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"These jobs did not leave the U.S. in search of cheaper labor or to escape taxes," [Bill Jewell] said. "These actions were taken to get lower energy costs. U.S. labor is very competitive in our industry."

"Power in Germany is lower cost than the U.S. as it is heavily based on coal. And natural gas is also cheaper than in the U.S. even though it is supplied from Russia and shipped very long distances," said Dow's Jewell. "Gas is also supplied to Germany from environmentally sound and publicly-accepted offshore production from Norway."

Bayer has made no secret that its future plant investments will be in Asia. The Bayer decision is in line with U.S. chemical makers, which are increasing investments in emerging Asian and Latin American markets.
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Apr. 25--Escalating energy costs--especially for natural gas-- are causing U.S. companies to close plants and move overseas.

The movement offshore is most acute in the chemicals industry because it uses natural gas for heating, to generate electricity and also as a primary raw material.

Natural gas prices have tripled since early 2002. The price has been hovering around $6 per million British thermal units on the New York Mercantile Exchange, and closed Friday at $5.57.

"The competitiveness that we once enjoyed is no longer there," said Greg Lebedev, the American Chemistry Council's president and chief executive. "So rather than go out of business, our folks are going to go away. They can leave. They are already global companies," Lebedev said.

"Unless the natural gas situation--the other energy crisis, as it is being called--is addressed, we are just going to have a continual migration out of the country," he said.

Efforts to ease the supply crunch with imported liquefied natural gas, known as LNG, have been ramped up. But new LNG terminals are at least three years away from becoming operational.

"The chemical industry doesn't necessarily have three years-- companies are making investment decisions now," Lebedev said.

In the interim, companies are shuttering plants. Some recent examples include Dow Chemical Co. and Flexsys America LP.

Dow has closed four plants in North America in the last two years, while making major investments in five foreign countries.

What did Kuwait, Argentina, the Netherlands, Malaysia and Germany have that the old plant locations in Texas, Louisiana and Alberta, Canada, lacked?

"All of these countries have lower energy costs than the U.S.," said Bill Jewell, vice president, energy, for Dow Chemical.

"These jobs did not leave the U.S. in search of cheaper labor or to escape taxes," Jewell said. "These actions were taken to get lower energy costs. U.S. labor is very competitive in our industry."

The Dow closures resulted in the loss of about 400 plant jobs, part of 90,000 chemical industry jobs lost in the last five years, according to the American Chemistry Council, a Washington, D.C.- based industry group.

The offshore trend has a ripple effect.

"The real job loss for the U.S. was in the lack of capital investment that came with building the new plants," Jewell said. He said that amounted to about 10,000 good-paying jobs over a four- year period.

"When Germany is a more competitive platform for production than Louisiana, something is seriously out of whack," said Lebedev, the American Chemistry Council's chief executive. "We are effectively being uninvited to maintain our plants here."

In contrast, European policymakers' decision to pursue North Sea oil and gas production have made the continent more inviting for businesses.

"Power in Germany is lower cost than the U.S. as it is heavily based on coal. And natural gas is also cheaper than in the U.S. even though it is supplied from Russia and shipped very long distances," said Dow's Jewell. "Gas is also supplied to Germany from environmentally sound and publicly-accepted offshore production from Norway."

So far, the impact of high natural gas prices has been minimal in Illinois, the 6th-most-important state in terms of chemical industry employment, with 54,800 employees. The average annual pay is $60,800, 36 percent higher than the state's average manufacturing wage and 53 percent higher than the state's overall wage for other industries.

The Illinois chemical industry is less vulnerable to high natural gas prices because generally it is less reliant on natural gas as a primary raw material. But the state is a big producer of surfactants, a primary ingredient used to make detergents, and natural gas heating bills for surfactant plants have doubled to an average $4 million to $6 million.

"There comes a point where your options are pretty limited in cost cutting," said Mark Biel, executive director of the Chemical Industry Council of Illinois.

"Are you going to continue to operate in Illinois or move elsewhere in the world? Especially since Illinois is one of only two states that taxes natural gas use by industrial facilities," Biel said. "And as the industry's customers move production overseas it will be easier for companies in Illinois and the rest of the country to build plants abroad as well."

In the short-term, Illinois chemical manufacturers' location at a major transportation hub helps keeps the industry viable particularly as manufacturing continues to rebound, he said.

"In the long-term, over the next 10-15 years, if the cost of natural gas continues to be high, you will see the gradual migration of these facilities offshore," Biel said.Yet lower energy costs do not guarantee that American plants will prosper.

The Flexsys America LP plant, in Nitro, W. Va., celebrated its 75th anniversary last month, but is in the process of being fazed out as a maker of chemicals found in everything from tennis balls to tires.

Clean-out and demolition of the plant is under way, and its 205 workers will lose their jobs. A Flexsys sister plant in Brussels, will take over the manufacture of the chemicals.

While Flexsys' electricity costs in West Virginia were much lower than at the Brussels plant, the European facility built a cogeneration plant to provide its own heat and electricity. The plant then sold excess electricity at a profit.

"They made significant money from the sale of electricity," said Jon McKinney, the West Virginia Flexsys plant manager. "They turned what should have been a disadvantage to them into an advantage."

McKinney says energy was the nail in the coffin for the Flexsys plant, which also had to contend with demands to lower pricing by its main customer, Goodyear Tire and Rubber Co.

"The biggest issue for us is the globalization of everything," McKinney said. "If you look at everything that is happening across the chemical industry today, you are having to compete with people in China and people in Eastern Europe.

"Goodyear is able to control the marketplace, and even though our plant did exceptionally well in controlling costs, we couldn't compete," McKinney said.

Some companies continue cost-cutting efforts, but do not plan to add new plants in the U.S.

In the last two years Bayer Corp. has reduced manpower by almost 10 percent at its U.S. plants, without curtailing production.

"You don't give up plants very lightly, both from an economic point of view and a social point of view," said Attila Molnar, president and chief executive of Pittsburgh-based Bayer Corp.

But Bayer has made no secret that its future plant investments will be in Asia. The Bayer decision is in line with U.S. chemical makers, which are increasing investments in emerging Asian and Latin American markets.

At the same time, U.S. companies are striving to reduce their reliance on natural gas.

For example, Dow decreased the amount of energy it uses by 20 percent per unit of production between 1990 and 1995. By 2005, it hopes to cut energy used per unit of production by another 20 percent, said Jewell of Dow.

Dow is reducing energy use through more efficient power generation and machinery, as well as simple things like turning off motors, lights and computers not in use. The company also hedges gas purchases to reduce the volatility in energy prices.

Still, Dow reported a $2.7 billion increase in its global energy costs in 2003.

Jewell believes that liquefied natural gas could bring some price relief. The U.S. has only four LNG receiving terminals. Some 30 projects have been announced, though only a handful are likely to obtain financing and site approval.

In February Dow signed a contract with the Freeport LNG LP terminal in Freeport, Texas, which is expected to start up in 2007.

Donald Felsinger, group president, Sempra Global Enterprises, whose San Diego-based company has permits to build two LNG terminals, said he believed that LNG, if developed in sufficient quantities, could bring prices down by as much as $1 per million British thermal units.

"The jury is still out on what heavy industry will remain in the U.S. even with natural gas prices at $3.50-to-$4.50 per million Btu," Felsinger said. "Will that be a sufficient reduction to cause them to remain on shore? That's a big question. We've already seen large segments of the chemical industry move offshore. Those plants probably won't come back."

FERTILIZER MANUFACTURERS ALSO HURT: Fertilizer producers also are getting hammered as a result of rising natural gas prices.

CF Industries Inc., a Long Grove-based cooperative that manufactures nitrogen fertilizer, is among those burdened by higher natural gas prices. Ammonia is produced from natural gas to make the fertilizer, an essential nutrient for corn crops.

"The nitrogen fertilizer industry has been like a yo-yo," said Rosemary O'Brien, CF Industries' vice president for public affairs. "When gas prices got up to $10 to $15 (per million British thermal units) in 2000 and 2001, we couldn't even cover costs. We had to do temporary shutdowns."

CF Industries' plants are in Louisiana and Canada, but it has distribution facilities in 26 states, including Illinois. Illinois corn farmers are among the cooperatives' biggest customers.

Farmers increasingly have to rely on foreign imports as the industry moves plants offshore.

Some 20 percent of the 16.5 million tons of nitrogen that was produced in the U.S. in 2000 has moved overseas, and another 4 million tons are at risk of moving offshore within the next two years, O'Brien said.

Credit: Chicago Tribune
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      The high cost of natural gas is rolling like a tidal wave across North 
America's manufacturing sector, idling factories, forcing jobs overseas and 
creating some unlikely alliances in pressing for government action to stem the 
tide. 

      Continuing to feel the crunch of $5 to $7/MMBtu gas are not only the big 
fertilizer makers and chemical producers that depend on the commodity as 
feedstock for their products. Small factories across the United States and 
Canada, citing the high cost of gas, are closing their doors as well. They 
include a chicken feed factory outside Tampa, Fla.; a soft drink bottle maker in 
Calhoun County, S.C.; and a plastic bottle and tray maker in Apple Grove, W.Va. 

      To energy analysts, those shutdowns are simply part of "demand destruction 
" that they say is necessary to bring gas supply and demand into balance. The 
theory: Management temporarily shuts down a factory due to high energy costs, 
that demand is eliminated, prices fall, and that same firm can then afford to 
buy gas again. 

      But there's a hole in the theory. Demand is indeed being lost as plants 
close or scale back production?but gas prices just keep rising. 

      The most likely reason for the disconnect is that gas-powered generation 
of electricity continues to increase, offsetting any impact of lost industrial 
gas consumption. According to the Energy Information Administration, industrial 
gas usage gas declined last year but overall demand actually rose, with power 
producers accounting for as much as 93% of that growth. 

      And according to consulting firm Energy and Environmental Analysis, a 
rebounding economy is bringing much of that destroyed industrial demand back on 
stream. 

      "U.S. industrial output is increasing. Demand for industrial end products 
is growing. Fuel-switching is hampered by high oil prices," EEA laid out in a 
report this week. "The reason for the decline in industrial gas use is that we 
are on a much higher price portion of the demand curve and not because the curve 
has shifted inward. Although consuming less gas, U.S. industrial activity is 
putting upward pressure on natural gas prices, not downward." 

      All of those explanations provide little solace to gas-intensive 
industrial end-users. "The spike in natural gas prices in the winter of 2003 
sparked the onset of manufacturing's recession," Darren McKinney, a spokesman 
for the National Assn. of Manufacturers, said this week. 

      Over the past two years, the Louisiana ammonia industry has been cut in 
half, according to Jim Harris, spokesman for the Louisiana Ammonia Producers in 
Baton Rouge. 

      "More than 2,000 jobs?60% of our ammonia workers"?have been laid off as 
the price of gas has climbed to unprecedented levels and stayed there, virtually 
crippling the industry's ability to compete globally, Harris said. Louisiana's 
ammonia industry consumes more than 207 Bcf/year. 

      Since last year, six of the state's ammonia plants have laid off a total 
of 471 workers; two of the six are closing permanently. All of the firms cited 
high gas prices as the primary reason for shutting down production. 

      Farther up the Mississippi River, Sioux City, Iowa-based Terra Nitrogen 
closed its Blytheville, Ark., urea plant in March, putting 75 workers on the 
street in a poor county with double the national unemployment rate and taking 
150,000 tons/year of fertilizer off the market. 

      Gas makes up 90% of the input for urea production, and Terra found that 
despite careful hedging of its gas contracts, it had little power to pass any 
cost increases onto its customers. 

      "Gas is the only purchased product [for urea]," Terra spokesman Mark 
Rosenburg said this week. But with gas costs double what they were two years 
ago?and with analysts predicting even higher prices this year and next?Terra's 
product found itself competing against imported fertilizer made in countries 
such as Qatar, where gas can be bought for as little as 60 cents/MMBtu. 

      Even giants Dow Chemical and DuPont are affected, with each having closed 
factories in North America over the past year due largely to the exorbitant 
price of gas. DuPont said recently that it would slice its North American 
workforce by 3,000 this year; Dow cut 3,500 North American jobs in 2003 and said 
it will carve out another 3,000 jobs this year. 

      While both companies said they hope to lose most of those jobs through 
normal attrition and not plant closings, neither ruled out shuttering factories 
if gas prices continue to climb. 

      Dow made no bones about the impact of high gas costs on its bottom line 
and its capital expenditure plans for the future. "Dow is going to see our share 
of the 4% volume growth in the global chemistry industry, but you'll not see it 
here in the U.S.," Dow spokesman Doug Brinklow said. "We can no longer be the 
shock absorber for [extreme] natural gas price and ridiculous volatility." 

      Since 2002, Dow has shut down 1.4 billion pounds/year worth of chlor-akali 
production and another 1.1 million tons/year of ethylene production from its 
plants in Louisiana and Texas. So where is the company planning to make up the 
difference? 

      "Dow can only project a need for investment of new construction for 
products like these in Asia, the Middle East, Latin America and Europe," 
Brinklow said. 

      Gas is currently $2 to $3/MMBtu cheaper in Europe than it is in the United 
States, according to figures from the American Chemistry Council. Dow is 
investing in a chemical plant in Germany, while Flexsys America is adding to the 
production load of its plant in Brussels while closing out its 75-year-old, 
205-person factory in Nitro, W.Va. 

      The ACC, a Washington, D.C.-based trade group, said gas prices need to 
revert to between $3 and $5/MMBtu for North American manufacturers to stay 
competitive. The ACC represents firms that employ nearly 1 million workers in 
North America. 

      Gas producers have "responded as much as they can to these prices," ACC 
senior policy adviser Owen Kean said. Yet chemical companies absorbed a $2.7 
billion increase in energy costs last year alone?10% of their total sales. 

      "The run-up was very rapid," ACC Executive Vice President Charles Van 
Vlack said. "Specialty companies want to locate where their customers are and, 
increasingly, that's out of the country." 

      The price run-up has cost industrial users an additional $66 billion over 
the last four years, according to Paul Cicio, executive director of the 
Industrial Energy Consumers of America. And he said that doesn't include the 
associated extra costs of lower operating rates, job losses and reduced 
profitability. 

      If spot gas prices go higher?to $7 or $8/MMBtu as some analysts predicted 
just this week?what happens then? "You don't have to be Milton Friedman to 
guess," NAM's McKinney said. "It will wreak havoc on manufacturing." 

      Neither the Dept. of Energy nor the Dept. of Labor has an economic model 
to forecast the aggregate effect of higher gas prices. But down on the bayou, 
where energy costs are felt very deeply, economists at Louisiana State 
University's Center for Energy Studies looked at the impact of gas prices as 
part of a study on the construction of more liquefied natural gas terminals in 
the state. 

      The LSU economists found that without any addition to the nation's gas 
supplies via new production or LNG imports, the corresponding rise in gas prices 
will cost Louisiana alone more than 62,000 jobs and $2.8 billion. 

      From factory managers to trade group executives, officials are calling for 
quick enactment of the stalled comprehensive energy bill in Congress, which 
would open new federal lands to gas production. And they just as quickly point 
the finger at environmental groups and local politicians for derailing 
exploration-and-production efforts and proposals for new LNG terminals. 

      "Current energy policies in the United States defy reason," the ACC 
recently told Congress. "The state of Florida ? burns gas like there's no 
tomorrow, its congressional delegation sends a letter to Congress telling 
members not to permit exploration for gas in coastal waters, and the governor 
holds up construction of a natural gas pipeline from the Bahamas," the group 
lamented. 

      Still, according to ACC's Van Vlack, the issue isn't as simple as drillers 
vs. tree huggers. "Education is the key here. This is the hidden crisis," he 
said. "The consumer hasn't seen the problem, which will only show up when these 
increases get passed through the system. The longer it goes on, the more 
production and jobs you'll see moving out of the country." 

      Van Vlack's immediate plan is to make friends with some nontraditional 
allies for a manufacturing association. "We need to join up with other 
consumers; we're reaching out to farmers, seniors, low-income users of heat, and 
pharmaceuticals. Right now they are close to falling off that ledge." 

      In fact, down in the Mississippi Delta, gas prices pushed more than Terra 
Nitrogen off the ledge. According to county economic development specialist 
Cliff Chitwood, the high price of gas halted construction on a $110 million 
gas-fired merchant power plant for Tampa Electric Co. 

      "They just stopped," Chitwood said. "The price of gas just got so high, 
they couldn't do it." 
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   If domestic gas and oil production continues to be restricted, gas prices 
will soar 148% and electricity costs 115% by 2020, according to a new study 
funded by several manufacturing trade groups. 

   Unusually high energy costs already are "crippling job creation and economic 
growth at a time of unprecedented global competition in the manufacturing 
sector," said the report sponsored by the National Assn. of Manufacturers, the 
Manufacturing Institute and the American Council for Capital Formation. 

   The study said aggressive, immediate development of new energy sources could 
create 18 million jobs between 2010 and 2020. Conversely, it warned that if 
Congress does not pass an energy bill promoting increased supply, about 2 
million jobs would be lost over the same period. 

   "U.S. manufacturers face the highest natural gas prices in the world," said 
NAM President John Engler. "If we are serious about jobs, growth, and competing 
in the global marketplace, the Senate should take its foot off the brake and hit 
the accelerator on passing this energy bill." 

   Declining to predict what the Senate might do when debate begins today on the 
legislation, Sen. Chuck Hagel, R-Neb., said he hopes a bill passes this summer 
and that a House-Senate conference committee can hammer out final legislation 
quickly. 

   Speaking at a press conference in Washington, D.C., in conjunction with the 
NAM report's release, Hagel noted that the proposed Senate version of the energy 
bill does not include language regarding the gasoline additive MTBE, while the 
already-passed House version is silent on offshore gas drilling. He said the 
conference should be able to reconcile those differences and come up with "a 
good bill." 

   Meanwhile, Hagel hailed the findings of the study, which said manufacturing 
output would grow 3%/year and business fixed investment would increase 6.3% 
annually if federal energy legislation allows for adequate supply increases. At 
the same time, the manufacturing sector alone would add 13 million jobs and 
industrial production would increase by 3.5%/year, the study maintained. 

   Without such measures, however, the authors predicted that industrial 
production would slip 12% by 2020 due to untenable energy costs. 

   The study called for the removal of restrictions and outright bans on gas 
drilling in many areas onshore and offshore, and it said the federal government 
should encourage production by reducing permitting costs and delays. 

   The government also should facilitate the creation of a pipeline to bring 
Alaskan gas to the Lower-48 states and push for the development of "much-needed" 
liquefied natural gas terminals. With regard to electricity production, it said 
the government should back construction of more nuclear generating capacity. 

   The government also should limit the control of mercury emissions so they do 
not create an economic barrier to coal usage, the manufacturing groups added. 
Mercury levels also should be set so they can be achieved with co-benefits from 
the control of nitrogen oxide and sulfur dioxide under the Environmental 
Protection Agency's Clean Air Interstate Rule and all ongoing regulatory 
programs, they added. 

   Engler, a former governor of Michigan, urged Congress to include an amendment 
that would allow coastal states to decide whether to permit gas and oil drilling 
on their own portions of the Outer Continental Shelf. "Each state should be able 
to address its energy needs and seek the revenue that offshore supplies will 
generate," he said. 

   Engler said the clearest example of how high and volatile gas prices have 
damaged the economy is the devolution of the chemical industry. That sector 
closed 70 facilities in 2004 alone and its employment has been cut in half since 
2002. 
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