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Executive Summary
Butadiene:
In the US, butadiene prices contract price
decreased to 60.0 cents per pound ($1,323 per
ton). Butadiene prices in Asia continued to fall
in May, which continues to put pressure on
markets in North America and West Europe.
The European contract price for June settled at
€1,225 per metric ton. IHS Markit expects
another significant butadiene price drop for
European July contract price. In Asia,
butadiene prices continued to decrease at a
faster pace than synthetic rubber prices and
the price level in Asia is expected to remain
below $1,000 per metric ton for the time being.

Synthetic Rubber:
In the United States, IHS Markit’s posting for
the May SBR 1502 contract price decreased to
the 92 to 98 cents per pound range. North
American demand remains relatively stable.
Synthetic rubber prices are relatively strong in
Europe compared with Asian prices. Spot
prices of synthetic rubbers will come under
pressure in the coming weeks and producers
will find monthly price negotiations more
challenging. In Asia, the synthetic rubber
market will remain sluggish amid the long
balance and high inventory levels. In Southeast
Asia, Demand for rubbers is expected to remain
soft in June owing to the Ramadan fasting
month.
.

Natural Rubber:
The average natural rubber prices continued to decrease in all three regions, while TOCOM natural
rubber futures increased. Demand for natural rubber remains weak with lower growth projected for
vehicle production and sales in 2017. Market sentiment was weak amid weaker demand from the
automotive and tire industry.
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Monthly Market Summary
North America
Crude oil prices were extremely flat in May. News from
OPEC that its existing production deal would be
extended through early 2018 was already priced into
the market, so when it came out there was no reaction.
Evidence is mounting that non-OPEC production from
countries outside the agreement, especially
unconventional production in the United States and
Canada is effectively offsetting much of the reduction.
IHS Markit expects this to continue at least through
this year and next. As a result, our oil price outlook for
2017 and 2018 is relatively flat with WTI prices in the
low $50s over the period. US natural gas prices in May
were relatively flat from April. Prices should be slightly
higher in June, but generally they will be flat through
next year. For more information on natural gas and crude oil forecasts, please see the Economy
and Energy Overview (EEO), which is available to all clients of IHS Markit’s chemical service
through our Connect platform.
In May, ethane was the favored feedstock for US ethylene crackers, with butane only slightly higher.
There is limited capability to crack butane, primarily because of infrastructure limitations. Propane
economics were about halfway between ethane and naphtha cracking economics, meaning that
many ethylene producers would have still minimized naphtha cracking and filled any excess
capacity with propane—many, but not all. For ethylene producers that are fully downstream
integrated into the coproduct markets—producing polymer grade propylene, butadiene, and
separating out the BTX—naphtha cracking economics were favored over propane for much of the
month. The value upgrade over those just selling pyrolysis gasoline, crude C4, and lower-quality
propylene was enough to change the feedstock answer. This is significant to the butadiene market
balance because the crude C4 yields from naphtha cracking are so much higher than from propane.
We expect this to continue through the next couple of months before the light feedstock advantage
returns in a more significant way. In May, crude C4 supply really was not a market constraint. In
fact, the US butadiene market balance was relatively long. The restart of the Invista Victoria
adiponitrile plant will result in a tighter supply/demand balance, but not a short one. Additionally,
crude C4 imports will arrive from Europe and Turkey in late June or early July, keeping supply
relatively strong.

Butadiene
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Contract Prices
The Taiwan domestic contract price was
$1,146 per ton for May deliveries. The June
US butadiene contract price marker posted
by HIS Markit decreased 4 cpp to 60.0 cpp
($1,323 per metric ton). The nominations
were not split this month. The European
contract price for May was €1,525 per
metric ton.
The June contract price
decreased €300 per metric ton to €1,225
per metric ton.

Monthly Market Summary
North America
Butadiene contract price decreased to 60.0 cents per pound, or cpp ($1,323 per ton). As noted by
IHS in their Butadiene Market Analysis section of their 2 September 2016 report, a number of the US
butadiene producers have moved away from the marker plus a premium or fee philosophy to a marker
flat system. This does not necessarily mean that the sales price will be the same for every customer.
IHS expects some small discounts to be offered to some customers, but not many. Additional fees for
loading racks or other services also continue. IHS also noted that there is nothing preventing split
settlements in the future. The IHS Markit process for calculating the US contract price is unchanged,
but their marker has moved closer to the net transaction price. The transition to a more transparent
market dynamic was completed last October. However, split settlements have continued.
Fortunately, this month, all four nominating producers ended up with the same final nomination.
Butadiene prices in Asia continued to fall in May, although not at the same pace as in recent months.
This continues to put pressure on markets in North America and West Europe to catch up. Now that
the spring outage season has ended in the United States and has nearly ended in Europe, supply
dynamics will put even more pressure on producers in these regions as exports, especially from West
Europe, will be required which is not possible at the current price relationships. The current spot idea
in Asia would generate a netback to Europe of around $650 per metric ton and a US price of around
$850 per metric ton or 39 cpp. IHS do not expect prices to fall quite that low in either the United States
or West Europe, but clearly prices will continue to fall over the next few months. The US butadiene
balance in May has actually been a bit long. Crude C4 supply has been relatively strong and demand
has been weaker owing to a significant consumer outage. IHS understands that demand will be
stronger in June as Invista restarts, but supply will also be comfortable. IHS expects the market to be
balanced to long, which will result in continued downward price pressure for the next few months.
One of the other key market dynamics IHS has been watching recently is the price spread between
the regions. In February, the differential between the butadiene contract prices in the United States
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and West Europe was over $570 per metric ton. The current settlements in the United States and
West Europe have narrowed that spread to just under $30 per metric ton. However, the US price is
still lower. This is neither typical nor sustainable. As the market balance in Europe lengthens over the
next month or so, it will be forced into the export market, pushing incremental economics back to a
more typical relationship with the other regions. This will drive the European price back to a lower
level than prices in Asia or the United States.

Synthetic Rubber
Monthly Market Summary
United States
In the United States, synthetic rubber domestic demand remains relatively flat, much as it has been
for a number of months. Passenger car and light truck production in the United States remains under
pressure as sales have slowed and inventories have built. Miles driven are also expected to be flat.
As a result, tire demand growth will be slow. The hot topics in the eSBR market continue to be related
to import tariffs and East West Copolymer. The industry awaits the outcome of the International Trade
Commission hearings in late June that will determine the final path forward for the antidumping duties
that are currently being collected. The duties range from 11.63% to 44.3%. There has been some
movement with respect to the East West
Copolymer plant. It was recently announced
that Lion Elastomers, the previous owners,
have bought the plant. Lion states on its
website that “the site will be decommissioned
and remain idled” while the company
evaluates its strategic options. While this does
not provide complete clarity regarding the
future of the site, and the market, it is a step
forward. Right now, eSBR buyers’ options are
the same as they have been and are not likely
to change in the near future. The last
increment of eSBR demand will be met by
imported material, therefore allowing higher
prices in the local spot market, certainly as
long as the import duties hold.

Relative regional feedstock costs for synthetic rubber producers are the dominant market dynamic.
The current market dynamics are seen on the graph (previous page). As IHS expected, the market
trends are returning to more historically typical relationships. We are clearly not back to “normal” yet,
but certainly are trending in that direction. Rubber feedstock costs in Asia are the lowest in the world
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again this month, but that will not last. In June, North American prices fell again, but not as much as
in May. The global market clearly is in transition, and will remain so for the next couple of months.
IHS Markit’s posting for the May SBR 1502 contract price decreased to the 92 to 98 cents per pound
range. The vast majority of eSBR in North America is sold under feedstock-related pricing, so we
expect prices to fall for the next couple of months, but not as dramatically as they have. The May spot
price for SBR 1502 remains above the contract level.
IHS understands that limited spot volume is available. The IHS Markit May posting for SBR 1712 also
decreased to the 75.5 to 81.5 cents per pound range. The IHS Markit May PBR price decreased with
butadiene prices to the 105 to 109 cents per pound range.
Market Analysis
Commodity synthetic rubber SBR and PBR production economics have been in the red for a long
time. The rapid increase in feedstock butadiene prices from the fourth-quarter 2016 through February
2017 weighed on synthetic rubber production economics further. Synthetic rubber producers were not
able to increase their prices to match the increasing pace of feedstock cost as rival natural rubber
prices were much lower than synthetic rubber prices. As a result, synthetic rubber producers suffered
big losses. Meanwhile, ABS, which is another key derivative for butadiene, was in a much better
position than SBR and PBR. ABS was able to afford the high butadiene prices in fourth-quarter 2016,
which in turn supported butadiene prices at the higher level.
Since February 2017, commodity synthetic rubber production economics have improved on the back
of the rapid drop in feedstock butadiene prices. However, rubber demand began to soften after the
Lunar New Year holidays in Asia. Thus, weak demand and the falling feedstock butadiene prices have
weighed on synthetic rubbers. In the short term, synthetic rubber producers in Asia will continue to
run marginally. Feedstock butadiene cost is not expected to increase much amid increasing supply
after the maintenance season in the region. However, tire producers have cut their production for the
summer season.

Natural Rubber
Monthly Market Summary
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The average natural rubber prices
continued to decrease in all three regions,
while TOCOM natural rubber futures
increased. The average prices for SICOM
and Europe have fallen below 70 cents
per pound (cpp), and the US price has
fallen below 80 cpp. The average SICOM
price was 69.40 cpp (about $1,530 per
ton). The average prices for Europe and
the United States were 70.24 and 77.56
cpp, respectively. The TOCOM futures
finished at ¥290 per kilogram (around
$2,590 per ton). TOCOM futures were
higher because they were more
influenced by Shanghai futures than
SICOM futures.
Natural rubber production from India has
increased by about 23% compared with the same period last year. Demand for natural rubber remains
weak amid lower growth projected for vehicle production and sales in 2017. Market sentiment was
weak amid weaker demand from the automotive and tire industry. Tire producers were not interested
in building up inventories because the natural and synthetic rubber market sentiment was on a
downward trend and there were enough materials available in the market. Synthetic rubber prices are
now almost at parity or slightly higher than natural rubber prices. The downtrend of natural rubber
prices is expected to continue.

Market Analysis
The price spread between synthetic rubber and
natural rubber has widened over the last several
months owing to a sharp increase in butadiene
prices, which had a significant impact on
synthetic rubber prices. However, natural rubber
prices did not increase as much, at least for the
SICOM TSR 20, because of persistent
oversupply of natural rubber globally. The price
spread between PBR and SICOM increased to
as much as $1,300 in February, where
butadiene and synthetic rubber prices reached
their highest levels this year. The spread
narrowed rapidly when butadiene and synthetic
rubber prices started to plunge in March. The
spread is currently less than $300. Usually when the price spread widens, tire producers will make
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some substitutions. However, the recent sharp increase in prices was triggered by inventory buildups
and some speculation purchases. As a result, the price spread narrowed because of the sharp plunge
in synthetic rubber prices rather than the actual substitutions made between natural and synthetic
rubbers.
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