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InTrodUCTIon

The US chemical industry is in the crosshairs of 
escalating trade tensions between the US and China 
that have spawned tariffs on hundreds of products from 
both countries. From steel and parts needed to build 
multibillion-dollar plants to numerous raw-material 
chemicals and plastics produced, tariffs have affected 
hundreds of billions of dollars in commerce between 
the world’s two largest economies, and markets are 
responding accordingly.

US petrochemical market participants say Chinese 
customers increasingly seek other sources for resins 
and chemicals that once flowed freely from the US, 
wary of current tariffs and threatened ones that could 
come into play while shipments are in transit. The 
American Chemistry Council has vehemently opposed 
tariffs, arguing that fallout from the additional costs and 
shifting trade flows will create unintentional, long-term 
consequences that could threaten the growth of the US as 
a global supplier.

“There is no acceptable tariff rate for global chemicals 
trade with China or any US trading partner. Only zero 
tariffs will maximize our industry’s potential to deliver 
innovative products to new regions and increase social, 
environmental and economic sustainability around the 
world,” ACC President Cal Dooley said in September when 
President Donald Trump’s administration imposed a third 
round of tariffs on Chinese products valued at $200 billion.

That action brought so-called Section 301 US levies on 
Chinese goods to $250 billion – nearly half of the $506 
billion in goods the US received from China in 2017, 
according to US Census data. China has retaliated 
with $110 billion in taxes on US products – 84% of 
the $130 billion value in US goods China received last 
year.  Trump has threatened another $276 billion in 
tariffs in a continued effort to force China to change 
its practices on requiring US companies to transfer 
intellectual property to Chinese partners in order to 
gain access to Chinese markets.

In the Trump administration’s view, the tariffs are designed 
to crush theft and establish what it sees as fair trade. 
“If countries will not make fair deals with us, they will be 
Tariffed!” Trump tweeted in mid-September. 

For China, the focus is protecting its interests and becoming 
globally competitive. “We have always maintained that the 
only correct means to resolve the trade dispute is through 
dialogue and consultation on an equal basis with mutual 
trust and respect, China’s foreign ministry spokesman Geng 
Shuang said at a September news conference.

The US trade deficit with China, seen at $376 billion in 2017, 
shows that China cannot match US tariffs dollar for dollar. 

However, China can target products with trade flows that 
cannot quickly or easily adjust, injecting uncertainty and at 
least short-term chaos into US supply chains.

If China is no longer a viable option, US companies can 
try to find other sources for imports and destinations for 
exports. However, many have told US Trade Representative 
Robert Lighthizer that it can take years to establish new 
relationships and ensure the quality of products and 
sourcing outside of China in sufficient quantities. 

In addition, higher costs from tariffs can shut or squeeze 
access to markets in China – the world’s most populous 
country with the highest GDP and projected growth 
surpassing 6%. While other countries such as India have 
faster-growing economies, they lack China’s size and 
resources. 

US companies and traders say they largely support the 
Trump administration’s efforts to address China’s trade 
practices, but many believe tariffs will raise costs for 
manufacturers and consumers and threaten US economic 
health, as well as demand for US chemical and resin exports.

“Losing China is going to be a big blow no matter how you 
look at it,” a longtime US resin trader said.

Cheap us feedstocks fuel export growth
The US natural gas boom in recent years has unearthed 
unprecedented access to cheap ethane and since 2011 
prompted domestic chemical manufacturers to commit to 
more than $200 billion in new infrastructure, according to the 
ACC. Ethane remains cheaper than naphtha, the dominant 
global cracker feedstock, even as prices more than tripled 
to 59 cents/gal ($437.38/mt) from early December 2017 to 
mid-September 2018, according to S&P Global Platts data, 
because processing and pipeline infrastructure lags demand. 
By comparison, Platts’ naphtha marker on a CFR Japan basis 
averaged $625/mt during the period.

For US polyethylene producers, ethane is the feedstock 
in highest demand. In addition to being the cheapest, it 
yields the most ethylene, the building block for the resin 
that makes the most-used plastics in the world, such as 
grocery bags, shampoo bottles and food packaging. 

Much of the new infrastructure in the US Gulf Coast region, 
Pennsylvania and potentially Ohio focuses on polyethylene 
production, with eight new crackers and 13 new polyethylene 
(PE) plants starting up from 2017 through 2019, and more 
thereafter, according to company announcements.  Most, if 
not all, of 9.2 million mt/year in new known PE output in that 
first wave is targeted for export to Asia, Central and South 
America, Europe and Africa – in that order. 

As of September, the US had imposed three rounds of 
tariffs, followed by retaliatory tariffs from China. First came 
$34 billion in tariffs from each side in July that did not 
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heavily impact chemicals. Then $16 billion from each side 
in August included hundreds of chemicals and resins, as 
did the latest $200 billion from the US and retaliatory $60 
billion from China.

China’s August tariffs on US products initially included 
low-density polyethylene, which makes up more than 9% 
of the total known new US capacity listed in company 
disclosures. The final list removed LDPE and added linear 
low-density and high-density PE – 79% of the known new 
production.  That percentage could rise once DowDupont, 
ExxonMobil and Sabic, and PTT Global Chemical reveal 
what grades they plan to produce in US debottlenecking 
and new complex plans.

Some companies can supply China via other international 
operations. For example, DowDupont can ship PE to China 
from its Sadara complex that started up last year in Saudi 
Arabia. ExxonMobil, LyondellBasell, Chevron Phillips 
Chemical and others with global operations can do the 
same in shipping US output to other regions, though at 
potentially higher costs. 

However, that still leaves plenty of new US PE to find 
a home in regions with less demand growth than 
China. Some, like South America, are facing economic 
uncertainties and fluctuating currency values that make 
US imports more costly. Southeast Asia is also hard 

pressed to absorb additional supply from the US that 
would otherwise have gone to China. 

US market participants have cited tariffs on HDPE and 
LLDPE as a factor in the recent downward trend seen in 
US export prices, alongside inventory builds from recent 
capacity expansions. US export pricing of those grades has 
fallen 10-17% since early June, according to Platts data. 
Exporters with resin earmarked for China have felt the 
most immediate impact, as they have been forced to cancel 
shipments and sell below replacement costs in other 
regions. Such actions have prompted buyers in key regions, 
including South America, to seek lower pricing. 

All the while, competitors in Canada, Europe and South 
America can gain market share in China that the US 
may not easily recoup if tariffs are later relaxed, Jacob 
Handelsman, senior director of international trade for the 
American Forest & Paper Association, which represents US 
pulp, paper, tissue and wood products manufacturers, said 
in a letter to Lighthizer.

“Regaining lost customers will not be easy,” he said.

Widespread targets
Other targets of China’s August tariffs include ethylene, 
propylene, purified terephthalic acid (PTA) used to make 
plastic soda bottles and fibers, acrylonitrile used to make 
acrylic fibers and some rubbers in the automotive industry, 
and ethylene dichloride (EDC) – a precursor to polyvinyl 
chloride, a construction industry staple used to make pipes, 
vinyl siding and flooring, and window frames.

US International Trade Commission data shows that 
current US ethylene exports are low, with less than 
200,000 mt shipped in 2017 from the US’ single existing 
facility. China received 33% of that volume, and only Taiwan 
took a higher volume. 

Asian ethylene market participants have seen little impact 
from the tariffs so far, but have voiced concerns that they 
could slow ethylene export terminal investment. Most US 
ethylene production feeds derivatives, though Enterprise 
Products Partners is building a 1 million mt/year ethylene 
terminal on -- the Houston Ship Channel to start up in 2019, 
and Norwegian chemical shipper Odfjell may build a 750,000-
mt/year terminal at its ship channel terminal as well.  

“Investors may rethink to invest their capital to these 
projects as the trade war would erase export opportunities 
to China,” said a trading source in Asia.

China is the top export market for US EDC, having received 
more than 27% of 1.3 million mt shipped from the US in 
2017, USITC data showed. Trade flows started shifting 
months before the August tariffs were imposed, as China 
has received 18% less US EDC year to date through July 
compared with the first seven months of 2017. In the same 
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US PE ProjECTS 2017-2020s    
Company Location Capacity (mt/yr) Product Startup Status

operational     
Dow Chemical Freeport, Texas 400,000 LLDPE Sep-17 Operational
Chevron Phillips  Sweeny, Texas 500,000/500,000 HDPE/LLDPE Sep-17 Operational
Exxon Mobil Chemical Mont Belvieu, Texas 650,000/650,000 LLDPE/HDPE Oct-17/Q-4 Operational
Ineos/Sasol La Porte, Texas 460,000 HDPE Nov-17 Operational
Dow Chemical Plaquemine, Louisiana 350,000 LPDE Q1-18 Operational

Construction     
Sasol Lake Charles, Louisiana 450,000/450,000 LLDPE/LDPE H2-18/H1-19 Construction
Formosa Plastics Point Comfort, Texas 400,000/400,000 LDPE/HDPE & LLDPE H1-19 Construction
LyondellBasell La Porte, Texas 549,000 HDPE 2019 Construction
Exxon Mobil Chemical Beaumont, Texas 650,000 LLDPE 2019 Construction
Shell Chemical Monaca, Pennsylvania 550,000/550,000/500,000 HDPE/LLDPE/LLDPE 2021/2022 Construction

Planning     
NOVA Chemical/Borealis Bayport, Texas 625,000 HDPE 2021 Planning
PTTGC/Daelim Belmont County, Ohio TBD TBD 2021 Planning/FID-18
Exxon Mobil/SABIC Corpus Christi, Texas TBD TBD 2020s Planning/FID-18
Dow Chemical US Gulf Coast 600,000 TBD 2020s Planning
FG LA LLC St James, Louisiana 400,000/400,000 HDPE/LLDPE 2022 Planning
FG LA LLC St James, Louisiana 400,000/400,000 HDPE/LLDPE 2027 Planning
Source: Company announcements, regulatory filings

TOP DESTINATIONS FOR US PE EXPORTS IN 2017

Source: USITC
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span, Egypt, Spain and Colombia have received more 
compared with the year-ago months, while Japan, Korea 
and Taiwan received less.

Those flows to China “will not be easily digested by other 
regions,” a veteran EDC trader with a US producer said. 
Another trader said US EDC prices would inevitably decline 
unless the standoff softens. “Where is it all going to go? 
Prices will come down,” the second trader said.

China added US-origin methanol to its list of retaliatory 
tariffs worth $60 billion in September. While Chinese 
statistics data shows US methanol exports to China to 
be currently less than 1% of the total 8.14 million mt 
imported last year, the US methanol industry, which 
started with just 2.25 million mt/year of production 
capacity in 2015, is transitioning into being a net 
exporter. The US now has eight plants with a cumulative 
capacity of 7.5 million mt/year, including Natgasoline’s 
1.75 million mt/year plant that started up in June 2018. 
Two plants with another 1.1 million mt/year of capacity 
are planned or under construction.

Steel tariffs imposed by the Trump administration in March 
have not yet prompted known delays in major steel-heavy 
petrochemical infrastructure projects, and some, like Shell, 
have received waivers from the extra costs. However, global 
engineering and construction firm Fluor said a planned 
$3.8 billion methanol project in Louisiana could be delayed 
or canceled because an August US tariff on machinery 
for liquefying air or gas could prevent the company from 
meeting its contractual and scheduling obligations. Unit 
components are available only in China, the company said 
in a letter to Lighthizer. 

“This situation creates a serious risk that this project – 
which would create 1,000 US construction jobs, 200 US 
permanent plant operations jobs and 300 US associated 
manufacturing jobs – will not move forward,” the letter said. 

Synthetic rubber and tires also are among China’s 
targeted US products in the $60 billion round of 
retaliatory tariffs, following the US target of Chinese 
rubber products in its $200 billion list. US Department 
of Commerce data shows China was the largest US 
trading partner for tires in 2017, supplying 6.5 million 
tires, or 44%, of truck and bus tire imports to the US.  
The $200 billion US list includes butadiene, a feedstock 
for synthetic butadiene rubber. About 70% of synthetic 
rubber goes into tire manufacturing.

“We will definitely be hit; we are just not certain by how 
much,” said one Chinese synthetic rubber maker.

rerouting to avoid tariffs
Some discussion has emerged among traders about 
whether US volumes could avoid tariffs by getting to China 
through other Asian nations, such as Korea or Taiwan. 
However, market sources say such circuitous routes could 
be too costly to bother. While freight costs from the US to 
China are very low, once a cargo adds stops, unloading and 
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TArIFFS AFFECTInG US-CHInA PETroCHEMICAL TrAdE   
US $250 billion in Chinese goods includes: China $110 billion in US goods includes: 
Petrochemicals Uses Petrochemicals Uses
Caustic soda Alumina, pulp, paper feedstock High-density polyethylene Milk jugs, grocery bags, combs
Ethane  Ethylene feedstock Linear low density polyethylene Plastic wrap, detergent bottles
Butane Lighter fuel, aerosol propellant Ethylene Feedstock for resins
Ethylene Resin feedstock Butadiene Precursor to rubber
Propylene Resin feedstock Benzene Chemical feedstock
Butadiene feedstock Precursor to rubber Styrene Fiberglass, rubber, plastic
Benzene Chemical feedstock Ethylene dichloride Precursor to polyvinyl chloride
Toluene Gasoline additive Acetone Solvent
Mixed xylenes Octane enhancer Purefied terephthalic acid Plastic bottles
Styrene Fiberglass, rubber, plastic feedstock Acrylonitrile Synthetic rubber, fibers, plastics
Cumene Chemical feedstock Methanol Fuel, antifreeze, solvent
Normal butanol Coatings, adhesives, solvent Propylene Precursor to polypropylene
Ethylene glycol Precursor to PET Toluene Gasoline additive
Ethylene oxide Precursor to ethylene glycol Paraxylene Precursor to PET, polyester fiber
Acetic acid Feedstock for industrial chemicals Mixed xylenes Octane enhancer
  Propane Heating, propylene
  Paraffin wax 
  Petroleum asphalt 

Finished products from China now facing new tariffs
Vinyl flooring Conveyor belts Handbags Toilet tissue
Sacks and bags Rubber hoses Insulated lunch bags Synthetic fibers
Spools Truck and bus tires Bamboo flooring panels Carpet
Baseball gloves Trunks and suitcases Cork Floor and wall tiles
Rainwear   
Source: Office of the US Trade Representative, American Chemistry Council

reloading, terminal handling and other steps, the added 
costs can kill the incentive. 

“I don’t see any room for us to be transshipping unless 
producers give us a break on price to offload this volume,” a 
US resin trader said. 

Another widely-discussed possibility could be to package 
China-bound resin in plain bags with no branding, or to send 
branded packaged resin to regional Asian factories to be 
mixed and rebagged with a new origin certification.  However, 
buyers could assume such resin is of lower quality than 
branded prime material and demand lower prices – again 
killing incentive to take that route, trader sources noted.

Europe watching
Europe has observed escalating tensions between the US 
and China from the sidelines, with producers and traders 
watching for global petrochemical trade fallout. Market 
participants are scouting for clues as to whether some US-
origin product that had been aimed at China will end up in 
Europe instead.

US EDC shipments to Spain more than quadrupled in the 
first six months of 2018 from the year-ago period while 
shipments to China declined, USITC data showed. Spain 
was home to six of seven chlor-alkali plants that shut 
last year according to European Union rules pertaining to 
mercury-cell production, which reduced domestic chlorine 
output needed to make EDC. That has given US-origin 
product another destination, albeit one with far less 
demand than China.

In September, the growing consensus among European 
markets is that more US polymer exports will shift to 

Europe toward the end of 2018. An expected surge in 
US PE exports in tandem with new capacity startups 
has yet to materialize as major European producers 
move product through their own distribution channels. 
However, inventories that have grown as producers 
protected margins this year are reaching levels that require 
destocking, which will put more resin in traders’ hands to 
move, market sources say. 

European trade sources expect to see more US polymer 
export offers, and trade data shows early signs of such a 
shift.  Data from Eurostat, the EU statistics agency, shows 
that 27,178 mt of LDPE imports in July 2018 were double 
the figure from July 2017. EU imports of HDPE also rose 
42% year on year to 11,446 mt.

Also, into September, US spot PE prices have lagged behind 
European pricing, leaving ample arbitrage to ship to Europe, 
European sources noted. Those volumes will compete with 
Middle East product, which has the advantage of cheap 
feedstocks as well as the lowest export costs to Europe. 

US producers have a choice, said Esteban Sagel, CEO of 
chemical and polymer market consultancy ChemPMC. They 
can eat the higher costs, or try to find different markets. 

“The growth of the Chinese market is not really found 
anywhere else in the world, and that’s what’s going to be 
very difficult,” Sagel said. 

Finished products more costly
While China’s tariffs have targeted chemicals and resins 
from the US used to make plastics, the US’ targets include 
Chinese chemicals, resins and finished products made with 
them such as children’s toys, Christmas lights, storage tubs, 
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electronics and other items that help create the $376 billion 
trade deficit. US retailers have pushed back strongly. Some, 
like Apple, were spared tariffs that would increase taxes on 
items like its Apple Watch and AirPods. Hundreds of others 
tried in vain to head off tariffs on their wares, including 
Walmart, the largest US retailer, as well as Target, L.L. Bean, 
Macy’s and the Gap.

Gary Philbin, CEO of Dollar Tree, which also owns Family 
Dollar, said in a letter to Lighthizer that the discount stores 
serve predominantly low- and middle-income customers 
with health and beauty products, school supplies, trash 
bags, cleaning products and seasonal items. Both chains 
source 60% to 75% of their products from China, and the 
September tariffs will likely force them to stop selling some 
items or to offer lower-quality products because those 
customers cannot pay higher prices.

A veteran resin trader said those plastic products represent 
about 4 million mt less resin that China will need to produce 
if US customers stop buying those costlier products and 
China cannot find buyers elsewhere.  And current tariffs 
on the $200 billion list will represent 10% of the trade 
value – and rise to  25% in January if a new trade structure 
between China and the US is not forged, according to US 
trade officials.

“That’s a big deal,” the resin trader said. “We know end-
users in China that are seeing what it will cost to unbolt 
their machines and move to Southeast Asia to make their 
products. They’re taking it pretty seriously.”

no definite end in sight
President Trump in September signed into law a bill 
that will reduce or suspend tariffs on roughly 1,660 
products imported into the US, more than half of which 

are chemicals and plastics. However, the Miscellaneous 
Tariff Bill of 2018 does not apply to the Section 301 tariffs 
imposed this year. The new law applies only to duties that 
had already been in place.

A chief concern is how long the trade tensions last, multiple 
US market sources say. Forging new relationships with 
buyers and suppliers takes time, and no one knows if tariffs 
implemented so far will remain in effect in the coming 
months or years. 

November 2020 will bring a new US presidential election. 
If voters choose a new leader, the tariffs – if still in place at 
that time – could be thrown out. A major industrial plant 
can take five years from initial planning to startup, and 
much can happen in that long a span, sources noted.

Many hold out hope that the Trump administration’s hard 
line is about bargaining leverage rather than long-term 
protectionism.

“I’m hopeful that while we come to negotiate with a very 
hard stance, we end up leaving with concessions that 
are satisfactory for both sides and reach an agreement,” 
ChemPMC’s Sagel said.

— Kristen Hays, kristen.hays@spglobal.com

— Fumiko Dobashi, fumiko.dubashi@spglobal.com 

— Shashank Shekhar, shashank.shekhar@spglobal.com

— Chris Ferrell, christopher.ferrell@spglobal.com

— Edited by Jennifer Pedrick,  
jennifer.pedrick@spglobal.com
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