
T
here was a modest recovery

last year in the Canadian chem-
ical industry, and observers ex-
pect more improvement in
2003. However, the industry

north of the U.S. border is still pondering
its long-term health.

Perhaps the most positive sign for the
Canadian industry is that volumes for most
industrial chemicals are expected to have
increased in 2002, with important Cana-
dian products such as ethylene and poly-
ethylene posting double-digit gains. Prices,
for the most part, declined from 2001, a
year that began with a huge run-
up in raw material costs that in-
flated chemical prices.

Shipments, which reflect pric-
ing, showed a more modest re-
covery than volumes, with the
entire chemical business exper-
iencing some improvement but
with sectors like fertilizers, ba-
sic chemicals, and polymer-based
goods losing a little ground. On
a negative note, Canada’s chem-
ical trade deficit increased yet again, hit-
ting $8.2 billion.

David Shearing, senior manager of busi-
ness and economics for the Canadian
Chemical Producers’ Association (CCPA),
believes that the recovery will continue
this year. “Volume is expected to increase
into 2003; so are revenues, because prices
will remain constant,” he says.

J. S. (Steve) Griffiths, vice president and

general manager of petrochemicals for
ExxonMobil’s Canadian affiliate, Imperi-
al Oil, agrees there was a modest recovery
in 2002. “What we saw coming into the
year was a very weak environment,” he says.
“By the start of the second quarter and in-
to the third quarter, things had picked up
and were quite strong.” But, he notes, busi-
ness slowed down again by the end of the
year.

Vince J. Smith, president and chief ex-
ecutive officer of Dow Canada, is less bull-
ish on the chemical recovery. “Because the
large commodity products go into the U.S.

market, we see slow industrial
demand,” he says. “And because
of that, we have not seen very
much recovery at all in 2002—
if anything, the second and third
quarters were flat.”

Shearing says one difference
between the U.S. and Canadian
industries is profitability. From
1999 to 2002, the profitability
of the Canadian industry has
been higher than that of the U.S.,

he maintains. “It is a good indication that
the industry is weathering what has hap-
pened in the U.S.,” Shearing adds. He ex-
pects Canadian profits to continue to im-
prove this year.

Griffiths says the strength of the Cana-
dian chemical recovery in 2003 hinges on
the U.S. “For us to have a stronger year than
2002, the U.S. economy has to be strong.
We depend so much on the U.S. for our ex-

ports, especially in the chemical business,
that we need the U.S. economy to be chug-
ging along to have a strong year,” he says.

ANOTHER DARK CLOUD over the Canadi-
an industry is natural gas prices, which
nearly doubled in 2002, hitting more than
$5.00 per million Btu in December.
Though this isn’t nearly as severe as two
years ago, when they quadrupled and
peaked at about $10, Canadian ethylene
makers, who are tapped into gas-rich Al-
berta, are concerned. “Natural gas prices
are high and potentially can get higher, and
chemical demand is soft and prices are soft-
ening. You get the worst possible combi-
nation,” Griffiths says.

Rick Henson, vice president of petro-
chemicals and feedstocks at Nova Chem-
icals, has witnessed an erosion of the Al-
berta advantage—the raw material cost
and economies of scale advantage that Al-
berta’s ethane-based ethylene crackers en-
joy over the Gulf Coast. Last year, he says,
the advantage declined to 4 cents per lb of
ethylene produced versus the usual 6 cents.

Moreover, when natural gas spiked in
2000, crude oil didn’t move along with it.
Ethane-based plants closed; naphtha-
based plants ran at full throttle; and plants
that could switched to heavier, petroleum-
based feedstocks to reduce costs. There is
less flexibility this time around, Imperial’s
Griffiths says. “This year, petroleum and
natural gas prices are moving more in lock-
step,” he explains. “You don’t have the op-
portunity to switch back and forth to mod-
erate the impact.”

Another problem, Dow’s Smith says, is
that costs are increasing faster than rev-
enues. “We continue to see high oil and gas
prices and, in most cases, we haven’t been
able to reflect them in the price of our prod-
ucts,” he says, fearing a repeat of the 2000
crisis. “When we saw the run-up of gas to
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$10, we were not able to pass it on to many
of the products that are produced from gas.
We can’t go through times like that again.”

However, this time around, producers
contend that they are better prepared be-
cause they have adopted risk management
strategies. “We are constantly looking at
ways to minimize the impact of a run-up
like that,” Smith says. “We need to do a
better job of getting through if, by chance,
gas spikes up again to $10.”

FEEDSTOCKS are also a concern to the
long-term health of the industry. Global-
ly, ethylene production is either shifting to
Asia, where the new markets are, or the
Middle East, which has the cheapest feed-
stocks. Canada is pondering this trend just
as the U.S. has been.

So far, Shearing says, capital expendi-
tures haven’t been affected by these broad
global shifts. He says spending peaked in
1999, as Nova and Union Carbide finished
the massive cracker and polyethylene
plants in Joffre, Alberta, but declined after
that. He expects spending to once again
rise in 2003.

Shearing says projects in Quebec will
drive this year’s increase. For example,
Shell Chemicals and Société Générale de
Financement du Québec are building a
95,000-metric-ton-per-year polytrimeth-
ylene terephthalate plant in Montreal slat-
ed for 2004 start-up.

But it will be a while before there’s an-
other ethylene cracker built like the one
in Joffre, says Smith, whose company now

owns half of the cracker because of its pur-
chase of Union Carbide. “In commodities,
in the short to medium term, I don’t see
significant investments in Canada,” he says.

One reason the industry will have to
wait for a new cracker is ethane. The Al-
berta gas is all tapped, and a new project
will need additional natural gas from the
Mackenzie Delta in northwestern Cana-
da or Alaska—plus additional infrastruc-
ture in Alberta to extract the ethane from
it. Moreover, Smith says there is overca-
pacity in ethylene derivatives in North
America, and ethylene crackers are run-
ning at reduced rates.

Nova’s Henson says feedstock supplies
can become tight for the plants that have
already been built, in part because the Al-
liance Pipeline, finished in 2000, is taking
ethane out of the country and into the mid-

western U.S. “It has had an impact on sup-
ply,” he says. “Supply of raw materials ver-
sus demand was in balance in 2002. As we
move toward the cyclical peak, measures
need to be taken to run the Joffre facility
at full capacity.”

Nova is doing just that. This month, the
company  will complete a unit in Joffre that
will extract ethane from the natural gas that
is used as fuel at the plant. The unit will pro-
duce up to 8,000 barrels of ethane per day.

Henson says Nova is also looking at the
tar sands in northern Alberta. This is a tract
of hundreds of square miles where tar
sands are mined and later processed into
synthetic crude and other hydrocarbon
products. The sands can yield ethane, eth-
ylene, propane, and propylene, and Hen-
son hopes they can be developed for these
feedstocks in three to five years.

Another issue affecting investment in
Canada, according to Griffiths, is how the
Kyoto protocol, which the U.S. didn’t sign,
will affect the chemical industry in Cana-
da. “That puts another degree of uncer-
tainty about where you are going to invest,”
he says. “Uncertainty is against you, and
that is just one more degree of uncertain-
ty that we have that some other parts of the
world don’t have.”

For the long term, the Canadian chem-
ical industry is looking at ways to be less re-
liant on petrochemicals, and to that end it
will examine the fine chemicals growth
strategies of countries like Ireland. “The
largest supplier of chemicals to the U.S. on
a dollar basis is Ireland,” CCPA’s Shearing
says. “We’re second to Ireland now.”

Richard Paton, CCPA’s president and
CEO, has organized a discussion of Ireland
when CCPA meets next year. “We are us-
ing Ireland as an example of what Canada
could do if we refocused on the sector,” Pa-
ton says. “There’s absolutely no reason why
we shouldn’t capture some of that pharma
chemical growth—given our regulatory
structure and some of the other things that
Canada has done over the years.”

Dow’s Smith doesn’t think it’s a bad idea.
“I think it is worth considering, but Ire-
land was developed over a long period of
time,” he says. “The advantage of Canada
is the ease of access to the U.S. market, but
you need to understand what the market
demands are. It is a tough, competitive
market now. There is capacity around the
world in many of these products, and it’s
tough to expand.”

Nevertheless, Paton says the Canadian
industry is making all the right moves. “If
we could just keep moving, we’ll be in pret-
ty good shape over the next couple of
years,” he says. ■
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Most chemicals in Canada improved over a poor 2001

CHANGE
THOUSANDS OF METRIC TONS 1998 1999 2000 2001 2002a 2001–02
Ammonia 4,737 4,889 4,888 4,297 4,446 3.5%
Ammonium nitrate 1,000 1,052 1,110 1,174 1,163 –0.9
Benzene 718 806 859 751 848 12.9
Butadiene 236 228 252 245 275 12.3

Chlorine 989 1,068 1,079 1,054 1,107 5.0
Ethylene 3,557 3,851 4,069 4,261 4,793 12.5
Hydrochloric acid, 100% 149 161 155 143 151 5.9
Nitric acid 935 1,007 1,074 1,054 1,174 11.4

Polyethyleneb 2,283 2,482 2,644 2,986 3,354 12.3
Polystyrenec 180 200 203 186 198 6.5
Propylene 1,038 999 934 882 965 9.4
Sodium chlorate 1,012 1,048 1,107 1,082 1,044 –3.6

Sodium hydroxide 1,015 1,076 1,094 1,074 1,124 4.7
Sulfuric acid 4,333 4,183 3,804 3,843 3,990 3.8
Toluene 222 262 218 222 263 18.7
Urea 3,714 3,832 3,887 3,363 3,308 –1.6
Xylenes 308 253 312 271 302 11.4

a C&EN estimates. b Includes low-, linear low-, and high-density resins. c Includes acrylonitrile-butadiene-
styrene resins. SOURCE: Statistics Canada

$ Billions (U.S.)

NOTE: All data converted at exchange rate of
$1.00 U.S. = $1.549 Canadian. a C&EN estimates.
SOURCES: Statistics Canada, Industry Canada
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