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M ost Chinese chemical industry partici-
pants would agree that the domesticindus-
try isnot yet as developed as the chemica
industry inthe West. The question then is
whether Chinese companies can learn from
the history of the chemical industry, thus
accelerating their own development.

Fig. 1gives agenerd overview of thedif-
ferent devdopment phases the goba (or
mor e specificaly, the West ern) chemicd in-
dustry has gone through since itsfounda
tionin the 19th century. It is arelatively
ty pica industry lifecycle, going from the
very first, primarily research-oriented p hase
viathreedistinct periods of stronggrowth
to aphase of maturity and eventually to a
deceleration. Along with these key
characteristics, a number of other aspects
change. For example, the initial focus on
R& D done changesinto one on industrid
manufact uring, then on to selingthe chemi-
cd s produced, while lately the focus at least
on mature commodities is mostly on cost-
efficient production. Other aspects chang

ing depending on develop ment phase are the
gowthrate andthe structureof theindustry.

To be able to draw any lessonsfor Chi-
nese companies from this development
history, first the current status of the Chi-
nese chemical industry within the scheme
must bedetermined. Such a determination
may hot be absolutely conclusive, but the
preliminary resultsof such an assessment
areindicaed by thered boxesinFig. 1. In
particular, theassessment is as follows:

* Key current charact eristics of the Chi-
nese chemical industry aresubstitution (e
g, of metals by plastics in automotive, of
oil by cod in petrochemicas), internation-
dization (as indicated by the recent over-
seas acquisitions both by the petrochemi-
cal SOEs and by companies such as
Sinochem and Bluestar) and the broaden-
ingof portfolios

* Key successfactors arethe increasing
focus on R&D/process develop ment (asin-
dicated by theincreased research activities
of many Chinese chemica companies) and
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Fig. 1: Eras of the global chemical industry, current status in China (red)

the securing of raw materids (particularly
for the Chinese petrochemica companies,
which have gotten more and more active
in oversesas oil exploration)

* Growth rates in chemica production
value are much (approximately 20%)
higher than GDP growth

* Domestic chemical companies are still
primarily national rather than global in
their activities, but they generally are d-
ready activein many dif ferent sub segments
of the chemica industry

Overdl|, if assessed by the scheme pre-
sented in Fig 1, the Chinese chemicd in-
dustry indeed is still at a relatively early
stage, with many aspects characteristic of
what is named the "volume growth" phase
in the figure. Assuming that Chinas chemi-
cal industry will take asimilar development
path as the gobal chemicd industry, what
arethekey lessons Chinese companies can
take from the subsequent industry phases
dready passed throughin the West? They
can be summarized by three key points,
namely operaions improvement, interna
tionalization and specidization.

Given the large number of qudified en-
gineers and scientists in China (both in
academia and in chemical companies), it
is unlikely that Chinawill have substan-
tial problems in optimizing chemical op-
erations and thus dso controllingthe costs
reducing the raw materials requirements
of domestic chemical plants. T heother two
points merit somemore consideration.

Internationalization of the Chinese
chemical companies is still at avery early
stage, paticularly if those oversess activi-
ties are excluded that only aim & procur-
ing raw materials. The true importance of
internationdization lies in getting a glo-
bal market presence. Nether the Chinese
chemicd companies that do export a sub-
stantid shareof their production nor SOEs
focusing on procurement of raw materials
abroad have this presence. In contrast, a
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company such as the German Evonik sdls
more than 70% of its production outside
of its home country and has production and
distributionsites inmore than 50 countries.
Instead of teking the example Evonik, es-
sentiadly any major Western chemica com-
pany could beused. Clearly, the advantages
of an international presence, such as ex-
tending sales in new regions, finding new
markets for older products, getting closer
to existing customers, getting more atrac-
tive for goba customers, reaching better
economies of scaleand optimizingthe cost
structureof production, are highly rel evant.
Given that organic growth, i.e., opening of
ow n branches overseas, is time-consuming,
thisinternationaization very likdy will
require the acquisition of oversess compa
nies by Chinese players.
Fecidizaionisthe other key difference
between the chemical industry in deve-
oped Western markets and in China. In
many ways, the current waveof diversifi-
cation of Chinese companies is areminder
of Western activities about 30 y ears ago.
However, in thelast 10-15 years, in the
West, the momentum has clearly shifted
towardsa stronger f ocus on sp ecific chemi-
cals segments - or "specialization" in one
word. Depending on the size of the
companies, specialization can have a
slightly different meaning - obviously a
large company can affordto specidizein a
bigger areathan a small one. But thebasic
idea of becoming amarket leader in a small
or big sub segment is the same. A gain, the
advant ages arenumerous: Specidized com-
panies can focus on those areas in which
they haveaninitia competitive advantage,

and concentrate their management re-
sources inthat area. The smaler competi-
tive field strengthens the competitive po-
sition of the company and dlows it to gain
deep expertise, build a credible brand and
to expand on core strengths. Sadly, an ex-
amination of thebroad and diversified port-
folios of Chinese chemical companies fre-
quently showsthat these advantages have
not been understood yet.

Once specidization has been accepted
as a strategic god, which area should a
Chinese chemica company focus on, which
should be ignored? The history of the
chemicd industry in Germany again gives
some hints. Inthe1990s, Germany wasthe
home of three global leading chemical
companies, BASF, Bayer and Hoechst.
T heir share of sdesin different chemical
areasislisted in Tab. 1.

In the subsequent years, BASF soldits
pharmaactivities. Bayer spun off its chemi-
cds activities (toform LANXESS), but kept
the mgjority of its businesses. Hoechst took
the most radicd step and eventudly only
kept the pharma business. While each com-
pany gave adifferent rationaefor thepath
taken, the tableindicates that probably the
main reason for each company was to keep
its areas of core strengths (those with the
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highest sdes) and divest t he other parts. For
BA SF, divestinga reaively smal pharma
business thus was easy despite the attrac-
tive margins ty pically earned in pharma,
while for Hoechst, it was an easy decision
to focus on p harma from an existing posi-
tion of strength. Only for Bayer, such a de-
cisionw as difficult as both pharmaand poly-
merswerevery important contributors, lead-
ing tothe somewhat awkward step of sepa
rating the related businesses of chemicals
and polymers while keeping the much less
related pharmaand polymer businesses
together. The lesson for Chinese companies
thusistoidentify thestrongest areasof their
business andto focuson theseintheir quest
for specialization.

In summary, since the 1970s, Western
chemical companies underwent deep
transformations. | nternaionalization and
specialization were the two major
processes. If Chinas chemical industry as-
pires to be competitive on a global scde,
the sametransformation needs to occur in
China - though in a much shorter period of
time. For those Chinese companiesthat as-
pireto be among thetop level of gobal
chemical companies, this will require sub-
stantial and well-structured efforts with
regard to both processes.

Tab 1 Segment share of 3 leading Ger man chemical companies in 1995 ( %)

Segment BASF
Chemicals 41
Polyme's 27
Agro 9
Pharma 10
Other 13

Bayer Hoechst
15 23
31 2
10 12
25 31
19 12




