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P R E f A C E 

The mechanisms of intem ational economic relations 

i.e. Trade, Investment, Aid and r1igration, have been 

increasingly mirro\1ed in equity. The rationale for and 

against the global exchange regime has been a persistent 

point of disagreement in multilateral negotiations. 

Consequently the impasse that followed has facilitated 

the crystallization of the North-South dich atony and 

spurred academic inters st. 

It appears that most of the studies on North-South 

relations have been at a macra-level. The present study 

makes a departure by exar.1ining a specific trade dispute 

nevertheless, it conplements the existing literature on 

N orth-S out h relations. 

The GCC-EEC Dialogue on petroche:;,icals is a micro 

study of the bargaining potential and constraints of a 

regional ·colla ctivity from the developing world in 

negoti'ating with a regional grouping of the developed 

1rJOrld in the given fra.11ework of North-South relations. 
' 

The trade dispute under focus is significant as an ageing 

industry in the EEC has sought end 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 to~ith in the 

fram e\·JO rk of regi anal ass a: iations. 

This study is a humble effort at understanding the 

process of negotiation between tt..,~o regions with .distinct 

pov·Jer as syme tries at inter-reg i en al lsv els and with 

different levels of cohesion at intra-regional level. 

1'1oreover as the two regional groupings are at different 

stages of development we seek to make an appraisal of the 

negotiations 1r1ithin an industrial structure where a regional 

grouping of the developing 1rJorld is seeking vertical 

integration at the global level. 

This study is pre"Tlis ed on the assumption that 

there are power assymetries in the negotiations. 

The study provides ev.idences· that the bargaining 

POt•Jer of the GCC in the negotiations is determined by 
at aggregate level 

the mutuality of interests between the tt<JO regions; the 
A 

pl <I: emen t of the Gulf pet roc hemic al industry in the vJo rld 

industrial structure; the technological restructuring 

with regard to the feedstock situation; the level of 
the 

cohesion t<Jithin the GCC; and extent to '-'Jhich GCC count :des 
). 

re-1 ocate markets in the developing countries. 

f·luch of the literature survey has been based on 

s e c on d a ry s au r c es • In our analysis, we have inducted 
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the findmgs of earlier studies. The study is classified 

under four headings. 

In the first chapter \o'Je unravel the dynamics of the 

global petrochemical industry and survey the challenges 

confronted by the nascent GCC sector in a mature product 

marl<et dominated by inte:rnational oligopolists. 

Chapter two is an illustration of how these challenges 

are confronted by the GCC countries \..Jithin the fra-:1ewcrk 

of inter-regional Associative DiplQnacy. VJe seek to 

establish the linkage betvJeen the approaches of two 

regions and the outcome of the Dialogue. 

In chapter three an evaluation of the strategies 

of both groups is attempted. We co;rroborate evidences 

available with our hypotheses. 

Chapter four is a synthesis of the last three 

chapters. In conclusion \oJe contend the efficacy of 

multilateral negotiations in redressing .imbalances in 

the c on t em po ra ry wor 1 d e c c n Qn i c order. 
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The Gulf Petrochemicals in t.Jorld 
Petrochemicals Market: From 

Conflict to Call abo;r\:ltion 
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Chapter I .. 

The broad range of chemical products derived from 

petroleum and natural gas are termed petrochemicals. The 

petrochanical sector is the most rapidly expanding of the 

three hydrocarbon-based industries (others are oil refining 

and gas processing) with annual growth rates of between 

10-15% for the period 1960-1970 1 , and 3-6% for the period 

1975-1985 in the developed market econanies where it is 

cone ent rated. 2 

Of the \oJOrld 1 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 for approximately 55 to 65% of all chemicals 

trade which indicates a value of between ~ 10,997,056 

million and $ 12,996,521 million in 1983. 3 

It is noted that few industries have developed as 

rapidly and produced so broad a range of new products as 

the petrochemical industry. The reasons for this are 

1 United Nati ens Institute for Training and Research 
(UNITAR),. The International Transfer of Technology 
in the Establishment of the Petrochemical Industry, 
UNITAR Research Reports, no. 12, 1971, p. 3. 

2 European Chemica1 News (Surrey), vel. 47, no. 1255, 
15 December, 1986,.. p. 18. 

3 United Nations Industrial Development Organization 
(UNIDO), (Vienna), International Trade and the 
~rketing of Petrochemicals, PC 128, 1985, p. 4. 



attributed to the fact that petrochemistry makes optimal 

use of hitherto useless by-products of oil and gas, and 

that chemical products. therefran are obtained in gre' ater 

quantity and improved quality than those from conventional 

.4 
sources. 

The petrochemical industry is peculiar with its 

clearly demarcated prodt.etion chains and processes. 

Consequently it is difficult to have a simple classification 

for the broad range of products. However three broad 

categories are used to identify products namely • Basic I 
Intexmediate and Final products. The main basic. petroc~enic, 
are the Olefins, Aranatics and Methanol. 

There are various ways of processing petroleum and 
... 

natural gas to the basic petrochemicals. Two main. processes 

used in production are the steam-cracking of naphtha for 

the o.lefins Sld catalytic refonning for the aranatics. 

A third process of steam-J:B forming is used to synthesize 

ammonia and methanal (see figure 1.1). The products 

constitute the 'building blocks' from which final products 

are made. Ethylene and propylene dominate the production 

chains - fran basic to final - as the main inputs in 

4 UNIDO, The Petrochemical Industry: Perspectm 
for Industrial. Development in the Second UN Develop'1!J!!i 
Dec ad e, I D 1 0 6 , 1 9 7 3 , p. 1 • 
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making pla sties; aran atics in the production of synthetic 

fibres; butadiene and benzene in rubber production and 

methanol converted into formal hyde in the manufacture 

of adhesives5 (Figure 1.2}. 

A predaninant proportion of petrochemical products 

is converted into Intermediates in the production of 

plastics, synthetic rubber, synthetic fibres, fertilizers, 

detergents and pesticides. The production of these 

materials has wi'tnessed a rapid inc:rease from 3 million 

tonnes in 1950 to over 70 million tonnes by 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 etc. For all its potential in 

sourcing chemical canpounds, the petrochemical. route 

may not always be the most ecQ'lomically efficient. 

More than the presence of abundant raw materials, it is 

5 UNIDO, World Demand for Petrochemicals and the 
Arab· Petrochemicals Industr'l{, 1984, IS 480, p. 3. 

6 Fayad Merwan and f•1otanen Hona, Economia of the 
Pet roc hemic a1 In dustr'l{ (London, 19 8 6), p. -r." 

7 Over 90% of all organics are produced by the petro­
chemical route. See Merwan and Homa (London, 1986), 
p. 6. 
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the econanic viability that offers stimulus for developing 

the sector. Among key considerations for any petrochemical 

route to be feasible besides the feedstock situation, its 

cost including transportation charges, the orga"lization 

of the market, applicable taxes and tariffs, range of 

prcducts to be manufactured, relative efficiency of the 

chosen production process i.e. vis- a-vis the feedstock 

situation, energy costs etc. 

CHARACTE....B..!.STIC~Of THE PETR0CHG1ICAL 
INDUS Tflr 

All the different routes to petrochemicals .have 

several things in canmon. These special features affect 

the trade and investment patte ms in petrochemical sect or. 

Notable anong these are the followings: 

Capital l!Jten si v e 

The petrochemical industry is caPital-intensive 

using sophisticated automated equipments; only a few 

workers are needed for a large CJnount 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 UN I D O, n. 5 , p • 7 • 
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furtheDnore it is noted that both the initial 

investment costs of plants using different processes to 

make the Seflle chemical and at different locations differ 

significantly as indicated by Table 1.1. On ace aunt of 

the huge costs involved, fiDns and countries with access 

to abundant capital ... especially in the industrialized 

countries dominate production and trade in petrochemicals. 9 

Scale Intensive 

On account of the huge invesiment 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 m axke ts. It is estimated that to be justifiable a 

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

population of fifty million or more shoold exist to 

9 It is estimated that foreign exchange proportion of 
new petrochemical projects in the average developing 
country wlll be about 60% of tat al costs and ranges 
bet~rJeen 58-65% according to the level of development 
of the developing country. See, UNIDO/OPEC Fund 
{Vienna),· Opportunities . fouhe...S.stabl is hm en t of 
the Petrochemicca! Industry, IS 376, 16 March, 1973, 
p. 20. 

10 West German chemical industry has an export ratio 
of SO% and rates among one of the most export­
intensive according to a report by Commerzbank 
on Germ an Busm es s and Finane e, see, Intern at ion a! 
Herald Tribune (Hong Kong), July 19, 1988. 



TABLE 1..1. 

DISTALLED COST FOR PETROCHEMICAL PLANTS IN 1.980 Ill 
D1rFFE!Um' LOCATIONS 

""~----

Location US Gulf Coast Fedaal &public Japan Indonesia 
of Germany 

(Location factor) (1.00) (1.15) (0.90) (2.1) 

Product Capacity range Instal/ed cost lnstal/ed cost ·lnstalkd wst Installed cost 
1,000 tonne/year range range ransc ransc 

$/tonne/year S!tonndyear $1tlHnJc:_ucar 5/tonnc:vtar 

Ammonia 

from methane 300-590 277-313 318-360 ~49-- ~S2 281-657 

from naJ¥ttha 300-590 317-356 364-409 :::!85-320 665-747 

DMT 75-300 883-1,181 1,015-1.358 795-1.063 1,85-l- 2,480 

Ethyl benzene 250-780 77-112 88-129 69-101 1t>1- 235 

Ethylene-propylene• 225-680 611-802 703-922 550-722 1.28-l-1.68-l 

Ethylene-propylene-
butadiene-benzene' 225-680 787-1,025 905-1,179 708-923 1.65:;- 2,1 :;3 

Ethylene glycol 90-360 153-23-l 176-270 1:>7-211 321--192 

Ethylene oxide 67-270 701-1,006 806.1.157 1:>7- 905 H/2-2.112 

HOPE 50-200 478-6-lO 550-736 4:>1-576 1. 00-l- 1. ).j.j 

LOPE 50-200 692-1,000 796-1.150 t'23-900 1,-153-2.100 

LLDPE 50-200 461-634 530-729 415-571 %S-1,331 

8 

Mexico Qatar 

(1.25) (1.5) 

I r:>tallrd cost Installed cost 
ranse range 

$1/tltrnc 1yco:r $/tvnrzeiyear 

346-391 415-469 

396--H-l 475-533 

1,10-l -1.477 1.324-1,772 

96-I.JL1 115-168 

7tH-1,J02 917-1,202 

Us.t-l.~S2 I. 1 S 1 -1.538 

1'11-2''3 22Y- 352 
57(,-1.257 l.\152 -1.509 

598-&X1 718-960 

865-·1.250 1.038-1.500 
576-7~2 t'91-951 



f'rc>,(u(/ iPII 

CIIJ'II!"ity. 
Pr oduc.tion 
dt.sljntltt•'n 

tlwusa11ds of ---- -- --- ··--····-·- ·-·----~-

Ethykrw"' (by-pwdtrd ~ b.a~cd 
oct till' pt in• of thl• dw111ic.rl 

raw m.lll'ri;rl) 

Styrem.•4-

Polystyrene' 

ltllls!yt'tlr [I SStt,,r 

36 119 
102 108 
100 89 

tO (,()() 

20 ·15<1 
40 338 

50 150 
100 120 
150 100 

300 90 
451 77 

6 285 
20 170 
40 129 

12 275 
48 162 
96 116 

10 278 
40 181 
80 156 

•'f., 

100. () 

77.7 
6·1. (I 

If)( I () 

'/!dJ 
5ldl 

100.11 
HtJ.1 

(Ill.(, 

6()() 

5 f.( I 

100.0 
60.0 
46.0 

100.0 
58.9 
42.1 

100.0 
65,3 
56.3 

ll ss:t.,r 

·ln.O 
3H.O 

.3-1.0 

2 '\'1 II 
:!0.!.11 
17~ 0 

IJ.I.X 

~·o 1 
hll. l 
4'/.2 
·12.H 

290.0 
250.0 
239.0 

IHO.J 
l-1'1.6 
1-10.0 

215.0 
210.0 
202.0 

... 
!II 

lOt).() 

1{!.6 

7·1 () 

100.!1 

'"' ~; 
'l·l.4 

100.11 

'l·l I 
lt'J.'/ 
·I<J.H 
·15.1 

100.0 
H6.2 
82.4 

100.0 
tB.O 
77.H 

100.0 
H9.0 
Hu.O 

• Cakul.rlcd on the b.1•.is (I( documents produced at !Ill' Scvl·nth ['ctroll·um 
Congress of Arilb Countrit's held in MJrdt 1970 in Kuwait. 

t Study oi FccJsto(k JnJ Process in tlw l'ctrochcmicai Industry, lJNIDO, l%1), 

page 252. . 
t Studies in the Development of the l'lilslics lmluslril'S (United NJiions 

Publicillion, SJics No. E.69.li.B.25}, pp. 43-9. 

So.w:ee : 



10 

consume the products. 11 As not many countries with a 

developed petrochernical sector have a huge population, the 

external market becomes a crucial consideration • 

.tli:9ll.J!al ud e- added 

There is a high value-added in the manufacturing 

process. It is estimated that while oil was selling for 

a little less thefl 10 cents a pound, products derived 

from petrochemicals were selling for 24 to 66 cents per 

pound. 12 Another stuc:tv indicated that while a barrel 

of oil worth :iii 12 can p:roduce goods worth ~ 84 when 

converted into plastics such as propylen.e, and if other 

final products as polyester film or agricultural chemicals 

the value increases fifty to hundred times. 13 The 

potential of the sector becomes clearer if it is noted 

that between 1980 and 1983 only B% of total naptha 

used world wide was consumed in petrochemical production. 14 

11 UNIDO, c;urrenLWorld Situation_;hn Petrochemicals, 
IS/PC 126, 14 November, 19 85, p. 13. 

12 UNIDO, n. 5, p. 2. 

13 European 
1978, p~ 
Bedore, 
P• 76. 

Chemical News, 7 July, 1978, p. 6; July 21, 
24, reprinted in Louis Turrier and James 
Middle East Industri.W,ization (London, 1979), 

14 UNIDO, The Petrochemical Industry in Developing_ 
~untries.L..J:l;.eae,ects and Strategi~, no. 20, IS 572, 
24 October, 1985, p. 3. 



11 

The high .sale- value exceeding ~ 637 billions in the OECD 

countries in 1987, comotes indirectly a lucrative industry 

with significant rate of retum on investment. 15 This 

makes it difficult for established producers to wind-up 

operations in the face of canpetition instead preferring 

imp osition of res tri'ctions on new entrants, especially 

countries with abundant supply of cheap feedstock. 

Techno! ogv Elastic 

With i ts c om pl ex prod u c ti on chains and in ten s i v e 

technical and sophisticated inputs, the industry is 

technology-elastic. The different routes to final products 

also produce a wide variety of products and end-uses. 

When a choice exists among different routes the need to 

sell at competitive prices indicates the route with 

1 owes t operating costs. Suffixed to the techno! ogic al 

elasticity is a high rate of obsolescence. This is 

amply demonstrated with the introduction of low pressure 

process to make linear 1 ow density polyethylene. It 

seemed the initial focus of this developmmt '"''as 

cost-reduction for new resin plants, through lower 

operating costs, reduced capital and energy costs etc. 

Later it became apparent that the most significant aspect 

1 5 E c an on i" s t { L on d on ) , v ol. 3 0 8 , n a. 7 55 9 , 1 6 J ul y , 
19'ifa", p. 62. 
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of the new technology was the performance of the resin 

itself which was thirty per cent thim er. It is observed 

that the improved quality led to market switch to the new 

. 16 
res~n. 

Rase~ Intensive 

To weather the high rate of obsolescence research 

and development becomes a necessity to stay in business. 

C aunt ries a1 d fi J:m s with established technical and 

technological base alone can afford the costs and risks 

of investment th.at the sector entails. In the developed 

market econanies, the traditional petrochemical fil.'ITis 

have had to compete with 'swa:riners' - a wave of non-

traditional producers like oil majors and engineering 

firms - attracted by the buoyancy of the sector. \.Jithin 

the West European market where product cycles of certain 

commidities have attained maturity, canpetition tends 

to be geared not to~r1ards market share but process-design, 

product refinement, and feedstock substitution. This 

has ci:Bated a competitive market for technology which 

in turn has enabled countries without technical knbw-ho1r1 

16 .f:E:.d dl e East Econ,omic Survey ( Nicosia), v ol. 2 7, 
no. 34. 
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to venture into the petrochemical bus.iness. 17 

Intra-feed§tock Substituti~n 

The rapid rate of technological innovations has 

impacted the feedstock situation. Although alternative 

feedstocks, e.g., bionass, coal etc. are being developed 

to produce primary petrochemicals, hyd roc arb ens remain 

doninant. However, there is an increasing tendency 

towards intr&-feedst ock sub st i tut ion. Naphtha which is 

presently the main feedstock (outside North America) 

both for olefins and aromatics has witnessed a decline 

of i t s sh a re. It is projected that the global share of 

naphtha which was 54% in 1984 will drop to 48% in 19 89 

~d to 46% in 1994.1 8 
Other fuels ethane and methane 

will increase their shares. The steady decline in the 

s·hare of naphtha is linked with the escalation of oil 

price of the recent past. Naphtha price rise reinforced 

the conpetitive position of the gas-based American 

17 It is observed that engineering firms have contracted 
different forms of agreements for the construction 
of petrochemical plants outside the DECD region. 
t1ost of. these arrangements incorporate other forms 
of trade e.g. counter-trade, buy-back arrangen ents 
and other market disrupting practices. See, Louis 
Turner, "Petrochemicals", in Turner and f"lc Mullen 
ed., The Newly Industrializing Countries.:_Trade 
and Adjustment (Hampstead, 1982), p. 125. 

UNIDD, n. 11, p. 14. 



indus try whose exp arts rosa in the sec and half of 19 79 

and 1980. 19 

The rise in the price of f£1'3dstock propelled the 

development of the petroc hernic al sector in the hydro-

carbon- rich countries which hitherto had not developed 

1.4 

the sector more so with its high value-added potential. 

At the same time investments rose in petrochemical-

developed locations on account of capital-immigration 

20 from uncompetitive locations seeking greener pastures. 

A most significant effect of the feedstock price 

hike was the impact it made on the relative cost structure. 

Feedstock price which accounted for 46% of ethylene 

production cost in 1973 rose to 85% in 1980 in Europe. 21 

It appears the price of substitute feedstocks \-Jill in 

futu:r:e deteDnine the ~are of any feedstock. 

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

20 France's Celanese c11d Du Pout chose to open plants 
in U.S. to meet methan oJ. d~and and to focus on 
import/export. See, OPEC Bulletin (Vienna), 
November, 19 85. 

21 Guinet, n. 19, p. 7. 
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r"'igratory 

The hist.ory of the world's pet roc 1-emical. industry is 

replete with instances. of production mig rating fran one 

region to another in response to development of domestic 

production capabilities or to changes in cost structures. 

Decentralization of production to countries outside the 

DECD region in the late 1960's espa::ially into a few 

developing countries reflected changes in the world 

markets. The two oil-shocks' paved the way for a new 

type of I:B-location brought about by inves"tment designed 

to add-value to resource endowments, especially associated 

gas by transforming them into petrochemicals for exports. 

The sec and oil shock ace el erat ed prol if er ati on of this 

kind as it raised material costs over those of t:rans-

t t . 22 par a ~on. Table 1. 3 indicates this trend. It 

insured the viability of plants 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 deteJ:mination 

and capital could buy plants either on a turnkey basis 

or enter into joint ventures. An expert st'udy highlights 

-------------------
22 Hitherto 1 ocation of petrochemical units had been 

influenced greatly by proximity to market. 



GULF REGION : COMPARATIVE ADVANTAGE IN PETROCIDMICAL PRODUCTS 
(PRODUCTION COST ANALYSIS) ~980 

Methanol Ethylene Allllllonia 

(320,000 MTA from Natural Gas) (450,000 Ml'A from Ethane) 
USA GULF USA GULP 

Fuel/~IMBTU $ 4.00 $ 0.25 $ 4.00 $ 0.25 

Location Fac.tor 1.00 1. 25 1. 00 1. so 
Production Cost ~~/kg~ 

* Raw Materials 8.52 0.67 22.20 1. 59 

* Utilities 7.16 1. 14 9.98 1. 91 

* Other Direct Costs 0.55 0.98 2.97 4. 36 

* Overheads and Taxes 0.62 0.76 2.62 3.29 

* Depreciation 1.68 2.09 7.04 10.24 

18.53 5.64 38.64 20.73 

% Energl:: & Feedstock 74\ 16\ 64\ 8\ 

Sourc.e :H .. Dab-d~ and B .. Mo.h¥uddi.D. ,, Oil-Based and. HOJlr.Oll. Based 
ln.dustnal. De~el.o.llZJLen.t :in t.h8 Arab. G~ Reg;lop; {Doha: 
GOIC,l.982)p.ll.. Repr1 n.ted ina UNIOO._. Wor1d Demand !o.r 
Petro.ehemical.s and. Arab;; Petro.c.hem1..c.al Indust.q (Gen.e-val..: 
1980) p. 'l J . 

(430, ooo ~rrA fron1 Natural 
USA GULF 

$ 4.00 $ 0.25 

1. 00 1. 25 

7.60 0.58 

5.50 1. 63 

0.93 1. 27 

0.84 1. oo 
2.03 2.53 

16.90 7.07 

74\ 11\ 

Gas) 
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this trend thus: 

" ••• deals made during the period 1972-B 
names over 24 western Eurcpean companies 
entering sone fo:r:m of buy-back arrangan ent· 
with eastern Europe. Only a handful of 
these companies (Mitsuibishi Petroc!-emicals, 
Uhde/Hoeschst, Mitsui Dow Chemicals and 
Occidental Petroleum) can be properly des­
cribed as multinationals". (23) 

The recent migratory tJ:e nd is accentuated by the feed-

stock situation. European chemical industry which in 

1986 accounted for 57~~ of global trade24 , has thrived 

and developed onabundant cheap naphtha supply. In 

response to fluctuati ens in feedstock prices European 

chemical canpanies migrated to North America on account 

of the relatively cheap feedstock (methanol), situation 

there as well as the large size of the market. \tlith 

the added incentive of a cheaper dollar it is estimated 

that the value of European investments in U.S. chemical 

sector totalled S 25 billion in 1987. 25 This picture 

becanes clearer when compared with the total investments 

in the American Gulf Coast (t.Jhere 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 June, 
19 88. 

25 Econ ami st, n. 15, p. 62. 

26 International Herald Tribune, 19-20 March, 1988, 
PP• 11-13. 
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Dominance of Transnati~~ 

On account of econanies of scale a1 d 'econanies of 

scope• 27 , and the other variables which make the sector 

viable, transnational corporations (TNCs) have come to 

daninate several asPects of pJ:Oduction, distribution, 

marketing, warehousing, customer/technical services etc. 

In adherence to portfolio mCJlaganent principle which 

demands that firms should dispense investments over 

several activities to spread risks, these TNCs are 

mostly multi-product enterprises.
28 

In 1972 almost 

fifty per cent of the global oil ird ustry 1 s $ 23 bi.ili on 

of capital investments \-Jent into downstream operations 

- away fran refining to bulk chemicals- after refining 

operations held out 1 asses due to oil price hike. 
29 

In Europe Presently the top ten canpanies account for 

over fifty per cent of total chemical scales. 
30 

-----------------
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 finctlce management and banking. For e.g. 
British Petroleum formed BP Finance Internatimal 

29 

in 1985. as a major unit vJithin BP. This> it is 
presumed would enable it utilise the technical 
expertise in depth which bank lack. See, OPEC 
Bulletin, val. 19, no. 5, June/July, 1988,-p:-12. 

"Downstream 1,-Jithout a Paddle", 
284, 3 July, 1982, pp. 70-71. 

~nomist, val. 

30 Econanist, n. 15. 



However a significant part of their activities is accounted 

for by their internati anal operations. It is estimated 

that exports and sales of products manufactured by German 

subsidiaries abroad currently account for about twa-thirds 

of the group turnover of the three largest chemical 

f . 31 
~ rms. 

European petrochB7!ical producers tend to manufacture 

and sell goods in all four big western European markets -

West Germany, Britain, Italy and France. In Italy for 
' 

example 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. 

Resource Intensive 

The petrochemical industry is resOJrce-intensive. 

On account of the typical economies of the sector, 

production sequence and processes there is need for 

vertical integration bet~r;een upstream and downstream 

operations. 

To lay the foundations for any proposed downstreCill 

venture the development of infrastructures such as 

31 International Herald Tribune, n. 10. 
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refineries, pipelines, fertilizer plants, gas processing, 

po\ver plants, shipping etc. should preceed it. The 

clusters of these infrastructures overlap the main petra-

chemical production centres e.g. Benelux, Gulf Coast of 

USA, Jubail and Yanbu etc. In the development of infra-

structures, Saudi Arabia spent aver$ 125 billion by 

1985 of which Jub ail and Yanbu ace aunted for $ 16 

bill i ens. 32 

Energ~ Intensive 

All pet roc hemic al processes are energy intensive. 

The energy price fluctuations of the early 1970s made 

major petrochemical companies realise their vul ne rabl e 

position vis-a-vis their feedstock suppliers and their 

dependence on oil majors who then regarded themselves as 

' ' . 33 energy compan~es. They responded to the situation by 

integrating upstre crn to secure feed st ocl< supplies for 

their existing capacities and thereby reduced costs. 

The oil companies also found an opportunity to diversify 

away fran energy- by increasing their involvement in 

petrochemicals production. This was facilitated by their 

32 Petrochemicals is only a part of this inves-tment 
at Jubail and Yanbu ace ordi ng to H. E. Hish ern Naze r. 
For details see DAPEC Bull~in (Kuwait), May, 1987. 

33 The oil price rise prompted the energy companies 
to initiate a restructuring :reflected in intra 
fuel substitution. The oil majors diversified and 
acquired shares in coal conpanies, nuclear POvJer 
conpanies etc. 
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control over oil supplies end marketing; cash flow 

fol.lowmg oil price rises; their ability to develop and 

obtain under licence the required process technology and 

their marketing expertise. ~/hil e the oil con panies \.,ere 

h . t h . t. 34 h . d . res ap.1ng e~r opera ~ens , t ree oil pro uc~ ng coun-

tries- Kuwait, Saudi Arabia and Venezuela- \-Jere 

int eg rating and m cJ< in g plans on oil and gas and pet ro-

chenical sectors. This way the petrochemical industry 

unit energy consumption for the OECD region as a \.,hole 

fell on average by about 2% a year according to an expert 

study. 35 However marked variations existed within the 

region. It is revealed that one-third of the total 

basic ra~rJ materials, oil and gas, used in the petra-

chemical sector is used to supply the energy needed by 

the industry. 36 

St.§.ie Patronage 

The role of governments ·the world over have 

increasingly been conspicuous in fostering the development 

---------------------
34 \o/orld-wi de investments. of the 26 1 argest oil 

canpanies jumped from ~ 25 billion to $ 82 billion 
between 1972 and 1979. See, .t!SBlP Reports (Landen), 
val. 14, no. 120, January, 1984, pp. 12-17. 

35 Guinet, n. 19' p. 7. 

36 Ibid. DISS 
338.47661804 ' 

XX Er65 Gu ~s-
L !1 :I); ,lf/JI IIi ;IIJ/1/11/IIIll 

TH3069 
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and sustaining the g rOkJth of the pet roc hemic al sect or. 

In Western Europe, governments and supra-governmental 

bodies (EEC and CEfiC} 37, have identified themselves 

with the creation of a 'crisis cartel' to facilitate 

38 the current restructuring of the region's sector. 

In both the United States and Canada, the government 

policy of price controls on gas has provided unfair 

advantage to petrochemical producers over their West 

39 European counterparts. In Japan the Hinistry_of 

International Trade and Industry (Miti) has intervened 

to ensure the danestic sector synchronizes \'llith the 

dynamics ·of global restructuring of the industry. And 

in the planned econ ani es of the Ct~EA are a, as well as 

the developing countries the huge investment outlays 

involved and the strategic role envisioned for petra-

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, "Canpetition 
Policy in Recession: Crisis Cartels", OECD Obse~ 
(Paris ) , no. 11 4, January, 1 9 8 2, pp. 2 9- 31 • 

39 The conpetitive position of North American 
procil cers was reinforced as naphtha's price rose 
and this is markedly re fleeted by the sh ai'p rise 
in US's industry exports in the second half of 1979 
and 1980. 
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The cummul ative effect of the cha racteri sties of the 

pra:luction processes enumerated cb eve is the overt..thelming 

danination of the OECD countries in production, investment, 

d d . h . 40 an tra e ~n petroc em~cals. Trade concentration 

thereby overlaps the geographical production centres 

creating product grids as Tables 1.4 and f .5 show. Lately 

hov1ever the share of the OECD region in trade end 

production has experienced a decline for the different 

products on the aggregate. BetvJeen 1970 and 1981 the 

intra-trade of the OECD countries as revealed by Table 

I.S decreased from 73.5% to 71. 6%. At the s arne time 

their share of global production declined from 89.1% in 

19 75 to 87.2% in 1985 while imports remained relatively 

constant at 10.1~ and -69% for the same period. Exports 

however sho\..red a marginal decline from 93.6% in 1975 

to 91 • 9% in 19 85. 

The West European industry has been affected most 

by this decline. This is due to factors both internal 

and external to the regions in dust I:Y. Among t~e~e 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. 



Region 

Developed 
Na:::ket 
E con ani es 

Developing 
Countries 

Centrally 
Planned 
C:cononies 

P roduc ti on 

Table 1. 4 

5h.ues And Annucti Gro~1th Hutcs of P~troche1:~ical Prr·liuction 
By Relations (h.Jrcent(J']B) 

Imports Exports 
Sh. ~"! Gro-·1th ShJrP Growth Sh _.re ro··th 

1975 1960 1985 1975- 1980- 1975 1960 1985 1975- 1980-
1980 1985 

1975 1980 19BS 75- 1 990-

3.5 

7.3 

1980 1965 80 1 985 

87.3 07.2 5.6 3. 3 70.1 72.6 69.0 9.9 o.z 93.6 93.2 91.9 6.3 

5.3 2.6 23.4 21.5 25.3 7.3 4.5 2.7 

7.2 7.6 5.6 4.4 6.3 5.7 5.6 7.0 O.B 

Source: UNIDO, The Patroch!3Inical Indus try in Devel'oping Countries: 
.Prospects and Strategies IS 572, p. 17. 

3. 7 4.4 15.2 4.0 

3.0 3. 5 4. 5 3. 7 



J, Origin 

D ev eloped Harket 
Ec on any Countries 

Developing 
Countries l 

~ 

Table 1·5 

Trade FlDitJS in Petrocher.licals by Region 1970-1981 
Percentage Share 

--- ----
Destination Developed l/jarket Developing Socidlis t 

Ec on amy Countries Countries Countries of 
Eastern Europe 

----
19 70 73.5 19. 6 6.9 

1981 71 • 6 21.6 Cj • 8 

1970 43.0 45.9 11 • 1 

1 981 4 G. 1 48.9 5.0 

----
\·Jorl d 

100 

10 0 

100 

100 

--------------------------- -----------------

5 ou rce: United Nati~-·ns Canmodity Trade Statistics, Reprinted 
in UfHDC, fuill.....Qnd f•Jon- Tariff Heasures .~n the \tJ.9El£!_ 
Trade. of Petrochemicals Pro~iucts (prepared by the Ui'JCTAD 
Secreturiot for UfJIDO), 37/Is !:i73, 25 October, 1985. 
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of anticipated escalation of naphtha prices which impact 

costs. 41 Capital from the industry migrated from 

Europe to the North American industry and at the same 

time major petrochemical producers resisted attempts 

. d . . h E 42 by outsJ. ers to ~nvest J.n t e uropean sector. The 

ni atu ri ty of the market for many product lines and the 

continued operation of old plants using outdated processes 

and production technologies further increased costs which 

cOJld not be transferred to product prices. 43 

The availability of cheap and abundant naphtha 

as feedstock in European petrochemical industry since 

the.1950's and through the 1960's stimulated growth and 

exaggerated optimism that impelled t ra dit ion al produce xs 

to expand c~acity and also attracted new investors to 

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

41 An expert study indicates that 1:.Jest European industry 
lags behind their Japanese and U.S. counterparts 
on investment in 19 86. Europe invested ~ 12.9 
billions or 5.3% of sales compared with 5 16.2 billion 
or 7% of sal3s in U.s. and S 8 billion or 6. 6% of 
sales in Japefl. For more details see Report by 
Pankaj Chandarama Associates, cited in £Jdropean 
Chemical News, val. 50, no. 1328, 13 June, 1988, 
p. 18. 

42 ICI and BP/Shell Chemicals (UK) resisted a1d 
presSured the UK government not to allow DO\'J to 
build an ethane cracker - most desirable feedstock 
available- at Niggs Bay, Cronanty, See, European 
Che:ni8!.L_News, val. 34, no. 934, 21 April, 1980, 
p. 4. 

43 It was revealed that US productivity was t~'>Jice as 
high as the European average, European Chemical 
~. n. 40. 
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rose and surplus capacity was created. The effect of 

these influences were 1 ower g rawth rates, reduced capacity 

utilization, high costs, shrinking demand, reduced profit 

margins a1d aligopalized product markets. 

In response to the situation measures \AJere taken to 

counter both the internal and external influences. These 

responses conform to some extent with the adjustments 

taking place an a gl abal scale which is identified at 

three different but inter-related dimensions viz. 

0 . t . al T h . 1 G h · 44 
rgan~za 20n , ec n~ca and eaqrap ~cal. 

At the arg~izatianal level, the industry is being 

integrated vertically and horizontally through mergers, 

acquisitions and joint-ventures at national, regional and 

inter-regi anal levels. This process is being sponsored 

by initlatives within the sector and with the apprcwal 

45 and support of g avernm en ts. The resultant effect of 

this has been the acquisition of market power by certain 

firms and also, a further mig ration dawnstrean into 

speciality chemicals. In Europe far example although 

there are aver eighty producers of chemical fibres, only 

nine groups account for almost all local productian. 46 

44 UNIDO, n. 14, p. 48. 

45 The merger of Italian giants ENland 1·1antedison in 
1988 named ENICHEf-1 apprwed by the government created 
t~e worl~7 seventh or eighth largest chem~ca~ company 
vJJ.th camo~ned annual revenue of 510.26 b~ll~an. 
See, Ecanonist, n. 15, p. 62. 

46 European Chemical News, n. 24. 
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Technically the feedstock situation is also changing. 

Naphtha's share shows a steady decline while natural gas 

and LPG on the one heofld and heavier fractions on the 

other have witnessed increased role. In Europe technical 

restructuring has meant the re due tion in the share of 

naphtha bath as a feedstock as well as in the generation 

of energy needed in the sector. This 1 att er trend is· 

symbolized a1 d facilitated by the availcb ility of 

Siberian gas. 

After the 1970's the petrochemical industry ceased 

to follow the geographical structure of petroleum pro-

cess~ ng. The consumption of end-prod Lets albeit concan-

trated ~n the industrialized countries had an aggregate 

grov.tth rate lO\'\Ier than in the developing countries. The 

period 1975-80 sa1rJ a hundred per-cent gro~,-Jth in the value 

of production a1d exports of the developing countries. 

Table 1.•4 shows that their share of world production 

increased by only 2% while exports g re\-J by 10%. In 

the same period the value of the developed countries' 

production grew by 30% and exports by a little over 

fifty per cent., 47 

Within the OECD the period 1970-80 ~,-Jitnessed a 

continued trend in for~.tard integration prompted by the 

47 UfHDO, n. 14, p. 17. 
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desire to create econonies in production costs through 

reduction in transport costs, feedstock supplies and 

by-product transfer. As a result captive production 

doninated much of the market. This vertical trend is 

also attributable to the increased raw material costs 

and can petition from emerging petrochemical producers in 

non-traditional locations especially the hydrocarbon 

rich countries. 

The OPEC member countries have ventured downstre CYn 

on account of the nascent product life of the domestic 

sector, abundance of cheap capital, the need to optimise 

utilization of their oil resru rces, and to valorize gas 

resc:urces hitherto flared. 
48 

Noreover, it was also 

desired to improve the econonies of processing on site; 

diversify their income base; reduce the volume of petre-

chemical imports to save foreign exchange and thereby 

improve their balance of trade. A much m o:re overbearing 

consideration is the realization of the insecurity asso-

ciated Nith their erstwhile investment strategies : the 

depleting value of their overseas investment on ace ou nt 

of inflationary influences and a sense of insecurity 

accentuated by the spectre of unilateral acquisition of 

------
48 About half of the Arab vJDrld's gas reserves are 

associated with oil. Middle East Economic Diges,i 
(London}, val. 39, no. 9, 13 fl.lay, 1985, p. 62. 



3(J 

th8ir assets by the doniciled governments. These pros-

pects contrasted sharply with the high rate of return on 

petrochemicals. 

In sum, for the OPEC-member countries, 

11 the creation of a [Jetroche:nical industry 
is a means of national, social, technological 
educational advancement. Due to its strong 
interaction, and linkages of petrochemicals 
with other economic activ:i.. ti.es, it will have 
the added impact of vitalizing the general 
econanic performance of their econanies. 11 (49) 

A report by the Doha-based Gulf Organization for Industrial 

Consulting illustrates the comparative advantC~ge of GCC 

countries in feedstock and energy. 

others rationalized the development of petrochemical sector 

. th . 49a 
~n e reg 2on. 

Until 1973, oil based activities in the Gulf 

Cooperation Council (GCC) region \-JaS confined to mining 

and crude exports. Processing was rest ric ted to :refining 

d f . . . d . 50 an ertJ.l~zer ~n ustrJ.es. The recent m OJ e d o~rmstrearn 

-------
49 UrJ!DD, n. 3. 

49a GOIC, "Construction, Production, Distribution Costs 
of Petrochemica.l Projects", cited in OAPEC Bulletin, 
v ol • 7, n o. 7, J ul y 1 9 81 , p • 7 f f. 

5 0 R e f i n in g in t h e G C C re g i on s t a r t e d in B a h r ai n in 
1937 with a 25,000 b/d complex follov.ed in 1949 bv 
the 25,000 b/d Al Ahmadi plant in Ku~"..ait. Saudi~ 
Arabia's Ras Tanura refinery \·Jas the third. See, 
A.A. Kubursi, 11 Industrialization in the Arab Gulf 
St-~;tes: A Ruhr ~·Jithout 'dater", in Niblock and 
ed., Prospec.i§_...f..g_L_the \4orlds Oil Industry (Lcndon, 
1985), p. 44. 
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will create an advanced integrated industrial base and 

also expand their share of control over transportation, 

refining, liqueafacti on, precessing and marketing of their 

hydrocarbon resources and derivatives. Such diversification 

invokes possibilities of reducing attendant risks of a 

mone-prcxluct 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 oil industry that foreclosed advantages 

that presently accrue to them. The first petrochemical 

unit in the GCC area trJas the ammonia plant built at 

Shuaiba, Kuwait in 1966. The early 1970's saw erection 

of a number of basic fertilizer plants : Saudi Arabia 

started production of urea at Damman in 1970; Qatar 

began p;-oduction 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 

conmission~ng of Qatar's Umm Said Ethylene unit. This 

was followed by Saudi Arabia's Al Jubail methanol plant­

the inaugural in the series of the Kingdom's first 

generation projects- in 1983. By 1985 Saudi Arabia 

which has the most ambitious dcmestic development projects 



----------------

Table 1. 6 

Ammonia Projects in the GCC \vorlds: Existing and Planned Capacities 
{unit: 1,000 metric tons/year) 

-------------------------
----~-~E~x~i-sting 31.12~81 ___ ___ 

Capacity Site Start-up 
Projects Under Construction 

Capacity Site Start-up 

--------------------------------
iJ cJh rain 

I( u ' . .' 'Ji t 6 GO. 0 ( 2) iJhuiba 66/71 

•.l i:tar 590.0 (2) Unm Said 73/79 

S ::Judi rl rd.J ia 1 GO. 0 70 

---------------------------------- --------------------------
Total 1430.0 

330.0 

330.0 

.?.0.0 

J3 0. 0 

330.0 

Sitra 

DhuibiJ 

Al Jub ail 

Ruwais 

05 

85 

04 
84 

-----------------------------·-----~---------------
1340.0 

---·----------- ------------------------------------------------
fJ ate: ) indicates number of plants by size. 

Source: Uf'JI D 0, \'J orl d D ern and for P Q t roc hemic als and !U;sQ_P et ro::: h e~n i c.2J,._J.o.d us try 
(Geneva, 1984). 
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within the region had canpleted its first phase projects. 

For the first generation plants, SABIC invested$ 10.66 

billion (SR 38.6 million) by the end of 1984. A canmit-

ment of SR 16.4 billion is eaDnark~d for the second 

phase an various projects including PVC, MTBE and ather 

petrochemicals. 51 

Within the GCC region, the:re is a heavy emphasis an 

the production of alefins (basic prcx:i ucts) partie ula rl y 

ethylene and its derivatives (see Table 1. 7). Excepting 

Kut·Jait there is a conspicuous dearth of plans to p:r.oduce 

arO'Tl atics. The concentration an alefins is rooted· in 

the current experience of flaring associated gas. The 

rati a of flared gas in the region varies from an insigni-

ficant 13% in Bahrain in 1980 to aver 72% in Saudi 

Arabia in the same year. 52 Thus the opportunity cast of 

nared. ,-:gas in petrochemicals is almost zero. The need 

to valorize this resource is manifested in the $ 30 billion 

f~aster Gas Gathering System developed in Saudi Arabia. 

The limited variety of product-mix is due to the 

almost total reliance on associated gas which inhibits 

production of diverse basic petrochemicals using 

51 f·1EE~, vol. 28, no. 49, 16 Septenber, 1985. 

52 OPEC Ann!!.S.L_Bulletin (Vienna), 1980. 



Table 1. 7 

Evolution of Producti. on Capacity in the GCC Countries in Basic 
Petrochemicals ('000 metric tonnes) 

--------- -- -----------------------------------------·------
~th~l;ne 
19 79 19 84 1987 

01 efi ns ___ --·""""'"A..,.r ... on~,a.._t.::oJ.:::.. c::o:os=---------
-~oevl ene · Xvl en!3s Benzene _ 

1979 1984 1987 1979 1984 1987 1979 1984 1987 

r1ethan ol 

-----------------1979 1984 1987 

---
Bahrain - 330 330 

Ku~·Jait 300 150 280 

::).a tar 280 280 5 

5 audi Arabia 650 1600 18 7 245 1250 1400 

------------------------------------------------ --------------------------------------------
5 ou rce: Fay ad t·1arwan and t·1 ot on en H on a, 

(London, 1986), PP• 223-5. 
Econonics of the Petrocher:1ical Industry, 

UN ID O, 5 audi Arabia, Industrial Rev ie~·J 
Uf'J IDO, \:Jorld Den1an2 for Petrochemicals 

I s 4 so , 2 4 J ul y , . 1 9 8 4, p • 1 3 • 

5 erie s ( Vie nn a ) , 1 9 8 6 , P P D 7. 
and Arab Petrcchemical Industry, 

UNIDO, Current ~~orld Situation in Petrochor.1icals, IS PC 126, 
1 4 Nov em be r, 1 9 8 5 , p. 9 3 • 
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c anmercially avail able tech n o.l ogies. This in effect 

constrains vertical integration on national, regional or 

53 
pan-Arab levels. figure 1.3 illustrates product deri-

vatives of different feedstocks. 

To reap econonies of the sector the GCC petroche;:Jica 

units are geared towards wo:cl.d markets neglecting the 

small-sized domestic market. for example, the Bahrain 

based Gulf Petrochemical Industry Corporation's (GPIC) 

ammonia-methanol complex produces 1,000 tonnes a day of 

54 both ethanol and ammonia all of \"'hich is exported. 

Whereas of the Sabic total petrochemical production 

15% is geared towards the domestic marl< ~t while it 

aspires for a 5% of world petroche:1ical production and 

4 rrl of world trade.
55 

H SABIC h d b t t·al ~ owever as rna e su s an ~ 

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 Q8PEC Bulletin (Kuwait), 1986, p. B. 

54 ·Niddle East Economic Digest (London), val. 30, 
no. 30, 26 July, 1986, p. 10. 

55 The t"'liddle ~(London), no. 133, t•Jay 1988, p. 30. 

56 ~le East Economic Surv~ (Nicosia), val. 31, 
no. 23, 14 f"larch, 19 88. 



FIGURE l..-3 

INTERRELATIONSHIPS OF PRECURSORS FROM NATURAL GAS 
PETROLEUM CUTS AND COAL 

-- .. 
Corhon l>luck 

'• 

Coke 

Source ; Ind:laJL Petroch.emi.cal. COrporation L1m1. ted 
(Baroda) Rep.r:lnted :1A Rashid Masood ,. 
Petrochemj cal. Industry in Saudi. Arabi.a 
A Self-Reliant or Dep~~ent Dev~opm~t 
PhD Thesis , Jawaharl.al. Nehru Uni~ersity 
1986,_p..27 

3{) 
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On the whole the GCC countries account for 5-6~~ 

of the world market. Fifty per cent of their annual 

production goes to the far East and only twenty-five per 

57 
cent is destined for Western Europe. In 1986 the GCC 

exports to Conmunity vJas valued at ~ 460 conpar3d with 

~ 1 million in 1980.
58 

The GCC products are beseiged 

59 
with problems as market entry , regional duplication of 

products as well - . d t "1 . t. 60 
as capac~ty un eru ~ ~za ~on. 

The move downstream holds out tremendous benefits 

for the GCC countries but strategies for developing the 

sector vary from country to count:cy. Kuwait has pursued 

a strategy of wholesome vertical integration with the 

global industry. 61 The sectoral linkages preferred by 

Saudi Arabia has significantly till now precluded 

acquisition of its own product-carriers, a sharp 

contrast with Kut·Jait. Qatar and Bahrain have concentrated 

57 The..,l1iddle Eas.:t_, no. 162, April, 1988, p. 14; and 
al sa Oil and Gas J O!:!.!.!l.i:i1., v ol. 85, n a. 50, 14 
Dec ember , 1 9 8 7, p. 20 • 

5 8 K u wait Tim e s, 16 J u n e, 1 9 8 8 • 

59 The bulk of Saudi Arabia's products is sent to 
Western Europe and USA because of partnership 
arrangements. Ho\"llever at both outlets tariff 
barriers are .being faced. 

60 OA_PEC Bulletin, January, 1988, vol. 14, no. 1. 

61 Saudi Arabia r8cently acquired a sizeable stake 
in Texaco. 
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on ammonia pro:! LCtion and pursued a strategy of market 

dispersal concentrating on the far East and developing 

countries mainly. 

The increasing difficulty of market entry has given 

fillip to intra-regional cooperation in setting up joint 

ventures units e.g. GPIC and also in marketing. All the 

petrochenical units in the region have been ·set-up \41th 

foreign expertise with varied forms of equity participation 

\·Jith major oil and chemical companies (see Figure 1.4). 

As the global pet roch ernie a1 sector con fronts the 

challenge of restructuring the GCC producers have 

structurally integrated themselves with the global 

industry as an insurance against difficulties of 

marketing both crude oil and petrochemicals on a non-

integrated basis. GCC producers have concentrated on 

those petrochemicals in t-~hich they have comparative 

adv ant age olefin s 
) 

bulk intermediates and final 

products. They have not ventured into specialized 

chemicals as yet as they are disadvantaged. 

venturing dO\·Jnstream through joint ventures the GCC 

countries along v.,ri th other OPEC countries have reinte-

grated the vJorld oil industry and recreated the 'orderly' 

patterns that existed till the 1960's. A qualitative 

difference exists for the t\10 periods : the relationship 



S.f'~o. 

1. 

2. 

3. 

4. 

----
Projects Signature 

date 

--
5 audi l··iethon ol Ccm pony 24.11.79 
U\r- R azi) 

Al-Jub ail Fe rtil is er 4.12.79 
Ccn pany (San ad) 

S.3udi Y c:Jnb u Pet rochor.1 icul 19.4.80 
COil P<:ny ( Y an pc:!t) 

Al-Jubail PetrochG::lical 26.4.80 
Con pan y ( K en y a ) 

f"igure 1.4 

Saudi Petrochemical Projects 

Site Joint Feeds tack Products 
Venture 
partners 

---
Al- Jub ail SGbic r-.Jeth an e Chemical 

Japanese Grade 
Consortium methanol 
headed by 
f•1i t aub ish i 
(Japan) 

Al- Jub ail Sabic- i-'iethane Urea 
Taiwan 
Fertilizer. 
co. (Taiwan) 

Al-Yanbu Sabic- Ethane Ethylene 
Hobil EG 
Chemical LDPE 
Company HDPE 
(USA) 

Al-Jubail Sabic - Ethylene LLDPE 
Exxon 
Chemical 
Co. (USA) 

Output Total Status 
(tons I Invest-
year) rn ent* 

(SR 
millions) ---

600,000 900 Con mission ed 
in February 
1 98 3 

500,000 977 C anmis sioned 
in February 
1 98 3 

450,000 7876 Canmis sionr:.d 
200,000 in December 
200,000 1 984 

90,000 

260,000 3600 Cc:rnmissioned 
in i~ ov em b e r 
1 984 



---
2 3 5 6 7 8 9 4 -- -- ---

5. Saudi Petrochemical 28.9.80 Al- Jub ail Sabic Ethane Ethylene 856,000 9963 Conmissioned 
Co:npany (SGdaf) P oct em Salt F.: DC 454,000 in May 

Arabian Benz one Styrene 295,000 
Ltd. crude 281,000 
subsidiary in dust rial 
of Shell ethanol 
Oil Co., Caustic 377, 000 
(US A) Soda 

6. National Methanol 3.2.01 Al-J ub ail Sabic- ~1et han e Chemical 650,000 1468 Canmissi on 3d 
Con pany (Ibn- Sin a) Cel enese/ Grade in July 19 84 

TexaS methanol 
Eastern 
(USA) 

7. Arabian P e t roc h em i c al 20.5.81 Al-Jubail Hholly Ethane Ethylene 500,000 305 5 1 985 * 
Company ( P e t r ok em y a ) Ot·med EG ~ dro- 150,000 

by SABIC LDPE pped 180,000 
PS 100,000 ~ -_ .. 

B. Enste rn Petroche~il ical 23.5.81 Al-Jubail Sabic- Ethylene L DPE 130',000 14 DO 1987 
C o:n P e.f)Y (Shflrq) Japanese EG 300,000 June 19EJ5H 

Consortium 
led by 
f·1i ts ub ish i 
(JaPan) 

9. fJ ati on al Industrial 14.2.83 Al-Jub ail Saudi Atm OS P- Nit rag en 146, 000 500 Canmissiongd 
Gases co. ( G ns ) Private heric oxygen 438,000 in April 1 9 8 

Sector air 
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1 2. 

1 3. 

1 4. 

-----------------------------------------------------------
·------·----------------------------------------------------·-----

National Plastic 
C on p any ( I b n- H ay y an ) 

Saudi Europe:Jn Patro­
ch e;ni c ,:Jl C a·:l p any 
(Ibn-Zahr) 

Gulf Petroch Ginical 
Industries Co. 
(GPIC) 

Polystyrene Insulation 
Foam 

Arabian Polyurethane 
Systems 

18.12.83 

·-------------

Al- Jub ail 

Al-Jub ail 

Bah rain 

Jidd uh 

Dan mam 

Sub ic-
.Lucky 
Golds tar 
( 5 outh 
Korea) 

EthylGne 
EDC 

VCf·l 
PVC 

300,000 
200,000 

Sabic- Butane MTBE 500,000 
i·Jeste OY Chemical Dutenc- I 80,000 
(Finland)/ grade DutCJ- 124,000 
En i c h 3m r:1 e ·!; h an ol d i en e 
(It uly) 
Apioorp) 

1333 

600 
(us s) 

1906 

1986 

PIG Arnnonia 330,000 400 Cc:rnmissil"n 
( K u t-J ui t ) I 
BE liC 
(Bah rain) 

:::. A. J u f f al i 
&. Dow 
Chemicals 

Basic Chemical -
Industries &. 
IGI 

He t h an ol 3 3 0 , 0 0 0 ( US -.~ ) 

Polysty~ene 140 000 
Insul at~ on ' 
Foam 

30 
(us ,; ) 

1985** 

Poly ru- B,QOQ 5 (S v} 1984*" 
e thane 
Chemicals 

·----------------·----------------* Project cost at the time of agreement, ** Indicates scheduled date of oper"tion, present status 
not known. 

Source: Canpiled fron "Snudi Industry", 1..,1Sf!2. Special Report {London), November, 1983, p. 28; 
"Snudi Arabian Petrochemical Countdov-m No~rJ \'Jell Undert'l/ay", Europ£.§~hemical i·Je\-JS ~ 
Petroche;~icals 1 93 Suppl"'!mcmt {Sulton, Surrey), 19 December 1983, p. 25; SABIC: ~ 
P raj ect~~tu s Third Qua E_~;:_19 B 3 (SAD IC: P roj acts Implement at ion Departm ont, 1 98 3); 
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till the 1960's exhibited a facade of the econ001ic inter-

dependence of nations relative to product trade while 

the present integration indicates the internationalization 

of the firm. 

PRO~PECTS FOR GCC PRODUCERS 

An overvie\·J of the global petroche:7~ical market 

reveals that the three-dimensional restructuring process 

impacts the development of the industry in different 

regions ~Jhile it is influenced by the global petrochemical 

trend itself. Since 1986, the evidences of buoyancy have 

appeared in the global petrochemical mark:=d and for the 

first time this decade, demand has outstripped supply 

stimulating higher prices in domestic European U.S. and 

62 
exp art markets. More aver the average util iz ati on has 

been rated 90-95% in 1987.
63 

The ne1.-J prosperity is 

thriving on cheap feedstock prices end the general 

res tru cturi ng process undertaken sine e the early 1980's. 

The future trends in the market will be determined by 

several factors of which the follo\'lling will be crucial. 

The extent to which the industry in different 

regions continue to undergo restructuring such that 

62 European Chanical News, vol. 51, no. 1332, 11 July, 
198 a. 

6 3 E u rc· p e .§...!2.... C h em i c al rJ e ws , C h em s c ope, Dec e mb e r, 1 9 8 7, 
p p. 4- 6 ; 8- 9. 
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capacity cuts and closures are not reactivated. This way 

the benefits of modernization im pl en en ted over the dec13d e 

will endure. Governments share the responsibility of 

expediting ·approval/procedures for such plant closures 

t b 
. 64 

on a permanen asJ.s. 

The extent to which hyd roc arb on- rich states including 

the GCC scale down previous Plans canbined with a restraint 

on acquiring closed units elsewhere, ~;Jill determine the 

durability of restructuring benefits. The attitude of 

these new pro:l ucers will depend on the price of feedstock 

as for example falling oil prices have forced Kuwait to 

scale down domestic plans (see figure 1.5). 

The value of the US Dollar (currency in which 

crude is priced) will continuously impact the petrochemical 

market too. A \·Jeaker dollar made oil cheap resulting 

in reduced costs for naphtha-based production units but 

this has not impacted the selling Prices of products. 

It has brought in earned savings for European producers. 

for exanple, in Germany three leading chemical firms 

are reported to have saved about five billion Deutsch 

65 
Mark in this way. A cheaper dollar alsc enabled the 

64 It is alleged that EEC competition la\...J has hindered 
restructuring in Europe - see, European ChemicM 
~~ European Review Supplement, December, 19 86, 
p. 8. 

65 f.D_ternatiQJJal Herald Irjhliaa {Hong Kong), 19 July, 
19 8 8. 



-"IGURE 1.5 

DEFERRED OR SUSPENDED PETROCHEMICAL PLANT CONSTRUCTION IN 
DEVELOPING COUNTRIES ( t 000 tpa) 

DKT Countries 
(causes) Ethylene Propylene Benzene Methanol Styrene VCM !PA PVC HOPE LOPE PP PS Other 

Lybian Arab 
Jamahirya 

(debt) 

Indonesia 
(declinint oil 
sales/prices) 

Phili.ppines 
(debt) 

Al~eria 
(declining oil 
sales/prices 
and long-term 
arrangements) 

Kuwait 
(long-term 
arrangements) 

Qatar 
(feedstock) 

United Arab 
Emirates 

(feedstock) 

Mexico~/ 
(declining oil 
sales/prices) 

350 375 

225 

500 200 

350 280 

450 

500 

AI Latuna del Ostion, 19 plants postponed (1988), 

240 225 72 

200 

339 

825 300 

Source :nWor~d Changes in the Structure ~f the Petr~chanical 
Industcy: UNIOO Ex,pert Group Mee1;1 ng an. In.ternatiana.l: 
Co-operation. on. Petrochemicals-= Vienna.~9-2l.. SeptemD.er 
1984 .. Reprinted in. UNIOO The -Pek9_chemi.ea.l. Indusrt:: 
The Sector ilL Fi.gures ,. t Qene-v:a .;. 19&.!),) P .. 5~ 

70 
70 

70 

55 

215 
100 

55 60 

71 EG 
68 148 Xylene 

Others 

135 EG 
147 Xylene 

Others 
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US producers to enh g, ce their competitive ness 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 

,., 7 b . . . 9 8 6 6 6 
total .P .ill~ on ~n 1 • 

The propensity to resort to other fonns of trade 

e.g. barter, buy-back arrangements etc. toJill undermine 

the market mechanism. ·This is predicated to the trends 

in the wcrld economy. It is observed that recession and 

recovery of the global economy is anplified in the 

c h a:1 i cal s s e c t or. 
6 7 

In sum the canbination of two factors the absence 

of all production variables of the industry in any 

single region and the prociuct-ma:d<et dynanics has led to 

a globalized sector. This is manif~sted in the pursuit 

of horizontal and vertical integ retion by established 

firms g, d vertical integration by new producers. The 

GCC petrochemical industry has not emerged as an autonomous 

sector but is rather dependant and extraverted ..,Jith a 

subst~ntial sh2re of its products marketed in the EEC. 

These competitive products create adjustment problems 

for European produ::ers in the throes of ·restructuring. 

66 European~hemical_[JevJs, vol. 48, no. 1266, 16 Harch, 
1987, p. 22. 

67 UNIDD, The Petroche::~ical Industry.2:_~vel oping 
Countries (Geneva), Is 572, 24 October, 1985, pp. 19-
2 o. 
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The collaboration between GCC producers and wajor 

petrocheiilical producers of the industrialized econani~s 

have served the purpose of minimising canpetition yet 

disputes have arisen over trade r8strictive measures 

applied on Gulf petroche::1ical imports into the EEC 

68 
ma:d<et. 

The process for resolving these disputes have 

been institutionalized \OJithin the inter-regional 

consul~ations of the GCC-EEC Dialogue which aims at 

enhancing the aggregate economic relations bebveen 

the t \-JO regions. The margin of nec1otiations appears 

to be defined by the lo\~ level of placement of the 

GCC producers in the global p8t rochemical industry. 

Nevertheless the outcome of the ne,Jotiations on the 

petroche:'lical dispute \·Jill have an impact QO the Dialogue 

and v ice-versa. 

68 European fiims supported and participatBd in 
GCC projects by con::iucting feasibility studies 
and supervising execution and supplying equipments. 



Chapter II 

The GCC-EEC Dialogue on Petroche~icals: 
Genesis and Evolution 



Chapter II 

The GCC-EEC Dial ague has a precursor in the Euro-Arab 

Dial ague (EAD) initiated in the OPEC embargo-1 aden days of 

later 1973 and early 1974. Thrugh the former l.s not a 

wholesome recast of the 1 att er, its structural antecedents 

lay in one of the working committees formed within the 
' 

framework of the EAD to define parctneters of cooperation 

b e t ween the t \'II o reg i on s • 1 

The economic content of the EAD was vitiated and 

2 stalemated by the political currents of the age. Of the 

several sectoral committees formed to identify ways of 

cooperation, only the petrochemical and refining progressed 

as deliberations on other fronts were bogged dO\vn \vith 

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 perceptions of the intra-

regional 1 obbies. However the sector's identified potential 

1 Louis Turner and James Bedore, Middle East Industria­
lisation : A Study of Saudi and Iranian DD\'IInstrlll'!!Jl 
Investment~ (England Hans, 1979), p. 111. 

2 Saleh A. Al Mani and Salah Al Shaikly, The Euro-Arab 
Dia1ogue : A Study in Associative Diplonacy Tlondon, 
1983),' p. 6. 

3 Experts from the Organization of Arab Petroleum 
Exporting Countries (OAPEC) represented the Arab 
side in this Commit tee. 
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provided a stimulating focus as the cross-cutting interests 

in ail. and, their aggregate mutual interests circumscribed 

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

The GCC has anerged as a bloc and has superceeded 

the OAPEC in negotiations with the European Canmon Harket. 

INS TI TUT I Q\J AL FRAMEYJ ORK OF 
THE DIALOGUE 

Since 1981 the European Conmission has developed 

working relations with GCC Secretariat. 4 The relations are 

maintained and upgraded to be vitiated by the. current 

dispute on Arab petrochemical exports to the Canmon 

Market. 

\.Jith the start-up of the first generation world 

scale Arab petrochemical 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 di$tort 

market forces and thereby canplicate the industry's adjust-:­

m en t p r obl em. 

4 Conmission of the European Canmunities Directorate 
General for Information, European Information: 
~~rnal Relations (Brussels), x/212/85 80/85 
October, 1985, p. 2. 

5 The Middle East (London), no. 107, September, 1983, 
p. 55. 



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 particulc: 

express a desire to enter the market in an 1 orderly' 

manner and that all of their sales will be made under 

contract and marketing will be globally dispersed. 6 

This problem became a canponent 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 econonic 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-petrochemicals 

into the Common Harket. Significantly this demand was 

made to the individual member states not to the European 

Canmission. These nati anal governments passed on the 

dossiers to the Conmissi on which is the conpetent authority 

8 
on trade matters. 

6 P.1iddle ES§.t Econanic Digest U1EED} (London), vel. 29, 
no. 4, 25 January, 1985, pp. 31-33. 

7 MEED, val. 29, no. 47, 23/11/85, p. B. 

8 European Chemicgl News (Survey), vol. 42, no. 1130, 
7TslB4, p. 4. 



The GCC followed this action with a proposal to the 

European Canmission in July 1984 for exploratory discussions 
. 9 

as a prelude to the conclusion of a cooperation agreement. 

Subsequently official talks. started in february, 1985.
10 

By April 1986, these exploratory talks concluded and 

fall D1.o~ed by form a1 negotiations on a trade pact. 11 These 

talks crystallized into the two-tier cooperation agre'ement 

for which the first pact was ratified in June 1988. 

At the core of the currant dispute is the preferential 

tre,atment ace orded under the GSP to semi-manufactured 

"non strategic" and manufactured "strategic" products 

emanating from developing countries into the Canmon Market. 

The GCC countries feel that the GSP is being restrictive! y 

applied on their petrochemical exports to the EEC. 12 

They seek a revi sian 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 
Canmissi on, n. 3, p. 3. 

10 Ibid. 

11 !:j£ED, vol. 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, fvliddle East Economic Su:z:v.rut, (Nicosia), 
v ol • 2 7, n o. 4 6 , 2 7 Aug us t, 19 8 4. 
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of petrochemicals fron the Gulf area, the European 

Conmission has consistently invoked the GSP and other 

GATT provisions; meaaures which have aggravated market 

entry problems of the Gulf products. 

The divergent perceptions of the respective regi anal 

pr:ossure groups - which are translated into institutional 

views 13 - on the economics of each others petrochenical 

sector have further constrained efforts to consolidate 

their econonic ties. 

For the GCC countries moves downstrea"Tl is a 

natural process within a policy of economic diversificcti.on 

away from mona-product export. Industrialization is 

the key to such diversification. Moreover such a position 

conforms with the principle of international division of 

labour. 14 With a projected share of 5-67~ in the market 

for basic and intennediate petrochenicals, they argue 

------------------
13 

14 

The European Council of Chemical r-1anufacturers 
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 coherent representation 
of the petrochemical industry and acts as' its sp okesmari 
CEFIC is an integral Part of the consultative machinery 
of the European Conmunities the Council of Europe, 
the European Parliament etc. See European Chemica1 
Ne~, val. 48, no. 1258, 19 January, 1987, pp. 84-88. 

~hey affiun .their aqh~~nce to this .P,olicy and foster 
;1-t by f_ound~ng ne1rJ J o~nt ventures w~'th- other developing 
c ountr~es. 
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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 sp·~cialization and they have urged the EEC to 

dismantle barriers on their products. 

Maintaining that customs duties in the Conmon 

Market are routinely imposed according to legal regulations 

within the franewo rk of the Canmuni ty' s intern ati anal 

canmitments, the European side finds it impossible to 

offer tariff exemptions to the GCC products alone to the 

exclusion of other regions with out vi elating GATT' s 

provisions. Moreover it is argued that the GSP is a 

non-reciprocal unilateral concession to developing 

countries. Tariffs cannot be altered for the benefit 

of canpetitive exports in what is perceived its "most 

15 advanced bene fi ci ary country". The GCC countries 

are reminded that the GSP status are not ace orded to 

their products in other-developed market economies. 

Parallels are drawn to tariffs imposed on US, Canadian 

and Libyan petrochemical products imported to the 

Conmunity. 16 Such duty it is stated are activated 

- 15 Interview with Mr. Claude Cheysson, EEC Conmissioner 
for North-South Rel·ations in l:1.Sfll, val. 29, no. 51/ 
52, 21/12/86, pp. 34-36. 

16 Kh al id Al Sh awi, "The Art of Negotiation and the 
Arab-Gulf States Ability to Negotiate the Export of 
Their Petrochemical Products", DAPEC Bulletin 
( K u \v a it ) , J ul y, 1 9 B 5 , p p. B- 1 5 • 
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on quantities in excess of the allowable limit. Refuting 

the GCCs view that customs duties were protectic.nist 

measures, it is claimed fixed value ceilings on petro.-

chemicals are allowed duty-free into the Canm on Market 

after canparing the demand and production within the EEC. 

Instead the GCC is charged with a 'pick and choose' pol icy 

in which the most profitable markets are exploited. 17 

European pressure grOJ ps claim that Europe already 

imp arts substantial v ol urn es of Gulf pro ducts. It specu-

lates that tariff 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 

canpetitiv eness of Gulf petrochemicals tenning them 

11 unbeatable" at their delivered prices to European 

1 8 consumers. 

At the aggregate level of their commercial relations, 

the Gulf side remind their European counterparts that 

tariff structure in the GCC area is one of the mast 

1 iberal averaging only about two per cent dJ ty charges. 1 9 

17 Rep art by APPE \-Jam in g of the Danger in Free Trade 
Pact, see, European ~!!Jica1 News, val. 51, no. 1347, 
31 Oc tab e r, 1 9 8 8, p. 1 0. ~ 

18 MEED, n. 6, p. B. 

19 r·1EED, val. 28, no. 15, 21/1/1985. 



54 

I 

Barriers to their pet roche:nic als therefore am au nted to 

an inversion of obligat·ians with ]:egard to the GSP. 

Nevertheless the GCC countries affirm their faith in 

free trade as vital for countries wishing to expand 

20 their exports and not merely to reduce imports. 

It is estimated by a Gulf official that tariffs on 

Gulf petrochemicals have reduced their netback margins 

by about 14%. 21 This measure is considered 'political' 

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 expense of consumers (in 

both markets) 22 , thereby hindering the restructuring 

process. 

Discounting European fears of job losses the Gulf 

official cites proposed protectionist legislation in 

the U.S. 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 Arcbia originate from 
the EEC. See, ~ Special Report, May, 1986, 
PP• 24-29. liS£.], vol. 29, no. 47, 23/11/1985, 
p •. 7. 
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jobs in the industry but result in the loss of 275,000 

jobs in industries dependent on cheap sources of petrb-

h . 23 
c em~ cals. 

The notion that distribution costs are a direct 

function of distance shipped is imparted in the charge 

that Gulf producers practise a selective marketing strategy. 

The Gulf side acknowledges 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 end terminating 

are estimated to ace aunt for cb Qlt two-thirds of the 

tot a1 distribution costs. 24 

To European protests of unfair pricing for factor 

inputs, the Gulf producers state a conmitment for 

bl t th h . t. t . 25 reasona e re urns roug econon~c compe ~ ~Veness• 

Gulf governments are accussed of offering discounted 

prices for feedstock and energy, cheap finance and other 

industrial subsidies that give their state-Q:.tned indu.stries 

unfair advantages. Speci fie ally it is stated that these 

advantages manifest in Gulf methanol which is 20% 

26 
cheaper than European product. t-1r. Zamil, the 

23 ~. n. 6. 

24 MEES, vol. 27, no. 34, 4/6/84. 

25 f"1EES, vol. 28, no. 15, 21/1/85. 

26 ~1EES, v ;_'l. 2 8, no. 23, 18/3/85. 
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Electricity Hinister of Saudi Ar<:bia, 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. Furthenn ore he attributes 

the availability of gas at a low level in local industry 

h of .. t 27 to t e advantage prox~m~ y. 

The Gulf producers highlight other costs which 

narrow their competitive advantages. These include 

higher depreciation, operating, malketing and distribution, 

maintenance, capital, training, construction costs, 

h . h . . t . f 2 8 Th . . ~g er cap~tal charge, and ~port ar~f s. e ~ncent~ves 

provided to local industry are offset by these costs. 

The ref ore, Gulf pro duets they maintain will tend to 

have a high cost advantage in some m a:d< ets and in others 

due to higher delivered costs and presence:,. of highly 

efficient end econonic donestic producers they will 

be disadvantaged. 

Aware of the inevitability of imports of Gulf 

products, European producers seek the establishment of 

an internaticnal system for rationalizing global production 

of petrochemicals to which Japanese and Am eric an 

p reducers - joint venture partners of Gulf producers -

27 Ibid. 

28 n. 6. 
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may becone 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 international conmercial exchange. Citing structural 

adjustments elsewhere, the Gulf producers foresee a 

solution in a reorganization of the inci.Jstry according 

to the principle of international division of labour. 29 

Apparently a case exists with c onfli ctin g views main t a .:in e d 

by petrochenical producers in both regions. The case 

"constitutes a problem requiring negotiating parties to 

find a solution before it threatens relations between 

t he t wo re g i on s • 

APPROACH~ TO THE NEGOTIATIONS 

Conmercial relnti ons between the two regions are 

fostered not only by geographical circumstance but also 

the differentiated levels of their development.:_! on 

which the GCC countries could benefit in their desire 

for in dJ s triali zati on. The importance of their relations 

is reflected in the conplementarity of their econcmies 

and emphasized in the aver twenty billion dollar annual 

trade exc ha1 ge bet vJeen them : an incentive for resolving 

-------
29 Al Shawi, n. 15. 
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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 Europe an 

action within the framework of the 'Associative Diplanacy' 

of the GCC-EEC Dialogue ; Saudi Arabia-EEC relations; 

OAPEC-European Canmission Negotiation Committ ee
30

; 

31 Arab-European Chamber of Canmerce ; and SABIC-APPE/ 

CEFIC exchctlges. Irrespective of the fora at t.Jlich 

redress is sought, the Gulf side ad opted a defensive 

strategy. Its essential canponent was to protest the 

trade restrictive measures, discrunt the 'exaggerated' 

notion of canpetitiveness ct1d provide assurances of 

responsible market behaviour; with the objective of 

0 

h t" t "t 32 
secur~ng a consensus, sympat e ~c o ~ s stance. 

Though appearing inflexible in its demand for tariff 

remcwal, the Arab side acquiesced successively to" EECs 

pro pas al s (small measures) yet remained incapable of 

making proposals of its own. The Arcb side conceive 

the negotiation sessions as a 'learning process' for 

-----------------
30 OAPEC Bulletin, Press Release on High Level f"'e eting 

of EC/OAPEC in Brussels, January 1986. 

31 ~. val. 28, no. 10, 17 December, 1984. 

32 f"lEEQ 5p:=cial Report, f"'ay, 1986, pp. 24-29; 
MEES, val. 31, no. 7, 23 November, 1987. 
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the Europeans hoping that a consensus solution can be 

reached after imparting the necessary 
33 

awareness. 

On the other hand the EEC's strategy has been to. 

prolong the sessions; stalemate it with tough postures and 

t ff th . ' d 1 . . t t. ' . 34 o o er s oo ~ng am age ~ml. a l. on cone essl. m s. This 

strategy manifests in the strident invocation of GATT 

pr 01 isi ons with scant regard for impending sessi ens· of 

the inter-regional 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 restrictive measures against EEC's imports confirmed 

its weakness which the European side exploited to the 

hilt. It subste11tiated the 'threat' value of Gulf 

imports and the EEC adorned the image of a benefactor 

in the negmtiations. 

33 Interview with GCC Chief Negotiator Mr. Manun AI 
Kurdi in 8l Sharq~~s! reprinted in ~, val. 
31, no. 7, 23 November, 1987. 

34 When Saudi retaliatory action s.eemed imminent, the 
EEC made a conmitment in a "confidential Agreement" 
not to impose barriers on her products but 1r.h en the 
threat subsided the EEC breached the conmitment. 
See, ~. vol. 29, no. 10, 16/12/1985; fvlEED, val. 
29, no. 51/52, 21 December, 1985, p. 34. 

35 The Middl~st, no. 131, September, 
Euroeea.D_Chem ic al N~, v ol. 51, no. 
1"'972 6 December, 19 8 B. 

1985, p. 28; 
1354, p. 6, 
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An adjunct to the European strategy is its dilatory 

tactic \'llhich extolls the canplementarity of their rela­

tions36, and seeks to sanctify it in the broad frsnework 

of a canprehensive cooperation agreement. 

A conviction that negotiations ·will be protracted 

permeates both sides. 37 While charges of political motives 

exchanged on each others actions and attitudes, each 

made aneliorative offers to the other. 38 Concurrently 

alternate solutions are sought to underscore the primacy 

of the irritants arising fran the pet roc hemic al dispute 

in the interest of their aggregate relations. 

39 The GCC producers relocated markets else\oJhere , 

and also enhanced the level of integration with the 

global industry by making off-shore acquisitions in 

------------------
37 Statements of EC Ccmmissi oner for North-South 

Relations and GCC Chief Negotiator reported in 
MEED, val. 29, no. 51/52, 21 Decanber, 1985, pp. 35-36; 
NEEQ., val. 29, no. 27, 6 July, 1985, p. 2. Ti!!l§.2. 
of Indis_ (New Delhi), 15 March, 1985., 

38 See Saudi Gazette (Jeddah), 7 August, 1985; MEED, 
val. 29, no. 31, 3 August, 1985, p. 19; f'lEED, vCll. 29,1 
no. 32, 10 August, 1985; ~. val. 28, no. 39, 
8 July, 1985. 

39 Sabic exports to China for example increased in 
volume and value from 105,000 metric tons($ 15 million 
to 320,000 metric tons ($ 43 million) ~n 1986 and 
1987 r:?spectively. See, Oil and Gas Journal (Tulsa), 
val. 85, no. 50, 14 December, 1987, p. 20. 
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rk . h . f. 40 ma et~ng tee n~cal ~rms etc. 
) 

They also took initia-

tives of convening talks with the U.S. and Japan, whose 

multinationals are joint-venture partners and are obliged 

to market Gulf products in both markets. 41 

Apprehending Arab retaliator,y action for its inter-

mittently induced stalemate, the European side accelerated 

technological restructuring process and con pl emented it 

by exPloring other sources for primary fuels in enexgy 

and as petrochemical feedstock. The contract for Siberian 

b 1 . h. 42 gas sym o ~zes t ~s t:ren d. 

As the GCC producers integrated with the global 

industry, the I;:uropean Conmission in 1987 altered its 

trade restrictive regime from the ceiling system to 

quota system. \>lith this change the European Conmission 

divested its member-country \-Jhich seeks activation of 

tariffs under the former system the onus of bearing GCC 

retaliatory measures which appeared imminent. 43 Though 

40 Saudi Arcbia acquired shares in Texaco's marketing 
outfit as toJell as estcblishing offshore marketing 
services. See, HEES, val. 31, no. 37, 20 June, 1988; 
f4EED, val. 32, no. 9, 27 February, 1988, p. 16; 
fv'IEE§, val. 28, no. 28, 22 April, 1985. 

41 ~. val. 29, no. 3, 28 October, 1985. 

42 Forteen West European countries have contracted 
for Siberian Gas. See, International Herald Tribune 
( Hong K on g ) , 2 7 July, 1 9 8 9, p. 9. 

43 Statement of GCC Chief Negotiator. See, fv1EES, 
val. 30, no. 10, 15 December, 1986. 
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the GCC side appeared incapable of collective retaliatory 

action, individual countries demonstrated the capacity 

b •t . d. tl 44 
al e~ ~n ~rec y. 

OUTCONE AND PROSPECTS OF THE DIALOG~ 

The course of the negotiations reveals the immense 

clout \oJhich the European petrochemical indus try has 

\-1hich is wanting in its Gulf counterparts. The. European 

industry pressed its case at national end regional levels 

recalling the role and achievements of the sector and 

dangers which free trade would wreak on the industry 

and econClnies of the region. The nascent GCC industry 

is immensely disadvantaged on these counts. The 

successful lobbies at the national levels forestalled 

pro-GCC inclinations \·Jithin European CClnmissi on. 
45 

The ratif ica ti on of the first of the t\oJD- stage 

cooperation pacts in 1988 epitanizes the European 

preponderance in the negotiations as well as the pro-

tariff l abby in the EEC region. The fi :tS t pact c onmi ts 

44 KuvJait imposed tariffs on Lube oil imports. See, 
t2S.I2_, val. 27, no. 46, 27 August, 1984; Saudi Arabia 
clamped protective tariffs on cable imports and 
enhanced tariffs else\oJhere too. See also, The 
Middle East, no. 125, f•1arch, 1985, P• 43; f-lEES, 
val. 28, no. 25, 1 April, 1985. 

45 The EEC Commissioner for North-Sruth Rel:3tions 
M~ Claude Cheysson, an ardent supporter of free 
trade had to succumb to prO..tariff lobby. MEES 
val. 31, no. 8, 30 November, 1987· r·1EED vol-29 
no. 51/52, 21 December, 1985, pp.' 347nd"' 36· • NEES 
val. 28, no. 23, 18 fVlarch, 1985. ' -' 
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both sides to continue granting each other most favoured 

nation status with a stand still (not a roll back as 

demanded by the Arab side) on new tariffs and trade 

restrictions. 

GCC 's hopes of a trade 1 ib eral izati on in the sector 

may seem plausible in view of the commitment both sides 

made for negotiations on it in the second stage. However 

such hopes appear misplaced as the European Council has 

f d . .. t. 46 o:re close ~ t ~n an assurance to domes ~c producers. 

46 European Chemical Ne\-JS, 
November, 1987. 

v ol. 49, no. 1 302, 30 



Chapter II I 

Ev alL! ;:,ti on of the Negotiations 



Chapter II I 

Technically the dispute in petrochemicals trade 

bet\,.,een the GCC and the EEC derive f.ran the ambiguities 

and contradictions of the GATT provisions. The GATT 

provides the frame\..JOrk in \·Jhich most international trade 

occurs as also the multilateral negotiations on trade­

related disputes. 

,1\t its inception in 1944, it was envisaged that to 

achieve the desired goal of GATT canmercial polici.es of 

participating countries should have four fundamental 

principles : [~on-discrimination, Liberalism, Stability 

and Transparency. However the trend is that governments 

have found discriminatory - bilateral and multilateral -

arrangements more attractive. One of such arrangements 

relevant to the pre sent study is the General System of 

P refe :x:e nc es ( GSP). 

The GSP aimed to encourage industrialization in 

the Third \..Jorld by prOJiding 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 

violated the first article of GATT, the !'-'lost Favoured 

i'J ati on ( 1'·1FN) principle. 



It is the invocation of tariffs under the GSP that 

is the crux of the problem which this study has 

addressed. 

The GSP supposedly aims to encourage industrialization 

in the Third \;Jorld. And in 1979 an international organi-

zation identifies the petrochemical industry \-Jith its 

remarkable gro\1-Jth rate as the sector for accelerating 

the process : 

11 5 inc e t h e pet roc h en i c al in du s try p roc e s s es 
rato~ materials exported by developing coun­
tries a1 d consumes 1 arg e quanti ties of 
energy it shruld be considexed as one of 
the industries that \'.!ill make essential 
co nt rib uti on to the ach iev emen t of the 
Lim a target 11 • ( 1 ) 

It is observed that tariff schedules for petrochemical 

imports to the EEC are least among basic 'petroche'nicals-

products' which most GCC producers manufacture, and 

are significantly higher on the intermediate petro-

chanicals. 
2 

The tariff structure 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 Organization, 
Report on the first Consultation -f•1eeti.!lg on the 
Petrochemical Indusil;.y, (Hexico City), ID 227/ImvG. 
291/9/REV 1, 22 f"larch, 1979. 

2 UNIDD, International Trad~sL._the Narketi.QfL..Qf 
Petro::hemicals (Geneva, 1985), PC 128. 
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The restrictive measures applied by the EEC have 

affected trade and investment in GCC pet roc hem i cal s. · 

The barriers have neither stopped imports nor obscured 

the 'threat' fron the competitive GCC imports. Tariffs 

have enhanced the cost to European importers of GCCs 

basic petrochemicals. The c est increases are transferred 

·to finished products some of which are exported to the 

GCC region. Consequently tariffs have worsened the 

balctlce of trade in petrochemicals for the GCC coun-

. 3 
tr~es. 

The protectionist mood in the EEC against Gulf 

petrochemicals has created ma:d<et 'uncertainties, eroded 

business confidence and frightened away potential 

investors in the sector. 4 For example, Saudi Arabia 

is compelled to seek alternative marketing avenues by 

making offshore acquisitions in marketing firms to 

buttress confidence in domestic investors. The case 

stuey confirms popular view that the global exchange 

regime in its present form is not geared towards 

3 It is revealed that the increase in trade sur­
pluses enjoyed by the EEC is because the GGC. 
had to pay more for imports while their exports 
prices were depressed. See, European Ch~·~ 
~l:£2 (Survey.), val. 52, no. 1356, 16 January, 1989, 
p. 15. 

4 See, Il!L.Middle E~ (London), no. 165, special 
survey, July, 1 988, pp. 47-50; Middl~st Economic 
Diges.:E,, val. 29, no. 47, 23 November, 1985, p. 8. 
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absolute free trade. 

G7 

It also upholds the findings of 

an earlier study that trade barriers in the industrial 

c aunt ries play an important role in retarding g ro\.,th in. 

6 
developing country exports. 

The installmental outcome of the GCC-EEC Dial ague 

provides a general framework for cooperation but has 

yet to resolve the petrochemical trade dispute. It 

indicates the preponderance of the EEC in the negotiationsi 

Both sides have expressed their objectives. 

However, the desire for manoeuvrability preve"nts either 

from conmitting itself to a position from which nego-

tiations could proceed. It appears serious negotiations 

have yet to start and the sessions of consultations till 

now have been a series of unproductive sparring as the 

conmitment to resolution of the dispute still lacks. 

Inputing a game theoritic analysis to the 

approaches of both sides it may be inferred tilat the 

European side has consistently vievJed a commitment to 

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

5 Diana Tussie, The Less Developed Countries and 
the ~·Jorld Trading System (London, 1987), p. 39. 

6 The ' H ab e rl e r Report ' s p on s or e d by GATT d oc um en ted 
this findings. Excerpted in Tracy f·1urray, Trade 
Preferences for Developing Countries (London, 1977), 
p. 10. 



benefactor. i.Jhereas the Arab side envisages bilateral 

benefits in a positive-sum approach. The assymetry in 

approach results in the stalemate. 

f_INDINGS AND DBSERVr..,TION 

In evaluating the negotiations from the pay-offs 

received and date of sa ttl ement it appears the Arab 

side has not sufficiently expl cited its bargaining 
. 

leverage for ~.;ant of ce1llective action. A consensus 

would have enhanced their bargaining leverage. It has 

been incapable of such action because of the different 

perceptions within its member-countries and between 

menber-country and the GCC Secretariat. 7 The efficacy 

of employing countervailing i.e. xetaliatory tariff has 

been one such driving- wedge. The inherent weakness of 

the GCC, and the failure to execute the publicised 

threat - preferring persuasion to confrontation -

discredits the threat. 

Another significant leverage unused is the over 

twenty billion dollar annual commercial exchange bett'lleen 

the t,.Jo reg i ens. It is observed that no trade diversion 

7 S e e, fvi E E D, v ol • 2 9 , n o. 4 7, 2 3 N OJ em b e r, 1 9 8 5 , 
;-lEES, val. 28, no. 44, 12/8/85; Saudi Gazette 
(Jeddah), 7 August, 1985, The Middle East, no •. 135, 
January, 1986, p. 26; r,1EES, val. 30, no. 10, 
15 December, 1986. 



initiatives have been taken and no GCC country has made 

efforts towards diverting their huge investments from 

the EEC reg ion. The deficit b ala nc e of trade b etvJee n 

the two regions in petroche:nicals provides ample justifi-

cation for collectively seeking a redress but rer.Jains 

unexpl cited. 
8 

The presence of a pre-free trade lobby including 

consumers of cheap GCC petroche~icals in the EEC has yet 

to be fully harnessed. 

Lastly, the GCC failed to exploit the concession 

granted by the European Conmission to the USA on the 

dispute on grain trade. In this case the Europe an 

Conmission lowered tariffs on certain chemicals imported 

from the US to conpensate for reduced grain trade 

consequent to the accession of Spain and Portugal to 

the Conmunity. Significantly this concession l'llas handed 

at a time \-Jhen talks at the political level bet\'l!een 

9 
the GCC and EEC ta.J che d on free trade. 

·8 It is estimated that ihe EEC surplus in chemical 
trade of ab-out Ecu 1. 3 bill ion and Ecu 1. 26 billion 
in 1986 and 1987 respectively. EurGpean Chemical 
N e \"'S , v o 1 • 5 2 , n o. 1 3 5 6 , 1 6 I 1 I 1 9 8 9 , p. 1 5 • Mr. 
Zamil claims that there are 140 major European 
manufacturers using Saudi Neth;:mol. See, NEES, 
val. 27, no. 51, 1 October, 1984. 

9 E u r :-.: p e an C h e.r;r i c .9l N e ~, C h em s c o p e, A p r .il , 1 9 8 7, 
p. 3. 
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The GCC is also constrained on other fronts as 

well. The intense nature of the linkages of the GCC 

ecananies \1ith the developed market economies especially 

the EEC which is indicated in their techn olagic al 

dependence, high trade volumes, high level of investments 

in the EEC, etc. make them susceptible to European 

blackmail if retaliatory measures deemed hostile were 

applied. 

There is an assymetry in the perception and 

approaches to the dispute. The European petrochemical 

producers vie\..,red the dispute in regional teDns 1rJhi1e 

their GCC counterparts viewed it in narrower intra-

sect oral dispute. However the GCC countries /secretariat 

are compelled to contest European actions an different 

turfs; at the intra-sectoral level (the State O\o-Jned 

Gulf units faeed the canbined onslaught of European 

petrochemical producers· and pet roc hernical labour 

. . ) 1 0 ass oc~ at~ ons ; nati anal ·governments; and ~-Ji thin the 

franework of the Associative Diplctnacy. It appears 

that this is an unequal contest bet\'Jeen the nascent GCC 

secretariat and the older European Conmission. 

10 Petrochemicals industry is state- run in the GCC, 
moreover there are no organized labour outfits 
sa the contest and exchanges appear tn be politically 
tainted. 
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Till 1985, only Kuwait of the GCC countries v1as 

a signatory to the GATT. Saudi Arabia applied for 

observer status only in _1985. 
11 Though 5 au di Arabia 

could demand GSP allotment as a developing country it 

is constrained if the EEC \oJere to assert its non-

. bl. t. 1 2 
rec~procal a ~ga ~ons. 

The European side had no sense of vulnerability 

and urgency for reaching an accommodation v-:hereas the 

immedia =.y of a market for the GCC products buttressed 

by the perception of a 1 ong drawn negotiations did not 

afford putting their eggs in one basket. 13 The alter-

native of locating markets elsewhere has underscored 

the primacy of the negotiations and made the EECs 

position appear more in trasig ent. The stalemate ~n 

the negotiations e11d the alternatives '-"orked 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 f•1EED, val. 29, no. 25, June 1985, p. 32. 

12 Under the unilc::terally imposed oblig2tior.1 of the 
EEC to developing ccuntries wh a are signatories 
to GATT and Lone Convention, their exports earnings 
from their raw materials will reach a specified 
minimum level during a five ye2r period. 

13 m::Es, val. 29, no. 8, 2 December, 1985. 



because of the extraverted nature of their econanies. 

The successful recycling of surplus petrodollars in the 

last decade to several of the EEC countries integrated 

the GCC to the market econanies. Their capacity to 

adopt militant assertive postures in this nei]otiation 

are cons equr:n tl y blunted. 

E fvJP E R I CAL E V I DE f\J C E 5 AiilLli Y P 0 TH E 5 E 5 

Politically the GCC is inspired by the integration 

model of the EEC and has essentially maintained a prO-

blest outlook in international affairs. VJi th 16~~ of 

worlds natural gas reserves and 52;~ of \rJcrld 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 honogenity, 

attach great importance to the stability of their 

respective regional systems and both pursue the s arne 

kind of regional aggregation. This interdependent 

nature of their relations has an in-built clout which 

the GCC could exploit. It is the failure to realize 

and utilize til is m ut u ali ty of interests that enhances 

the assymetry in the negotiations. Nevertheless this. 

interdepencient nature of their relations is sought to 
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be consolidated with the proposed two-stage pact. As 

the pact envisages a frame..,JOrk of cooperation and 

resolution of conflicting is sues, our first hyp othcsis 

is validated. 

The GCC petrochemicals sector is highly externalised. 

It lacks indigeneous opere1ting and ancilliary 1 ogistics 

end is de pendent on the global sector for technology, 

marketing, shipping, distribution etc. Almost all the 

operating units have been built \.,ith foreign Purticipation. 

Joint ventures with established producers appears to 

solve the problems of market entry. This makes the GCC 

producers dependent on foreign partners for marketing. 

The benefits of marketing arrangem~ts incorporated 

into joint ventures do not bring full advantage to the 

GCC countries. 

GCC units are mostly geared to Hard s production 

of basic petrochemicals. Their joint venture partners 

being established producers i.e. vertically and horizon­

tally integrated companies, take advantage of the 

marketing arrangements to earn profits through transfer­

incomes. 

The logic o-f tariff imposition on GCC petroche~licals 

is that they nre lo..,J-cost and have a capacity to 
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distort 'order' in the Canmon i"larket. The market 

price established by the high cost domestic producers 

are set at a level 1r1here adequate profits are realized 

to operate their plants. The effect of this has been 

that it restricts g ro\'llth of demand and sl o._.,s down the 

·ratimalization process in Eurcpe. Therefore by charging 

established producers (vertically integrated joint 

venture partners) with marketing their plants' output. 

the GCC producers are severely limiting their ability 

to compete using their low cost canpetitive advantage. 

To assume full advantage of their competitive products, 

independent marketing or acquisitions and founding of 

offshore marketing firms will realise this. KU\'IIaiti 

offshore investments at every stage of the pyramidic­

structure of vertically integrated firms and the resultant 

minimal impact of the EEC trade restrictive measures 

confirm our second hypothesis. 

The bargaining leverage of the GCC is proscribed 

.by the techno-feedstock base of their petrochel'1ical units. 

Host of the units presently operating are based on 

associated gas-produced with oil. Oil is used 

(currently on the d eel in e) to power pe trochem ic al 

plants in the EEC. LovJer oil prices cut operating 

costs and enables high cost Europ~an units to be 

competitive again. 
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It has been indicated that the Eurr-pean 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 ~ffective leverage 

an oil embargo the GCC countries may apply. The d eel in e 

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 bee ause 

of the different national strategies pursued in developing 

the sector. Kuwaiti products do not encounter as much 

hostility in the common marl<et 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. 

Ku~.o1aiti offshore acquisitions - of petrochemical 

units in Europe - prompted partly in reducing problems 

of selling oil. on a non-integrated basis especially 

those in need of restructuring canplicates the restructuring 

( 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 development of the petrochemical sector in the 

GCC region appears to have caused capacity underutili-

t
. 12 

za ~on. The dependent nature of the GCC petrochemical 

sector and the protectionist mood in the developed market 

econanies of the EEC and elsewhere call for cooperation 

and coordination an ong GCC countries. This will 

facilitate country specialization, create a common 

market, vertically and horizontally integrated regimal 

sector and also boost regiooal trade which is currently 

restricted. 1 3 

It would also 'enable the GCC countries to overcome 

obstacles before their petrochemicals thereby increasing 

their negotiating cap:2city as our fifth hypothesis 

suggests. 

12 The 1'1iddle Eall, April, 1988, p. 9. 

13 According to a local magazine AS\-JAQ AL KHALEEJ 
Saudi imports from other GCC countries is less than 
2% of its total imports. Those of Kuh•ait 1. 7%, 
Qatur 3.057~ and the UAE 6.69~~. Excerpted in OPEC 
Bulletin (Vienna), Narch, 19 88. 
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The incentives for establishing a petroche::-1ical 

industry in the developing countries include in'lport-

substitution, export-earnings, industrial grovJth, food 

production, health progrCfl1rnes etc. As the pet rochenic al 

industry involves huge capital outlays which the private 

sector in the developing countries cannot mobilize, 

national governments give full b3cking to the industry. 

This adds guarantee to the cooperation canmitments of 

these developing countries. 

Cooperation among the developing countries in 

the petroche:1ical sector through joint ventures will 

' be in their interest and of the developed ccuntries also. 

It 1r1ill restrict infl0\1-J of products into the EEC 

thereby mitigating the glut and help stimulate the 

economies of all concerned. 

\.Jith the substantial gr011th rate of demand in 

the developing countries, South-South cooperation holds 

promise of alleviating the probl8ms encountered by the 

GCC products in the European common market. 

DI PL Oi-l A CY 

In conclusion an observation needs to be made 

about 'Associative Diplomacy' carried out betvJeen 

regional institutions. As ob served el s evJh ere, 
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Associative Diplanacy secures bil2teral gains which are 

transferred into multilateral benefits for the constituent 

t
. . 14 

coun r~es. In the case study it appears the inter-

national bureaucracy have secured gains \·lith the 

signing of the first cooperation agreement. These 

bileteral gains have not been transferred into multi-

lateral benefits as the prolonged impasse has canpelled 

both sides to seek alternative.avenues (outside the 

frarn ew ork) to reap benefits. 

It is an unequal contest- betvJeen two regional 

institutions and the Associative Dipl anacy served to 

emphasize their bilateral dependence not to redress 

assymetry in depen.=:enc e but to preserve the econanic 

hegemony of the EEC countries. 

-----------------------
14 Saleh A.- Al Nani and Salah Al Shirkly, The 

Euro-A"rab Dialogue : A Study in Associative 
Diplonacy (London, 1983), p. 136. 
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Over the past t\"1/0 decades the equity base of the 

contemporary internati anal econonic 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 econonies 

since the 1950's. The structure of trade am·ong the 

developed c aunt rie s in die a tes the interdep end en t natu rB 

of their econonies 1rJhile their trade relations \.Jith the 

developing countries emphasize the dependency of •the 

1 atter. 1 The oligopolistic structUJ:8 of production 

and exchcnge in major world sectors has concentrated 

market power reflected in trade concentration \:Jithin 

the de vel oped market ec on on ies. 2 The preceding chapters 

illustrate at a micro-level the bias against the dev~loping 

countries in the world market for manufactures. 

The restricted share of the developing countries 

in world manufactures trade is due to the conbil'}ed effect 

1 Exchange crnong developed countries arises more as 
an extension of intra-industry trade bet\rJeen countri 
at a similar stage of econanic develapmmt t·Jhereas 
trade \·Jith the developing countries are largely based 
an inter-indus try specialization. 

2 As revealed elsewhere in t·his study, the OECD coun­
tries ace auntPd for .87.25b of global petrochemical 
production and 91.9% of exports in 1985. 
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of concentrated market power in oligopolistic firr:~s- and 

the trade restrictive practices of the developed marl<et 

econanies. 

The market power weilded by these oligopolistic 

transnational corporations (Tf\ICs) derive from their control 

over investment capital, po-ssession of proprietary techno-

logy, their organizational structure and corPorate 

strategies. 

The role of TNCs as exporters of investment capital 

was assigned at Bretton woods. Post \.Jar econonic r" cons-

truction enabled competitive firms (especially US finns) 

to service their for::!ign markets through local production 

3 
than exports. This led to a centralized control by 

TN Cs over key sectors of global in dJ st ry .- Through 

licensing of technology to affiliates an oligopolistic/ 

monopolistic technology market was created. Licensing 

introduced barriers for new entrants into the technology 

marl<ct aJd technology. competitive ind.Jstries. The 

control over modern technology by the TNCs has transformed 

3 Although post war multilateral negotiations 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 indigenous 
manufacturing capabilities enabled the US firms to 
service these rna rkets thrcugh direct investment. 
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the sequence of innovation in prcx:luction and successful 

4 
export trade. Such companies determine the terms and 

conditions of transfer of technology between countries 

in the global econany. The nature of technology transfer 

is linked with the level of equity participation which 

varies with the inducanent offered by the host country 

for foreign direct investment i.e. whether it is for 

rationalized produ::tion, import substitution or export 

promotion. 

Through their operations as conglanerates and joint 

ventures, TNCs incrgase their leverage and bargaining 

power vis-a-vis developing countries a1d detennine the 

market structures faced by exporting countries. 

The development strategies pf most developing 

countries is intimately linked with the structure of 

their exte :rn al trade. They vJere not able to produce 

the type of goods in which trade \.,ras increasing fastest 

i.e. manufactures especially high technology products. 

-----------------
4 It is observed that over half of ths top 200 

conpa1ies accounting for a third of global GDP in 
1982 \·Jere based in five countries. Eighty-five 
per cent of the v1orlds research and development is 
undertaken in the s ar:1e five countries (USA, UK, 
West Germany, France and Japan). See, Stuart · 
Holland, Th§_Glol2..5!J:. Economy: From Heso to f"l~ 
E c on om i ~ TL o nd cc n , 1 9 8 7 ) , p • 2 61 • . 
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Import substitution and export promotion became 

mechanisms for offsetting their technology lag and for 

attracting investment capital fron 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, te3x 

exemptions etc. Such high-cost facilities could not 

easily become export- oriented. Where exports are 

feasible based on advantages in factor endOWi:-Jents, 

5 marketing is effected through joint venture partners. 

Such export products were those against which trade 

restrictive measures in the industrialized countries 

where the main markets existed 1:1as highest. 
6 

For example, 

5 As internatimal traders, these TNCs influence price 
formation in international markets as well as prices 
received by national producers. Joint ventures bett.Jeen 
developing countries and TNCs create· strengths for 
the latter by offering salvation for firms within 
lilature industries as petroche:-:Jicals. It preempts 
ne~rJer entrants from autononous integration to become 
competitors and blunt their ability to retaliate 
through expansion of their donain. See, Kathryn 
Rudie Harrigan, "Joint Ventur:Js and Global Strate­
gies", Columbia Journal of VJorld Busi~~ (New York), 
v ol. 19, n a. 2, p. 1 0 • 

6 Value-added downstrean activities of the TNCs 1 ocated 
in the dev.eloped countries (outside primary products 
producing areas) create captive markets and earn them 
transfer-incomes by way of intra-firm trade. Besides 
~vhen developing countries have been .able to circumvent 
the circuit of TNCs restrictions are imposed on their 
canpetitive products in industrialized countries through 
such mechanisms as 'orderly marketing arrangements', " 
'fair trade', vo~untary production/export restraints. 
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the value of petrochemical exports fran the developing 

countries to the EEC was $ 3, 822 million in 1980. 7 Of 

the total exports, only$ 24 million dollar worth of 

petrochemicals entered the Conmon Market under the GSP 

as indicated by Table 4.1. It is ·estimated that e1 irni-

nation of tariff measures under the GSP would enhance 

their exports to the EEC by a marg~n 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. 

r~ultilateral intervention to redress the prevailing 

imb~:~lances of the contemporary econanic order holds little 

prospects fer developing countries as our case study 

reveals. The strategy of 1 cliff erent ia ti on 1 and 

•selectivity' adopted by the EEC in global negotiations 

all through the 1970's were also successfully applied 

in the current negotiations. Both \...;ere tactics in 

segmented appeasement to undermine Southern i.e. 

GCC solidarity. 

7 UNIDO, Tariff and Non- Tariff f•1easures in the 
yJorld Trade of Petroche~nicals Prod.Y,£.1§_(Geneva, 
1985), IS 573. 
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TABLE 

ESTIMATES OF TRADE EFFECTS FROM THE REMOVAL OF POST• -TOKYO 
ROUND TRADE BARRIER (VALUES IN ~980 US OOLLARS) 

1 rnne r.n!aL ion (rom nrmova I of: 
I I adt: t.livur~;ion a_/ Nut t rnde 

Tar i f'f's N Ills· tJ_/ 

()ovn I opr!d Oovolnping A I I trading llovnloped 1Jnvr1 I op 1 nv DtlVt! I opod 
c:urorrtreos t:OIIOtl'iOS pn rtrtc! 1 s. c_/ countries CUitrtLriOb COlli It r i 0& 

~~~~ 351 I /1 + "'' - 24 171 

1'911 11 '> 1 + 2 - 2 3112 

I t.J l 52 II , II , + 3 - 3 1'.16 

1 116') 414 222 + 29 - 29 1 :115 

Source: liNr.IAIJ Dlltll tlASU on lr11de MHBSIIres 

expansion 

llcvul 'lP i 119 
count r· i os. 

327 

9 

49 

385 

~otes: fhf'! results are cornputcr1 using thu UNCTAD TracJu l'oltcy Simtllntton Mot.lul (r.ou Appondrx 1). 'Uttvulopud countrior.' 
orrdrcatcs ooon·preferr·nc:e-reccivlng courrtrie&; 'dt•vuloporHJ courrtrreto' aru oquovalent to prererancu-roceivony countrins. 

a./ Trade divtHseon: poterrtial qains to non-prerererrce-ruct;iving countries anr1 pottmtlal IO!i&us tu prufurcnce-recoiviny 
COLHotr1es. l!f!fers only to elimtnation of tariff' pruf'ereru;u,.-, under the·GSP. lnl'ormtlon on thtt diff'eruntial incidom.:c5 
of NlAs Ill' ad valorum terms on 11eve1opod and developing countries is not available. 

b .. / lrarte crcatnd hy the removal or ~lBs is under-estimated as it has not been pOG&ible to compute ad valorem 
equivalents for all produc:t.s and for all countries. 

C_/ Ttre e~timlltcs ar·p 111so based on computing tile averngu price disadvantages in the importing country against world 
&upplees ns a ...,IH>Io (lllthOilQh thor·e would normally be variations in tl>u price disadvantages against dil'ferorrt t;Ources). 
Accordingly, results are not slloW'n for dovolopod und devt!loplny countries. lloW'uver, an lnspoctiorr of' the NIH covera9e In 
the UNClAD Dlltb Ra&u twggo&t& that developed cuuntrlcs would l.te tho main l.tenoficlarlos of NTB removal. Accordingly In tho 
colttlllnc; on nP.t tral!tt ttxpan&ion, the whole gain fr·om NIB removal 11as been attributed to the devulopud countries. 

d_/ Felates only to externAl tr11de of t.he EEC, and not trade among mombers of the EEC, 

Sourc.e : UNIOO , Tarri..t and Non.-Tarrit Measures i.n. the World 
Trade ot. Petrocbem1 c.al. Products, (@~ne,al.985)~ ... 12 
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The disparate and conflicting interests of the GCC 

countries arising from uncoordinated regi anal 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-

8 
limitetion' concessions which are small measures. 

Moreover the developing countries including the GCC 

countries were vulnerable to external pressures because 

of the structural linkage-of the economies \..tith the global 

9 economy. The weakness arising frc::m the vulnerability 

makes acquiescence to the 'damage limitation' measures 

inevitable. 

Collec~ive bargaining has accrued limited benefits 

for developing countries for other reasons too viz.: 

The developing countries have been too obsessed 

with externalties 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 rnay be viet·Jed 

in this regard. See, Chapter II of this study and 
also JVlEES, vol. 29, no. 10, 16 Dece,:~ber, 1985, 
MEEQ., val. 29, no. 51/52, 21 Decerrber, 1985, p. 34. 

9 About one-forth of the developing countries GDP is 
realized on the ~rJorld market. See, Ernest Dbminsky, 
Devel oei!J.g__Countries: Theor1 and P ractice_Qf_ll,ul ti­
latera1 Economic DiplO'na£.)L. Ne\·J Delhi, 1987), 
p. 7' 
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of their exchange. The absence of sectoral linkages in 

most developing countries enhcnce inter-industry 

transfers and consequently upgrades their dependence 

on external markets. 

The developing countries' demands have been too 

self-centred. As real interests of the North \.Jere 

threatened by their demands, the tactics of persuasion 

(imperative since counter-veiling power was absent) was 

not canplemented by provision of trade-offs between 

issues. 

Problems of individual conmodity exports -:. 

wherever, they ._..Jere aneliorated by specific multilate·ral 

action or otherwise, were soon undermined because of 

the lack of concurrent action on their substitutes. 10 

The inversion of the effective order of policy making 

canplic<Jtes the negotiating strategies of the group and 

makes the implementation of issues agreed difficult. 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 intematim al 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 cmstituency. f'1oreover its PO\·Jer to 
establish positions ~hat 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 this study. 
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It is noted that Southern positions tend to be created 

fran top down than botton up i.e. by diplonats a1d inter-

. \ 

nat~onal bureaucrats rather than i"iinisters and experts 

fron host governments. 12 

To alter 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 to 70% of total conmerce 

of its mer.1bers while developing countries took only 22.5% 

of their own exports. As most of the exports of developing 

countries are carried out by TNCs certain power advantages 

are conferred. This ananally can be rectified to the 

extent that de vel oping countries reduce their production 

and exchange \..Jith developed \..Jorld thro~h increased 

1 3 South-S au th exchange. 

In conclusion it may be inferred that the pursuit 

of industrialization in developing countries is defined 

by the present global industrial strLCture. The facade 

12 Robert Rothsetin, urs the North-South Dial CXJUe 
VI orth Saving", Third World Quarterly (Land on) 
v ol • 6 , n o. 1 , J an u a ry , 1 9 8 4 , p • 1 6 9. 

13 Our case study has r~wealed that 1r1ith the relocation 
of markets for GCC petrochemicals in developing 
countries especic.,_ly in the Far East, the Pl'!tm~i·~: 
of the EEC market as \,Jell irritants arising fron 
the trade restrictive measures have been under­
mined. 
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of autononous ind.Jstrialization conceived in the purchase 

of plant, technology etc. is undermined by the nature of 

the market. 

The North-South Dialogue presumed by developing 

countries as Cf1 avenue for redressing the imbalances, 

hinges ~xcessively on externalties. r-tuch effort has not 

been geared towards internal re-s true turing of the 

developing countries econonies to promote sectoral 

linkages. An internalized development process bestot-JS 

certain power which can be employed to change the current 

external po\-1er imbalance. The North-South Dialogue 

cannot fulfil all the aspirations of the developing countries 

as there are limits beyond which changes can be 

effected. 
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