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Basic Chemicals in China - Different Issues for
Multinationals and for Domestic Chemical Companies
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This  p ap er now focuses on some asp ects
of bas ic chemicals .

Bas ic chemicals  are chemicals  t hat are
p roduced at  high volumes, and sold at a
comparat ively low price per kg. T hey  thus
account  for a most  of t he chemical volume
produced, but for only a small share of t he
t ot al number of chemicals  commercially
available. T hey  can be comp rehensively
described by  t heir mat erials  specification
- in other words , t he knowledge how to use
the basic chemical lies wit h the cus tomer,
not with the p roducer. M ost  of the chemi-
cals lis ted in the Import and Exp ort  st atis-
tics at  the back p ages of the China Chemi-
cal Report er are bas ic chemicals .
   For mult inational comp anies , in some
way selling bas ic chemicals in China used
to be eas ier t han elsewhere, though this is
gradually  changing:
   * T he qualit y of bas ic chemicals p ro-
duced by multinationals used to be subst an-
tially higher and more cons ist ent  than that
of domes tic comp anies  and t herefore was
easily  p referred for high-end applicat ions
and export s. However, recent ly  t he qual-
ity  of bas ic chemicals such as  M DI p ro-
duced by domest ic comp anies is  increas-
i n gly  c o m p a ra b l e  t o t h a t  o f t h e
mult inationals , reducing t heir comp etitive
advant age
   * T he p rices  of basic chemicals  offered
by  multinat ionals (oft en imp ort ed) t ended
to be subs tant ially higher than those of do-
mest ic product, often supported by  a strong
brand. However, recent ly domes tic comp a-
nies  have successfully raised prices for some
types of bas ic chemicals (e.g., sp ecific t ypes
of titanium dioxide), thus  ap proaching t he
price level of multinationals
   * Mult inat ionals  used to p rimarily  sell
import ed p roduct s, and cust omers had to
accep t t he related issues of long lead times
and insecure on-time delivery. As  quality

of  do mes t ic all y  p rod uce d m at e ria ls
improves, these issues may be taken more
seriously by  customers.

Any comp any  (bot h mult inat ionals  and
domest ic comp anies ) try ing t o maximiz e
profit  from basic chemicals will need t o dif-
ferentiat e t heir commodities . Given the
very  nat ure of basic chemicals , t his is  not
an easy  task. However, there are a number
of op t ions  t hat  may  be cons idered t o
achieve such a differentiat ion:
   * Cert ification by now is almos t a given
except  for some very small domes tic pro-
ducers and thus has only limited value as  a
differentiat or
   * Delivery  service can be a success ful
different iat or, p articularly if the company
can provide it at low (int ernal) cos ts
   * Environment al care is taken as a given
for multinationals but not necessarily for
domest ic comp anies . For large cust omers,
this  asp ect  will increase in import ance
   * Invent ory  management  allows differen-
tiat ion as  it is not  offered by all suppliers
   * Lead t ime and on-time delivery may be
used as differentiators by domestic comp a-
nies  if comp eting with imp orts
   * Packaging - if cust omiz able - may  in-
fluence individual cus tomers
   * Pay ment  t erms are oft en a s t rong
differentiator, with domes tic producers of-
ten willing to offer much more flexibility
   * Quality consistency s till favors  mult i-
nat ionals  as  t hey have a bett er long-t erm
track record desp it e recent improvements
of domes tic players
   * Safet y in bot h production and transpor-
t at ion may  s till lead cust omers  t o p refer
mult inat ionals .

Overall,  different iation is probably  more
of an issue for mult inational chemical pro-
ducers  than for domes tic companies as mul-
tinationals tend t o have higher prices  and

thus  need a suitable rationale.
   In contrast , t here are also specific issues
in basic chemicals t hat p rimarily  apply to
domestic companies. Clearly the most  im-
p ort ant  one is  t he is sue of p ers is t ent
overcapacit y, as indicat ed by  low ut iliz a-
tion rates  that often are accomp anied with
furt her exp ans ion p lans  by t he current
producers:
   * Adip ic acid had a ut iliz at ion rat e be-
low 70% in 2009, at the same t ime, Hualu
Hengsheng has plans  for a new p lant
   * For calcium carbide, p roduction and
consumpt ion in 2009 both were around 15
million tons while cap acity was  around 22
million t ons, leading t o a cap acity  ut iliz a-
t ion of only 68%. At  the same t ime, ap -
p roximat ely  10 comp anies  in 2010 an-
nounced new cap acity
   * For caustic soda, capacity utilization in
2009 also was only around 68%. Nevertheless,
in 2010 there were rep orts of approximately
20 companies adding capacity
   * For methanol, cap acit y utilization in
2009 was  only  around 40% while e.g.,
Yanchang and BlueChemical st art ed new
capacity  in 2010
   * PVC cap acit y ut ilization for 2010 is
es timat ed at 49%; during t he same period,
about 20 comp anies s tart ed or announced
production expansions

Fr om  t he  v i ew p o in t  of  a We st er n
observer, t his combinat ion of high exist -
ing capacity , low cap acit y utilization and
simult aneous ly  announcement s of further
cap acit y  exp ans ions  is  p erp lexing, p ar-
t icularly  as there is  a percep tion t hat the
Chinese government has  a larger influence
on indus t ry  act ivit ies  than in West ern
count ries . Clearly, t he s it uation for some
bas ic chemicals is  not healt hy , and it  is
likely to result in subs tantial financial loss
for some of the companies involved. What
is t he reason for t his  phenomenon? The



answer will obviously  t o some ext ent  be
speculat ive. However, it seems jus tified
to focus on t wo reasons.
   First ,  domest ic chemical comp anies  in
general t end t o favor mass-produced, ba-
sic chemicals over more complex sp ecialty
and fine chemicals . This is  probably due
t o t he ir  re l at i ve ly  sh o rt  p l an n in g
t imeframe - obviously , for basic chemi-
cals  revenues  can be obtained after a short
cons t ruct ion p eriod, while for fine and
specialty  chemicals  a longer t imeframe is
required (t o also include time for research,
development , cus tomer unders tanding and
market ing ins tead of jus t for building pro-
duct ion capacity ).
   T he likely  other main reason is that  do-
mest ic chemical companies focus  t heir fu-
t ure p lans almos t exclus ively  on current
market  condit ions  and forecas t s , rather
than on an evaluat ion of internal strengths.
Therefore if a market for a sp ecific chemi-
cal at  any  point  seems at t ract ive, many
domest ic chemical comp anies  will move

int o t his  market . The p roblem wit h t his
app roach is t hat  t he market may  not  be
able t o supp ort all of the new production
cap acity. As a result , only some compa-
nies  will be p rofit able in t he market  -
t hose t hat have the best  fit  with t he suc-
cess fact ors of t his market .
   What does  this  mean for domes tic com-
panies  considering entering the market  for
a b as ic chemi cal,  or exp andi ng t h eir
presence? In evaluating it s p lans, t he com-
p any should focus  not  only on t he ext er-
nal att ract iveness of t he market. M ore im-
portant is to assess how well t he company
can fulfill t he succ ess  fact ors  in t hat
market. And t his assessment  needs to be
done relat ive t o the comp et itors  - t he key
is t o fulfill t he requirement s  bett er t han
all or mos t of t he comp et it ors. Only then
a comp any can realist ically  expect  t o gain
from cont inued p resence in t he bas ic
chemicals  market . Furt hermore, ideally
such an assessment  should not  only be
done when expanding in a market, but also

when deciding whet her to s tay  in a market.
China's landscap e of basic chemicals pro-
ducers is  not orious ly  fragmented. Only a
small share of t he current  producers of
many bas ic chemicals will survive in the
long run. A comp any should t herefore as-
sess whether it has t he necessary compet i-
t i ve  a dva nt ages  t o  b e amo ng t he se
survivors . T he consequence of such an
assessment may  well be to p ull out of a
market  even t hough t he comp any  has al-
ready  es t ablished a long-t erm p resence -
a decis ion that  is sens ible but  difficult  t o
take from an emotional p oint  of view.
   Only  focusing on t hose bus inesses  in
which a company can be among the lead-
ing p lay ers  is  hard ly  a revolut ionary
t hought . In fact ,  China's bookst ores  are
full of books emphasizing this idea, which
was init ially  p ropagat ed by Jack Welch of
GE ("Be number one or two in y our mar-
ket  or get out "). However, in China's ba-
s ic chemicals  indus try , many comp anies
have not  accept ed it yet. n
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