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Summary

» Overview of the Middle East Petrochemical Industry

Plant construction in the Middle East has faced delays due to
geopolitical risks and insufficient infrastructure. However,
petrochemical supply is likely to expand in 2009.

Ethylene production is likely to grow at an average 8.7% annually from
2009~2013, and account for 20% of total global production by 2013.

Propylene production is forecast to grow rapidly at an average
11.8% annually from 2009~2013, and account for 11% of total
global production by 2013.

However, funding difficulties and contracting demand resulting from
the global economic slowdown will lead to fewer orders for
petrochemical projects. As a result, in the mid—to—long term, Middle
East petrochemical supply is likely to gradually decline.

» Analysis of the Effects of the Global Economic Downturn
and Expanding Middle East Petrochemical Supply

The over—supply situation driven by the Middle East is leading to a downturn
in the petrochemical market, and coincides with an unprecedented
contraction in demand resulting from the financial turmoil.

During past downturns in the petrochemical market in 1993 and 2001,
oversupply reached 11~13% and capacity utilization rates remained
above 87%. However, in the current downturn, oversupply is expected
to exceed 15% and capacity utilization rates will fall below 83% in
2009~2010.

Considering the past correlation between prices for oil and
petrochemical products, if oil prices average $60/bbl in 2009~2010,
prices for upstream products will likely be in the $700/ton range.

However, the expanded supply of low—cost products from the Middle

— i —




East will limit petrochemical prices to a similar level with the average
prices from past downturns. In particular, supply of PE, EG and PP from
the Middle East will expand significantly, leading to sharp price declines.

In addition, the increasingly severe oversupply situation and
abundance of low—cost products will lead to contracting price
spreads between upstream and downstream products as costs
become difficult to fully incorporate into prices.

In 2009 and 2010, the average operating margins for the major
petrochemical firms are expected to be around 4%, much lower than in
past downturns.

» Outlook on Restructuring by Domestic Petrochemical Firms

The domestic petrochemical industry has a relatively large number of
participants in comparison to its size. Although production for the
industry as a whole is within the top 5 globally, each company's
production is small.

Nonetheless, domestic petrochemical firms rely on exports to emerging
markets, such as China, and have thus been able to maintain stable
profitability. However, conditions in the export market have recently
begun to change rapidly, and firms with a high reliance on exports will be
directly affected.

In the past, the restructuring of the petrochemical industry in
developed nations has featured growing scale through M&A,
consolidation of product lines, and cooperative agreements with
firms in the Middle East and emerging markets.

In the domestic market, consolidation among smaller firms and
divisions within firms is likely for non—specialized products, and
scale will be necessary to compete effectively.

Going forward, the domestic petrochemical industry is likely to be
dominated by large, vertically integrated firms such as LG Chem, Honam

_iV_




Petrochemical, and Samsung Total while smaller firms that lack vertical
integration will need to combine divisions or form alliances.

In addition, as the market deteriorates, firms with a low reliance on
petrochemicals may seek to sell petrochemical divisions that have low
profitability, most likely to large, vertically integrated firms.
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