Improvement in polymers market expected in 2010 / Shrinking domestic demand in 2009 has players looking

abroad / PVC producers bracing for higher costs / State support for new petrochemical projects

Prospects for the Russian polymers market have improved considerably since the start of last year but consumption

levels for 2010 are expected to remain below 2008 levels. Demand from the automotive industry and other customer

sectors declined severely as a result of the global economic downturn last year, although there were gradual signs of

improvement in the second half of the year, says Andrew Sparshott, Russian and central and eastern Europe

petrochemical specialist at UK consultancy Cirec (www.cirec.net). Further stability is expected this year, and the

International Monetary Fund (IMF) has predicted that Russian GDP will grow by 3.6% in 2010 following a 9% drop in

2009. Based on the IMF forecast, plastic resins consumption could rise by up to 5% this year, Sparshott suggests.

Despite the drop in consumption last year, Russia’s plastics production remained fairly stable. Production of PE and PP

even increased, thanks to a new PE plant in Nizhnekamsk in Tartastan, operated by Nizhnekamskneftekhim

(www.nknh.ru) – see PIEWeb of 25.06.2009 – and following a Lukoil (www.lukoil.com) PP outage in 2008. Most recently,

JSC Salavatnefteorgsintez (Salavat, Bashkortostan / Russia; http://eng.snos.ru) announced that it has begun start-up

operations for a new 120,000 t/y HDPE plant in Salavat – see PIEWeb of 11.02.2010. In 2009, “PE output increased by

130,000-140,000 t/y compared with 2008,” Sparshott continues. By contrast, “PVC production decreased slightly and PS

was down just a fraction.”
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Russian petrochemical giant Sibur (www.sibur.ru/eng.shtml) reported strong growth in its

polymers output last year. The company said its polymers production rose 11% to 597,000 t

compared with 2008. This January, the petrochemical giant announced that it expects to boost

its investments this year. “Despite the sharp decline in demand and shutdown of some

capacities in the beginning of the year, we managed to retain the positive production trends and

continued financing of our investment projects with insignificant extensions to their

implementation schedules,” stated company president Dmitry Konov. “We expect to raise our

investments significantly compared with last year.” Despite these plans, a recent company report

set Sibur's production target for 2010 at 563,000 t, down 5.7% year -on-year.

Resins producers setting their sights abroad

While output may have increased for some players, producer profitability was badly affected. As a result, companies are

reviewing their costs, and many new resins projects have been delayed. “A lot of liquidity went out of the market and a lot

of construction projects were completely frozen – on a huge scale, ” remarks Sparshott.

Like many other projects, the EUR 650m, 330,000 t/y joint venture PVC plant in Kstovo has suffered delays as well. The

project will be implemented by RusVinyl (www.rusvinyl.ru/en), a 50:50 joint venture between Sibur and SolVin, itself a

75:25 joint venture between Solvay (Brussels / Belgium; www.solvay.com) and BASF (Ludwigshafen / Germany;

www.basf.com). Start-up has been set back from 2010 to 2013 (see PIEWeb of 17.11.2009), and construction is

expected to commence in the first half of this year. Some of the more ambitious projects even appear to have been

shelved. Two Sibur projects are at risk: a polyolefins project in Orenburg and a PE project in Astrakhan. “These have

been put aside for the time being,” Sparshott says.

Aside from financing problems, the shrinking of domestic plastics demand last year forced producers to increase exports

of some products, mainly to China. According to Cirec, Russia exported 380,000 t of polymers to China in 2009, mainly

polyolefins.Russia exported about a quarter of its PE production in 2009 as a result of the lower consumption by Russian

plastic converters, says Sparshott. Domestic PP demand was more robust, although PP exports still increased compared

with 2008, he adds.
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Toward a more balanced PVC market

Russia’s PVC market was hit hard by the crisis. Russia is a net importer of PVC, and imports from China – the main

supplier – fell by nearly 60% to 72,000 t in 2009 compared with 173,000 t in 2008. To protect its own PVC producers from

cheap Chinese imports, Russia has been attempting to increase import duties on Chinese PVC. As a result, Russian

PVC processors are bracing themselves for higher costs.

Russia’s PVC market will become more balanced once the Kstovo PVC plant will begin operations. The RusVinyl project

is hugely significant, not just because it will allow Russia to reduce its PVC imports but also because it is the country’s

first major chemical joint venture with a western company. Other PVC projects are planned for Russia, which according to

Business Monitor International (BMI; www.businessmonitor.com ) produced about 740,000 t of PVC last year.

Sayanskchimplast , Russia’s largest PVC producer, intends to raise its PVC production in Syansk, Irkutsk Oblast in

stages from 250,000 t/y to 400,000 t/y by 2015. Another producer, Kaustik (www.kaustik.ru/eng), plans to double its PVC

capacity in Sterlitamak, Bashkortostan to 400,000 t/y in 2012.

	PVC capacity in Russia (in 1,000 t)

	Company                                                                                                             2006          2008          2010 *       2011-2015 *

	OAO Sajanskchimplast                                                                    250          250           250             400

SAO Kaustik                                                                                    160          160           200              300

OAO Plastkard                                                                                 90            100          115              120

OAO Siburneftechim                                                                        41.8         41.8         41.8             330

OAO Nowomoskowskaja AK (Asot)                                                 47             -                -                  -

Wolgogradskoje OAO (Chimprom)                                                  30.1          30.1         30.1             40

OAO Usolechimprom                                                                       24             24            24                24

OAO Kaustik                                                                                    5                5              5                   5

Total                                                                                                 647.9         610.9    665.9           1,219


* forecast

Source: Creon

Russia has a relatively low per capital consumption of PVC, so there is strong potential for growth. In 2008 the country’s

per capita consumption was estimated at just 6 kg, compared with 16.1 kg in the US and 14.1 in western Europe.

Feedstock availability driving polyolefins

Russia will also gain several new polyolefins plants in the next few years. These projects are driven by the need to make

use of its available feedstock. “Russia has the feedstock and has to make use of it,” explains Sparshott. “There is

pressure on the oil producers to make use of the associated gas, hence more petrochemicals and plastics plants.” Most

of the planned polyolefins projects are expected to be completed. “I think you will see a lot of these projects finished

come what may, whether the domestic market will take the domestic material or not, ” continues Sparshott. “It will take an

awful lot of growth of the Russian market to use up all these polyolefins over the next few years.” In particular, the

government wants to reduce imports of finished products, he notes. “They aim to create a vertical chain in their

economy.”

However, Russia is a huge country and lacks the necessary infrastructure in western Siberia to manage all these

feedstocks. The petrochemicals sector needs an industrial policy and a legislative framework aimed at overhauling the

chemical sector, BMI concludes in its "Q1 2010 Russia Petrochemicals Report". There is also a lack of foreign investment

with its associated operational and management expertise, it adds.

Banks are lending their support

The petrochemicals sector has benefited from additional state support since the global economic crisis. The authorities

have become more active in petrochemicals, says Sparshott, keeping plants running and supporting key projects such as

Sibur’s PP project in Tobolsk, in the Tyumen region of western Siberia.

In particular, Russia’s state-backed banks became more influential in the chemicals sector in 2009. Sberbank extended

loans and credits in excess of RUB 60 bn to some major chemical players including Kazanorgsintez and Sibur. VEB has

provided large-scale support to Sibur, particularly for Russia’s largest PP project in Tobolsk. Another bank, VTB, has

supported Gazprom’s gas-based PE project in Novy Urengoy in western Siberia.

VEB has signed an agreement with Sibur on a syndicated loan of USD 1.49 bn for the Tobolsk project. The 500,000 t/y

PP project is due onstream in 2012, and Linde-KCA-Dresden, a subsidiary of German contractor Linde (Munich;

www.linde.com ) is scheduled to deliver the bulk of the large-scale equipment required for the PP unit during 2010-2011.

VTB said in September 2009 it has granted a USD 400m loan to Gazprom for its Novy Urengoy gas-chemicals complex,

which will include a 400,000 t/y PE plant. The complex is scheduled to start up in 2012.

