arabia and Qatar are expected
? Grow Significantly, with large scale plants harnessing the region’s ethylene
Droduction cost advantage to competitive environments and profitability

arai .
"9in expected for selected major producers.

Im
Pact of Saudi Arabia Accession to the WTO

Waudi Arabia gained accession to the WTO in December 2005. The country is
orki“g towards gradually lowering trade barriers. The highly debated

! ‘ ¢ tH { Scetor
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feedstock pricing policies were of major concern for any bilateral trade
agreement for Saudi Arabia with EU and USA. Since feedstock is available at
the same price to anyone willing to invest in Saudi Arabia, the policy cannot
be considered discretionary and therefore, did not fall into the realm of the

WT ,
O concerns regarding preferential treatment. This issue has now been

d
ropped from FTA discussions.

Saudi Arabia’s preferential pricing policies for NGL feedstock are expected to
;Z'::\”Ue FO encourage investments in the country’s petrochemical sector
o t:l a. time in which the state is attempting to broaden the feedstock slate

e industry, partly due to rapidly decreasing availability of new ethane
is:papc:i;s. from associated gas. The cracking of other petrochemical feedstock
ethyle::n to ethane gives rise to a wide range of co-products other than

Im
Pact of pevelopments of in Natural Gas Base

Sev
b €ral natural gas rich GCC countries have recently attracted various gas-
aseq i
6 ®d investments and regional states and private sector are continuously
Valuat;

Uating means of optimally exploiting such large gas reserve. Qatar is the

fron
t runner in the natural gas projects followed by UAE and Saudi Arabia.

On
the other hand, the oil rich countries are also trying to exploit the

WVailakir:
“ablllty of methane from non-associated gas which is expected to grow.

Qy
lopments in GCC natural gas base are driven by the large supply of low

the prolonged period of high oil prices and high
as further prompted

n
atural gas. Moreover,

Nat
Ural gas prices as LNG in major global markets h

Stors to seriously consider various gas based projects. The cost

COMmpatie:
Petitiveness of potential gas based developments is highly dependent on

e .
Cost of methane. Gas pricing has been and continues to be favorable in

th
allowing production of methane based products to be

8
ighfcc countries, thus
Y competitive on cash cost basis.
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7.1.6.1

The impact of oil price movements on the competitiveness of GCC
petrochemical production is significant and feedstock prices offered to
both current and future projects should continue to remain the key cost
factor. As oil prices increase, the profitability of pure ethylene derivatives
facilities should generally become higher in the GCC countries, which has
been estimated in Chapter-6. Therefore, such investments should be

Considerably more favored in GCC countries as compared to Asian

Countries, if high oil prices are sustained.

7 ——
'1.6.2 Ppetrochemical Infrastructure & Logistics

The major petrochemical sites in the GCC countries are Al-Jubail and Yanbu

N Saudi Arabia, Mesaieed in Qatar, Shuaiba in Kuwat and Ruwais in Abu

Dhabj A
habi, Except for Shuaiba and Ruwais,
es are fully utilized, both in terms of land as

which were developed in 1997 and

2002 respectively, all these sit
"ell as provision of utilities.

i Order to promote further industrialization, the GCC Governments are
developing more grassroots industrial parks;for exampis.
Arabia ang Ras Laffan in Qatar, that provide roads, ports,
u_t”itieS and other infrastructure. The initial provision of land and util
fimeg at providing incentives to invest at these locations. However, now it is

industrial water,

in .
Cremthal investment based on demand from the industry.

T ;
he Petrochemical industry in GCC has and will continue to be export driven.

he Current ports in all most all the countries involved in petrochemical

Pr ; :
Oduction may not suffice for additional supply. Plans to alleviate this

Prg .
blem are being developed. However, they wi

and
also investment.
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Almost all the countries in GCC region import goods from other countries to
meet the growing need of its population. These goods come in containers to
their respective ports, once empty the containers are available for loading to
export out of these countries. This is called backhauling which is very critical
N logistics management. The rates for utilizing these containers are
Substantially low when compared to containers brought in especially for
loading, which have to be moved empty to the loading port. Therefore, the
Most commercial ports usually provide sufficient backhauling opportunities.
The exports of liquids are different, as it requires loading arms and

Ppropriate storage at the port to affect these exports.

Currently, In Saudi Arabia there are two industrial ports at Al-Jubail and
Ya“bu, while there are three commercial ports at Dammam, Al-Jubail and
eddah, The liquid export facilities at the industrial ports are fully utilized and
handling of additional liquid will require expansion of these facilities. On the
Other hand, the solid handling at these ports has shown extremely low
Utilizatioﬂ, and caters only for bulk exports like fertilizers etc. Almost 40% of
the Palletized exports are performed from the ports of Dammam and Jeddah
Drimarny to avail the saving through backhaul. This requires additional
truckmg from Al-Jubail to Dammam or even sometime to Jeddah and from
"anby to Jeddah.

'Milarly, it is understood that small ships carry products from Al-Jubail to
) o

el alj in UAE to re-export to the major destination in Asia. In Qatar, the
Chem: ;

hem|ca| jetty at Mesaied is used to export the petrochemical products out of

N Country. In UAE the busiest port is jebel Ali, which cater the most of GCC

ex s
Port including shipments from Iran also.

?1'6: e
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The large scale industrial parks and economic zones require massive

iNvestments. The recommendation here is that GCC countries should
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use a mix of project finance, private sector equity and some supports

form the government.

* The logistics are expected to play a more critical role in the future as
exports from the region grow almost four fold in this decade. Proper
planning will have to be undertaken in order to ensure that there is
sufficient storage, warehousing and port facilities available to handle
these exports.

* Efforts to develop the under-utilized ports should also be taken such
that commercial shipping lines can call at these ports, thereby

providing opportunities for backhauls.

* There is a need for increased participation of private sector in logistics
mMmanagement. Although, the GCC governments have realized this need
and government now intend to involve the private sector not only in oil
and gas sector but more so in the utilities service sectors, for example,
the formation of AES Ras Laffan Power Company in Qatar and Marafig
in Saudi Arabia. As the participation of private sector increase the
future prices for these services will gradually increase to limit the
Pressure on State monetary resources and also provide an appropriate

return to the private sector investors.
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7.2 STRATEGIES FOR GCC PETROCHEMICAL INVESTMENT

The GccC petrochemicals industry is going through a period of unprecedented
eXpansion. With its substantial feedstock cost advantage, global chemical
Producers and technology providers alike are investing billions of dollars in
fegional petrochemicals projects as they seek to create new, more cost-
fiffective hub for production. Some 13 million tons of new ethylene capacity
IS forecast to come on stream in GCC countries over the next five years,
More than doubling total installed capacity in the region. Till June 2006,
More than $20 billion worth of contracts have been awarded to build new
Capacity in the six GCC states. (see Table 4.6, Chapter-4). In this last
‘SEc:ticm of the thesis, appropriate strategies for GCC petrochemical
NVestment are discussed. These strategies will take into account the entire

Valy ; . .
. € chain and discuss the appropriate actions at each point in an integrated
anner,

Figy

r . g -

stfat: 7.2: The diagrammatic representation of strategy elements for
gic investment decisions in GCC countries

Optirmicoy:
arl?;”msa.tmn of oil Optimisation of Logistics & Supply
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7.2.1 Strategy Elements for Strategic Investment Decisions in GCC
Countries

e '§ = 1 . = L1 | w O ARSI =

As mentioned in Chapter-4, the GCC countries account for 40% of the world
Crude oil reserves and 29% of the world gas reserves. Oil and gas reserves
Shape the future developments in petrochemicals across the GCC region. As
Qatar and Saudi Arabia both focus on significant oil and gas development
Over next decade which is expected to increase the availability of ethane, and
PG or naphtha for petrochemicals use. Most of the gas reserves are non-
3Ssociated gas and bulk of these fields have yet to be developed. According
0 Arap Petroleum Investment Corporation’s (APICORP’s) estimates, $ 50
bi”io” IS expected to be invested in oil chain and $58 billion in gas chain
(ind“ding gas based petrochemicals) during 2006-2010 in GCC states.

Amc)ng the countries, the larger cluster of big investors is Saudi Arabia ($50

billion), Qatar ($ 30 billion) and UAE ($ 15 billion).

n of oil and gas production.
with

The Strategy focus in all GCC states is optimisatio
Saud Arabia’s oil output stood currently at 9.5 million barrel per day,
Production capacity of 11 million barrel per day. Saudi Arabia benefited both
rom high oil price as well as from its ability to increase production and

e . 3 Z
*POrt. With spare capacity Saudi Arabia will be ready to replace any lost

Production from Venezuela, Irag and Nigeria and will reap higher revenue,

Which in turn will help to finance the mega petrochemical and energy

Proj
YJects in the country.

UAE
P

i
”CreaSe Oil production around 4 million barrel per day by 2007. UAE gas

'S the second largest oil producers among the GCC countries. Crude oil

roductic,n in country is 2.7 million barrel per day. UAE is targeting to

r -
SSeryes are estimated at 212 trillion cubic feet per day. The increased

d , ;
mmestic consumption of electricity and growing demand from petrochemical
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industry has led to a dramatic increase in consumption of gas. The
Optimisation strategy of gas production will help UAE to replace oil with
natural gas as energy supply for vehicles. Similarly, it can aim at increasing
LPG exports to become one of the top three exporters in the next five years.
So far the growth of petrochemical industry in UAE has been somehow slow.
The optimisation of gas production will definitely support the petrochemical

INdustry growth in the country.

Kuwait has been identified as a medium priority market for the oil and gas
sector. Kuwait needs to develop the gas sector, increase the country’s
"efinery capacity and enhance the petrochemical sector with higher value
®Xports. Available reserves of oil and gas in Kuwait ensure the long term
bus‘“ess opportunity. Kuwait’s future strategy should focus on optimization
::dz:t am‘-‘.gas production. At the: san"\e time, boosting the petrochemical
i nor: will be strategic tool for diversifying into Kuwait’s non-oil exports. It

only, boost the exports but it will also hedge against any dip in oil

Prices in future.

Qatar :
tar s largest natural gas producer among GCC countries. There are

Ny
Mber of factors that have contributed to making Qatar a success story in

the
world of natural gas in such a short period of time. Qatar’s North Gas

Fielg
dis the largest non-associated gas field in the world, with proven

€rves estimated at over 900 trillion cubic feet
orld total. These reserves will

(equivalent to about 162

biny;
' barrels of oil) which is over 15% of the W
tural gas for over 200 years.

Q SUFfir:
Sufficient to support planned production of na
o meet the fast growing global

Qatyr ;
3 is moving ahead with its mega projects ¢
ber one in LNG production.

Cong :

e Umption and become the world’s num
Si .
des, optimisation of natural gas production,

Sho
uld also target the major integrated upstream 2
in future.

Qatar’s long term strategy
nd down stream GTL

DI‘Q'
Jects to expand its petrochemicals capacity
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The hydrocarbon sector is the mainstay of the Oman economy. Oman’s
major challenge at present is drop in production volume of crude oil. To
reverse this decline in oil production, Petroleum Development Oman (PDO)
has planned for major investment in technology and infrastructure in coming
years which will boost the Oman’s oil exports. Although, oil remains the
single most important source of revenue, Oman has made natural gas the
cornerstone of its diversification and economic growth strategy. At present,
9as is largely utilized for re-injection into oil reserves to sustain oil
Production. Oman future strategy should include the utilization of gas for gas

based industrial projects like fertilizers, cement and petrochemicals.

Bahrain’s dependency on oil is the least compared to other GCC countries. It
'S quite evident that the country has started rigorous diversification efforts
for reduce the dependence on oil. The refined oil production of Bahrain has
increaSEd gradually over past few years. The strategic option for Bahrain
"eMain improving bi-lateral relationship with its neighbouring oil rich
“Ountries and expand its the oil and gas application industry in the country

beside following the path of non-oil industrial growth like service and

financia sector.

P
=2
1
y
-
{

Vg history of industrial development in the GCC countries in recent decades
has been one of constant movement towards economic diversification and
Yalue addition. Key drivers for this natural evolution have been the desire to
diversify away from crude oil and to create more employment opportunities.
Saugi Arabia and rest of the GCC states have a natural cost advantage for
DetroChemicat feedstock. Ethane is currently priced at $ 0.75 per million BTU
for indUStries in Saudi Arabia; in other GCC countries it is priced in the range
°$1 to 2 per million BTU. GCC producers can sell products like polyethylene

CQm - .
Petitively in any market due to their low cost structure.
N e |"IJ'.- vesfinich! eI oTN T "’ o .".-'| il ol Se Tk

Recommendations dind Stigeestions

Page | 258



The high price of crude oil is bringing the extra revenues into GCC
.90Vernments and private entity hands, thereby stimulating a desire to invest
'c'; \{arious development projects. There is an abundant amount of private
dol:::t seeking investment opportunities in the petrochemical and
_ ream related sectors. In addition, GCC countries are seeking to attract
".‘Vestors for downstream converter businesses. Although it is easier to
i;”:\t::'rt:zport plastic pellets, the GCC states are expected to produce more
CUrpluse .pl‘oducts b.ecause of the ma'ssive polyethylene and propylene
enwmm: in the region. Co.nfronted with this challenging and changing
whic w':r.\t, the GCC countries should adopt a multi-dimensional approach,
DroduCe: |n<.:lude plastic conversion. If they are successful, by 2015, GCC

s will not only compete for market share in primary ethylene

derivat;
ative markets but downstream markets for non-durable goods as well.

The :

the Plastic converting industry is still in its infancy in the GCC. Although
re

ang are a large number of converters, they are comparatively small in size

" mostly serve the local markets. The global converter industry landscape

'S Chanes
anging, with new focus areas in Asia and the Middle East. The time is

Now for the GCC converting industry to grow, but investors need to

se'ect
Products judiciously for export markets. A very efficient global supply

Cha:
din
S can be developed based on: (a) low-cost feedstock in the GCC

COUn "
tries ang (b) low wages and modern factories in China.

Th
eSe
Supply chains will fed the major consumer markets of North America,

Qst
" Burope and others. It is possible to bypass the middleman and go

lrectly fr ina i
om GCC to end markets. China Is @ great example of the potential

t
at ¢
he Gce can follow. Starting from a low volume, exports of finished

Plagy;
ti
C 900ds have increased from less than 2 million metric tons in 1995 to

Blm

0s ) |

bags ©'9 million metric tons in 2006. These goods include plastic carrier
' boxeS, building materials and bathroom accessories.
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Global conversion industry is moving towards more and more globalization.
Converted products sourcing from low cost regions by major consuming
regions like North America and West Europe are on the steady rise. Finally,
the export oriented conversion is possible in GCC region due to: desire to
diversify, low labor and utilities cost, availability of soft loans, availability of

'esin and possibly lower prices resin and low tax rates.

o
]

SUDD"/ chain management in the petroleum and petrochemical industry
“ntains various challenges, specifically in the logistics area, that are not
Present in most other industries. These logistical challenges are a major
inﬂ“e”Ce on the cost of oil and its derivatives. Werner Paratorius, president
o Basrs petrochemicals division said “Supply chain management is the

IJaCkbOﬂe of a business where logistics costs can be greater than

rnanUfacturing costs” (Whitfield, 2004, p.R12).

5 Mentioned in section 7.1.7 earlier in this chapter, the petrochemical
industry in GCC has and will continue to be export driven. The logistics
Support in all most all the countries involved in petrochemical production may
et be sufficient for additional supply. The infrastructure and logistics issue
SComeg more complex when liquids come into play. Delivery costs can
account for more than 30% of total delivered costs to major export markets.
ith 9rowing additional supply, more liquid storage facilities are required.
Containers availability and movement are the concern in the region. There is
i "eed to plan for increased cooperation among the GCC member nations for

Wider road and rail network that would give easier container access. In

Cc COuntries, the logistics and supply chain management challenges can be

dac
Kled at two levels: country level and corporate level.
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At country level, for development of logistic services in GCC countries,
9overnments need to invest in large network of railway and road network,
€xpansion of ports and terminals, which include creation of large tank
storage and distribution terminals for oil and chemical products, along with
Specialized warehousing, pipelines interconnecting oil and chemical
COmpanies. The best example of port and terminal management of handling
Petroleum and petrochemical products is the Port of Rotterdam. Rotterdam is
E“"C'IJt=."s largest port in terms of throughput volume and products can be
transported into Europe via pipelines, freight barge, rail and tank truck, or by

Coaster or ocean-going vessels to overseas locations.

Alth°“9h, there are some world class port facilities are available in the
"®gion, for example, Dubai Port Authority is considered to be the third largest
Port i the world. Similarly, Ras Laffan Port in Qatar is the world’s largest
NG Port within this area. Considering the expansion of export oriented
industry, the available facilities will not be sufficient. Therefore, at
goverrll'nent level, efforts to develop the under-utilized ports should also be
‘aken Such that commercial shipping lines can call at these ports, thereby

Drcj\’iding opportunities for backhauls. There is a need for increased

Parti~; o
Micipation of private sector in logistics management.

tcO’IJOrate level, for development of supply chain management in GCC
¢ ¢ . .

Ount”es, the petrochemical companies have to take major step. In simple
,ang“age, supply chain is managing the flow of raw materials, products,

I .
nformatiof\, and associated financial resource between the company and its

SUpi: . . .
DDluers, service providers and customers in most efficient way.

T -
e SCope of supply chain management for a petrochemical company should

cov . - N
er entire supply chain from feedstock until product is delivered to the

CUSt
°Mer, as show in figure 7.3-

’ B . . o B
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Figure 7.3 A typical Supply Chain Management for Petrochemical Company

e

gegnand Forecasting Production Logistics network Customer
upply coordination Planning Planning & Service
Optimization Management

|

4 4

Fe

a‘:":Stock & Production Finished Product Customer
s Material Facilities Distribution &

Upply Delivery
\__‘-_____

Source.
urce: Strategic Supply Chain Management Leadership, William B. Lee, 2006

The focus areas for any supply chain management programme are: customer
*ervice management, sales and operation planning, supply chain logistics
"etwork design, organizational alignment and IT enablement. The major
Detrochemical companies in GCC region like SABIC, EQUATE, QAPCO, ADNOC
fre haVing the supply chain management system in place. Considering their
fUtUre expansion and growth it is equally important for these companies to
Mvest further to strengthen their supply chain management and even look

Or :
the collaborative SCM arrangement as an alternative.

DeSDite the great challenges in the petrochemical industry’s supply chain,
Oppoﬁunities for improvements and cost savings do exist along the supply
hain, One major area for improvement and cost savings lies in the logistics
r::::On. Companies in the petroleum in.du.stry have Pecome increasingly
Supplt On the services of third-party logistics cor-nparues to manage their

Y chains. Some companies took the outsourcing idea a step further to

Col| . .
n 3borate with competitors and found shared solutions to their supply chain
a“en
ges.
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The Chinese and Indian markets are the main engines of the current global
€Conomic recovery for the more developed producers. China dominates in
manufacturing and has the market size and spending power domestically.
India s strong in technology/IT services. Both economies currently enjoy

Strong external positions with ample foreign exchange reserves.

The global petrochemicals industry is at a crossroad, largely because China is
beCOrning an increasingly important consumer and supplier of petrochemical
Products, The reasons are strong demand within the country and cost
dvantages over Western industrial countries both in the production of
Petrochemical products and for key customer industries building up
Production capacities. In China, petrochemicals consumption has increased

by about 129 per annum over the past ten years, while the European Union

a
"d'the USA have posted figures of only 4%.

The industrial countries are shifting petrochemicals activities to China,

f 1 - . -
OHOW'”Q their main clients - the automobile, electrical & electronics,
c -
Ornrnuﬂications and textiles industries - that were attracted by the Chinese
S . -y = -

e Prospects and cost advantages. To remain competitive, direct contact

“tween Western petrochemicals producers and customer companies in

i .
na is often of pivotal importance.

I -
" the changing market scenario, GCC suppliers need to partner with key

C ; :
.Ustomei’s to develop innovative solutions that will allow them to differentiate

W & :
hlghly competitive market environment. The combined efforts of GCC

anufl5"Cturers and their customers will create the opportunity for the new

AN ) _
DphcatiOns and business. This scenario will be based on the key drivers like
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feedstock location, customer structure, customer requirements, business
Process innovation, economical/technical substitution, environmental

Substitution and logistic issues.

The ideal supplier of petrochemicals in the selected industry scenario should
Manage a portfolio of 80% standard grades and 20% premium grades and
Serves high volume customers as well as smaller accounts in every region of
the world with a market share of at least 10%. Currently, GCC manufacturers
like SABIC fulfils the portfolio criteria of the ideal product supplier in Europe

but the market shares are well below in all other regions.

Marketing and sales approach of GCC producers will generally tailor to the
SPecific requirements of the differen regions to secure the growth plans for
DetrOchemcia| products. In Europe and North America the focus will on
?treghthening the technical service and timely delivery where as efforts to
"MProve the supply chain management will be the key for the Asian market
espeda"\/ China due to vast size of the country and number of customers, a
“OMplex distribution has evioved with many layers and some unique selling
rnethOcls While some producers and importers (trading companies) sell
Dortlon of the imports directly to the customers, most use local agents and
fis tr"3Utlors They in turn may sell directly to the custromers or use another

Set of distributors, particularly once out of the major consuming centres of

e
COastal provinces and major inland cities.

Nother Crucial strategy for GCC petrochemical producers will be developing
ei:fectlve global sales force with a global key account management skill
Q
-nd technical service specialists to offer customized services. Market
l i . -

:te”'gence and competitor surveillance capabilities need to improved over
)

thmugh selected training efforts.
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Th

Moestbsfstnizc?tr:;zlte.s of v§rticaily irftegrated companies are in the oil industry.

BT havs teldc:onal 0|I.comp.an|e5 (such as ExxonMobil, Royal Dutch Shell,

sctive il o pw a Ivertlcaily integrated structure. This means that they are

G it oy ay.aong the value chain from locating crude oil deposits,
acting crude, transporting it around the world, refining it into

m products to distributing the fuel to company-owned retail stations

Where it i
e it is sold to consumers.

Simila
rly i
mteg Y in each GCC economy, WE find at least one major vertically
rat i -
ed oil company, as illustrated in detail in Chapter-5. For example, in

Saudi
Arahi . :
rabia, Saudi Aramco, 1s a fully integrated global petroleum enterprise

With
exploration and production, refining, distribution, shipping and

tin i
g network. In Kuwait, Kuwait Petroleum Corporation (KPC)

Man m
ages egj ' idiari
eight major subsidiaries which covers domestic and overseas

Xplorat;
at . ..
ion and development, oil refining and marketing, oil transportation

dng
pet :
rochemicals. In Qatar, Qatar petroleum(QP) responsible for all phases

Natyr
al S 2 ,
gas liquids, liquefied natural gas, refined products, petrochemicals

ang
rtilizers. In UAE, Abu Dhabi National Oil Company (ADNOC) is

reg
DOﬂs'
ib i
le of all petroleum, gas and petrochemical industries and carries

Outd
fve
lopment, production, sales activities through its subsidiaries.

the 5y

Progy, availability of huge reserves of oil and gas at relatively low cost to
Ce

of » Compared with other countries,

. d ;
In I 'Arabia, have failed to establish forwar

GCC countries, with the exception
d integration in petrochemical

Me ; :
S which use oil and gas as raw materials. Through SABIC, Saudi

rabi
ah
as presented an excellent example of how an ol producing country

Sirtot Fivestinie spp [ ety i lerren fronii ol Socton
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can ot e R
maximize the use of its indigenous natural resources. Petrochemical
pro ' .

ducts can be used to provide raw materials to many industries, which can

be established in GCC countries.

Similarly GCC countries have also failed to expand its refinery industries.
Most GCC countries build refineries to satisfy domestic demand and
COmpletely neglect the establishment of refineries to expand the exports of
Petroleum products. In their efforts to add value to the products that they
Produce, GCC countries should reduce the exports of crude oil and instead

gra ; .
dually increase the production and exports of petroleum products and

My ' . .
st profit from every stage of the oil and gas value chain.

FOr "
o Ward integration is one of the methods to be used by the GCC states to
aAximi
. XImize their return. By implementing the forward integration, the major
C . ) . ;
C countries will not only bring significant benefits to the oil producers but

It wi
i , : : : :
Ilalso increase their influence in the international oil market.

F

L

question today is

Or )
the middle eastern petrochmcial industry the major
Although, the gas

Ca H 3 "
" the historic feedstock advantage be maintained?

DFQ . 2
“essing activity is increasing in Saudi Arabia and Iran, but ethane

Wailapir: _
ability will remain tight. Two important signs 0
in oil price wi
ycle that will result in reduced

Arg :
Pretty clear now, one the volatility Il remain and second,

Fofi Ty is heading towards a down ¢
itahir: .
3bility on the industry wide Dasis:

Om g i
Panies i) be those that achieve competi

Therefore, the most successful

tive advantage in number of

ays-
More than a simple feedstock play.

Th
Qse
to devebpment is putting the

divar..
Srsify product and market slates beyon

pressure on GCC petrochemical producers
d polyolefin. The profit earned
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S ; -
o far due to high oil price need to be spent for the international expansion of
the industrial activity beyond the georgaphical limits of GCC region. SABIC's

in : , . .
ternational expansion and diversification is the best example for the rest of

GCC petrochemical players.

S :
ABIC has 25 international subsidiaries and 28 distribution and storage

fa T X .
Cilities in different regions of the world. SABIC's current strategy is to

ex .
Pand capacity, and diversify globally into different markets through

ACquisiti - . ;
Quisitions and joint ventures in all areas of petrochemlcals. Realizing that

Chi
nese market is one of the main engines of the current global economic

n China as part of
ides that

SA .
BIC is also looking at grassroots investments in India, where SABIC is
a local

rec I ; . : .
Overy, SABIC is investing in petrochemical complexes |

its
Strategy to strengthen its response to the Asian market. Bes

Willj
ing to consider building a cracker as a joint venture project with
Partner,

Th
Crefore, Gcc petrochemical players have to realise the importance of

uld consider to extent their industrial

in China and India as a part of their
benefit from the

National expansion and sho

ACtiy it
ities to other countries, especially,
o capture maximum

Strat .
egic international expansion t
Russia has also shown

gr(}w'
INg consumer base in Asian countries. Recently,

Much ; :
ieh interst in the GCC economies and there is hope of opening new doors

Or
GCc eneterprenure in this untaped market.

?'2&.@,

|: rjf!";':ff,‘ rnational INY&=LEE
S -
Mention in section 6.4 of Chapter-6, @ number of GCC petrochemical

Dart- . .
'Cipants are already considering investment In

s recent acquisition O
t acquisition by any middle

other regions. SABIC is

ﬂm
on _ :
9 the front runners. it f North America based

Plagt:
5 tic makers GE Pplastic (May 2007) 15 the larges
Yern Company abroad. Among the GCC oil companies, Saudi Aramco has

Iy . i — { st
Tl ;‘ Yo AT TR AT TR T L Yot
Vi st I
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lar 0i i
ge number of joint venture projects in different part of the world. The
mai i ; .

in drivers for Saudi Aramco to acquire share in the overseas refining

co iac i
mpanies is to have assured outlets for its crude oil.

In )
recent years, the bilateral relationship between Saudi Arabia and China

has i :
s improved which resulted into a long term business partnership as

nu .
mber of joint venture projects has been kicked off in both the countries,

maj -
jor participants of these projects are: China Chemical & Petroleum Corp

(SI .
NOPEC), Saudi Aramco and SABIC. It expected that other private business

grou : .
ps from both the countries will try to bring more investment projects at

the
downstream level or the midstream level in future.
As
@ matter of fact, so far major investment from Middle East has directed

tOW
ards the western Europe and North America but in current geo-political

and .
economic situation most of the Arab investors have started looking

tOW
ards Asia to invest windfall oil revenue, eager to ride its rise and diversify

dw
3y from the US. Among other GCC countries UAE and Qatar are also

Pr ,
%0ressing well in their investment projects in Asian countries like China,

Indi
dla and MaIaYSia.

w GCC countries should look closely to

BRIC stands for
to dominate by

ion and $15 trillion combined GDP. In

50 s
O with 409 of global populat
uppliers of manufactured goods

Petr,
Ochemical terms, India and China are S
material. GCC —the oil and gas rich

his combination. The business

es and BRIC economies will add more

by shifting demand pattern away from

Qan;
"o '"g to the polyolefin industry
ndia to overtake the US

d -
€Conomies” and most likely, China and I

ut
°Mobile industry.
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Th . ;
e value chain frame work is a method of breaking down chain from basic
raw : :
i materials to end use customers- into strategically relevant activities
ha -
nk, J & Spiegal, 2005). It tells how businesses receive raw materials as

Put, add value to the raw materials through various processes, and sell

finis
hed products to customers. Each industry has its own value chain,

likewi .
ise, the oil and gas industry and petrochemical industry. In following

figy
dures these value chains have been clearly explained:

Figur
7.4 A typical Oil & Gas Value Chain
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refini . ;
fining and marketing. An integrated oil company ( Saudi Aramco) manages

the both.

Simi .
milarly, petrochemical value chain is a series of intermediates that

pro .
duces an end use product, as illustrated at Figure 7.5. Each step provides

0 .
Pportunity to buy, sell, exchange or swap intermediates to optimize costs

an ili7ati
d assets utilization.

Figu
~are 7.5 A typical Petrochemical Value Chain
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All -
these strategies need a sound management of value chain relationship

th i .
rough building capabilities including IT infrastructure, marketing and

ma ;
nagement of diverse workforce. GCC petrochemical companies and

inte . )
grated oil and gas companies need to work hard on these aspects in

ord .
er to manage their expanding value chain relationship.

7.2
.1.8 Development of integrative capability

calls for development of integrative

Ma
nagement of value chain relationship
involved in the forward

to get

Ca i
Pability where GCC countries need
ttern of development of oil and

int .
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to fee , )
. d gas to local industries and power plants. The petrochemical industry

S i .
ts old presence but it has not been able to expand much. With its

Curren : . .
t diversification strategy within the hydrocarbon sector, Qatar

Petrole ..
um is intended to build a stronger petrochemical industry which is

n
atural forward integration.

UAE h

as a balance reserve of oil and gas which has been exploited time to
ountry. Somehow, petrochemical
But current initiative of

tion of oil industry into

time

e for strengthening the economy of the c
u
stry has not got much attention in the past.

ADNOC
OC is definitely in order to create forward integra
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The countrie n n hem
untr h not havi n
ies who are not having strong petroche ical base are seeki
Ing

S i

forward i
| . .
ntegration of their oil and gas industry to petrochemical sector

e, .9 - s A
Diversification of national economic strategies

W

GMbaf
Insi in i
g nsight in its latest economic report (Juné 2007) has noted "a
Inati i
ion of strong oil revenues, U.S. military protection, political stability,
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and
sound g ;
economic policy has resulted in noticeable economic

In Gulf
Cooperation Council (GCC) countries.”

uctures,
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is _
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three factors offers a positive economic outlook for GCC countries, but the
diversification of national economic strategies to move from being merely oil-
and gas-dependent economies to a wider base of industrial development

Needs to be carried on with full force.

7.2.1.10 Balanced regional development within individual GCC
Countries

Addition to the similarities mentioned in earlier section, there are some more
SiMilarities in the political institutions of GCC nations. All six can best be
describeq  a¢ traditional monarchies, or sheikhdoms, with very limited
fMocratic institutions. The extended ruling families dominate the key
Politica and economic positions, moreover, these states are ruled by specific
tribes Or sects in each country. The regional developments in the country are
ir\'ﬂUe”Ced by ruling families. This kind of political institution always leads to
Neven development within the country. The income and development gap

ong Fegions within the country are significant and is expected to widen in
SCC nations,

Beg; :
Side, Political aspect there is economic aspects of the uneven regional

e'vemp'ment_ The economy of these nations is heavily dependent on the
tevempment oil and gas industry and petrochemical industry, the spread of

Ese Industries are limited to particular region rather than whole country.

Th :
" € benefits of oil and gas industries and petrochemicals industries need to
e

SPread oyt for balanced regional development within each of the Gcc
) Ntries in the interest of political stability. Some countries have started
°rking in ghy

he Nomic development in the regions that until now largely been ign

s direction. For example, Saudi Arabia intends building six new

different regions of the country. These cities will promote

ored and

decentralisation and lead to balance regional development in the
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Country. Investment in these economic centres are expected to be more than
$200 billion, The industries emphasised in these economic cities are of
agribusiness, mining, manufacturing, energy and academic and research

institutions.

Similar initiatives have been noted in Qatar, The State of Qatar has
established two world class industrial cities :Ras Laffan Industrial City and
Mesaieed Industrial City where its major industrial projects are located
Covering, oil and gas, petrochemical, steel reinforcing bars, cement,
®©mmercial ship repair etc. Although, these two industrial cities are old but
s future expansion and development plan is also well placed with
SXPectation of adding more new projects to the existing industries like
.reﬁne"v, crackers and derivatives projects as well as attracting new
Ndustries |ike aluminium. UAE is also focusing on the promotion of
?conOmiC development in different regions that until now largely been
Snoreg and expected to lead to balance regional development in the country.
The key feature of UAE's economic development is that it has been largely

$
“PPorteg by foreign investment in Emirates as compare to other GCC
natiOn

S.

Other Countries in GCC region are somehow been slow in spreading the
Nefitg of oil and gas industries and petrochemicals industries for their
alanced regional development. It is highly recommended that these GCC
Stiong should learn from the experiences of their neighbouring nation to
"Tomoe the balanced regional development within the countries which will
o Only lead to economic stability but the political stability of these nations.
::J;the.-’ these balanced regional development will help these six GCC nations
fron:h.ievmg the greater economic integration of GCC economies which is due
Its formation in 1981. There is no doubt that the future growth of GCC

atj ici [
ns Jig in the regional competitiveness and economic integration.
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is extremely
Development of petrochemical human resource management .
. ; ; lity o
Important as the thrust of value integration lies in the qua \; is the key
‘ is
r€sources. It is, otherwise, also noted that today human capita

: and financial
diﬁcerential for companies with similar access to technology
€Sources.

: i i n managing
Human Feésources in the GCC countries are a major constraint o

' ike SABIC,
the CUrrent and future petrochemicals development. Companies, like
h

r some
Ve admitted that it will have to face the consequences of demand fo
2

illi f new
0,000 skilled workers to help build and operate 14 million tonnes o

DetrOChemicals production in Saudi Arabia alone.

Fuf"ther,
Ountrigg
low by
Movat,

In an attempt to diversify away the economy from oil, the GCC

face a major problem in that, their existing skill base for workers is

world standards. Relatively little research and development, and

On are also issues of concern. Data from the Globa/ Competitiveness

orum, 2007) indicate that the region significantly
ucation and innovation.

dex (Worlg Economic F

%9s behing in terms of ed

%”d Econg
'nStitUtions .
qua“ty of e

OMbetitiye
I

mic Forum has noted that enrolment rates in educational

€main low on average, particularly at the tertiary level, and the
ducation IS in need of upgrading.

In order to realize their full
potential

and to achieve self sufficiency in skilled human
“Ources,

CC countri
Qug)

'y of €ducational j
®ducationg

es should focus on strengthening the availability and
nstitutions at all the levels, although the performance

% indicators among GCC countries is very diverse. Some

hind in terms of primary education and display fairly high

illiteracy, while other countries need to improve university
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education. A common problem that occurs across the region, however, is
that the educational institutions do not teach young people the skills

n : .
€cessary to succeed in the private sector.

T
he Challenge of development of human resource management in GCC
c .

Ountries can be tackled at the policy level by the government and at
Co

Porate Jevel by the companies, for relevance of our study of

Petrochemicals companies.

f:ui:’tii;’O/ny level, if we look closely on the labour market reforms in GCC
depend: as mentioned in section 1.5 of Chapter-1, we may notice the
ationg| Nce on cheap foreign labor has delayed the formation of a skilled
poductlV:’Ol’kforce and prevented the development of a diversified and
°kaorce rlzruvate sector that could help absorb new entrants into the
® in o Ow it is high time for the policy-makers to act strongly. The first
D°|lc|es . rming labour market in GCC countries is to tighten immigration
°'kers N order to wean employers from this dependence on foreign
fncg,, rage Nother step would be to increase the cost of foreign labour and
Create h'ghpr'vate companies to invest in labour saving technologies and to
.fu 3 enta|er value added jobs. In addition, international pressure for
'ntg 90ba| reform is growing, as GCC states integrate themselves further
ets up :COnomy, the external pressure will build to bring their labour
0 global standard. Therefore, direction for change is clear.
4(‘c DOFate/
Ary o €vel, petroleum and petrochemical companies like SABIC, Saudi
r°aq aNd Qatar Petroleum have successfully developed their strategic
Pr‘)bo,.til: for human resource development which include increasing the
J°inn N of Nationals in their workforce, help senior management staff in

the
Zducation Continuous learning program aimed to develop the higher

. a
us'ﬂes "d' specializations required by the company, and creating a

CU'tUr
€ that stresses and encourages creativity, innovation, Iearnlng
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and personal development but this is not sufficient as the ‘ready’ pool of

Potential employees in GCC countries has been substantially depleted in
recent years.

COHSidering the future requirements of these companies, their work with the
Higher Council of Manpower in their respective countries should be extended
to Include active participation in programs directing young students toward
technicg| Schooling as well as direct participation with colleges and
UNiversitieg in building curricula and channeling graduates into their traini-ng
Programs and employment. Some efforts have been made by companies like
ABIC nd Saudi Aramco who select hundreds of scholarship students for
Sudy abroad to get specialized training in emerging management and
tech
Pr

Co

Nical areas ang also learn the language and culture. In addition to that a
"active COmprehensive University relationship program both within the
Untry and among GCC countries should be undertaken and program
Sements should include: joint degree program planning focus on needs,
::’“inar nd project sponsorship for professional development to upgrade
ca;’;(.)rate and university staff, summer hire program to introdf.lce top quih:;
i“du ates to industrial environment, development of worldwide netTNor

sty Professional contacts and inventory of skills through alumni of the

|Vers't|es.

Qha“ hUman F€source development program has been identified as a major
Q

'9¢ for the GCC diversification and expansion of petroleum and

j°int Mica industry in this study, GCC petrochemical players may take up
instit reSponSibi”tV of developing world class petroleum and petrochemicals
uﬁOn

Um
Wij|

' ‘ > itute of
Dewe S on the pattern of Institut Frangais du Pétrole (Institute

W
Ch
Dr°b|e 3¢t as research centre for solving their technical and management

Mg -
tlhainin D tra'”'ng Céntre for skill enhancement and advance degree and
r()g

) in France or University of Petroleum & Energy Studies in India,

am for thejr existing staff and will provide a pool of talent at
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graduate and research level for their future recruitment. These
0mprehensive strategies will definitely go a long way in solving the skilled

Manpower problem in GCC industry.

7.2,1.12

Continyal development of an institutional framework to support integrative
and balanced growth of petroleum and petrochemicals and related industries
"¢ required. The GCC countries have benefited enormously from oil and gas
"eserves ang assets that have generated significant financial liquidity in the
ast. six years. They face the challenge that their collective oil reserves,
Althoygh vast, will not last forever. Nor are oil and gas always a reliable
*Ource of wealth—there have been many times when GCC budgets were in

efici : :
ficit ang public debt rose as a result of falling energy prices.

® Must appreciate that on average, these countries so far displayed well-
" institutions with relatively well protected property rights and fairly low
SVels of corruption. Businesses have trust in the honesty of politicians and
Nsider Public spending to be well invested. Efforts to strengthen the
" NCial Sector have started paid off in the region but at the same time,
.
"ancia| markets are not sufficiently geared toward fuelling
d,fﬂcUDlzene“mth and access to finance for local small companies remains
' Many countries, despite high liquidity levels.
In fy act

to
etk
e
Yoye Fto Coordinate diplomatic and economic policies through technocratic
b

the Gcc countries need to develop strong identities and work

of NCe and a strong internal market. Over regulation slows the process
alj

2ation, the GCC countries have to make significant gains in terms of
t ;

'Veness, which should be done via a series of top-down reforms and

Y Policy and by focusing on market liberalization.,
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They require to improve health, education, and technology sectors
substantially, the institutions and markets have to geared toward strategic
Priorities and infrastructure investments, occasionally which suffer from poor
Planning. Nevertheless, efforts to build the private sector and to improve the

efficiency of the public sector will pay off in terms of increased business

Sophistication and reduced costs of bureaucracy and corruption.

In long term, GCC nations should progressively develop a coordinated
"€gional economic strategy that aims at (a) encouraging public-private
Partnerships, (b) encouraging economic diversification, and (c) improving
Sovernance through stronger and more efficient institutions. There should be
? focus on building the private sector through targeted incentives for
d°mestic and foreign investment, particularly in tourism, business services,

a i -
nd energy-intensive industries such as petrochemicals, aluminium, and
Steg

The skills shortage should be addressed by educational reform aimed at
""hancing hyman capital in strategic sectors, improving public infrastructure
:cmss the region, and implementing on-the-job training through appropriate
Rining schemes for local youths in both domestic and international firms.
I\:eu diYersification strategy should lead to the development of high-tech
Stries within the oil and gas sector and a public-private partnership to

Qin
local engineers.

At the sa
Co

y Me time, a review of educational standards across the six GCC
Nt . b
Un: '®S should be undertaken and a plan for regional accreditation of

moderSities should be putted in place. Leaders to be encouraged to be role
ty 's for Private-sector participation. Taken together, all this will contribute

u .
M Dgradlng the image of the professional worker and strengthened

"itocr .
3Cy among the workforce in the region.
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Efforts to accelerate economic diversification should continue with strategic
research and development (R&D) investments, capturing more of the energy
value chain and increasing the world market share of associated industries.
The GCC countries should also work toward possessing some of the leading
technologies for oil-field mapping and enhanced oil recovery. The push in
R&D s leading to advances in chemicals and starting to spill over to plastics.
There s no doubt that the GCC will be set to become home to a very

Successful cluster of firms specializing in advanced materials.

0V'erall, institutional development can be expected to go a long way in
“reating a solid foundation for the development of GCC countries to attain

Qreat heights in fulfilling the aspirations of their citizens.
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