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How will the war

Impact

global

petchem markets?

It's been a long time since the world had a major energy crisis, and even if the
ceasefire holds it will take months or years to repair damage to chemical plants

Paul Hodges New Normal Consulting

The welcome news of a ceasefire in the Middle
East, and a reopening of the Strait of Hormuz,
creates a new challenge for the US and global
petrochemical industries. For the moment, of
course, it is only due to last for two weeks. That
may provide some short-term relief for ship-
ping and other impacted areas. Hopefully it will
lead to a permanent peace deal. But we still
face the challenge of having already suffered
six weeks of what the head of the International
Energy Agency, Fatih Birol, had warned was:

“Much bigger than what we had in the
1970s, the oil price shocks. It is also bigger
than the natural gas price shock after Russia’s
invasion of Ukraine.”

His point is that we have never had an oil
and gas crisis at the same time, as the chart
shows. The 1970s saw two major oil crises.

The first was in 1973/4, in response to the
Yom Kippur War. It saw Brent prices treble
from $23/bbl in 1973, to $74/bbl in $2026

They doubled again after the Iranian revolu-

tion in 1979/80, which overthrew the Shah,
when prices jumped from $67/bbl in 1978 to
$137/bbl in 1979 and $140/bbl in 1980

Both events were followed by major reces-
sions, and downturns in the world’s major
stock markets

Russia’s invasion of Ukraine in 2022 then had
a major impact on natural gas supply/demand
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balances and prices, particularly in Europe

Today’s crisis, however, has seen 25% of
seaborn oil trade and 20% of seaborn natural
gas/LNG trade taken out of the market by the
closure of the Strait. 2000 ships were trapped
in the Arabian Gulf.

And as Jim Fitterling, Dow Chemical CEQ,
had already warned, chemical shipping
movements in the Strait are likely to remain
disrupted at least until the end of the year.

The logistics of a restart are a further con-
cern. Around 50 world scale plants have now
been forced offline in the Gulf by the closure
of the Strait. In order to restart, they will all
need additional power from the grid to start
their compressors and other major equip-
ment. But the grid wasn't built to start up 50
plants, all at once. It was built to start up and
power individual plants. There is therefore a
maijor risk of overload and grid collapse if eve-
ryone tries to restart at once. As those who
have worked on major chemical sites will also
know, startup programs are normally planned
years in advance, due to the need to involve
technical experts from companies such as Be-
chtel, TEN, Siemens and MHI.
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Shipping represents a further constraint. Re-
starts can only begin when current onshore
tanks have been emptied, and regular move-
ments have been restored. It would be highly
dangerous to restart plants and then shut them
down again due to a renewed lack of onshore
storage. Initially, therefore, there may well be
further delays, given that ships currently in the
Gulf will need to deliver their current cargo to
Asia or elsewhere, and then return. They may
well also have to be inspected and recertified,
if current waivers are not continued.

Political and financial issues will also play a
key role in the restart process. Every owner
will naturally be wanting to restart their plants
as quickly as possible. And there is no central
authority to co-ordinate the planning process,
because this has never been needed in the
region before. Without careful planning and
co-ordination, there is a real risk of false starts,
where plants restart and then shutdown
again. And that, of course, creates the risk of
major incidents occurring, which can set
back the process by months or even years, if
repairs are required. And, of course, the Gulf
won't be the only region that needs to restart.
As ICIS has reported, many plants across Asia
will also need to restart once feedstock sup-
ply is restored. Fitterling’s end-year target for
the restoration of “normal” trading is therefore
an optimistic assessment. It is based on eve-
rything going well, and high levels of co-ordi-
nation between all the key stakeholders, in-
cluding governments and banks.

In addition, of course, there is the problem
that many Gulf plants have been badly dam-
aged by missile strikes. This will not only delay
the restart program but it is also adding to the
second and third order impacts created by
the closure in critical areas such fertilizer,
medicine, jet and bunker fuel, and diesel. For
example, QatarEnergy had to shut down in
early March. And then 2 of its LNG trains were
hit by missiles. The company has since sug-
gested it will take between 3 -5 years for them
to be replaced. This is bad news for LNG cus-
tomers. It is also very bad news for helium
markets, as QatarEnergy produces 34% of the
world’s helium supply. This is not only critical
for MRI operation, but also for semiconductor
manufacture. In turn, this is already starting to
impact the Al rollout, as well as the sub-$500
entry-level PC market. Analysts Gartner sug-
gest this “segment will disappear by 2028".

These examples confirm the major disrup-
tion now underway in the main value chains.
This is likely to expand in Q2, as the last sup-
plies from the Gulf arrive at their destinations.
In turn, this will add to the supply chain risks
created by the lack of product. Q2 is always
the seasonal peak for demand. But until the
war began, buyers were relatively relaxed
about supplies and pricing, due to the vast
levels of over-capacity in both energy and
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Inventory cycles drive major changes in profitablity

‘Just in Time' policy is now being replaced by ‘Just in Case’
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petrochemical markets.

But today, Q1's expected 6 million barrel/day
surplus of crude oil has now turned into Q2's
expected 8 million barrel/day deficit. And
downstream Asian consumers are also facing
their own challenges. These include a shortage
of containers in which to ship their products to
end-markets. At least 130 container ships are
now trapped in the Gulf, causing millions of
containers to be displaced around the world.

In the short-term, at least, these problems
in the Middle East and Asia create the poten-
tial for windfall profits in Q2 for North Ameri-
can and European producers as the second
chart suggests:

Buyers started the year expecting surplus
energy and petchem capacities to pressure
prices, and therefore ran down their inventory

The closure of the Strait then led them to
reverse their policy, as they saw prices rising
and supply reducing

No buyer wants to be responsible for caus-
ing their operations to shut down due to the
absence of raw materials

Q2 Is therefore set to see massive restock-
ing all down the value chains, as markets
tighten around the world

End-user industries will also begin to realise
they cannot rely on Asian consumer goods to
supply the critical Thanksgiving and Christ-
mas period

Prices are therefore unlikely to fall back
overnight to their previous lows, once it be-
comes apparent that restarting Gulf supplies
will take months and years, rather than days
and weeks

At some point, however, buyers will stop
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panic-buying. And at that point, as always hap-
pens, we will discover that this ‘apparent de-
mand’ has disguised a major hit to real demand’
from higher prices and supply dislocations.
Consumers only have so much money to
spend. And if they have to pay more for gasoline
and for heating or cooling their homes, they
have less money available for the discretionary
spend that drives petrochemical growth.

The history of energy crises suggests that
today’s supply chain surge will likely be fol-
lowed by recession. Buyers will suddenly start
destocking again, as they realise consumer
demand was actually slowing, whilst they
were busy increasing inventory.

The ceasefire is very welcome. And we
must hope that it becomes permanent. But
the damage from the past 6 weeks of fighting
will take time to repair. 2026 is therefore likely
to be a period of feast and famine. In the
short-term, Q2 should see strong demand.
But as we move into H2, it will likely become
apparent that consumers have actually cut-
back their spend on the discretionary items
that drive chemical industry demand. The en-
ergy crisis has increased their spend on es-
sential areas such as gasoline and heating/
cooling their homes. And so they will have to
cutback in other areas. We therefore now
need to begin preparing for recession in H2 or
early 2027, whilst we are also preparing to
book Q2 profits from the inventory surge. B
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