
L
astyear, the biggest riskto

Asian economies was the fragili-
ty of the U.S. economy. Since
then, the downturn in the U.S.
has proven sharper than ex-

pected one year ago, leading to a general de-
terioration of economic conditions in the
Asia-Pacific region. The biggest risk factor
to Asia in coming months is the ability of
Japan to cope with the global downturn. 

Despite a decade of economic decline,
Japan remains Asia’s giant, with an econo-
my five times as large as China’s.

Japan has entered its fourth recession
in 10 years. Production of chemicals in
Japan does not normally go down across
the board. But this is what is happening
for the first time in at least 10 years. With
the exception of a few products, Japanese
production of all chemicals tracked
by C&EN is set to be down this year
compared with last year. 

Another indication that trou-
ble is brewing in Japan is agree-
ment on the matter among promi-
nent economists.

“The structural reform [in
Japan] is not going to happen
quickly enough to solve what now
looks like the beginning of a defla-
tionary spiral,” said Princeton Uni-
versity economics professor Paul
Krugman, speaking in Hong Kong
in late November. “It’s a scenario
that we haven’t seen for about 70
years in the world ... and [there are]
very few precedents to know how
bad it is,” he added. Krugman is
credited with predicting the Asian
financial crisis of 1997–98 months
before it occurred. A financial col-
lapse in Japan, the world’s second
largest economy, would lead to a
sharp drop in the value of the yen
and in the value of Japan’s gross do-
mestic product (GDP), he added. 

Meanwhile, an economist at the Wash-
ington, D.C.-based Institute for Interna-
tional Economics talks about not if, but
when, a Japanese financial crisis will oc-
cur. Adam S. Posen, a senior fellow at the
institute, wrote in August that such a cri-
sis would take place within two years if
Japanese authorities fail to implement a
rescue of Japan’s debt-laden banks. Japan-
ese authorities have not shown any will-
ingness yet to implement the radical sort
of plan Rosen has recommended. 

ECONOMISTS, HOWEVER, are not com-
pletely united in the belief that Japan will
soon collapse. Peter Morgan, chief econo-
mist at the Tokyo office of HSBC Securi-
ties, believes that Japan will be able to sus-
tain its current level of indebtedness for

some time. He has so far proven correct.
Moreover, economic forecasts released in
the past few weeks by the International
Monetary Fund, the Organization for Eco-
nomic Cooperation & Development
(OECD), and the Asian Development
Bank (ADB) do not emphasize the possi-
bility of a financial collapse in Japan. 

Ignoring the possibility of a financial
meltdown in Japan, the outlook for Asia
next year is not terrible. Most econom-
ic forecasts predict that Japan’s GDP will
not shrink dramatically. Indeed, based
on monthly statistics up to the end of
September, car production in Japan is on
track this year to be down only about
2.5% from last year. Yet housing starts
are showing a 5.5% decline from 2000.
Both industries are major consumers of
chemicals. 

In China, the world’s largest importer
of polyolefins and a major importer of oth-
er chemicals, the economy continues to
roar. ADB predicts that China’s GDP will
grow 7% next year. Although statistics
from or about China are rarely reliable, vis-
its to Chinese cities provide ample anec-
dotal indications that the economy re-

mains vibrant. One readily notices
frantic activity at countless private
construction sites and infrastruc-
tural developments. 

China’s entry into the World
Trade Organization (WTO) last
month further enhances industrial
prospects for the coming years. Im-
port tariffs on chemicals and other
industrial products will come down.
In its economic outlook for next
year, OECD predicts that China’s
output of textiles may double after
2005 because China has competi-
tive advantages in labor-intensive
industries. Although OECD ex-
pects China’s homegrown chemi-
cal industry to lose ground to im-
ports, foreign investment in China,
which already totals $350 billion ac-
cording to OECD, will expand even
more. 

Similarly, ADB predicts strong
growth in India. Restrictions on
trade and capital flows are to a
large extent shielding the Indian
economy from economic difficul-
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a C&EN estimates. SOURCES: Asian Development Bank, Organization for
Economic Cooperation & Development
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ties abroad, and in the short term, this is
working in India’s favor. “Multinational
corporations are missing out by focusing
on China,” says Zerxes Lashkari, presi-
dent of YezPer Consultants, a Mumbai-
based consulting firm specializing in the
chemical industry. Mumbai-based petro-
chemical producer Reliance Industries
reported a 10% increase in net profits
compared with the year-earlier period in
its first-half results; its fiscal first half end-
ed on Sept. 30. 

Remarkably, considering South Korea’s
large electronics industry and its exposure
to foreign markets, the nation’s economy
continues to grow. In the third quarter of
the year, it expanded 1.8%, due largely to
the strength of domestic consumption
and the health of the construction indus-

try. Exports, however, represent 40% of
South Korea’s GDP, and they were down
nearly 20%. 

Taiwan, by contrast, is in distress. ADB
forecasts a 2% decline in GDP there this
year. The industrial and industrious is-
land is having difficulty making the tran-
sition to a service-sector-based economy
as it finds itself increasingly unable to
compete with Chinese manufacturing.
Manufacturing competition between
China and Taiwan will only intensify now
that both countries have been admitted
to WTO. Production of petrochemicals
is increasing thanks to Formosa Plastics’
new complex, but industrial output is
down overall. 

The short-term market outlook for the
chemical industry in Asia is generally poor.

One way to look at this is to observe what
is happening on the island of Singapore,
where a large export-oriented chemical
production base has emerged in recent
years. In the first 10 months of this year,
output of chemicals in Singapore was on-
ly 0.8% higher than the same period a year
ago, according to the Singapore Econom-
ic Development Board, despite several new
facilities coming on-line. In a survey of
business expectations, the agency further
reports that Singapore-based chemical in-
dustry executives expect conditions to be
difficult in the next six months. 

The Asian petrochemical industry is 
suffering the most. During a presentation
to financial executives of chemical com-
panies at ABN Amro Bank last month in
Hong Kong, Mark Berggren, manager of
the Singapore office of Chemical Market
Associates Inc. (CMAI), remarked, “There
is not much you can say about petro-
chemicals that is good in Asia.”

Between 2000 and 2002, Berggren
said, Asia is gaining 3 million metric tons
of ethylene capacity. During the same pe-
riod, North and South America will boost
capacity by 3.5 million metric tons, while
the Middle East is preparing to increase
capacity by 4.3 million metric tons per year.
“Middle East ethylene expansion is not a
ripple; it’s a wave turning into a tsunami,”
Berggren observed. 

Sluggish GDP growth until 2002 will
lead to weak demand and therefore poor
petrochemical margins, Berggren pointed
out. “In the best case, [Asian petrochem-
ical] companies are at breakeven,” he said. 

The outlook for aromatics is, if any-
thing, more depressing. Berggren’s Sin-
gapore-based colleague David H. Witte
reported that global demand for polyester
would increase by about 1.7 million met-
ric tons this year, about 30% less growth
than in 2000. Capacity for purified
terephthalic acid (PTA), a polyester in-
termediate, will increase by 1 million met-
ric tons in both 2001 and 2002. In 2003,
however, Witte said that regional PTA
expansion will grow by nearly 4 million
metric tons. “Operating rates will drop
dramatically,” he predicted. 

Another aromatic, styrene, “has been a
horrible, horrible product this year,” Witte
said. He noted that, for the first time in
20 years, production of styrene worldwide

In China, the world’s largest importer of polyolefins
and a major importer of other chemicals, the economy
continues to roar. 
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Production mostly down, but petrochemicals surge

INDUSTRIAL PRODUCTION CHANGE
INDEX, 1996 = 100 1996 1997 1998 1999 2000 2001a 2000–01
All manufacturing 100.0 108.7 111.3 120.3 129.9 117.9 –9.2%
Chemicals 100.0 106.3 109.1 119.0 127.2 133.2 4.7

Basic chemicals 100.0 104.4 102.5 111.3 126.5 122.9 –2.8
Petrochemicals 100.0 104.9 105.7 124.2 137.3 165.6 20.6
Fertilizers 100.0 103.8 98.4 90.2 86.9 81.7 –6.1
Synthetic fibers 100.0 109.3 114.9 116.6 120.3 116.4 –3.3
Plastics & resins 100.0 105.4 108.8 120.2 125.4 123.8 –1.3
Synthetic rubber 100.0 109.0 114.6 135.7 128.1 124.0 –3.1

Chemical products 100.0 107.4 107.0 112.2 116.3 105.7 –9.1
Paints & varnishes 100.0 110.8 103.8 103.4 101.7 85.0 –16.4
Drugs & medicines 100.0 105.7 109.7 115.0 119.0 117.2 –1.5
Pesticides & herbicides 100.0 103.3 104.3 109.3 112.2 113.2 0.9

Rubber products 100.0 99.6 96.4 94.8 92.9 82.5 –11.2
Plastic products 100.0 103.6 97.5 103.4 101.9 92.8 –9.0

a C&EN estimates. SOURCE: Taiwan Ministry of Economic Affairs 



had gone down. One bright spot for Asia
is China’s continually strong demand for
styrene. China will import more than
1.5 million metric tons of styrene next year
and more than 2 million metric tons in
2004, Witte predicted. The importance
of China as a key importer is growing as
styrene capacity continues to climb rapid-
ly in other countries. 

AS EXPECTED, because of the large num-
ber of industries they are linked to, spe-
cialty and performance chemicals are ex-
periencing diverse circumstances.

The experiences of Ciba Specialty
Chemicals are likely representative of this
industry sector. Armin Meyer, chairman
and chief executive officer of Ciba Spe-
cialty Chemicals, noted at a press confer-
ence in November that the company had
experienced a sharp slowdown in its busi-
ness in Japan. “Japan has a big impact. It is
really bringing Ciba down this year,” he
said. 

He further explained that Ciba’s busi-
nesses are affected to different extents by
the Asian economic situation. Ciba’s plas-
tic additives business moves in concert
with the plastic industry, he said. The com-
pany’s water treatment business is not di-
rectly affected by the ups and downs of
GDP figures. But he added that Ciba is
hiring 70 salespeople to capitalize on Asia’s
huge population and its growing demand
for clean water. Meanwhile, Ciba’s home
and personal care product segment is not
experiencing economic cycling. 

Ciba’s dye and textile chemicals busi-
ness moves in tandem with the health of
the overall textile business. The latter is
likely to experience severe difficulty for at
least the coming six months. Japanese fiber
manufacturer Toray expects to barely break
even in its fiscal year ending March 31, be-
cause of sluggish demand in both Japan
and foreign markets. Toray barely broke

THOUSANDS OF METRIC TONS CHANGE
UNLESS OTHERWISE INDICATED 1997 1998 1999 2000 2001a 2000–01
INORGANIC CHEMICALS
Ammonia 1,836 1,689 1,685 1,715 1,628 –5.1%
Ammonium sulfateb 1,780 1,618 1,716 1,749 1,622 –7.3
Calcium superphosphate 329 306 290 259 252 –2.7
Carbon black 776 723 761 788 738 –6.3
Chlorine, liquid 928 881 875 847 805 –5.0
Hydrochloric acid 2,539 2,408 2,448 2,494 2,323 –6.9

Nitrogenc 9,676 9,716 9,855 10,290 10,356 0.6
Oxygenc 9,795 9,188 9,534 10,655 10,498 –1.5
Sodium carbonate 801 722 722 669 476 –28.8
Sodium hydroxide 4,391 4,252 4,345 4,471 4,316 –3.5
Sodium silicate 795 765 769 720 662 –8.1
Sulfuric acid 6,828 6,739 6,943 7,059 6,914 –2.1
Titanium dioxide 241 251 269 270 260 –3.7

ORGANIC CHEMICALS
Acetaldehyde 436 414 415 401 399 –0.5%
Acetic acid 620 654 644 675 614 –9.0
Acetone 458 459 507 508 467 –8.1
Acrylonitrile 730 667 738 732 735 0.4
Benzened 4,502 4,203 4,459 4,425 4,292 –3.0

Butadiene 1,052 977 1,035 1,044 1,005 –3.7
Butanol 447 424 495 461 464 0.7
Caprolactam 556 519 581 599 549 –8.3
Cyclohexane 721 652 688 673 641 –4.8
Dioctyl phthalate 310 261 269 253 239 –5.5

Ethylene 7,416 7,076 7,687 7,614 7,316 –3.9
Ethylene dichloride 3,491 3,491 3,503 3,431 3,273 –4.6
Ethylene glycol 886 920 922 930 768 –17.4
Ethylene oxide 952 953 976 990 875 –11.6
Octanol 321 285 315 278 254 –8.6

Phenol 833 851 888 916 861 –6.0
Phthalic anhydride 330 301 301 290 262 –9.7
Propylene 5,409 5,101 5,520 5,453 5,301 –2.8
Polypropylene glycol 295 274 302 304 291 –4.3
Purified terephthalic acid 1,663 1,616 1,547 1,527 1,524 –0.2

Styrene 3,035 2,770 3,055 2,968 2,966 –0.1
Toluened 1,419 1,349 1,488 1,489 1,420 –4.6
Toluene diisocyanate 192 192 192 214 204 –4.7
Urea 760 703 636 641 591 –7.8
p–Xylene 2,921 2,754 2,969 2,920 2,865 –1.9
Xylened 4,634 4,340 4,641 4,681 4,780 2.1

PLASTICS
Phenolic resins 303 259 250 262 235 –10.3%
Polycarbonate 292 317 351 354 377 6.5
Polyethylene 3,366 3,143 3,369 3,342 3,271 –2.1
Polyethylene, high density 1,313 1,168 1,301 1,246 1,220 –2.1
Polyethylene, low density 1,839 1,760 1,856 1,892 1,855 –2.0
Polypropylene 2,854 2,520 2,626 2,721 2,734 0.5
Polystyrene 2,201 1,975 2,037 2,024 1,831 –9.5
Polyvinyl chloride 2,626 2,457 2,460 2,410 2,176 –9.7
Polythylene terephthalate 1,398 1,300 1,281 1,308 1,274 –2.6

SYNTHETIC RUBBER 1,592 1,520 1,577 1,590 1,485 –6.6%

a C&EN estimates. b Agricultural and nonagricultural use. c Millions of cubic meters. d Includes petroleum–
and nonpetroleum–derived product. SOURCE: Japan Ministry of Economy, Trade & Industry
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Japan
Output of most chemicals falls

$ Billions

NOTE: Excludes rubber and photographic
material. a C&EN estimates. SOURCE: Japan
Chemical Exporters & Importers Association
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even in the first half of its fiscal year, and
Teijin, another fiber manufacturer, did not
fare much better. 

SURPRISINGLY, the mood is not partic-
ularly gloomy among producers of chem-
icals used by the electronics industry. At
a press conference last month, Jean-Paul
Marche, head of Ciba’s coatings business
in China, expressed high hopes about a
specialty dye used to change the color of
recordable digital video discs. Similarly,
Seichi Hasegawa, director of optical ma-
terials at JSR Corp., was bullish about
the sales and profit performance of the
company’s electronic materials over the
next few years. In both cases, the source
of the optimism was the expected mar-

ketplace success of new types of elec-
tronic materials. 

Looking at Asia beyond the immediate
future, prospects remain reasonably bright.
CMAI’s Berggren predicted an improve-
ment in petrochemical margins starting in
2004. In the electronics industry, the turn-
around will take place as early as 2002,
Hasegawa predicted. Speaking in Hong
Kong in late November, WTO Director
General Mike Moore said he was relieved
that world nations had agreed to launch a
new round of trade talks earlier that
month. Past experience has shown that
trade liberalization has a direct impact on
economic prosperity and improvement in
living standards.

The short-term outlook, however, is
terrible. Ciba’s Meyer said: “It’s a tough
time, there’s been a substantial drop [in
business]. ... Common sense is that the
turnaround will take place next year.”
Commenting on the current situation in
the petrochemical industry, Berggren
said: “We don’t know how bad the train
wreck is. We haven’t counted the bodies
yet.” 

It could be worse. If there is a financial
collapse in Japan—something that is near-
ly inevitable, said Goldman Sachs Asia 
Vice Chairman Kenneth S. Courtis a few
months ago—we will be looking back on
2001 as a good year. ■
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South Korea 
Except organics, most chemicals post modest production gains

CHANGE 
THOUSANDS OF METRIC TONS 1998 1999 2000 2001a 2000–01
INORGANIC CHEMICALS
Carbon black 384 438 455 420 –8%
Sodium hydroxide 1,069 1,163 1,203 1,300 8

ORGANIC CHEMICALS
Acrylonitrile 358 372 382 340 –11
Benzene 2,412 2,572 2,834 2,730 –4
Butadiene 731 764 808 778 –4
Ethylene 5,110 5,216 5,439 5,380 –1
Propylene 3,247 3,282 3,409 3,283 –4
Vinyl chloride 984 1,017 1,133 1,355 20

PLASTICS
Acrylonitrile–butadiene–styrene 636 784 777 815 5
Polyethylene, high density 1,615 1,756 1,706 1,830 7
Polyethylene, low density 1,518 1,642 1,576 1,603 2
Polypropylene 2,355 2,440 2,413 2,430 1
Polystyrene 1,038 1,105 1,154 1,180 2
Polyvinyl chloride 1,013 1,170 1,191 1,254 5

FORMULATED PRODUCTS
Composite fertilizers 1,993 1,944 2,117 2,165 2
Paint 277 333 356 370 4
Synthetic detergents 327 379 412 415 1

a C&EN estimates. SOURCE: National Statistical Office, Republic of Korea

$ Billions

a C&EN estimates. SOURCE: Korea Petrochemical
Industry Association
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