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The GCC chemical industry I Executive summary

Executive
summary
Since its first joint-venture plant in 1981, the Middle
East chemical industry has seen massive expansion,
and now has an annual petrochemical production
capacity that corresponds to 7 percent of the global
total.
The chemical industry in the countries of the Gulf
Cooperation Council (GCC) and the surrounding
region is still growing vigorously. However, GCC
producers now face three challenges. Future
investments appear set to outstrip the availability of
advantaged gas, and the resulting shift to feedstock
priced at market conditions for these investments
will impact their competitiveness. In addition, global
competition is becoming stronger. Other countries
are now gaining access to low-cost feedstock from
alternative resources, such as shale gas and new
technologies like the coal-to-olefins process. Finally,
major current importers, such as China, are working
to make themselves self-sufficient in key chemicals,
impacting export opportunities.
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GCC chemical companies are already taking action
to deal with the changing economic environment.
The following levers may enable them to drive future
growth and value creation particularly successfully:

- Establishing functional excellence, as many

-

-

companies have done in mature markets. The
optimization of costs and operations can add
several percentage points to a company’s return on
invested capital.
Exploring new upstream opportunities for value
creation, including mixed feed crackers; the
methanol-to-olefins and the crude-to-chemicals
processes; and, at a later date, the use of
unconventional gas produced in the GCC.
Moving selectively into downstream (specialty
chemicals) products, targeting domestic growth
and, possibly, nearby export markets in which there
is clear fit with the GCC states’ capabilities.
Globalizing the asset base, moving into growth
markets to achieve more volume, and participating
in advantaged feedstock opportunities outside the
Middle East (e.g., Africa or Asia) in areas where
GCC players can leverage their capabilities to
make a significant contribution.
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1. The Middle East has become a viable
force within the global chemicals
industry

The Middle East chemicals industry has come very far,
very fast. Since the creation of its first joint-venture plant
in 1981, the industry has expanded and now has a total
annual petrochemical production capacity of 141 million
tons (2013), or 7 percent of global capacity. In GCC
countries1, the chemical sector contributed over 100
million tons per annum (MTA) of petrochemical-capacity
growth between 2000 and 2013, corresponding to 13
percent of added global capacity.

The GCC region has become a leading global
producer, supplying many petrochemical products
to world markets. GCC players now hold significant
shares of global production capacity of up to 20
percent in selected products such as ethylene
oxide-mono-ethylene glycol (MEG), high-density
polyethylene and linear low-density polyethylene
(HDPE and LLDPE), and several other petrochemical
building blocks (Exhibit 1).

The Gulf Cooperation Council, or the Cooperation Council for the Arab States of the Gulf as it is now known, is made up of the United Arab Emirates, the
Kingdom of Bahrain, the Kingdom of Saudi Arabia, the Sultanate of Oman, Qatar, and Kuwait.

1
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Exhibit 1

The GCC petrochemicals sector has grown by over
10% per year since 2000
Global petrochemicals capacity1

GCC top 10 petrochemicals capacity 20131

MTA

CAGR3

Percent
4% p.a.

ROW
GCC2
Rest of Asia
China
Europe
North America

GCC share
of capacity

1,175
148
39

327

1,941

305
2000
3%

MTA

Ethylene

208

2.6

Urea

141

10.4

Ammonia

459

2.6

Methanol

601

13.6

MEG
Propylene
PP

114
246

> 10% share of
global capacity

257
275

0.3
-0.8

2013
7%

HDPE4

GCC share of
global capacity
Percent
20

13

17

8

13

6

11

11

7

26

7

7

6

9

6

13

EO 5

6

19

LLDPE6

5

15

Others

44

4

Total

141

7

1 Figures are rounded and may not add up. 2 Gulf Cooperation Council. 3 Compound annual growth rate.
4 High-density polyethylene. 5 Ethylene oxide. 5 Linear low-density polyethylene.
SOURCE: ICIS Supply and Demand, IFDC, McKinsey analysis

The chemical sector in the GCC had already grown to
the point where it was achieving approximately USD
100 billion in revenues by 2013. About 50 percent of
the sector’s output is exported to markets outside of
the GCC states.
In addition to experiencing phenomenal growth in
petrochemicals, the region has also started to diversify
its portfolio by producing more downstream products.
Saudi Arabia, for example, has increased its portfolio
from 10 unique petrochemical products in the early
1980s to more than 90 today.

2

The expansion in petrochemicals has made an
important contribution to the national economies in the
region, reducing their dependence on oil production.
The GCC’s chemical industry currently supports
an estimated 600,000 jobs, 150,000 of which are
in chemical production, and 450,000 of which are
indirectly supported, including those of suppliers and
contractors involved in areas such as gas production,
outsourced maintenance, transportation, and other
logistics services2.
As issues of job creation and economic diversification
have become more pressing over the past decade,
the industry’s contribution has also been increasingly
recognized by national governments.

GPCA “GCC Petrochemicals and Chemicals Industry Facts & Figures 2012”, November 2013.

7

The GCC chemical industry I Global demand for chemicals is growing, increasingly driven by emerging markets

2. Global demand for chemicals is
growing, increasingly driven by
emerging markets

Global demand for petrochemicals and chemicals
is expected to double between now and 2030.
Increasingly prosperous emerging economies with
expanding populations will have a commensurate
demand for chemical- and petrochemical-based
products in order to meet their needs in infrastructure
and construction, mobility (automotive), and consumer
product markets. In many cases, the exports of endproducts with a high plastic content, such as cars and
appliances, will also drive further volume growth of
chemicals (Exhibit 2).

3

Asian market growth will lead the way
Unsurprisingly, Asia is expected to generate
approximately 60 percent of global market-related
growth through 2030. Within Asia, China still
remains the key driver of the growth in demand for
petrochemical and specialty chemical products, and
it is rapidly becoming the largest market for chemical
products (Exhibit 3).

GPCA “GCC Petrochemicals & Chemicals Industry Facts & Figures 2012”, November 2013.
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Exhibit 2

Growth for chemicals will be driven by GDP growth

Population
50million

Plastic1 consumption, kg per capita
140

Taiwan, SK are net
exporters of plastic
products, which explains
their high consumption

120
100

Taiwan
South
Korea

Italy

United States
Canada

Spain

80

Germany
France

60

Japan

United Kingdom

Thailand
40

Mexico

China

20

Brazil
India

Russia

High growth markets –
driven by GDP and
population growth

Africa

0

0

Sweden

5

10

15

20

25

30

35

40

45

50

GDP per capita, USD’000
1 Includes EPS, HDPE, LDPE, LLDPE, PET Resins, PP, PS, and PVC.
SOURCE: Global Insight, ICIS Supply and Demand; McKinsey analysis

GCC producers are well-placed to capture part of
this growth potential, building on the strong export
positions in these markets that they have worked to
achieve since 2000. A significant share of the GCC
countries’ product output (around 50 percent, or USD
48 billion by value) is exported to markets outside the
GCC, with significant exports to Asia (about 60 percent
of exports by value) in 20123. GCC players will target
further demand-related growth in fast-evolving Asian
regions via exports and by leveraging their developed
marketing, sales, and supply-chain capabilities.

4

GCC producers will also enjoy domestic
opportunities for growth
The producers of the GCC are clearly well-positioned
to capture further growth in their home markets. Their
2013 sales within the region are estimated at USD 50
billion, with an additional USD 15 billion of chemicals
consumption via imports from outside the GCC region.
The GCC home market is expected to grow from
approximately USD 65 billion to nearly USD 140 billion
by 20254.

In 2013 USD, based on a growth rate outlook of 6 percent according to IHS Global Insight.
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2. Global demand for chemicals is
growing, increasingly driven by
emerging markets (continued)
Exhibit 3

Global growth for chemicals
Global market growth (example PE and PP)
MTA

Region

Share of
volume
growth %

274
Western Europe
Eastern Europe
North America
Latin America
Former USSR
Japan

229
188
138

151

30

China
India
ASEAN
Other Asia1
Africa & ME
2013

2015

2020

2025

2030

Total

60

10
100

1 Includes: Australia, Bangladesh, Hong Kong, Nepal, New Zealand, North Korea, Pakistan, South Korea, Sri Lanka, Taiwan.
SOURCE: ICIS Supply and Demand, McKinsey analysis

Africa may become a continent to be
reckoned with
Historically, Africa has flown under the radar of
companies looking for new growth opportunities,
due to the challenges of underdevelopment and
fragmented markets. This situation will change as the
continent follows the example of other fast-growing
regions and experiences a wave of large-scale
urbanization. We can point here to Asia, particularly
China.
10

The GDP per capita within cities will, on average,
be three to five times higher than that outside of
these urbanized areas, a difference that can only be
expected to increase. Such urbanization typically
drives increases in local investment by international
producers and brand owners. This, in turn, would
drive demand growth for petrochemical products in
Africa, a continent that currently does not have a clear
group of petrochemical producers leading the charge
to supply its future growth.
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3. Global competition for growth is
increasing

Despite the continued growth for chemical products,
competition is becoming tougher. This is due not
only to the erosion of traditional advantages and the
emergence of new technologies and resources in
feedstock, but also to an increased drive towards
domestic production in traditional Middle Eastern
export markets.

Future Middle East investments may be
less advantaged
The growth of GCC producers has been driven by
their ability to take advantage of low-cost feedstock
sources that are linked to the production of oil and
natural gas. However, GCC players are facing a
situation in which they will no longer have a plentiful
supply of advantaged gas for future investments,
although allocations to existing assets may be secure.

5

According to recent estimates, the scale of expansion
in the GCC region in petrochemicals, energy-intensive
industries, and gas-fired power generation has been
such that the region may move from a gas surplus to a
shortage in the coming years, with the effects possibly
being felt at any time from 2015 onwards5.
As a consequence, GCC players have started to
look at alternatives to ethane, shifting mainly to
liquid petroleum gas (LPG) and naphtha. This shift
to heavier, liquid feedstock priced at global market
conditions will impact the cost position and global
competitiveness of future investments. A new GCC
cracker operating on naphtha feed, for example, would
be positioned at the right hand side of the global cost
curve. Products and derivatives from such a cracker
would be in an uncompetitive position for exports,
although not for the potential growth in local product
demand (see Exhibit 4).

See, e.g., McKinsey on Chemicals – When Gas Gets Tight: Next Steps for the Middle East Petrochemical Industry, February 2014
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Exhibit 4

Comparison of ethylene cash cost

ESTIMATES

Global ethylene cost curve (plant gate) – 2020 capacities,
2013 prices and cash costs2
Cash cost
US$/ton

ME naphtha crackers with naphtha and
byproducts at market price4 are disadvantaged by
high fixed cash costs and low by-product prices
Mixed feed crackers combining low-cost
ethane with naphtha at market price can
compete with other regions

1,500
ME ethane
crackers3 will
continue to be
the lowestcost globally

1,000

500

0
0

50

100

150
Effective capacity1, MTA

1 Effective capacity assumes 93% of nameplate capacity.
2 Plant gate costs; based on prices in USA, WE, NEA, SEA, and netbacks for ME (S. American costs based primarily on US prices); each crackers cost
based on estimated feed mix, scale, and estimated yield efficiency.
3 ME ethane is valued at fuel value with gas at 75 cents/MMBTU.
4 Assumes naphtha, BD, propylene and other byproducts are at export netback.
SOURCE: McKinsey cost curve models, McKinsey analysis

Cracker configurations using “mixed feed” (e.g., a
combination of advantaged ethane with LPG and/or
naphtha at market prices), on the other hand, would
provide further global cost competitiveness for GCC
producers. While more costly than the current fleet of
ethane crackers, they would be further to the left on
the cost curve than most crackers in other regions,
including Asia and Europe.
As a positive side-effect of this shift, liquid feeds
will bring a broader set of derivative products into
reach. The combined output of a typical world scale
mixed feed cracker is around 3 to 4 MTA compared
with around 1.5 MTA for an ethane-only design.
Depending on the cracker diet, significant quantities
of propylene, C4s, and heavier byproducts (including
aromatics) will become available. This will enable both
the production of a wide range of derivative products
and a move into higher value-added specialty
chemicals segments.

Regions outside the GCC are gaining new
sources of advantaged feedstock
At the same time as the GCC’s advantaged feed
position is faltering, several other regions are gaining
more access to low-cost feedstock and are planning
capacity additions aimed at exports. North America is
expected to tap the full potential of the shale gas boom
through 2030, for example. Available low-cost ethane
and natural gas liquids (NGLs) will be converted to
olefins and petrochemical derivatives. Additional
ethylene capacity may reach up to 20 MTA, with an
estimated 50 percent of ethylene derivative products
targeting export markets.
China and other select petrochemical-producing
regions will continue to develop a coal-to-olefins/
chemicals segment. It is anticipated that, in the longer
term, some of CTO’s pressing challenges related to
high capital expenditure, high water consumption, and
its high carbon footprint may be addressed.
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3. Global competition for growth is
increasing (continued)

Exhibit 5
ROI1

Comparison of global competitiveness

Delivery

PE 2013 full costs (USD/t), delivered to China

Fixed cost
Variable cost

2,500
2,000
1,500
1,000
500
0
GCC ethane

US ethane

GCC mixed
feed2

China CTO
(West China)

China naphtha GCC naphtha
(East China)

1 Return on investment, equal to 10% Internal Rate of Return (IRR).
2 Based on 50% ethane, 50% naphtha feed.
SOURCE: McKinsey margin models, McKinsey analysis

Exhibit 5 presents a high-level summary of these
options by looking at a full-cost comparison of
polyethylene (PE) product delivered to China. The
analysis suggests that many regions and technologies
will be cost competitive with potential future
investments in the GCC, based on naphtha feed.
In addition to these examples, we expect to see
advantaged feedstock (mostly NGL byproducts from
conventional oil and gas production) to be used in
several former CIS countries, Africa, and potentially
Asia and Australia.

14

Toward the end of the 2020s, we may also see
petrochemical investment based on NGLs from
unconventional gas and oil (e.g., shale) in areas such
as Australia and Argentina, and also the Middle East.
The use of alternative liquid feedstock (e.g., the direct
conversion of selected, light crude oils) will likely gain
traction, but it is unclear whether this will represent a
material contribution by 2030.
It is estimated that these low-cost feedstock sources
will be sufficient for around just 50 percent of
incremental ethylene production (approximately
65 MTA) through 2030. The remaining 50% will be
based on high-cost sources including naphtha, gasoil,
and propane (Exhibit 6).
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Exhibit 6

Future petrochemical feedstock mix
Types of new ethylene capacity anticipated to be created from 2013-20301,2,3
MTA ethylene production
120

15

Coal - China

2

MTO – ME

2

Ethane – China

11

Ethane – ME
Ethane – N. America

20

Low-cost
sources: ~50%

5

Ethane – CIS

3

Ethane – S. America

3

Ethanol/other

2

N/GO – NA

10

N/GO – ME

15

N/GO – Other
N/GO – India

6

N/GO/C3 – China

26

High-cost
sources: ~50%

1Total capacity needed to achieve 88% global utilization in 2030, assuming 3.5%/year ethylene demand growth rate. Mix of adds considers feedstock
constraints and the relative competitiveness of routes and regions
2 Includes ethane from shale gas in regions outside North America
3 N = Naphtha, G = Gasoil, C3 = Propane
SOURCE: McKinsey analysis

As a result, we assume that this future feedstock
mix will leave the price-setting mechanisms for
key petrochemicals largely unchanged. Ethylene
prices will continue to be set by the global marginal
producers in Asia, who will still be cracking relatively
high-cost liquid feedstock. Hence, producers with
advantaged feedstock from the Middle East and North
America, for example, can still expect to be able to
export their products to growth markets.

High-growth markets go for selfsufficiency
GCC producers will continue to benefit from a strong
and highly cost competitive base for their existing
assets. As discussed above, this situation is likely
to change for further growth and new investments,
since GCC cost competitiveness may decline. In
parallel, growth markets that are currently significant
net importers, such as China and the Association
of Southeast Asian Nations (ASEAN), are targeting
regional self-sufficiency by increasing capacity and
expanding via new technologies.
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3. Global competition for growth is
increasing (continued)

Exhibit 7

China is rapidly developing self-sufficiency for
many petrochemical products

%

Share of volume

ESTIMATES

Products Included
Share of petrochemical products in which
China will be self-sufficient
Number

70-85%

75-90%

65%
50%
35%

5%

10%

2010

11

12

13

14

2015-20

§
§
§
§
§
§
§
§
§
§
§
§
§
§
§
§
§
§
§
§

Acetic Acid
Acrylic Acid
Acrylonitrile
Aniline
Caprolactam
Cyclohexane
2-Ethylhexanol
MDI
N-Butanol
PE
Phenol
Phthalic Anhydride
Polybutadiene
Polyether Polyols
Polystyrene
PP
Propylene Oxide
PTA
UPE1 Resins
Vinyl Acetate
Monomer

1 UPE = Unsaturated polyester resins.
SOURCE: McKinsey analysis

China, for example, is on the way to decreasing
its dependence on petrochemical imports through
technologies such as coal-to-olefins. In addition,
it is expected that China will invest in propane
dehydrogenation plants based on propane, for
example, imported from North America.
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An analysis has been performed of China’s selfsufficiency in regard to a broad group of 20 key
products with a total demand of close to 90 MTA
(2013). As an indication, it is estimated that on a
net-requirement basis China will be self-sufficient in
producing many of them well before the end of the
decade (Exhibit 7). It will, however, remain an importer
of some high-volume petrochemicals, including
polyethylene (PE) and polypropylene (PP), which will
continue to provide export opportunities for players
from the GCC.
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4. Sources of growth for the GCC
chemicals industry

Despite a less positive feedstock outlook and
increasing competition, McKinsey sees a number of
sources for the further growth of the GCC chemical
sector – both at home and in export markets.

Growth in domestic markets
Growth in the domestic market for commodity
chemicals provides a natural opportunity for added
production volume. Through 2025, the potential
will correspond to an additional USD 50-60 billion6,
depending on the actual rate at which demand
increases, and on GCC players’ ability to respond to
the increase.

6

Irrespective of the future feedstock mix, GCC players
are not expected to face strong competition in their
domestic markets. Most other regions, including
Europe and Asia, are not well-placed for exporting
to the GCC at competitive prices, and they will
likely choose to export products to more attractive
markets (North America, for example, is likely to target
Latin America and Asia since these regions are net
importers for selected petrochemicals).

In 2013 USD, at estimated market growth rate of 6 percent, IHS Global Insight estimate.
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In addition, the broader product portfolio that GCC
players are likely to embrace on the basis of liquid
feeds will enable them to target the growing specialty
market segment, much of which is currently covered
by imported products. This segment could represent
another USD 5-7 billion in growth, if GCC players can
build up the additional capabilities needed to serve it
(for products such as paints and coatings, personal
care chemicals, and other specialties).

Further growth in export markets
GCC companies can also continue to target growth
in Asia and Africa, recognizing that selected regions
(e.g., China) are working towards self-sufficiency.
They can leverage their current presence in those
markets as well as the expansion of their asset base,
which will be driven by the growth of domestic endmarkets for chemicals. Further growth in export
volumes appears feasible, and the growth level will be
dictated by actual cost competitiveness as discussed
in Section 3.
We estimate that further export-related growth from
the GCC countries will be in the range of USD 20-30
billion, as players can leverage synergies with their
current assets in order to maintain reasonable cost
competitiveness with Asian players. Furthermore, they
can also benefit from increased demand in nearby
African markets (Exhibit 8).

There may also be opportunities to start exporting
specialty chemicals, leveraging the GCC’s expected
increased output in this sector. The contribution
will depend on, e.g., the speed at which the GCC is
able to build up its specialty chemicals segment; the
competitiveness achieved compared to international
players in terms of cost and quality; and the GCC’s
ability to develop a marketing and technical-service
network to support potential customers in its targeted
export markets. It is estimated that this source of
growth could contribute up to USD 3 billion, primarily
in nearby export markets (e.g., the rest of the Middle
East and Africa), and primarily in the form of logical
extensions of domestic sales.

Exhibit 8

Potential sources of growth
for GCC

HIGH-LEVEL ESTIMATES

Product into export markets
Product into GCC markets
CAGR (2013-2025)

GCC chemical sector output
USD billions
(2013)

ESTIMATES

20-30
50-60

0-3

5-7

175-200

5%

40%

4%

60%

7%

~100
50%

50%
2013

Commodity

Specialty

Covering local demand

Commodity

Specialty

2025

Targeted at export markets

SOURCE: GPCA statistics, McKinsey analysis
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5. Strengthening the GCC’s position for
future growth

Naturally, there is no silver bullet or one-size-fits-all
approach to the new economic environment that will
work for all players. GCC chemical companies will
need to explore their individual opportunities to drive
future growth and value creation based on their own
corporate agendas. Such an agenda will likely include
four important levers with which GCC players can
pursue a balance of growth opportunities.

Establishing functional excellence to
increase volumes and margins
For the last 15 years, profit levels for GCC
petrochemical producers have been so high that
they have had no need to leverage operational

20

opportunities. Confronted with a more level playing
field, however, they must now examine additional
opportunities to improve their performance and relative
competitiveness as a matter of priority.
A “no-regrets” action is the establishment of functional
excellence – something carried out by many
companies in mature markets in order to answer the
question, “How much could we increase our margins if
we optimized all of our costs and operations?”
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Exhibit 9

Functional excellence can have a significant impact on performance

Functional excellence area

ROIC improvement, percent

Manufacturing

3-4

Marketing and sales

2-4

Supply chain and
sourcing

2-4

Innovation

1-4

Capital projects

2-3

Service and support
functions

~1

SOURCE: McKinsey experiences in client projects, expert interviews for estimates

Exhibit 9 provides an overview of the performance
gains achieved by introducing such functional
excellence programs. Some key areas worth
highlighting are:
Manufacturing excellence programs can drive
gains in margins through improved variable and fixed
costs, and can help to unlock further production
capacity through improvements in plant reliability and
throughput.
Marketing and sales excellence can contribute not
only to performance-related improvements via higher
margins driven by more effective pricing, but also
to additional volume growth based on an enhanced
and more granular understanding of markets as well
as more effective allocation of marketing and sales
resources.
Capital productivity (CAPEX excellence) ensures that
future investments are fit for purpose and delivered
on budget and on time. Specific levers here include
project design optimization, project standardization,
and lean construction approaches.

Capturing new, upstream value-creation
opportunities
As discussed, one challenge for GCC players –
possibly the key one – will be the transition to less
economically-advantaged feedstock sources for future
investments, particularly in a competitive environment
where other regions and players are edging closer to
the GCC’s current cost position (North American shale,
Chinese coal, and methanol-to-olefins).
There are a number of options for GCC players to
close at least part of a future feed-cost gap to global
competitors:
Integrated mixed feed crackers – GCC players
could extend their current ethane-based assets by
introducing integrated mixed feed crackers. These
cracker units would run on a mix of gas and liquid
feedstock, and would be highly integrated with the
current assets (e.g., other nearby crackers and
refineries) from both a feedstock and an operational
perspective. Effective use of the resulting levers
for synergy may significantly improve competitive
positions and returns on investment.
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5. Strengthening the GCC’s position for
future growth (continued)

Methanol-to-olefins – in locations where significant
quantities of methane (natural gas) are still available
at an attractive price point, these can be converted to
methanol and, subsequently, to olefins and derivative
products. For relatively low gas prices in the USD 2-4
per MMBTU range, the resulting chemical products
will be cost competitive with PE from olefins from liquid
cracking.

GCC unconventional gas – like other regions around
the globe, the GCC is making a drive to exploit
unconventional sources of gas (e.g., shale gas).
Depending on the progress made, this could prove to
be another option for upstream value creation. Expert
opinion suggests that unconventional resources will
not be exploited at scale until sometime between 2020
and 2030. It may take until 2025-2030 to achieve
economics that will make ethane/propane from shale
an attractive alternative to LPG and naphtha cracking.
Exhibit 10 presents a cost comparison for PE delivered
to China. The grey band indicates the cost range
between current high-cost (China naphtha) and lowcost (NA ethane based) competitors.

Exhibit 10
ROI1

Alternative feedstock and technology options

Delivery

PE 2013 full costs (USD/t), delivered to China

Fixed cost
Variable cost

2,500
China,
naphtha

2,000
1,500
1,000

NA,
ethane

500
0
GCC MTO

GCC unconventional

1 Return on Investment, equal to 10% IRR.
SOURCE: McKinsey margin models, McKinsey analysis

22

GCC integrated
mixed feed cracker

GCC naphtha

The GCC chemical industry I Strengthening the GCC’s position for future growth

In addition, there is potential in the crude-tochemicals process, a relatively recent development
which involves the use of (light) crude oils as feedstock
for crackers, either blended with more conventional
feedstock such as naphtha and gasoil, or as a higher
share of the cracker diet. At present, relatively little
information on this approach is available. However,
ExxonMobil Chemical (Singapore), Sabic (KSA), and
Saudi Aramco (which has a pilot plant in China) have
made announcements. In situations where light crude
oil is a suitable cracker feedstock and is at a price
advantage relative to conventional feedstock, this may
represent an attractive alternative.

Moving downstream into value-added
products
In the last two to three decades, the traditional major
chemical companies in Europe and the United States
have gradually shifted their product portfolios from
commodity products to higher-margin derivative or
specialty products. We are now also seeing chemical
companies from emerging markets such as Asia and
Brazil targeting specialty chemicals for energy, IT, and
electronics applications (Korea), or looking to expand
into bio-based chemicals (Thailand, Brazil).
Selected GCC producers have already started to
move downstream. Recent examples include the
Sadara megaproject, which leverages the operating
capabilities of Saudi Aramco and Dow. This joint
venture will combine a relatively attractive mix of
feedstock with a portfolio of petrochemical and
specialty chemical products. Sabic has made several
efforts to diversify its product portfolio through,
for example, the acquisition of GE Plastics, and
by forming joint ventures with companies such as
Mitsubishi Rayon (in MMA, PMMA) and Albemarle (in
metal-alkyls). Other examples include Tasnee of Saudi
Arabia, which has set up joint ventures with Dow to
produce superabsorbent polymers and with Clariant to
produce polymer masterbatches.

This move into downstream products makes a great
deal of sense for markets in which GCC producers
are well-positioned, including domestic markets, the
Middle East, and Africa, as well as for product chains
with high energy consumption (e.g., silica/silicones).
The growth of downstream activities may, therefore,
take place in two stages.
In the first stage, the focus is likely to be on utilizing
existing opportunities, such as substituting imports.
For example, companies might identify niches for the
production of derivatives that can meet local demand.
In a number of product areas, such as construction
chemicals, demand across the region is already
substantial. Related to this is the processing of
chemical end-products such as polymers to meet local
demand.
The second stage would consist of further expansion
through exports. Building on the scale and capability
resulting from domestic and captive markets,
companies may be able to identify opportunities to
compete successfully in specific overseas markets,
where they would also have to invest in the relevant
marketing, sales, and technical support capabilities.
With correctly focused innovation programs and the
right capabilities for execution in place, GCC players
should be well-positioned to capture their share of the
innovation potential offered by their markets. Healthy
market growth rates are an important supporting
factor, and provide a degree of innovation headroom
less in evidence in the mature markets of North
America and Europe.
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5. Strengthening the GCC’s position for
future growth (continued)

Globalizing the asset base to provide
access to growth markets and/or
advantaged feedstock
On top of the capture of potential additional value
within the GCC region, as discussed in the previous
section, further globalization also offers growth
opportunities. Two key drivers are apparent here:
The assurance of continued access to high-growth
markets – GCC players including Sabic, Saudi
Aramco, and Borouge have invested in petrochemicals
and downstream activities in China, for example.
A presence in growth markets creates additional
opportunities to connect with local customers’ needs
and requirements. It also provides a potential hedge
against the increasing push for self-sufficiency from
within these markets, and a way to evade certain trade
barriers.
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Participation in advantaged feedstock opportunities
outside the Middle East – globalization can also
be used to access potential low-cost feedstock
sources, for example, NGL associated with natural gas
processing in Mozambique or Algeria, or, in the future,
unconventional gas projects in Australia. GCC players
can selectively target these opportunities to further
monetize the capabilities they have built up around
their home base.
It should be noted that these options will be more
easily achievable in places where GCC players are
able to make a true contribution to such projects.
This is a further and very strong incentive to pursue
functional excellence.

Conclusion
The chemicals industry in the GCC now plays a
major global role based on its traditional advantage
of low-cost feedstock. Although it has leveraged this
advantage in the past to build a strong position, many
signs point to a radically different future as the industry
comes to grips with greater global competition and
the erosion of an advantaged position for future
investments.

Going forward, GCC companies wishing to grow
profitably will need to act more strategically in
balancing a variety of growth opportunities both at
home and in targeted external growth markets. All
players will need to build up leading managerial and
functional capabilities in order to leverage their full
performance potential.
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About McKinsey
McKinsey & Company is a global management
consulting firm. It is the trusted advisor to the world’s
leading businesses, governments and institutions.
McKinsey has grown continually since it was founded
in 1926 in
Chicago. Among McKinsey’s clients is the majority
of the 100 biggest companies worldwide. They are
served from a global network comprising over 100
offices in more than 50 countries.
McKinsey’s Chemicals Practice is a global network
of chemical experts and practitioners. In the past five
years alone, our Chemicals Practice has supported
clients across the world on more than 1,000 projects.
The Chemicals Practice collaborates closely with
functional practices (e.g. Operations, Marketing &
Sales, Corporate Finance, and Innovation) as well as
with other industry practices (e.g. Pharma, Automotive,
Electronics, Consumer Goods, Construction Materials)
within McKinsey to create solutions tailored to clients’
needs.
McKinsey has served the majority of global leaders
in the chemicals industry, as well as midsized
organizations, start-ups, and leading private equity
companies. McKinsey has a global perspective on the
chemicals industry’s challenges and opportunities—
and how they differ in emerging and mature markets.
For more information, visit www.mckinsey.com
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The Gulf Petrochemicals and Chemicals Association (GPCA) represents the downstream hydrocarbon industry
in the Arabian Gulf. Established in 2006, the association voices the common interests of more than 240 member
companies from the chemical and allied industries, accounting for over 95% of chemical output in the Gulf region.
The industry makes up the second largest manufacturing sector in the region, producing up to $US 97.3 billion
worth of products a year.
The association supports the region’s petrochemical and chemical industry through advocacy, networking
and thought leadership initiatives that help member companies to connect, to share and advance knowledge,
to contribute to international dialogue, and to become prime influencers in shaping the future of the global
petrochemicals industry.
Committed to providing a regional platform for stakeholders from across the industry, the GPCA manages six
working committees - Plastics, Supply Chain, Fertilizers, International Trade, Research and Innovation and
Responsible Care - and organizes six world-class events each year. The association also publishes an annual
report, regular newsletters and reports.
For more information, please visit www.gpca.org.ae
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