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P REF ACZE

The mechanisms of intem ational economic relations
i.e, Trade, Investment, Aid and Migration, have been
increasingly mirrowed in equity.. The rationale for and
against the global exchange regime has been a persistent
point aof disagreement in multilateral negotiations,
Conséquently the impasse that followed has facilitated
the crystallization of the North-South dichotany and

spurred academic interest.

It appears that most of the studies on North-South
relations have been at a macro-level. The present study
makes a departure by examining a specific trade dispdte
nevertheless, it canplements the existing literaturs on

North-South relations.

The GCC-EEC Dialogue on petrochenicals is a micro
study of the bargaining potential and constraints of a
regional collectivity from the devel oping world in
negotiéting with a regional grouping of the developed
world in-the given framnework of North-South relations.
The trade dispute under focus is significant as an ageing
industry in the EEC has sought and obtained protective

measures to ward off 'threat' posed by unrestricted imports

of petrochemicals from the nascent GCC units. These
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trade restrictive measures are contested within the

framework of regional associations.

This study is a humble effort at understanding the
process of negotiation between two regioné with distinct
power assymetries at inter-~regional l=svels and with
different levels of cohesion at intra-regional level.
Moreover as the two regional groupings are at di fferent
stages of developmenf'we seek tomeke an appraisal of the
negotiations within an industrial structure where a regional
grouping of the deveioping world is seeking vertical

integration at the global level.

This study is premised on the assumption that

there are power assymetries in the negotiations,

The study provides evidences that the bargaining
power of the GCC in the negotiations ig detemminsd by
- . . at aggregatfe level
the mutuality of interests between the two reégions; the

A

plax ement of the Gulf petrochemical industry in the world
industrial s tructure ; the technolegical restructuring
with regard to the fesdstock situation; the level of

. . the
cohesion within the GCC; andAextent to which GCC count ries

re-locate markets in the developing ccuntries.

Much of the literature survey heas been based on

secondary sources. In our analysis, we have inducted
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the findings of earlier studies. The study is classified

under four he adings.

In the first chapter we unravel the dynamics of the
glaobal petrochemical industry and survey the challenges
confronted by the nascent GCC sector in a mature product

market dominated by intemmational oligopolists.

Chapter two is an illustration of how these challenges
are confronted by the GCC countries within the franewcrk
of inter-regional Associative Diplanacy. We seek to
establish the linkage between the approaches of two

regions and the outcome of the Dial ogue.

In chapter three an evaluation of the strategies
of beth groups is attempted. We corroborate evidences

avallsble with our hypotheses.

Chapter four is a synthesis of the last three
chapters. In conclusi on we contend the efficacy of
multil ateral negotiazti ons in redressing imbal ances in

the contemporary world eccnaomic order.

My debts are many. Gratitude expréSSEd here can
not repay them nevertheless ﬁveyv are regis‘tered with the
hope thet it will invite assistance in 'future. All the
faculty members of the Centre for West Asian and African

Studies have immensely shaped my understanding of the

~
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Chapter I

The Gulf Petrochemicals in World
Petrochemicals Market: From
Conflict to Collaborastion



Chapter I.

The broad range of chemical products derived from
petraleum and natural gas ‘are temmed pestrochemicals. The
petrochemical sector is the most rapidly expanding of the
three hydrocarbon-based industries (others are o0il refining
and gas processing) with annual growth rates of between
10-15% for the period 1960-1970', and 3-6% for the period
1975-1985 in the devel oped market econamies where it is

concentrated.2

Of the world's total merchandise exports valued at
$ 194,620,384 million in 1983, $ 19,994, 649 million or
10.2% was accounted for by chemical trade . Petrochemicals
accounted fbr abproximately 55 to 65% of all chemicals
trade which indicates a value of between $ 10,997,056

million and § 12,996,521 million in 1983.°

It is noted that few industries have devel oped as
rapidly and produced so broad a range of new products as

the petrochemical industry. The reasons for this are

1 United Nations Institute for Training and Research
(UNITAR),. The International Trangfer of Technology
in the Egtagblishment of the Petrochemical Industcry,
UNITAR Research Reports, no. 12, 1971, p. 3.

2 Europegn Chemicgl News (Surrey), vol. 47, no. 1255,
15 December, 1986, p. 18.

3 United Nations Industrial Development Organization

(UNIDO), (Vienna), Internationgl Trade and the
Marketing of Petrochemicals, PC 128, 1985, p. 4.




attributed to fhe fact that petrochemisfry makes optimal
use of hitherto useless by-products of oil and gas, andl
that chemical products therefrom are bbtained in greafer
quanti#y and improved quality than those from conventional

-4
sources.

The petr0che@ical industry is péculiar with its
clearly demarcafed produc tion chains and processes.
Consequently it is difficult to have a simple classification
for the broad range of products. However three broad
categories are uséd to identify products namely : Basic,
Intexmediate and Final products. The main basic petrochemicg

arévthe OLefins, Aromatics and Methanal.

Thera are various ways Of processing petrdleum and
naturél gas to the basic petrochemicals. TwoO maih&probésses
used in production are the steam-cracking of naphtha for
the adlefing and catalytic refoming for the aramatics.

A third process of steam-reforming is used to synthesize
ammonia and methanal (see Figure {.1). The products
congtitute the 'building blocks! from which final products

are made, Ethylene and bropylene dominate the production

chains - fram basic to final - as the main inputs in
4 UNIDO, The Petrochemical Industry: Perspective

for Indugtrigl Development in the Second UN Devslogment
Decade, ID 106, 1973, p. 1..
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making plastics; aromatics in the production of synthetic
fibres; butadiene and benzene in rubber production and
methanal converted into formalhyde in the manufacture

of adhesives5 (Figure 1.2).

A predaninant proportion of petrochemical products
is converted into Intemediates in the production of
plastics, synthetic rubber, synthetic fibres, fertilizers,
detergents and pesticides, The production of these
materials has witnessed a rapid increase from 3 million
tonnes in 1950 to over 70 million tonnes‘hy mid-1970s

with plastics accounting for over half of this production.6

Petrochemistry has made possible the production
of almost all knownorganic chemicals,7 and a significant
amount of inorganic as well, for example, ammonia,
carbon-black, sulphur eté. For all its potential in
sourcing chemical campounds, the petrochemical. route
may not always be the most economically efficient.

More than the presence of abundant raw materials, it is

5 UNIDO, World Demand_ for Pstrxochemicalg and the
Arab Petrochemicals Industry, 1984, IS 480, p. 3.
6 Fayad Merwan and Motamen Homa, Economicg of the

Petrochemical Industry (London, 1986), p. 6.

7 Over 90% of alllorganics are produced by the petro-
chemical route. See Merwan and Homa (London, 1986),
P. 6.



FIGURE 1.2

PRODUCT DERIVATIVES BY FEEDSTOCK AND PETROCHEMICAL IRDUSTRY
RELATIONSHIPS

PETROCHEMICAL

PETROCHEMICAL INDUSTRY MATERIALS

| |
{ I
FEEDSTOCKS OR | |  PETROCHEMICAL~
RAW : | | DEPENDENT
MATERIALS | "PRIMARIES" " INTERMEDIATES" "PRODUCTS" _ | PRODUCTS
Petroleun Liquids | Aromatics Aromatic/cylié Plastic Materials | Fabricated Plastic Products
aphtha | Benzene Ethylbenzene e.g.-polystyrene | e.g.-molded products
Feformate } Toluene Styrene l
Raffinate ] Xylenes (mixed) Phenol Synthetic Rubbers | Fabricated Rubber Products.
Gas 01l ] O-dylenc Phthalic Anhydride ¢.g.~polybutadiene | e.g.-tires, tubes
Carbon Black 0il | m=Xylenc Terephthalic acid I
Crude Oil | p-¥ylene Aniline Synthetic Fibers | Textile Mill Products
Still Gas | Haphthalene e.g.-nylon | e.g.~woven fabrics
Lk8/Gas | |
| Surfactants " | Cleaning Preparaticns
Natural Gas Liguids | Olefins - - Aliphatic/acyclic e.g.~arylsulfonates | c.g.-scap & detergents
Ethane | Unsaturates Acetic Acid 1
Propane | Ezz}lcne Ethylene Oxicde Mitrcgenous Fertilizers | Mixed Fertilizers
Butanes | Propylene Ethylene Glycol e.g.~ammonium nitrate | c.g.-mixtures of N.P.X.
LG | Butylene Ethylene Dichloride .
Hatural Gasoline | Butadiene Vinyl Chlorida Phosphatic Fertilizers |
| Accetylene Formaldehyde e.g.~anmonium phosphate
| Butanol | Drugs
| Methanol Pesticides | e.g.-pharmaceuticals
Gases ! e.g.~zalathion | Coatirgs
Methane | Ammonia | e¢.g.-paints, lacqguers
Synthesis Gas | : | Explosives
Still Gas | Carbon Black | c.g.-blasting ccmpaunds
Source : "The Medium to Long-Range International Comp?,titiveneii_
Petrochemical Industry : A Compe
Ueo h e S ratt) . (Washington,D.C: US Department
¥e ASsesSsmenty > . trochemi
of Commerce) Reprinted in Rashid Masood, Pe ¢

Iy - " . t
Industry:in Saudi Arabia : A Sel f-Reliant or Dependen
D’etelopm;nt? PhD Thesis Jawaharlal Nehru Uniwersity ,1986.

P37
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the econanic viability that offers stimulus for devé;oping
the sector., Among key considerations for any petrochemical
route to be feasible besides the feedstock éituation, its
cbst including transportation charges, the orga1iéation

of the market, applicable taxes and tariffs, range of
produwc ts to be manufactured, relative efficiency of the
chosen production process i.e. vis-a-vis the feedstock
situation, energy costs etc.

CHARACTERISTICS OF THE PETROCHEMICAL
INDUSTRY

All the different routes to petrochemicals have
several things in common. These special featurss affect
the trade and investment pattems in petrochemical sector.

Notable among these are the followings:

Capitgl Intengive

The petrochemical industry is capital-intensive
using sophisticated automated equipments; only a few
workers are needed for a large amount of capital. It is
estimated that investment per unit of output/capital-
labour ratio ranges from % 20,000 to $ 100,000 for each

new job created and is one of the highest in industry.8

8 UNIDO, Me 5, Pe 7.



Furthemore it is noted that baoth the initial
investment costs of plants using different processes to
make the same chemical and at different locations differ
significantly as indicated by Table l.1. On account of
the huge costs involved, fimms and countries with access
to abundant capital < especially in the industrialized

countries dominate production and trade in pet rochemicals.
Scele Intengive

On account of the huge investment costs, a fairly
large scale of operation is necessary to make such
Plants viable. Therefore new plants have to be added

in large steps as revealed in Table 1 ..2.

Production. in most units is geared towards world

10 It ig estimated that to be justifiable a

markets.
large. scale cracking operation costing $ 1 billion, a

population of fifty million or more should exist to

9 It is estimated that foreign exchange proportion of
new petrochemical projects in the average developing
country will be about 60% of total costs and ranges
between 58-65% according to the level of development
of the developing country. See, UNIDO/OPEC Fund
(vienna), Opportunities for the Egtablishment of
the Petrochemical Industry, IS 376, 16 March, 1973, -
p. 20. .

10 West German chemical industry has an export ratio
of 50% and rates among one of the most export-
intensive according to a report by Commexzbank
on German Business and Finance, see, International
Herald Tribune (Hong Kong), July 19, 1988,




TABLE 1.1

INSTALLED COST FOR PETROCHEMICAL PLARTS IN 1980 IX
DIFFERERT LOCATIONS

hhamas & st di et d a -
Location US Gulf Coast  Federal Republic Japan Indonesia Mexico Qatar
. of Germany
(Location factor) (1.00) (1.15) (0.90) (2.1) (1.25) (1.5)
Product . Capacity range  Installed cost Installed cost - Installed cost Installed cost Installed cost Installed cost
1,000 tonnelyear range range range range range range
’ Sitonnelyear S’tonneivear Sitenneivear Sltonneivear Sltonne'vear Sltonneiyear
Ammonia )
from methane 300-590 277-313 318-360 249--282 281-657 346-391 415-469
from naphtha 300-590 317-356 364—409 285-320 665-747 396—-4H 475-533
DMT 75-300 883-1,181 1,015-1,358 795-1,063 1,854-2,480 1,104-1,477 1,324-1,772
Ethyl benzene 250-780 77-112 88-129 69-101 1o1-235 96140 115-168
Ethylene-propylene*  225-680 - 611802 703-922 530-722 1,284-1.684 - 764—1,002 917-1,202
Ethylene-propyvlene- '
butadiene-benzene' 225-680 787-1,025 905-1,179 708-923 1.653-2,133 984—1.282 1,181-1,538
Ethylene glycol 90-360 153-234 176-270 157 =211 321-492 191-293 229-332
Ethylene oxide 67-270 701-1,006 806,1,157 137-905 1.472-2,112 §76-1,257 1.032-1,509
HDPE 50-200 478640 550-736 431-576 1,004 -1.344 398800 718-960
LDPE 50-200 692-1,000 796-1.150 ©23-900 1,453-2,100 865--1.250 1,038-1,500
LLDPE 50-200 461-634 530-729 315-571 968-1,331 576-792 091-951

Source: Fayad Marwan and Motamen Homg | Economics o '
_ f the
Petrochemicals Indus (LondSn :Frances Pinter

1986) p 219

o Mt"’,‘{m‘”"’“x_’: W



Unit capital

Production

‘ Capacity, investument costs
Production thousands of T e e s e
destgnntmn tansfyear  U1S8/ton . LSS ton Y
Ammonia* {from natural pas) 36 139 100.0 40.0 1000

102 108 77.7 35.0 82.6
180 89 6.0 3.0 740
Butadieae* 10 600 1000 239 0 100.0
20, 450 HO 2000 S
_ 40 38 56.4 178.0 744
li(hylcnv*(b)“prmhu'(.s based 50 150 1xL0 R 10,0
an the price of the chemical 1) 120 H1.3 ;03 741
raw malcrial) 150 100 06.0 00} 09,7
300 90 60.0 47.2 19.8
454 77 50.4 42.8 15.1.
Poiyvinyl chloride® 6 . 285 100.0 290.0 100.0
20 170 60.0 250.0 86.2
40 129 46.0 239.0 82.4
Styrenet 12 275 100.0 180.3 100.0
48 162 58.9 119.6 83.0
o 96 116 42.1 140.0 77.8
Polystyrene?. 10 278 1000 2350 1000
40 181 65.3 210.0 89.0
80 156 56.3 202.0 86.0

<+

Congress of Arab Countries held in March 1970 in Kuwait,

t  Study of Feedstock and Process in the l’ctrochcmlcal Industry, UNIDO, 1969,

page 252.

Calculated on the basis of documents produced at the Seventh Petroteum

¢ Studiesin the Deve lopmcnt of the Dlastics lndustms (United Nations

-

Saurca : URIDO ,1878.. BP+79,

Publication, Sales No. E.69.11.B.25),

pp. 43-9.

Fayad Marsan: and
Eaxq of the Pe

Indus
198

(London: Frances Pinter

p.177

Reprinted in
Mo tamen: Homa,

|
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1 As not many countries with a

consume the products.
devel oped petrochenical sector have a huge popuiation, the

external market becomes a crucial consideration,

High_Val ude- gdded

There is a high value-added in the manufacturing
process. It is estimated that while o0il was selling for
a little less tha{ 10 cents a pound, products derived
from petrochemicals were selling for 24 to 66 cents per
pound.12 Aﬁother study indicated that while a barrel
of 0il worth » 12 can pmoduce goods worth ¥ 84 when
converted into plastics such as propylene, and if other
final products as polyester film or agricultural chemicals
the value increases fifty to huncdred times.13 The
potential of the sector becomes clearer if it is noted
that between 1980 and 1983 only 8% of total naptha

used world wide was consumed in petrochemical production.14

11 UNIDO, (CGurrent World Situation in Petrochemicals,
1s/PC 126, 14 November, 1985, p. 13.

12 UNIDO, n. 5, pe 2.

13 European Chemical News, 7 July, 1978, p. 6; July 21,
1978, p. 24, reprinted in Louis Turher and James
Bedore, Middle East Industxriglization (London, 1979),
p. 76,

14 UNIDO, The Petrochemical Industry in ueVeloEing

Countries, Prospects and Strategqies, no. 20, IS 572,
24 October, 1985, p. 3.




11

The high sale value exceeding & 637 billions in the OECD
countries in 1987, connotes indirectly'a lucrative industry
with significant rate of returmn on investment.15 This
makes it difficult for established producers to wind-up
operations in the face of competition instead preferring
imposition of restrictions on neQ entrants, especiélly

countries with abundant supply of cheap feedstock.

Technol ogy Elastic

With its complex production chains and intensive
technical and sophisticated inputs, the industry is
technology~elastic. The different routes to-final products
also produce a wide variety of preducts and end-uses.
When a choice exists amnong different routes the need to
sell at competitive.prices indicates the route with
lowest operating costs. Suffixed to the technalogical
elasticity is a high rate of obsolescence. This is
anply demonstratgd with the introduction of low pressure
process to make linear low density polyethylene. It
seemad the initial focus of this development was
cost-reduction for new resin plants, thrbugh lower
operating costs, reduced capital and energy costs etc.

Later it became apparent that the most significant aspect

15 Econanist (London), vol. 308, no. 7559, 16 July,
1988, p. 62.
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of the new technology was the performance of the resin
itself which was thirty per cent thimner. It is observed
that the improved quality led to market switch to the new

rESino 1

Regearch_Intengive

To weather the high rate of obsolescence research
and development becomes a necessity to stay in business.
Countries and fimms with established technical and
technological base alone can afford the costs and risks
of investment that the sector entails. In the developed
market econanies, the traditional petrochemipal fimms
have had to compete with 'swamexrs' - a wave of non-
traditiocnal producers like o0il majors and engineering
firms - attracted by the buoyancy of the sector. Within
the West European market where product cycles of certain
conmbddities have attained maturity, competition tendé
to be geared not towards market share but process-design,
product refinement, and feedstock substitutioﬁ. This -
has created a competitive market for technalogy which

in turn has enabled countries without technical know-how

16 Middle Eagt Economic_Survey (Nicosia), vol. 27,
no, 34.
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to venture into the petrochemical business.17

Intrag-Feedgstock Subgtitution

The rapid rate of technological innovations has
impacted the feedstock situation. Although alternative
feedstocks, e.g., biomass, cdal ete. are being devel oped
to produce primary petrochemicals, hydrocarbons remain
dominant. However, there is an incrzasing tendency
towards intra-feedstock substitution. Naphtha which is
presently the main feedstock (outside North America)
both for olefins and aromatics has witnessed a decline
of its share. It is projected that the global share of
naphtha which was 54% in 1984 will drop to 48% in 1989

and to 469% in 1994.18

Other fuels ethane and methane
will increase their shares. The steady decline in the
share of naphtha is linksd with the escalation of cil

price of the recent past. Naphtha price rise reinforced

the competitive position of the gas-based American

17 It is observed that engineering firms have contracted
different formms of agreements for the construction
of petrochemical plants outside the OECD region.
Most of these arrangements incorporate other forms
of trade e.g. counter-trade, buy-back arrangements
and other market disrupting practices. See, Louis
Turner, "Petrochemicals", in Turner and Mc Mullen
ede, The Newly Industrializing Countries: Trade
and Adjustment (Hampstead, 1982), p. 125.

18 UNIDO, n. 11, p. 14.
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industry whose exports rose in the second half of 1979

and 1980, 17

The rise in the price of feedstock propelled the
devel opment af the petrochemical sector in the hydro-
carbon-rich countries which hitherto had not devsl oped
the sector more so with its high value-added potential.
At the same time investments rose in pet rochemical -
devel oped locations on account of capital-immigration

from uncompetitive locations seeking greener pastures.20

A most significant effect of the feedstock price
hike was the impact it made on the rel ative cost structure.
Feedstock price which accounted for 46% of ethylene
production cost in 1973 rose to 85% in 1980 in Europe.®!

It appears the price of substitute feedstocks will in

future detemine the gharxre of any feedstock.

19 Jean Guinet, "The Petrochemical Industry: An
Unfinished Adjustment Process", OECD OGbserver (Paris)
no. 133, March, 1985, p. 7.

20 France's Celanese ard Du Pout chose to open plants
in U.S. to meet methanadl demand and to focus on
import/export. See, OPEC Bulletin (Vienna),
November, 1985,

21 Guinet, n. 19, p. 7.
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Migratory

The histoxy of the world's petrochemical industzry is
replete with instances of production migrating from one
region to another in response to devel opment of domestic
production capabilities or to changes in cost structures.
Decentralization of production to countries outside the
OECD region in the late 1960's especially into a few
devel oping countries reflected changes in the world
markets. The two oil-shocks' paved the way for a new
type of re-location brought about by investment designed
to add-value to resource endowments, especially associated
gas by transforming them intc petrochemicals for exportse.
The second o0il shock accel erated proliferation of this
kind as it raised material cocsts over those of trans-

portation.22

Table 1.3 indicates this trend. It
insured the viability of planfs in inexpensive energy

rich countries.

Geographical relocation of the industry has also
been facilitated by the fact of a technological-mature
industry: one in which governments with the detemmin ation
and capital could buy plants either on a turnkey basis

or enter into joint ventures. An expert study highlights

22 Hitherto location of petrochemical units had been
influenced greatly by proximity to market.



TABLE 1le3

GULF REGION : COMPARATIVE ADVANTAGE IN PETROCHEMICAL PRODUCTS
: (PRODUCTION COST ARALYSIS) 1980

Methanol Ethylene Ammonia

(320,000 MIA from Natural Gas) (450,000 MIA from Ethane) (430,000 MTA from Natural Gas)

USA GULF USA GULF USA GULF
Fuel /MMBTU . §$4.00 $ 0.25 $ 4.00 $ 0.25 $ 4.00 $ 0.25
Location Factor 1.00 1.25 1.00 1.50 1.00 1.25
Production Cost (¢/kg)
* Raw Materials 8.52 0.67 22.20 ~1.59 7.60 0.58
* Utilities 7.16 1.14 9,986 1.91 5.50 1.63
* Other Direct Costs 0.55 0.98 2.97 4.36 0.93 1.27
* Overheads and Taxes 0.62 0.76 2.62 3.29 0.84 1.06
* Depreciation 1.68 2,09 7.04 10.24 2.03 2.53

18.53‘ : 5.64 38.64 20.73 16.90 7.07
% Energy § Feedstock 74% 16% 64% 8% 74% 11%

Source :N. Dabdabh and Be. Mohyuddin , 0il-Based and Non~0il Based
Industrial Dewelopment in the Arah Gulf Region. (Doha:
GOIC,1982)pell. Reprinted in. UNIDO, World Demand for

iggg?chgmicals and Arab: Petraochemical Industry, (Geneval:
p. '

9T
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this trend thus:

* ... deals made during the period 1972-8

names over 24 western European campanies

entering sane fomm of buy-back arrangement

with eastern Europe. Only a handful of

these companies (Mitsuibishi Petrochemicals,

Uhde/Hoeschst, Mitsui Dow Chemicals and

Occidental Petroleum) can be properly des-

cribed as multinationals". (23)
The recent migratory trend is accentuated by the feed-
stock situation., European chemical industry which in
1986 accounted for S7% of global trad324, has thrived
and developed onabundant cheap naphtha supply. In
response to fluctuations in feedstock prices European
chemical companies migrated to North America on account
of the relatively cheap feedstock (methanol), situation
there as well as the large size of the market., With
the added incentive of a cheaper dallar it is estimated
that the value of Eurcopean investwments in U.S. chemical
sector totalled $ 25 billion in 1987.2°  This picture
becomes clearer when canpared with the total investments
in the American Gulf Coast (where the petrochemical

'industry is concentrated) valued at § 40 billion in 1988.26

23 Turner and Bedore, n. 13, p. 120,

24 European Chemical News, vol..25, no. 1328, 13 Jdune,
1988.

25 Economist, n. 13, p. 62.

26 Interngtional Herald Tribune, 19-20 March, 1988,
pp. 11-13.
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Dominance of Transnationals

On account of econanies of scale aad 'econanies of
sc0pe'27, and the other variables thch make the sector
viable, transnational corporations (TNCs) have come to
doninate.several aspects of production, distribution,
markesting, warehousing, customer/technical services etc.
In adherence to portfolio management principle which
demands that firms should dispénse investments over
several activities to spread risks, these TNCs are
mostly mul ti-product enterprises.28 In 1972 almost
fifty per cent of the global o0il industry's $ 23 billion
of capital investments went into downstream operations
~ away from refining to bulk chemicals - after refining
operations held out losses due to oil price hike.29
InvEurape presently the top ten companies account for

over fifty per cent of total chemical scales.3D

27 This refers to the broad range of by-products
derived from any feedstock-based unit.

28 All the major companies have increased their involve-

ment in finance management and banking. Ffor e.g.
British Petroleum formed BP Finance Internat ional
in 1985 as a major unit within BP. This it is
presumed would enable it utilise the technical
expertise in depth which bank lack, See, OPEC
Bulletin, vol. 19, no. 5, June/July, 1988, p. 12.

29 "Downstream Without a Paddle", Economist, val.
284, 3 July, 1982, pp. 70-T71.

30 Economist, n. 15.
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However a significant part of their activities is accounted
for by their international operations., It is estimated
that exports and sales of produéts manufactured by German
subsidiaries abroad currently account for about two-thirds
of the group turnover of the three largest chemical

f‘irms.31

European petrochemical producers tend to manufacture
and sell goods in all four big western European markets -
West Germany, Britain, Italy and France. In Italy for
exampie international companies currently account for
one-third of Italy's % 40 billion worth of chemical sales.
Hence it is no accident that the first protests against
unrestricted entry of Arab Gulf petrochemicals sprang

from Italian producers.

Regource Intensive

The petrochemical industry is resource-intensive.
On account of the typical economies of the sector,
production sequence and processes there is need for
vertical integration between upstream and downstream

operations.

To lay the foundations for any proposed downstrean

venture the development of infrastructures such as

31 International Herald Tribune, n. 10.



20

refineries, pipelines, fertilizer plants, gas processing,
power plants, shipping etc. should preceed it. The
clusters of these infrastructures overlap the main petro-
.chemical production centres e.g. Benelux, Gulf Coast of
USA, Jubail and Yanbu etc. In the development of infra-
structures, Saudi Arabia spent over $ 125 billion by

1985 of which Jubail and Yanbu accounted for § 16

billions. 32

Energy Intensive

ALl petrochemical processes are energy intensive.
The enexrgy price fluctuations of the early 1970s made
majdr petrochemical companies realise their vulnerable
position vis-a-vis their feeds t ock suppliers and their
dependence on oil majors who then regarded themselves as
'energy! companies.33 They responded to the situation by
integrating upstreén to secure feedstock supplies for
their existing capacities and thereby reduced costs.
The 0il companies also found an opportunity to diversify
away fraom energy - by increasing their involvement in

petrochemicals production., This was facilitated by their

32 Petrochemicals is only a part of this investment
at Jubail and Yanbu according to H.E. Hishan Nazer.
For details see OAPEC Bulletin (Kuwait), May, 1987.

33 The ©il price rise prompted the energy companies
to initiate a restructuring re flected in intra
fuel substitution. The o0il majors diversified and
acquired shares in coal coampanies, nuclear power
companies etc.
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control over oil supplies ard marketing; cash flow
fallowing o0il price rises; their ability to devel op and
cbtain under licence the required process technolcgy and
their marketing expertise., While the o0il conpanies were
reshaping their Operationsad, three 0il producing coun-
tries - Kuwalt, Saudi Arabia and Venezuela - were
integrating and mak ing plans on o0il and gas and petro-
chemical sectors. This way the petrochemical industry
unit energy consumption for the/OECD region as a whole
fell on average by about 2% a year according tc an expert
study.35 However marked variations existed within the
region, It is revealed that one-third of the total
basic raw materisgls, o0il and gas, used in the petro-
chemical sector is used to supply the ehergy needed by

the industry.36

State Patronage

The role of governments the world over have

increasingly been conspicuous in fostering the development

34 World-wide investments of the 26 largest oil
conpanies jumped from % 25 billion to % 82 billion
between 1972 and 1979. See, MERIP Reports (Londem),
vol. 14, no. 120, Janueary, 1984, pp. 12-17.

35 Guinet, n. 19, p. Te.
36 Ibid. Diss
_ 338.47661 804 N
E
><X rés Gu }E;

LA
Tﬁsoss fTH’ 306 9
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and sustaining the growth of the petrochemical sector.
In Western Europe, govermments and supra-governmental
bodies (EEC and CEFIC)3', have identified themselves
with the creation of a 'crisis cartel' to facilitate

. the current restructuring of the region's Sector.38
In both the United States and Canada, the government
palicy of price controls on gas has provided anair
advantage to petrochemical producers ovér their WBsf
European counterparts.39 In Japan the Ministry of
Intermational Trade and Industry (Miti) has intervened
to ensure the domestic sector synchronizes with the
dynamics of global restructuring of the industry. And
in the planned econonies of the CMEA area, as well as
the developing countries the huge investment outlays
involved and the strategic mole envisioned for petro-

chemicals places it under state patronage.

37 CEFIC is the French acronym for European Council
of Chemical Manufacturers Federation.

38 For the concept of crisis cartel, see, "Competition
Policy in Recession: Crisis Cartels®”, UECD Observer
(Paris), no. 114, January, 1982, pp. 29-31.

39 The canpetitive position of North American
producers was reinforced as naphtha's price rose
and this 1is markedly reflected by the sharp rise
in US's industry exports in the second half of 1979
and 1980.
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TRENDS_IN THE PSTROCHEMICAL
SECTOR

The cummul ative effect of the characteristics of the
production processes enumerated & ove is the overwhelming
donination of the OECD countries in production, investment,
and trade in petroahemicalS.40 Trade concentration
thereby overlaps the geographical productionvcentres
creating product grids as Tables 1.4 and 1.5 show. Lately
however the share of the OECD region in trade and
produﬁtion has experienced a decline for the different
prcducts on the aggregate. Between 1970 and 1981 the
intra-trade of the OECD countries as revealed by Table
1.5 decreased from 73.5% to 71.6%. At the same time
their share of global production declined from 89.1% in
1975 to 87.2% in 1985 while imports remained relatively
constant at 70.1% and 69% for the same period. Exports
however showed a marginal decline from 93.6% in 1975

to 91.9% in 1985.

The West European industry has been affected most
by this decline. This is due to factors both internal
and external to the regions industry. Among these is a

failure to recapitalize adequately in the sector because

40 The implication of this trade concentration is that
a substantial degree of division of labour takes
Place in the production process carried out by the
TNCs who are thus in a position to reap advantages
of transfer income.
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Table 1.4

Shares And Annual Growth Rotec of Patrochemicel Prrdugtion

By Relations (Furcentnge)

Region Production Impoxts Exports
gh.re Sroyth Share Groyth Shure Groyuth
1975 1980 1985 1975~ 1980~ 1975 1980 1985 1975~ 1980~ 1975 1980 1935 1375- 19380
1980 1985 , 1980 1985 1980 1985 . -

Devel oped
Ma:‘ket 89-1 87.3 87.2 5.6 3.3 70.1 7206 69.0 9.9 002 93.6 93.2 91.9 843 -
tconomies
Devel oping '
Countries 3.5 5.3 S.1 1542 2.6 23.4 21.5 25.3 73 4.5 2.7 3.7 4.4 15.2 4.0
Centrally
Pl anned 7.3 702 7.6 5.8 4.4 6.3 507 5.6 700 008 306 3.0 3o5 4,5 307
Zconanies

Source: UNIDO, The Petrochemical Indus txry in Devel oping Countiries:

Prospscts and Strategies IS 572, p. 17.




Table 1.5

Trade Flows in Petrochemicals by Region 1970-1981

Percentage Share

-
Origin Destination Devel oped Market Devel oping Socialist worl d
b Economy Countries Countries Countries of "
Eastern Europe
Devel oped iHarket 1570 73.5 19.6 6.9 100
Econony Countries )
1961 T1.6 21.6 548 100
Developing 0 . 0
Countriss 1970 43. 45,9 11.1 100
1981 46G.1 48.9 5.0 100
Sourca: United Nations Canmodity Trade Statist ics, Reprinted
in UNIDGC, Tariff and Non-Tariff ileasures in ths World
Trade of Petrochemicals Pro-ucts (preparesd by the UNCTAD
Secretariat for UMNIDO), 37/I5 573, 25 Octobexr, 1985,
N
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of anticipated escal ation of néphtha prices which impact
costs.41 Capital from the industry migrated from

Eurcpe to the North American industry and at the same

time major petrochemical producers resisted attempts

by outsiders to invest in the European sector.42 The
maturity of the market for many product lines and the
continued operation of old plants using outdated processes
and production technologies further increased costs which

caild not be transferred to product prices.43

The availability of cheap and abundant naphtha
as Teedstock in European petrochemical industry since
the 1950's and through the 1960's stimul ated growth and
exaggerated optimism that impelled traditional produce rs
to expand cagpacity and also attracted new investors to

the sector. In the 1970's as naphtha prices rose, costs

41 An expert study indicates that West European industry
lags behind their Japanese and U.S. counterparts
on investment in 1986. Eurcope invested ¥ 12.9
billions or 5.3% of sales conmpared with % 16.2 billion
or 7% of salzs in U.S. and % 8 billion or 6.6% of
sales in Japah. For more details see Report by
Pankaj Chandarama Associates, cited in European
.Chemical News, vol. 50, no. 1328, 13 June, 1988,

p. 18.

42 ICI and BP/Shell Chemicals (UK) resisted and
pressured the UK government not to allow DOW to
build an ethane cracker - most desirable feedst ock
available - at Niggs Bay, Cramanty, See, Eurgpean
Chenical News, vol. 34, no. 934, 21 April, 1980,

p. 4.
43 It was revealed that US productivity was twice as
high as the Eurcpean average, Europesan Chemical |

News, n. 40.



rose and surplus capacity was created. The effect of
these influences were 1ower growth rates, reduced capacity
utilization, high costs, shrinking demand, reduced profit

margins and aligopolized product markets.

In response to the situation measures were taken to
counter both the internal and external influences. These
responses confom to some extent with the adjustments
‘taking place on a global scale which is identified at
three different but inter-related dimensions viz. :

Organizational, Technical and Gecagraphical.44

At the organizational ievel, the industry is being
integrated vertically and horizontally through mergers,
acquisitions and joint-ventures at national, regional and
inter~regional levels. This process is being sponsorad
by initiatives within the sector and with the approval
and support of governments.45 The resultant effect of
this has been the acquisition of markest power by certain
firms and also, a further migration downstream into
speciality chemicsals. In Eurcpe for example although
there are over eighty producers of chemical fibres, only

nine groups account for almost all local production.46

44 UNIDO, n. 14, p. 48.

45 The merger of Italian giants ENl and HMontedison in
1988 named ENICHEM approved by the government creatad
the worlds seventh or eighth largest chemical ccmpany
with combined annual revenue of % 10.26 billion.

See, Economist, n. 15, p. 62.

46 European Chemical News, n. 24.
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Technically the fesdstock situation is also changing.
Naphtha's share shows a steady decline while natural gas
and LPG on the one hand and heavier fractions on the
other have witnessed increased role. In Europe technical
restructuring has meant the reduction in the share of
naphtha both as a feedstock as well as in the generation
of energy needed in the sector. This latter trend is:
symbolized and facilitated by the availaility of

Siberian gas.

After the 1970's the petrochemical industry ceased
to follow the geographical structure of petroleum pro-
cessing. The consumption of end-products albeit concen-
trated in the industrialized countries had an aggregate
growth rate lower than in the developing countries. The
period 1975-80 saw a hundred per.cent growth in the value
of production and exports of the devel oping coﬁntries.
Tablel .4 shows that their share of world production
increased by only 2% while exports grew by 10%. In
the same period the value of the devel oped ccountries'
procduction grew by 30% and exports by a little over

fifty per centad7

Within the 0ECD the period 1970-80 witnessed a

continued trend in forward integration prompted by the

a7 UNIDO, n. 14, p. 17
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desire to create econamnies in production costs through
reduction in transport costs, feedstock supplies and
by-product transfer. As a result captive producticn
doninated much of the market. This vertical trend is
alsc attributable to the increased raw material costs
and competition fxrom emergiﬁg petrochemical producers in
" non-traditional locations especially the hydrocarbon

rich countries.

The OPEC member countries have ventured downstream -
on account of the nascent procduct 1life of the domestic
sector, abundance of cheap capital, the need to optimise
utilization of their o0il resos rces, and to valorize gas
resources hithexrto flared.48 Moreover, it was also
desired to improve the econanies of processing on site;
diversify their income base; reduce the volume of petro-
chemical imports to save foreign exchange and thereby
improve their balanquof trade. A much more overbearing
consideration is the realization of the insecurity asso-
ciated with their erstwhile investment strategies : the
_ depleting value of their overseas invegtment on accaount
of inflationary influsnces and a sense of insecurity

accentuated by the spsctre of unilateral acquisition of

48 About half of the Arab world's gas reserves are
assocl ated with oil. [Middle East Economic Digest
(London), vol. 39, no. 9, 13 May, 1983, p. 62.
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thzir assets by the domiciled govermments. These pros-
pects contrasted sharply with the high rate of return on

petrochemicals.

In sum, for the OPEC-member countries,

"the creation of a restrochemical industxy

is a means of ngtional, social, technological
educational advancement. Due to its strong
interaction, and linkages of petrochemicals
with other economic actiw ties, it will have
the added impact of vitalizing the general
economic performmance of their economies. "(49)

A report by the Doha-based Gulf Organization for Industrial
Consuiting illustrates the comparative adVantage of GCC
countries in feedstock and ensrgy. This siudy al ong with
others rationalized the development of petrochemical sector

in the rt—:'giv:)n.49a

ADVEHT OF _GCC PETROCHEMICALS

Until 1973, o0il based activities in the Gulf
Cooperation Council (GCC) region was confined to mining

and crude exports. Processing was restricted to refining

and fertilizer industries.SD The recent move downstrean
49 UNIDO, n. 3.
49a G0IC, "Construction, Production, Distribution Costs

of Petrochemical Projects", cited in UAPEC Bulletirn,
val. 7, no. 7, July 1981, p. 7ff.

50 Refining in the GCC region started in Bahrain in
1937 with a 25,000 b/d complex followed in 1949 by
the 25,000 b/d Al Abhmadi plant in Kuwait. Saudi
Arabla's Ras Tanura refinery was the third. See,

A. A. Kubursi, "Industriaglization in the Arab Gulf
Stztes: A Ruhr without Water", in Niblock and

ed., Prospects for the Worlds 0il Industry (L ondon,
1985), p. 44.
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will create an advanced integrated industrial base anq

also expand their share of control over transportétion,‘
refining, liqueafaction, processing and marketing of their
hydrocarbon resources and derivatives., Such diversification
invokes possibilities of reducing attendant risks of a
mono-product export as well as the market concentration

ratios - hitherto in the OECD - of their exports.

The GCC countries are - late comers to the
petrochemical industry for reasons linked with ownership
patterns in the o0il industry that foreclosed advantages
that presently accrue to them. The first petrochemical
unit in the GCC area was the ammonia plant built at
Shuaiba, Kuwait in 1966, The early 1970's saw ersction
of a>number of basic fertilizer plants : Saudi Arabia
started production of urea at Damman in 1970; Qatax
began production of ammonia from its Umm Said plant in
1973 (see Table 1.6). From 1975 the region embarked on
major petrochemical development projects. Products
other than ammonia were produced only in 1980 with the
canmissioning of (Jatar's Umm Said Ethyleﬁe unit. This
was followed by Saudi Arabia's Al Jubail methanol plant -
the inaugural in the series of the Kingdom's fifst
generation projects - in 1983. DBy 1985 Saudi Arabia

which has the most ambitious domestic development projects



Table 1.6

Ammonia Projects in the GCC worlds: Existing and Planned Capaciti=s

{(unit: 1,000 metric tons/year)

Existing 31.12.81 Projectis Under Congtruction
Capacity Site Start-up Capacity Site Start-up

Sahrain ' ' 330.0 Sitra g5

Kuwait 660.0 (2) Dhuiba 66 /71 330.0 Dhuiba 04

Gn an 20.0 Sahar 85

Jatar 590.0 (2) U Said 73/79

Saudi Arabiao 1SQ.D | Damman 70 330.0 Al Jubail 84
330.0 Ruwais 84

Total - 1430.0 | 1340.0 .

fote: ( ) indicates number of plants by size.

Source: UWIDO, yorld Demand for Petrochemicgls and Arab Petrozhenical Industry

(Geneva, 1984),

¢t
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within the region had completed its first phase projects.
For the first generation plants, SABIC invested % 10.66
billion (SR 36.6 million) by the end of 1984, A commit-
ment of SR 16.4 billion is eammarked for the second
phase on various projects including PVC, MTBE and other

petrochemicals.s1

Within the GCC region, thexe is a heavy emphasis on
the production of olefins (basic products) particularly
ethylene and its derivatives (see Table 1.7). Excepting
Kuwait there is a conspicuous dearth of plans to produce
aromatics. The concentration on olefins is rooted’ in
the current experience of flaring associated gas. The
ratio of flared gas in the region varies from an insigni-
ficant 13% in Bahrain in 1980 to over 72% in Saudi
Arabia in the same year.52 Thus the opportunity cost of
flared }gas in petrochemicals is almost zero. The need

t0 valorize this resource is manifested in the % 30 billion

Master Gas Gathering System developed in Saudi Arabia.

The limited variety of product-mix 1is due to the
almost total reliance on associated gas which inhibits

production of diverse basic petrochemicals using

51 MEES, val. 28, no. 49, 16 September, 1985,

52 OPEC Annual Bulletin (Vienna), .1980.




Table 1.7

N\

Evolution of Production Capacity in the GCC Countries in Basic
Petrochemicals ('000 metric tonnes)

Dlefins Aronatics Methanol
Ethvlene _Propviene - _Xylenes Benzene :
1979 1984 1987 1979 1984 1987 1979 1984 1987 1979 1984 1987 1979 1984 1987
Bahrain - - - - - - - - - - - - - 330 330
Kuwait - - 300 - - - - - 150 - - 280 - - -
Jatar - 280 280 - 5 - - - - - - - - - _
Saudi Arabia - 650 1600 - - - - - 187 - - 245 - 1250 1400

Source: Fayad Marwan and Motamen Hama,  Econanics of the Petrochemical Industry,
(London, 1986), ppe. 223-5.
UNIDO, Saudi Arabia, Industrial Review Series (Vienna), 1986, PPD T.
UNIDO, orld Demand for Petrochemicals and Arab Pstrcchemical Industry,
IS 480, 24 July, 1984, p. 13.

UNIDO, Current World Situation in Petrochenicals, IS PC 126,
14 November, 1985, p. 93.

ve



canmercially available technologies. This in effect
constrains vertical integration on national, rsgional or
pan-Arab levels.53 Figur2 f.3 1llus trates product deri-

vatives of different feedstocks.

To reap econanies of the sector the GCC petrochemica
units are geared towards world markets neglecting the
small~-sized domestic market. For example, the Bahrain
based Gulf Petrochemical Industry Corporationts (GPIC)
amnmonia-methanol complex produces 1,000 tonmnes a day of
both ethanol and ammonis all of which is exportad.s4
Whereas of the Sabic total petrochemical production
15% ic geared towards the domestic market while it
aspires for a 5% of world petrochenical production and
4% of world trade.55 However SABIC has made substantial
efforts at forward integration and its subsidiaries
account for some 55% of all Sabic sales totalling % 2

billion (10 million tonnes) in 1987.56

53 OAPEC Bulletin (Kuwait), 1986, p. 8.
54 ‘Middle East Economic Digest (London), vol. 30,
no. 30,.26 July, 1986, p. 10.
55 The Middle East (London), no., 133, May 1988, p. 30.
56 Middle East Economic Sg;veﬁ (Nicosia), vol. 31,

nao. 23, 14 March, 1988,



FIGURE 1.3

INTERRELATIONSHIPS OF PRECURSORS FROM NATURAL GAS
PETROLEUM CUTS AND COAL
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On the whale the GCC countries account for 5-64%
of the world market. Fifty per cent of their annual
production goes to the Far East and only twenty-five per
cent is destined for Western Europe.57 In 1986 the GCC
exports to Community was valued at % 460 comparsd with

58

$ 1 million in 1980. The GCC products are beseiged

with prcblems as market entrysg, regional duplication of

products as well as capacity underutilization.60

The move downstream holds out tremendous Benefits
for the GCC countries but strategies for developing the
sector vary from country to country. Kuwait has pursued
a strateqgy of wholesome vertical integration with the

61 The sectoral linkages preferred by

global industry.
Saudi Arabia has significantly till now precluded
acquisition of its own product-carriers, a sharp

contrast with Kuwait. " (Qatar and Bahrain have concentrated

57 The Middle Eagt, no. 162, April, 1988, p. 14; and
also 0il and_Gas Journgl, vcl. 85, no., 50, 14
December, 1987, p. 20.

58 Kuwait Times, 16 June, 1988,
59 The bulk of Saudi Arabia's products is sent to

Western Europe and USA beczuse of partnership
arrangements. However at both outlets tariff
barriers are being faced.

60 OAPEC Bulletin, Januaxy, 1988, vel. 14, no. 1.

61 Saudi Arabia recently acquired a sizeable stzke
in Texaco.
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on ammonia prod uction and pursued a strategy of market
dispersal concentrating on the Far East and developing

countries mainly.

The increasing difficulty of market entxy has given
fillip to intra-regional cooperation in setting up joint
ventures units e.g. GPIC and alsc in marketing. All the
petrochemical units in the region have been -set-up with
foreign expertise with varied forms of equity participation

with major 0il and chemical companies (see Figure 1.4).

As the global petrochemical sector confronts the
chal lenge of restructuring the GCC preoducers have
structurally integrated themselves with the global
industfy as an insurance against difficulties of
marksting both crude o0il and petrochemicals on a non-
integrated basis. GCC producers have concentrated on
those petrochsmicals in which they have comparative
advantage olefins -  bulk intermediates and final
products. They have not ventured into specialized
chemicals as yet as they are disadvantaged. By
venturing downstream through joint ventures the GCC
countries glong with other OPEC countries have resinte-
grated the world oil industry ana recreated the 'orderly!
pattecrns that existed till the 1960's. A qualitative

difference exists for the two periods : the relztionship



Figure 1.4

Saudi Petrochemical Projects

Total Status

S.lNo,. Projects Signature Sits Joint Feedstock Products Output
date Venture (tons/ Invest-
partners yeaTr) ment*
(SR
millions)
. |
1 Saudi tethanol Company 24,1179 Al-Jdubail Sazbic flethane Chemical 600,000 900 Commissionad\
(Ar-Razi) Japanese Grade in February
Consortium methanol 1983
headed by
Mitaubishi
(Jap an)
2 Al-Jubail Ferxtiliser 4412479 Al-Jubail Sabic-~ liethane Urea 500,000 977 Conmissioned
Company (Sanad) Taiwan ' in February
Fertilizer 1983
Co. (Taiwan)
3. Saudi Yanbu Petrochemical 19.4.80 Al-Yanbu Sabic- Ethane Ethylene 450,000 7876 Conmissionad
Canoany (Yanpet) Mob 1l £G 200, 000 in December
Chemical LDPE 200,000 1984
Company HDPE 90, 000
(Usa)
4. Al-Jdubail Petrochemical 26.4.80 Al-Jubail Sabic - Ethylene LLDPE 260,000 3600 Cawmissionead
Company (Kenya) Exx on in Wovember
Chemical 1984
Co. (USA) :

6E



3 4 5 6 7 8 9
S. Saudi Petrochemical 28.9.80 Al-Jubail Sabic Ethane Ethylene 856,000 9963 Commissioned
Company (Sadaf) Poctem  Salt EDC 454,000 in May
Arabian Benzone Styrene 295, 000
Ltd. crude 281, 000
subsidiary indust rial
of Shell ethanol
0il Co., Caustic 377,000
(USA) Soda
6. National Methanol 3.2.81 Al-Jubail Sabic-~ Methane Chemical 650,000 1468 Commission=d
Company (Ibn-Sina) Celenese/ Grade in July 1984
Texas methan ol
Eastern '
(UsA)
7. Arabian Petrochemical 20.5.81 Al-Jubail Wwholly Ethane Ethylene 500,000 3055 1985 #
Company (Petrokemya) owned EG dro- 150,000
by SABIC LDPE)pped 180,000
PS 100,000 NS
<
8. Eastern Petrochemical 23.5.81 Al-Jubail Sabic- Ethylene LDPE 130,000 1400 1987
Company (Shaxrq) : Japanese EG 300,000 June 1985 %«
Consortium
led by
Mitsubishi
(Japan)
9. Naticnal Industrial 14.2.683 Al-Jubail Saudi Atmosp- Nitrogen 146,000 500 Commissioned
Gases Co. (Gas) Private heric oxygen 438,000 in April 198
Sector air



National Plastic
Company (Ibn-Hayyan)

10

1. Saudi European Patro-
chenical Canpany

(Ibn-Zahzr)

12 Gulf Petrochemical
Industrices Co.

(GPIC)

13. Polystyrene Insulation

Foam

14. Arabian Polyurethane

Systams

18012.83

16.12.84

Al— Jub all

Al-Jdubail

Bahrain

Jiddah

Danmam

Sabic- Ethylene VCH 300, 000
Lucky . £DC PVC 200,000
Goldstar

(South

Korea)

Sabic-~ Butane MTBE 500, 000
festz 0Y Chemical Butenz-1 80,000
(Finland)/ grade  Buta- 124,000
Enichem methanol diene

(Italy)

Apicorp)

PIG - Ammonia 330,000
(Kuwait)/ Methan ol 330, 000
BEUGC

(Bahrain)

Juffali -

E. A.

Polys*tyrene140
& Dow Insul ation '
Chemicals Foam
Basic Chemical -~ Poly ru- 8,

Industries & ethane
IGI Chemicals

1333 1936
600 . 1986
(Us )
400  Cowmissicon
(us )
gaoc 30 1985 *#
(Us )

000 5 (5 «) 19084%°

* Projesct cost at the time of agreement,

Source:

## Indicates scheduled date of oper:=tion,
not known.

Compiled from "Saudi Industxy", MEED Special Report (London), November,

198

present status

28;

3, Pe

"Saudi Arabian Petrochemical Countdown Now Well Underway", Europesan Chemical Hews =
Petrochenicals '93 Suppl=ment (Sul ton, b—
Projects Status Third Quarter 1983 (SABIC: Projacts Implementation Department, 1983);

Surrey),

19 December 1983, p. 25; S

ABIC:
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till the 1960's exhibited a facade of the economic inter-
dependence of nations relative to product trade while
the present integration indicates the internationalization

of the firm.

PROSPCCTS FOR_GCC PRCDUCERS

An overview of the global petrochenical market
reveals that the three-dimensional restructuring process
impaéts the development of the industry in different
ragions while it is influenced by the global petrochemical
trend itself. Since 1986, the evidences of buoyancy have
appeared in the global petrochemical mark=t and for the
first time this decade, demand has outstripped supply
stimulating higher prices in domestic Eurcpesan U.S. and
export markets.62 Moreover the average utilization has

been rated 90—95% in 1987.63

The new prosperity is
thriving on cheap feedstock prices aand the general
restructuring process undertaken since the early 1980's.

The future trends in the market will be determined by

several factors of which the following will be crucial.

The extent to which the industxry in different

regions continue to undergo restructuring such that

62 Eurcpean Chemical News, ~vol. 51, no, 1332, 11 July,
1988.
63 Eurcpeagn Chemical News, Chemscope, December, 1987,

ppa 4-6; 8—9'
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capacity cuts and closures are not reactivated. This way
the benefits of modernization implemented ovér the decade
will endure. Govermments share the responsibility of
expediting ‘approval/procedures for such plant closures

ocn a permanent basis.64

The extent to which hydrocarboﬁ-rich states including
the GCC scale down previous plans canbined with a restraint
on acquiring cl osed units elsekhere, will determine the
durability of restructuring benefits. The attitude of
these new producers will depend on the price of feedstock
as for example falling o0il prices have forced Kuwait to

scale down domestic plans (see Figure 1.5).

The value of the US Dallar (currency in which
crude is priced) will continuously impact the petrochemical
market too. A weaker dollar made 0il cheap resulting
in reduced costs faor naphtha-based production units but
this has not impacted the selling prices of products.
It has brought in earned savings for Eurcopean producers.
For exanple, in Germany three leading chemical firms
are reported to have saved about five billion Deutsch

Mark in this wa\y.ﬁ5 A cheaper dollar alsc enabled the

64 It is alleged that EEC competition law has hindered
restructuring in Europe - see, Europegn ChemicAl
News, Eurocpesan Review Supplement, December, 1986,

p. 8.
65 International Hexald Trihune (Hong Kong), 19 July,

1988,



"TGURE 1.5

DEFERRED OR SUSPENDED PE‘I‘ROCEEMICAL PLANT CONSTRUCTIO
DEVELOPING COUNTRIES ('000tpa) A

Countries DMT

(causes) Ethylene Propylene Benzene Methanol Styrene VCM TPA PVC  HDPE

LDPE

PP PS

Other

Lybian Arab
Jamahirya
(debt)

Indonesia 350 - 375
(declining oil

240 225 12 70
sales/prices)

70

Philippines 225
(debt)

Algeria 500 200 200
(declining oil

sales/prices

and long-term

arrangements)

Kuwait 350 ‘ 280 339
(long-term
arrangements)

Qatar 70
(feedstock) :

United Arab 450
Emirates

(feedstock)

Mexico®/ 500 825
(declining oil
sales/prices)

300

55

215
100

55

68

60

71 EG
148 Xylene

Others

135 EG
147 Xylene

Others

- —

a/ Laguna del Ostfon, 19 plants postponed (1988).

-~

Source :"World Changes in the Structure of the Petrochemical
Industry, UNIDO Expert Group Meeting on International

Co-operation on Petrochemicals, Vienna,19-21 Septembe
1984. Reprinted in UNIDO Petrochemical Indusrty:
- The Sector in. Figures , zgen-eva ¢ X




US producers to enhance their competitiveness and spurred
sales abroad; At the same time it lured investors from
Europe to the greener pastures of the U.S. industry.

Such investments (excluding take-overs) are reported to

total % 7 billion in 1986.66

The propensity to resort to other fomnsg of trade
e.g. barter, buy~back arrangements etc. will undemmine
the market mechanism. This is predicated to the trends
in the world economy. It is observed that recession and
recovery of the global eéonomy is amplified in the

chanicalé sector.67

In sum the combination of two factors the absence
of all production variables of the industry in any
single region and the product-market dynamics has led to
a globalized sector. This is manifeosted in the pursuit
of horizontal and vertical integmtion by established
firxms a1d vertical integration by new produ:ers.' The
GCC petrochemical industry has not emerged as an autonomous
sector but is rather dependent and extraverted with a
substantial share of its prodsucts marketed in the EEC.
These competitive products create adjustment problems

for Eurcpean producers in the throes of ‘restructuring,

66 European_Chemicgl MNews, vcl. 48, no. 1266, 16 Harch,
1987, p. 22.

67 UNIDO, The Petrochemical Industry in Devel oping
Cguntries (Geneva), IS 572, 24 October, 1985, pp. 19-
20.
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The collaboration between GCC producers and major
petrochemical producers of the industrialized econani-=sg
have served the pur§OSe of minimising competition yet
disputes have arisen over trade restrictive measures
applied on Gulf petrochemical imports into the EEC

maﬁ<et.68

The process for resdlving these disputes have
been institutionalized within the inter-regional
consul tations of the GCC-£ZEC Dialogue which aims at
enhancing the aggrz2gate economic relations between
the two regions. The margin of negotiations appears
to be defined by the low level of placemsnt of the
GCC producers in the global pctrochemical industry,
Nevertheless the out come of the neyotiations on the
petrochenical dispute will have an impact on the Dialogue

and vics-versa.

68 European firms supported and participated in
GCC projects by conducting feasibility studies
and supervising execution and supplyilng equipments.



Chapter II

The GCC~EEC Dialogue on Petrecchz:icals:
Genesis and Evolution



Chapter II

The GCC-EEC Dial ogue has a precursor in the Euro—Aréb
Dialogue (EAD) initiated in the OPEC embargo-laden days of
later 1973 and early 1974. Though the former is not a
wholesOmé recast of the latter,vits structural antecedents
lay in one of the wo;kiné canmittees fomed within the
framework of the EAD to define paraneters of cooperation

between the two regions.1

The economic content of the EAD was vitiated and
stalemated by the political currents ofvthe age.2 Of the
several sectoral cammittees formed to identify ways of
coocperation, only the petrochemical and refining progressed
as deliberations on other fronts were bogged down with

procedural than substantive issues.3

Progress achieved in the sector was relative as
talks on future projections of the sector were punctuated
and protracted by the divergent peréeptions of the intra-

regional laobbies., However the sector's identified potential

1 Louis Turner and James Bedore, Middle East Industrig-
lisgtion 3 A Study of Saudi and Irgnian Downstream
Investments (England Hans, 1979), p. 111.

2 Saleh A. Al Mani and Salah Al Shaikly, The Euro-Axab

Dialogue : A Study in Associative Diplamacy (L ondon,
1983), p. 6. :

3 Experts from the Organization of Arab Petroleum

Exporting Countries (OUAPEC) represented the Arab
side in this Committee.
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provided a stimulating focus as the cross-cutting interests
in oil. and, their aggregate mutual interests circumscribed

the EAD and fructified into the GCC-EEC Dial ogue.

The GCC has emerged as a bloc and has superceeded

the OAPEC in negotiations with the European Common Market,

INSTITUTIONAL FRAMEWORK OF
THE _DIAL OGUE

Since 1981 the European Cammission has devel oped
working relations with GCC Secretariat.4 The rel ations are
maintained and upgraded to be vitiated by the current
dispute on Arab.petrochemical exports to the.Common

Mark ef.

With the start-up of the first generatibn world
scale Arab petrﬁchemical plants in 1983, European trade
unions and petrochemical producers launched a campaign
for their restricted entry into the Common Market.5 The
Gulf products they presumed if unchecked would distort
market forces and thereby camplicate the industry's adjust-

ment problem.

4 Canmission of the European Canmunities Directorate
General for Information, European_ Information:
External Relationg (Brussels), X/212/85 80/85
October, 1985, p. 2.

5 The Middle East (London), no. 107, September, 1983,
' p. 55.
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The Gulf producers discount the 'threat' envisaged
from their products and warn it would be unacceptable to
erect trade barriers against them. The Saudis in particule
express a desire to enter the market in an.'orderly'
manner and that all of their sales will be made under

contract and marketing will be globally dispersed.6

This problem became a component of the Dialogue
between the regional groupings as both emphasized a

desire to protect their respective domestic sector.

In the two years (1983-85) of informal consultations
aimed to consolidate econanic ties between the two
regions the petrochemical dispute deadlocked‘talks.7 In
the course of talks the GCC Secretariat formally launched
its demand for duty-free access for its*petfochemicals
into the Common Market. Significantly this demand was
made to the individual member states not to the European
Conmission. These national governments passed on the

dossiers to the Canmission which is the competent authority

on trade matters.

6 Middle East g;ondmic Digest (MEED) (London), vol. 29,
no. 4, 25 January, 1985,»pp. 31-33.

7 MEED, wvol. 29, no. 47, 23/11/85, p. 8.

8 European Chemical News (Survey), vol. 42, no. 1130,

775764, p. 4.



The GCC followed this action with a proposal to the
European Canmission in July 1984 for exploratory discussions

as a prelude to the conclusion of a cooperation agreement,

Subsequently official talks started in February, 1985.'0
By April 1986, these exploratory talks concluded and
followed by formal negotiations on a trade pact.11 These

talks crystallized into the two-tier cooperation agreement

for which the first pact was ratified in June 1988.

At the core of the current dispute is tﬁe preferential
treatment accorded under the GSP to semi-manufactured
"nmon strategic" and manufactured "strétegic" prOducts>
emanating from developing countries into the Common Market.
The GCC countries feel that the GSP is being restrictively
applied onhtheir petrochemical exports to the EEC.12
They seek a revision of the GSP ceilings and also a

tariff free entry for all their exports like the status

enjoyed by Israel. Worried at the prospect of an influx

9 Directorate General for Information of the European
. Commission, n. 3, p. 3.

10 Ibid.
11 MEED, veol. 30, no. 18, 2/5/86, p. 2.

12 The first tariffs imposed on GCC petrochemical -
products was a 13.5% duty on Saudi Methanol in
August 1984, Middle East Economic Suzvey (Nicosia),
vol. 27, no. 46, 27 August, 1984.
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of petrochemicals fron the Gulf area, the European
Canmission has consistently invoked the GSP and other
- GATT provisions; measures which have aggravated‘ﬁarket
entry problems of the Gulf products.
ISSUES AND_ARGUMENTS IN

The divergent perceptions of the respective regional
pr:ssure groups - which are translated into institutional'
views13 - 6n the economics of each others petrochemical
sector haye further constrained efforts to consolidate

their econonic tiese.

For the GCC countries moves downstrean is a
natural process within a policy of economic diverSification
away Trom mono-product export. Industiialization is
the key to such diversification. Moreover such a position
conforms with the principle of international division of

14

labour. With a projected share of 5-6% in the market

for basic and intermediate petrochemicals, they argue

13 The European Council of Chemical Manufacturers
Federations (known by its French initials CEFIC)
brings together all chemical manufacturers in
Europe. Among CEFICs sector groupings the largest is
the Association of Petrochemical Producers in Europe
APPE which aims to achieve a ccherent representation
of the petrochemical indugtry and acts as' its spokesma
CEFIC is an integral part of the consultative machiner
of the European Communities the Council of Europe,
the European Parliament etc. See European Chemical
News, vol. 48, no. 1258, 19 January, 1987, pp. 84-88.

14 They affimm their adhersnce to this.ppli
it ﬁytfpunding new jo?nt ventures al%ﬁlogﬁeingejgfggin
countries,
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that opportunities exist for established producers of the
EEC in the high technology speciality consumer products
and services. This, it is contended will facilitate
regional specialization and they have urged the EEC to

dismantle barriers on their products.

Maintaining that customs duties in the Cammon
Market are routinely imposed according to legal regul ations
within the framework of the Community's international
conmitments, the European side finds it impossible to
bffer tariff exemptions to the GCC products alone to the
exclugion of other regions without violating GATT's
provisions. Moreover it is argued that the GSP is a
non-reciprocal unil ateral concession to developing
countries. Tariffs cannot be altered for the benefit
of competitive exports in what is perceived its "most

15 The GCC countries

advanced beneficiary country®.
are reminded that the GSP status are not accorded to
their products in other developed market economies.
Parallels are drawn to tariffs imposed on US; Canadian
and Libyan petrochemical products imported to the

16

Canmunity. Such duty it is stated are activated

15 Interview with Mr. Claude Cheysson, EEC Conmissioner
for North-South Rel'ations in HMEED, vel. 29, no. 51/
52, 21/12/86, pp. 34-36,

16 Khalid Al Shawi, "The Art of Negotiation and the
Arab-Gulf States Ability to Negotiate the Export of
Their Petrochemical Products®, UOAPEC Bulletin
(KU\Nait), July, 1985, PBPe 8—15.
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on quantities in excess of the allowable limit. Refuting
the GCCs view that customs duties were protectionist
measures, it is claimed fixed value ceilings'on betro-
chemicals are allowed duty-free into the Cammon Market
after comparing the demand and production within the EEC.
Instead the GCC is charged with a 'pick and chooée' pol icy

in which the most profitable markets are exploited.17

European pressure graups claim that Europe already
imports substantial volumes of Gulf prducts. It specu-
lates that tarxiff removals would create a captive
European market for Gulf producers who would then be
inspired to a new round of plant construction that will
exacerbate the glut and undo the on-going restructuring.
This view was transposed on the EEC which overplayed the
canpetitiveness of Gulf petrochemicals terning them
"unbeatable" at their delivered prices to European

18
consumers.

At the aggregate level of their commercial relations,
the Gulf side remind their European counterparts that
tarl ff structure in the GCC area is one of the most

liberal averaging only about two per cent duty charges.19

17 Report by APPE warming of the Danger in Free Trade
Pact, see, Europegn Chemical News, vol. 51, no. 1347,
' 31 October, 1988, p. 10. .
18 MEED, n. 6, p. B.

19 MEED, vol. 28, no. 15, 21/1/1985.



Barriers to th;ir pet rochemicals therefore amounted to
an inversion of obligationé with regard to the GSP.
Nevertheless the GCC countries affimm their faith in
free trade as vital for countries wishing to expand

their exports and not merely to reduce imborts.z0

It is estimated by a Gulf official that tariffs on
Gulf petrochemicals have reduced their netback margins
by about 14%.21 This measure is considemxd ‘'palitical!
as it neither affects prices in Europe nor encourage
more production and will not prevent Gulf exports to the
EEC., Duties on GCC basic and intermediate petrochemicals
which are used in manufacturing final commodities it is
argued will keep prices artificially high and earn
profits to producers at the exbense of consumers (in
both markets)zz, thereby hindering the restructuring

process.

Discounting European fears of job losses the Gulf
official cites proposed protectionist legislation in

the U.S5. which a study revealed would safeguard 9,000

20 MEED, n. 6, p. 7.

21 Ibid.

22 Fifty-five per cent of chemical exports (estimated
at about SR 550 m) to Saudi Araia originate from
the EEC., See, MEED Special Report, May, 1986,
ppe. 24-29, MEED, vol. 29, no. 47, 23/11/1985,
Pe.. T.
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jobs in the industry but result in the loss of 275,000
jobs in industries dependent on cheap sources of petro-

chemicals.23

The notion that distribution costs are a direct
function of distance shipped is impa;ted in the charge
that Gulf producers practise a selective marketing strategy
The Gulf side acknowlques that though a strong incentive
lies in selling close to the producing point, the largest
cost for distribution is however not freight. Charges
for packaging, ship loading and unloading and terminating
are estimated to account for abaut two-thirds of the

total distribution costs.2?

To European protests of unfair pricing for factor
inputs, the Gulf producers state a commitment for
reasonable returns through econanic competitiveness.

Gulf governments are accussed of offering discounted

prices for feedstock and energy, cheap finance and other
industrial subsidies that give their state-owned industries
unfair advantages. Specifically it is stated that these
advantages manifest in Gulf methanol which is 20%

cheaper than European product.26 Mr., Zanil, the

23 MEED, n. 6.
24 MEES, vol., 27, no. 34, 4/6/84.
25 MEES, vol. 28, no. 15, 21/1/85.

26 MEES, wvol. 28, no. 23, 18/3/85.
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Elsctricity Minister of Saudi Arabia, affirms that feed-
stock in the Gulf are sold at the full cost of 'extraction,
gathering, delivery plus an element of profit without
reference to any market. . Furthemore he attributes

the avail gbility of gas at a low level in loﬁal industry

to the advantage of proximity.27

The Gulf producers highlight other costs which
narrow their competitive advantages. These include
higher depreciation, operating, marketing and distribution,
maintenance, capital, training, construction costs,
higher capital charge, and import tariffs.za The incentives
provided éo local industry are offset by these costs.
Therefore, Gulf preducts they maintain will tend to
have a high cost advantagé in some markets and in others
due to higher delivered costs and presence of highly

efficient and econonic danestic producers they will

be disadvantaged.

Aware of‘the inevitability of imports of Gulf
prdduets, European producers seek the establishmernt of
an international system for rationalizing global production
of petrochemicals to which Japanese and American

producers - joint venture partners of Gulf procducers -

27 Ibid.

28 MEED, n. 6.



may becane parties. The GCC acknowledges the importance

of reorganizing the industry and the trade in petrochemicals.
It however feels it is not right to maintain the status

quo of trade relations by protecting high cost industries

in a manner contradictory to the principles of free trade
and internationzl commercial exchange. Citing structural
adjustments elsewhere, the Gulf producers foresee a

solution in a reorganization of the industry according

to the principle of international division of labour.29
Apparently a case exists with conflicting views maintained
by petrochemicél producers in both regions. The case
constitutes a problem requiring negotiating parties to

find a solution before it threatens relations between

the two regions.

APPRCACHES TO THE NEGOTIATIONS

Commercial relations between the two regions are
fostered not only by geographical circumstance but elso
the differentiated levels of their devel opment:: on
which the GCC countries could benefit in their desire
for indistriaglization., The importance of their relations
is reflected in the complementarity of their economies
and emphasized in the over twenty billion doll ar annual

trade excharge between them : an incentive for resolving

29 AL Shawi, n. 15.



a dispute on which there is a bilateral recognition of

each others sensitivities.

As the most affected country by EECs trade restric-
tive measures, Saudi Arabia has contested the Europeaﬁ
action within the framework of the 'Associative Diplomacy'
of the GCC-EEC Dial ogue ; Saudi Arabia-EEC relations;
OAPEC~-Eurcpean Conmission Negctiation Committeeaog
Arab-Furopean Chamber of Commerce31; and SABIC-APPE/
CEFIC exchanges. Irrespective of the fora at which
redress is sought, the Gulf side adopfed a defensive
strategy. Its essential camponent was_to protest the
trade restrictive measures, discaunt the 'exaggerated!
notion of competitiveness and provide assurances of
responsible market behaviour ;3 with the objective of
securing a consensus, sympathetic to its stance.

Though appearing infléxible in its demand for tariff
removal, the Arab side acquiesced successively to EECs
proposals (small measures) yet remained incapable of
mak ing proposals of its own. The Ara side conceive

the negotiation sessions as a ‘learning process' for

30 OAPEC Bulletin, Press Release on High Level Meeting
of EC/CAPEC in Brussels, Januaxy 1986,

31 MEES, vol., 28, no. 10, 17 December, 1984,

32 MEED
MEES,

Spscial Report, May, 1986, pp. 24-29;
vcl., 31, no. 7, 23 November, 1987.
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the Europeans hoping that a consensus solution can be

reached after impaxrting the necessary awareness.33

On the other hand the EEC's strategy has been to
prolong the sessions; stalemate it with tough postures and
to.offer soothing 'damage limitation' concessions.34 This
strategy manifests in the strident invocation of GATT
provisions wifh scant regard for impending sessionsg of
the inter~-rsgional meetings.35 A prolonged negotiation
session thereby enables the restructuring process to
conplete its course. The hesitancy and ambivalence of
the Gulf side is executing the threat of retaliatory
trade restriétive measures against EEC's imports'confirmed
its weakness which the Euroﬁean side exploited to the
hilt., It substantiated the 'threat' value of Gulf
imports and the EEC adorned the image of a benefactor

in the negbtiations.

33 Interview with GCC Chief Negotiator Mr. Manun Al

Kurdi in Al Shargal Awasat reprinted in MEES, vol.
31, no. 7, 23 November, 1987.

34 When Saudi retaliatory action seemed imminent, the
EEC made a conmitment in a "confidential Agreement"
not to impose barriers on her products but vhen the
threat subsided the EEC breached the caonmitment,
See, MEES, vole. 29, no. 10, 16/12/1985; MEED, vol.
29, no. 51/52, 21 December, 1985, p. 34.

35 The Middle East, no. 131, September, 1985, p. 28;
European Chemical News, vol. 51, no., 1354, p. 6,
19/26 December, 1988,
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An adjunct to the Eurcpean strategy is its dilatory
tactic which extolls the complementaiity of their rela-
tionsaé, and saeesks to sanctify it in the broad framework

of a comprehensive cooperation agreement,

A conviction that negotiations will be protracted

37 While charges of political motives

permeates both sides.
exch anged on each others actions and attitudes, each
made aneliorative offers to the other.38 Concurrently
al ternate solutions are sought to underscore the primacy

of the irritants arising from the petrochemical dispute

in the interest of their aggregate relations.

The GCC producers relocated markets elsewhereag,
~and also enhanced the level of integration with the

global industry by making off-shore acquisitions in

37 Statements of EC Commissi oner for North-South
Relations and GCC Chief Negotiator reported in
MEED, vol, 29, no. 51/52, 21 December, 1985, pp. 35-36;
MEED, vol. 29, no. 27, 6 July, 1985, p. 2. Times
of Indig (New Delhi), 15 March, 1985.

38 See Saudi Gazette (Jeddah), 7 August, 1985; MEED,
vol. 29, no. 31, 3 August, 1985, p. 19; HMEED, val. 29,
no. 32, 10 August, 1985; MEES, vol. 28, no, 39,
8 July, 1985.

39 Sabic exports to China for example increased in
volume and value from 105,000 metric tons (% 15 millior
to 320,000 metric tons (% 43 million) in 1986 and
1987 respectivaly. See, 0il and Gas Journgl (Tulsa),
vol. 85, no. 50, 14 December, 1987, p. 20.. f
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marketing)technical firms etc.4U They also took initia-
tives of convening talks with the U.S. and Japan, whose
mul tinationals are joint-venture partners and are obliged

to market Gulf products in both markets.41

Apprehending Arab retaliatory action for its inter-
mittently induced stalemate, the Egropean side accelerated
technological restructuring process and canplemented it
by exploring other sources for primary fuels in enexrgy
and as petrochemical feedstock. The contract for Siberiaﬁ

gas symbolizes this trend.42

As the GCC producers integrated with the global
industry, the European Canmission in 1987 altered its
trade restrictive regime from the ceiling system to
quota system. With this change the European Commission
divested its member-country which seeks activation of
tariffs under the former system the onus of bearing GCC

retaliatory measures which appeared imminent.43 Though

40 Saudi Arabia acquired shares in Texaco's marketing
outfit as well as estalishing offshore marketing
services. See, MEES, vol. 31, no. 37, 20 June, 1988;
MEED, val. 32, no. 9, 27 February, 1983, p. 16;

MEES, vol. 28, no. 28, 22 April, 1985,

41 MEES, vol. 29, no. 3, 28 October, 198S5.
42 Forteen West European countries have contracted

for Siberian Gas. See, Internationsl Herald Tribune
(Hong Kong), 27 July, 1989, p. 9. v

43 Statement of GCC Chief Negotiator. See, MEES,
vol, 30, no. 10, 15 December, 1986, .



the GCC side appeared incapable of callective retaliatory
action, individual countries demonstrated the capacity

albeit indirectly.44

QUTCOME AND PROSPECTS OF THE DIAL OGUE

The cburse of the negotiations reveals the immense
clout which the Eurcpean petrochemical indus try has
which is wanting in its Gulf counterparts. The European
industry pressed its case at national and regional levels
recalling the role and achicvements of the sector and
‘dangers which free trade would wreak on the industry
and economnies of the region. The nascent GCC industry.
is immensely disadVant'aged on these counts. The
successful lobbies at the national levels forestalled

pro-GCC inclinations within European COmmission.45

The ratification of the first of the two-stage
cooperation pacts in 1988 epitomizes the European
preponderance in the negotiations as well as the pro-

tardiff lobby in the EEC region. The first pact canmits

44 Kuwait imposed tariffs on Lube o0il imports. See,
MEES, vol. 27, no. 46, 27 August, 1984; Saudi Arabia
clamped protective tariffs on cable imports and
enhanced tariffs elsewhere too. See also, The
Middle East, no. 125, March, 1985, p. 43; MEES,
vol. 28, no., 25, 1 April, 1985.

45 The EEC Commissioner for North-Sauth Relations
Mr. Claude Cheysson, an ardent supporter of free
trade had to succumb to pro-tariff lobby. MEES
vol. 31, no. 8, 30 November, 1987; MEED. vol. 29
no. 51/52, 21 December, 1985, pp. 34 and 36:  MEEs
vol. 28, no. 23, 18 March, 1985. o
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both sides to continue granting each other most favoured
nation status with a stand still (not a rall back as
demanded by the Arab side) on new tariffs and trade

restrictions.

GCC's hopes of a trade liberalization in the sector
may seem plausible in view of the commitment both sides
made for negotiztions on it in the second stage. However
such hopes appear misplaced as the European Council has

46

foreclosed it in an assurance t0 domestic producers.

46 European Chemical News, vol. 49, no., 1302, 30
November, 1987.




Chapter III

Evaluztion of the Negotiastions
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Chapter 1III

Technically the dispute in petrochemicals trade
between the GCC and the EEC derive from the ambiguities
and confradictions of the GATT provisions. The GATT
provides the framework in which most international trade
occurs as also the multilateral negotiations on trade-

rel ated disputes.

At its inception in 1944, it was envisaged that to
achieve the desired goal of GATT commercial polic;es of
participating countries should have four fundamental
principles : Non-discrimination, Liberalism, Stability
and Transparency. However the trend is that governments
have found discriminatory - bilatéral and multilateral -~
arrangements more attractive. One of such arrangements
relevant to thé present study is the General System of

Preferences (GSP).

The GSP aimed to encolrage industrialization in
the Third World by providing preferential treatment to
their exports. It consists of special customs arrangements
applied by industrialized countries to products originating
in the developing countries. Built upon the principle of |
preferential i.e. discriminatory treatment, the GSP
vicl ated the first article of‘GATT, the Most Favoured

Nation (MFN) principle.
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It is the invocation of tariffs undexr the GSP that
is the crux of the prcblem which this study has

addressed,

The GSP supposedly aims to encourage industrialization

in the Third World. And in 1979 an international organi-
zation identifies the petrochemical industry with ité
remarkable growth rate as the sector for accelerating
the process :

"Since the petrochemical industry processes

raw materials exported by developing coun-

tries and consumes large quantities of

energy it shauld be considersed as one of

the industries that will make essential

contribution to the achievement of the

Lima target®. (1)
It is observed that tariff schedules for petrochemical
imports to the EEC are least among basic 'petrochemical s-
products' which most GCC producers manufacture, and
are significantly higher on the intemmediate petro-
chemicals.2 The tariff structurse acts as a disincentive

for.GCC producers to move further downstream and appears

to restrict them to exporters of 'primary petrochemicals'.

1 United Nations Industrial Development GOrganization,
Report on the First Consul tation -Meeting on the
Petrochemical Industry (Hexico City), ID 227/1DWG.
291/9/REV 1, 22 March, 1979.

2 UNIDO, International Trade and the Marketing of
Petrochemicals (Geneva, 1985), PC 128.
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The restrictive measures applied by the EEC have
.affected trade and investment in GCC petrochemicals.’
The barriers have neither stopped imports nor obscured
the 'threat' fram the competitive GCC‘imports. Tariffs
have enhanced the cost to European importers of GCCs
basic petrochemicals. The cost increases are transferred
'to finished products some of which are exported to the
GCC region. Consequently tariffs have worsened the

balahce of trade in petrochemicals for the GCC coun~

tries.3

The protectionist mood in the EEC against Gulf
petrochemicals has created market ‘uncertainties, eroded
business confidence and frightened away potential
investors in the sector.4 For example, Saudi Arabia
is conpelled to seek alternative marketing avenues by
making offshors acquisitions in marketing firms to
buttress confidence in domestic investors. The case
study confirms popular view that the global exchange

regime in its present form is not geared towards

3 It ig revealed that the increase in trade sur-
pPluses enjoyed by the EEC is because the GGC
had to pay mors for imports while their exports
prices were depressed. See, European Chemical
News (Survey), vol. 52, no. 1356, 16 January, 1989,
P. 15.

4 See, The Middle East (London), no. 165, special
survey, July, 1988, pp. 47-50; Middle East Economic
Digegt, vol. 29, no. 47, 23 November, 1985, p. 8.
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absolute free trade.s It alsc upholds the findings of
an earlier study that trade barriers in the industrial
countries play an important role in retarding growth in.

developing country exports.

The installmental outcome of the GCC-EEC Dial ogue
provides a general framewcrk for cooperation but has
yet to resolve the petrochemical trade dispute. It

indicates the preponderance of the EEC in the negotiationsw

Both sides have expressed their objectives.
However, the desire for manoeuvrability prevents either
from canmitting itself to a position from which nego-
tiations éould procesed., It appears serious negotiations
have yet to start and the sessions of consul tations till
now have been a series of unproductive sparring as the

caonmitment to resnlution of the dispute still lacks.

Inputing a game theoritic analysis to the
app roaches of both sides it may be infesrred that the
European side has consistently viewed a commitment to

negotiations as a zero-sum game in which it is the

5 Diana Tussie, The Less Devel oped Countries and
the World Trading System (London, 1987), p. 39.

6 The 'Haberler Repoit' sponscred by GATT documented
this findings., E&Excerpted in Tracy #HMurray, Trade
Preferences for Developing Countries (London, 1977),

p. 10.
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benefactor. Whereas the Arab side envisages bilateral
benefits in a positive-sum approach. The assymetry in

approach results in the stalemate.

FINDINGS AND OBSERVATION

In evaluating the negotiationé from the pay-offs
received and date of settlement it appears the Arab
side has not sufficiently exploited its bargaining
leverage for want of collective actioﬁ. A consensus
would have enhancced their bargaining leverage. It has
been incapable of such action because of the different
perceptions within its member-count ries and between
majber-country and the GCC Secretariat.7 The efficacy
of employing countervailing i.e. r=taliatory tariff has
been one such driviﬁg-wedge. The inkerent weakness of
the GCC, and the failure to execute the publicised
threat - preferring persuasion to confrontation -

discredits the threat.

Another significant leverage unused 1is the over
twenty billion dollar annual commercial exchange between

the two regions., It is observed that no trade diversion

7 See, MEED, vol. 29, no. 47, 23 November, 1985,
MEES, vol. 28, no. 44, 12/8/85; Saudi Gazette
{Jeddah), 7 August, 1985, The Middle Egst, no. 135,
January, 1986, p. 26; MEES, val. 30, no. 10,
15 December, 1986,
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initiatives have been taken and no GCC country has made
effortsvtowards diverting their huge investments from

the EEC region., The deficit balance of trade between

the two fegions in petrochenicals provides ample justifi-
cation for collectively sed<ing a redress but remains

unexpl‘oited.8

The presence of a pro-free trade lobby including
consumers of cheap GCC petrochemicals in the CEC has yet

to be fully harnessed.

Lastly, the GCC failed to exploit the concession
granted by the European Canmission to the USA on the
dispute on grain trade. In this case the European
Canmission lowered tariffs on certain chemicals imported
from the US to compensate for reduced grain trade
consequent to the accessiﬁn of Spain and. Portugal to
the Conmunity. Significantly this concession was handed
at a time when talks at the political level between

the GCC and EEC tauched on free trade.9

8 It is estimated that the EEC surplus in chemical
trade of about Ecu 1.3 billion and Ecu 1.26 billion
in 1986 and 1987 respectively. Eurspean Chemical
News, vol. 52, no. 1356, 16/1/1989, p. 15. Mr.
Zamil cl aims that thers are 140 major Eurcpean
manufactursers using Saudi Methanol. See, MEES,
val., 27, no. 51, 1 October, 1984.

[m]

9 Eurcpean Chemicgl News, Chemscope, April, 1907,4
p. 3.
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The GCC is alsc constrained on other fronts as
well. The intense naturs of the linkages of the GCC
econonies with the devel oped market economies especially
the EEC which 1s indicated in their technological
dependence, high trade volumes, high level of investments
in the EEC, etc. make them susceptible to Eurcpean
blackmail if retaliatory measures deeméd.hostile were

applied.

There is an assymetry in the perception and
approaches to the dispute. The Eurcpean petrochemical
producers viewed the dispute in regional tems while |
their GCC counterparts viewed it in narrower intra-
sectoral dispﬁte. However fhe GCC countries /secretariat
are compelled to contest Eurcpean actions eon different
turfs; at the intra-~-sectoral level (the State owned
Gulf units faced the combined onslaught of European
petrochemical producers and petrochemical labour
associations)10; national governments; and within the
framework of the Associative Diplaonacy. It appears
that this is an unequal contest between the nascent GCC

secretariat and the older Eurcpean Conmission.

10 Petrochemicals industry is state-run in the GCC,
moreover there are no organized labour outfits
so the contest and exchanges appear to be paliticall:
tainted. ‘
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Till 1985, only Kuwait of the GCC countries was
a signatory to the GATT. Saudi Arabia applied for

11

observer status only in 1985. Though Saudi Arabia

could demand GSP allotment as a developing country it
is constrained if the EEC were to assert its non-

reclprocal obligations.1

The European side had no sense of vulnerability
and urgency for reaching an accommodation whereas the
immediacy of a market for the GCC products buttressed
by the perception of a long drawn negotiations did not
afford putting their eggs in one basket.13 The alter-
native of laocating markets elsewhere has underscored
the primacy of the negotiations and made the EECs
position appear more intrasigent. The stalemate in
the negotiations and the al ternatives worked out on
both sides did not obscure their mutual dependence but

underlines the assymetry in dependence.

It appears that the potential bargaining leverages

of the GCC countries constitute a source of weakness

11 MEED, vol. 29, no. 25, June 1985, p. 32.

12 Under the unilzterally imposed obligationm of the

EEC to developing countries who are signatories

to GATT and Lone Convention, their exports earnings
from their raw materials will reach a specified
minimum level during a five year period.

13 MEES, vol. 29, no. 8, 2 December, 1985.



because of the extraverted nature of their economies,.
The successful recycling of surplus petrodollars in the
last decade to several of the EEC countries integrated
the GCC to the market economies. Theilr capacity to
adopt militant assertive postures in this nejotiation

are consequently blunted.

EMPERICAL EVIDEMNCES AMD HYPOTHESES

Politically the GCC is inspired by the integration
model of the EEC and has essentially maintained a pro-
West outlock in interﬁational'affairs. With 16¢% of
worlds natural gas reserves and 52% of wcrld oil reserves,
the GCC acquires  a strategic importance for tHe EEC.

The volume of trade between the two regions makes the
EEC the foremost economic partner of the GCC and vice-
versa. Both regions display a high level of hanogenity,
attach great importance to the stability of their
respective regional systems and both pursue the same
kind of iegional aggregation. This interdependent

nature of their relations has an ih-built clout which

the GCC could exploit. 1t is the failure to realize

and utilize this mutuality of interests that enhances

the assymetry in the negotiations. Nevertheless this.

interdependent nature of their relations 1is sought to



be consolidated with the proposed two-stage pact. As
the pact envisages a frémewoﬁ< of cooperation and
resoclution of conflic ting issues, our first hypothesis

is validated.

The GCC petrochemicals sector is highly extérnalised.
It lacks indigeneous operating and ancilliar; logistics
and is dependent on the global sector for technology,
marketing, shipping, distribution etc. Almost all the
operating units have been built with foreign participeation.
Joint ventures with established producers appears to
solve the problems of market entryv. This makes the GCC
producers depehdent on foreign partners for markzting.
The benefits of marketing arrangements incorporated
into joint ventures do not bring full advantage to the

GCC countries.

GCC units are mostly geared towards production
of basic petrochemicals. Their joint venture partners
being established producers i.e. vertically and horizen-
tally integrated companies, take advantage of the
marketing arrangements to earn profits through transfer-

incomese.

The logic of tariff imposition on GCC petrochenicals

is that they are low-cost and have a capacity to
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distort ‘'order' in the Cammon Market. The maxrket

p;ice established by the high cost domeétic producers
are set at a level where adequate profits are realized

to operate their plants. The effect of this has been
that it restricts growth of demand and sl ows down the
‘rationalization Process in Eurcpe. Theresfore by charging
established producers (vertically integrated joint
venturs partners) with marketing their plants' output,
the GCC preoducers are severely limiting their ability

to compete using their low cost competitive advantage.

To assume full advantage.ﬂf their competitive products,
independent marketing or acquisiticns and founding of
offshore markéting fims will realise this. Kuwaiti

off shore investments at every stage of the pyramidic-
structure of vertically integrated fims and the resultant
minimal dimpact of the EEC trade restrictive measures

confirm our sscond hypothesis.

The bargaining léverage of the GCC is prascribed
by the techno-feedstock base of their petrecchemical units.
Most of the units presentiy operating are based on
aSSociated'gas-producéd with o0il. 0il is used
(currently on the decline) to power petrochemical
plants in the EEC., Lower oil Prices.cut operating
costs and enables high cost Europzan units tc be

competitive again.



It has been indicated that the Eurcpean petrochemical
industry is seeking other sources for its primary
fuels to facilitate the technological restructuring
i.e. feedstock substitution and, intra-fuel substitution
for energy. This trend erodes the effective leverage
an oil embargo the GCC countries may apply. The decline
in EECs oil needs (from the GCC) has inhibited the GCCs

leverage and substantiates our third hypothesis.

The EECs trade restrictive measures have not
impacted all the GCC producers equally. This is because
of the different national strategies pursued in developing
the sector. Kuwaiti products do not encounter as much
hostility in the common market as Saudi's because their
domestic ambitions are of unequal size. Moreover,

Kuwait has fully integrated its units with the global
industry making investments at every level of control
and operations. Consequently its interests are more

global while Saudi Arabia's appear more parochial.

Kuwaiti offshore acquisitions ~ of petrochemical
units in Europe - prompted partly in reducing problems
of selling oil on a non-integratea basis especially
those in need of restructuring complicates the restructuiing

( especially geographical) process.
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The divergence of GCC member—countries interests
inhibits the crystallization of collective stance in
the negotiations and gives credence to our fourth

hypothesis.

The weakness imposed by uncoordinated and uninte-
grated devel opment of the petroéhemical sector in the
GCC region appears to have-CaUSEd capacity underutil i-
zation.12 The dependent nature of the GCC petrochemical
sector and the protectionist moéd in the developed mark ot
econocmies of the EEC and elsewhere call for cooperation
and coordination among GCC countries, This will
facilitate country specialization, create a ccmmon
market, vertically and hoerizontally integrated regieonzal
sector and also boost regional trade which is currently

restricted.13

It would also enable the GCC countries to overcome
obstacles before their petrochemicals thereby increasing
their negotiating capzcity as our fifth hypothesis

suggests,

12 The Middle Eagst, April, 1988, p. 9.

13 According to a local magazine ASWAQ AL KHALEEJ
Saudi imports from other GCC countries is less than
2% of its total imports. Those of Kuwait 1, 7%,
Jatar 3.05% and the UAE 6.69%. Excerpted in GPEC
Bulletin {(Vienna), Maxch, 1988,
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The incentives for establishing a petrochemical
industry in the developing countries include import-
substitution, export-earnings, industrial growth, food
prcduction, health progranmes etc. As the petrochenical
industry involves huge capital outlays which the private
sector in the devel oping countries cannot mobilize,
national governments give full backing to the industrxy.
This adds guarantee to the cooperation commitments of

these devel oping countries.

Cooperation among the developing countries in
the petrochenical sector thrcugh‘joint ventures will
be in their interest and of the devel oped ccuntfies_alsa.
It will restrict infloQ of products into the EEC
thereby mitigating the glut and help stimulate the

economies of all concerned.

With the substantial growth rate of demand in
the developing countries, South-South cooperation holds
pranise of alleviating the prcblems encounterad by the

GCC products in the Europ=an common market.

EVIZWING ASSOCIATIVE DIPL BHACY

r—

In conclusion an observation needs to be made
about 'Associative Diplonacy'! carried out between

regional institutions., As observed elsewhere,
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Associative Diplomacy secures bilateral gains which are
transferred into multilateral benefits for the constituent
count:fies.14 In the case study it appears the inter-
national bureaucracy have secured gains with the

signing of the first cooperation agreement. These
bilzteral gains have not been transferred into multi-
lateral benefits as the prolonged impasse has canpelled
both sides to seek alternative avenues (outside the

franewcrk) to reap benefits.

It is an unequal contest between two regional
institutions and the Associative Diplohacy served to
emphasize their bil aterzl dependence not to redress
assymetry in depenzence but to preserve the economic

hegemony of the EEC countries.

14 Saleh A. Al Mani and Salah Al Shirkly, The
Euro-Arab Dialogue : A Study in Associative
Diplonacy (London, 1983), p. 136.
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Summary And Conclusion



Chapter 1V

Over the past two decades the equity base of the

- contemporary international econanic order has been
contested along a geopolitical North-South divide., Its
endogamous bias manifests most in the increasing concen-
tration of world trade in the developed market econamies
sinece the 1950%s, The structurse of trade among the

devel oped countries indicates the interdependent nature
of their economies while their trade relations with the
developing countries emphasize the dependenéy of the
lattér.1 The oligopolistic structure 6? pProduc tion

and exchange in major world sectors has concentrated
market power reflected in trade concentration within

the devel oped market econanies.2 The preceding chapters
illustrate at a micro-level the bias against the developing

cecuntries in the world market for manufactures,

Thg restricted share of the devel oping countries

in world manufacturss trade is due toc the combined effect

1 Exchange -anong developzsd countries arises more as
an extension of intra-industry trade between countries
at a simil ar stage of eccnomic development whereas
trade with the developing countries are largely based
on inter-industry specialization.

2 As revealed elsewhere in this study, the UECD coun-
tries accounted for 87.2% of global petrochemical
production and 91.9% of exports in 1985.



80

of concentrated market power in oligopolistic firms - and

the trade restrictive practices of the devel oped mark et

economies.

The market pOWBf wellded by these oligopolistic
transnational corporations (TNCs) derive from their control
over investment capital, possession of proprietary techno-
logy, their organizational étructure and corporate

strategies.

The role of TNCs as exporters of investment capital
was assigned at Bretton Woods. Post war econonic rrcons-
truction enabled compztitive firms (especially US fimms)
to service their forzign markets through local production
than exports.3 This led to a centralized control by
TNCs over key sectofs of global industry. Through
licensing of technology té affiliates an oligopolistic/
monopolistic technology market was created. Licensing
introduced barriars’for new entrants into the technology
market ard téchnology ﬁompetitive industries. The

control over modern technology by the TNCs has transformed

3 Although post war multilateral negctiations scught
to promote liberalization, yet a shortage of foreign
currency led to import controls in many countries.
The desire of many countries to build up indigen ous
manufacturing capabilities enabled the US firms to
service these markets thrcugh direct investment.
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the sequence of innovation in produqtion and successful
export trade.4 .Such companies determine the terms and
condit ions of transfer of technology'between countries

in the global economy. The nature of technology transfer
is linked with the level of equity participation which
varies with the inducement offered by the host country
for foreign‘direct investment i.e. whether it is for
rationalized production, import substitution or export

promotion,

Through their operations as conglonerates and joint
ventures, TNCs increase their leverage and bargaining
power vis-a-vis developing countries and detemmine the

market structures faced by exporting countries,

The development strategies of most developing
countries is intimately linked with the structure of
their external trade. They wexre not able to produce
the type of goods in which trade was increasing fastest

i.e. manufactures espescially high technology products.

4 It is observed that over half of th= top 200
canpanies accounting for a third of global GDP in
1982 were based in five countries. Eighty-Tive
per cent of the worlds research and development is
undertaken in the s ane five countries (USA, UK,
West Germany, France and Japan). See, Stuart
Halland, The Global Economy: from Meso to Maczro
Econonies (London, 1987), p. 261.
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Import substitution and export promotion became
mechanisms for offsefting their technology lag and for
attracting investment capital from abroad. Both strategies
increased foreign economic penetration. Joint ventures
between TNCs and developing countries have required active
involvement of the State in the way of subsidies, tax
exemptions etec. Such high-cost facilities could not
easily become export-oriented. Where exports are
- feasible based on advantages in factor endowments,
marketing is effected through joint venture partners.5
Suéh export prdducts were those against which trade

restrictive measures in the industrialized countries

where the main markets existed was highest.6 For example,

5 As international traders, these TNCs influence price
formation in international markests as well as prices
received by national producers. Joint venturcs between
developing countries and TNCs create strengths for
the latter by offering salvation for fims within
mature industries as petrochenicals. It preempts
newer entrants from autonomous integration to become
competitors and blunt their ability to retaliate
through expansion of their domain., See, Kathryn
Rudie Harrigan, "Joint Venturzs and Global Strate-~
gies", Columbig Journgl of World Business (New York),
vol. 19, no. 2, p. 10.

6 Val ue~added downstrean activities of the TNCs located
in the developed countries (outside primary products
producing areas) create captive markets and earn them
transfer-incomes by way of intra-firm trade. Besides
when devel oping countries have been able to circumvent
the circuit of TNCs restrictions are imposed on their
conpetitive products in industrialized countries througl
such mechanisms as 'orderly marketing arrangements',
'fair trade', voluntary production/export restraints.
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the value of petrochemical exports from the devel oping

7

countries to the EEC was $ 3,822 million in 1980. of

the total exports, only $ 24 mill ion dollar worth of
pefrochemicals entered the Cammon Market under the GSP

as indicated by Table 4.1. It is ‘estimated that el imi-
nation of tariff measures under the GSP would enhance
their exports to the EEC by a margin of % 351 million.

It is thus obvious that developing countries have little
scope to expand exports to the developed countries simply

by obtaining a larger share of the market through

competition.

Mul tilateral intervgntion to redress the prevailing
imbalances of the contempbrary economic orderlholds little
prospects fcr devel oping countries as our case study
reveals. The strategy of ‘'differentiation! ana
'selectivity' adopted by the EEC in global negotiations
all through the 1970's were also successfully applied
in the current negotiations. Both were tactics in
segmented appeasement to undermine Southern i.e.

GCC solidarity.

7 UNIDO, Tariff and Non-Tariff Meagsures in the
World Trade of Petrochemicals Products (Geneva,
1985), I3 573.




TABLE 4ol

ESTIMATES OF TRADE EFFECTS FROM THE REMOVAL OF POST: «~TOKYO
ROUND TRADE BARRIER (VALUES IN 1980 US DOLLARS)

Irnde creation (rom romoval of:
THAPORT I NG MARKE | Trade diversion a_/ Nut trade expansion
Taritts Nils b_/
Developed Doveloping All trading NDevatoped Deve toping Dnvulnnad Develnping
conntries counLries partners c¢_/ countrics counLrios countries countrios
furopean fconomic .

Community o_/ 542 351 WA + 24 - 24 rl 327
Unitey States 290 11 91 + 2 -2 L2 9
Japan 193 52 n, o, + 3 -3 196 49

101AL 1 065 iy 222 + 29 - 29 1315 385
/

Source: UNCIAD Data Base on lrade Msasures

Notes: The results are computed using the UNCTAD Trade Policy Simulntion Model (sue Appondix 1).
ingdicates non-preference-receiving countrias; 'developing couintries' are
a_/ lrade diversion: potential gains to non-preference-receciving countries and potential losses tu prefurence=-receiving
countries. Refers only to elimination of tarift preferences under the GSP. Informtion on the differuntial incidences
of NI1B8s in ad valorem terms on developed and developing countries is not available, '

'Devetopud countrios'
squivaient to preferencu~roeceivifng countrios,

b./ Trade created by the removal of N1Bs is under-estimsted as

it has not been possible t0 compute ad vaiorem
equivailents for all products and for all countries,

€./ The estimates are also based on computing the sverage price disadvantages in the importing country against world
supplies ns 8 whoie (although thore would normally be variations in the price disadvantages agalinst ditffaront sources).
Accordingly, results are not shown for developed and developing countries. Howover, an inspuction ot the NIM coverage in
the UNCTAD Dats Base suggosts that developed countries would be the main beneficiaries of NTB removal. Accordingly in the
cotumns on net trade expansion, the whole gain from NIB removal has been attributed to the developed countries.

d_/ Relates only to external trade of the EEC, and not trade among members of the EEC,

Source : UNIDO , Tarrif and Non-Tarrif Measures in the World
Trade of Petrochemical Products, (@eneval983)p. 12




The disparate and conflicting interests of the GCC
countries arising from uncoordinated regional development
of the sector has militated against the concretisation
of negotiable issues and positions. The resultant stale-~
mate provides the EEC the opportunity to offer 'danage-
limitation' concessions which arec small measures.
Moreover the developing countries including the GCC
countries were Qulnerable to external pressures because
of the structural linkage of the economies with the global
economy.9 The weakness arising from the vulnerability
makes acquiescence toc the 'damage limitation' measurss

inevitable.,

Collective bargaining has accrued limited benefits

for developing countries for other reasons too viz.:

The developing countries have been too obsessed
with external ties in redressing the present imbalances.
It appears much of their declining share of world trade

and marginalisation arose due to the inter-industry nature

8 The concession given to Saudi Arabia may be viewed
in this regard. See, Chapter II of this study and
also MEES, vel. 29, no. 10, 16 Decenber, 1985,
MZED, vol. 29, no. 51/52, 21 Decerber, 1985, p. 34.

9 About one-~forth of the developing countries GDP is
realized on the world market. See, Ernest Obminsky,
Devel oping Countries: Theory and Practice of Mul ti-
lat$ral Economic Dipl omacy (New Delhi, 1987),
p' ?
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of their exchange. The absence of sectoral linkages in
most devel oping countries enhance inter-industry
transfers and consequently upgrades their dependence

on external markets.

The developing ccuntries' demands have been too
self;céntred. As real interests of the North were
threatened by their demands, the tactics of persuasion
(imperative since counter-veiling power was absent) was
not complemented by provision of trade-offs between

issues.

Problems of individual commodity exports -.
wherever, they were ameliorated by specific mul tilateral
action or otherwise, were soon undermined because of
the lack of concurrent action on their substitutes.10
The invérsion of the effective order of policy making
complicates the negotiating strategies of the gfoup and

makes the implementation of issues agreed dif‘ficult.11

10 It has been argued elsewhere in the case study
that geographical restructuring of the petrochemical
industry should be augmented by restraints on off-
shore acquisitions of naphtha~based units by GCC,
see, Chapter III.

11 The intemationagl bureaucracy under the aegis of
the regional institutions who carry out these nego-
tiations have institutional interests to protect at
home and are therefore not competent to satisfy a
composite constituency. Moreover its power to
establish positions that conflicted with national
interests are limited. This is amply revealed by
the positions of Claude Cheysson the EC Commissioner
for North-South Dialogue. Refer to footnote 45
of Chapter II of thig s tudy.
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It is noted that Southern positions tend to be created
fron top down than bottom up i.e. by diplamats and inter-
national bureaucrats rather thén Ministers and experts

from host governments.12

To al ter the power assymetries of the present
order necessitates a redressal of the uneven dependence
of the two blocs on their inter-regional economic exchange.
Intra trade of the OECD amounts tc 70% of total commérce
of its meﬁbers while developing countries took only 22.5%
of their own exports. As most of the exports of devel oping
countries are carried out by TNCs certain power advantagés
are conferred. This anomally can be rectified to the
extent that deVeloping countries reduce their production
and-exchaﬁge with devel oped world throwh increased

South~South exchange.13

In conclusion it may be inferred that the pursuit
of industrialization in developing countries is defined

by the present gl obal industrial strw ture. The facade

12 Rabert Rothsetin, "Is the North-South Dial ogue
Worth Saving", Third World Quarterlv (London)
val. 6, no. 1, January, 1984, p. 169.

13 Our case study has revealed that with the relocation
of markets for GCC petrochemicals in devel oping
countries especially in the Far East, the perimqly
of the EEC market as well irritants arising from
the trade restrictive mzasures have been under-
minEdo
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of autonomous industriglization conceived in the purchase
of plant, technology etc. is undermined by the nature of

the market.

The North-South Dial ogue presumed by devel oping
countries as an avenue for redressing the imbalances,
hinges excessively on externalties. Much effort has.not
been geared towards internal re-structuring of the
devel oping countries econocmnies to promote sectoral
linkages. An internalized development process bestows
certain power which can be employed to change the curient
extemal power imbalance. The North-South Dial ogue
cannot fulfil all the aspirations of the developing'countries
as there are limits beyond which changes can be

effected.
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