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Chinese Risk Management
Are Chinese Chemical Companies Actively Managing Their Risk? 

“Information-Tech” Chemicals
Chemical and Component Opportunities in Asia

No Risk, No Fun – It is frequently 

believed that Chinese chemical com-

panies are not actively managing their 

business risks. While it is true that these 

companies tend not to have a compre-

hensive risk management framework, 

there are many examples of individual 

risk management measures. 

Risk Avoidance

In winter 2009, natural gas was 
in short supply in China, lead-
ing to production stops at several 
urea producers. As a consequence, 
Guizhou Chitianhua decided to 
change its urea production from a 
gas-based to a coal-based process. 
Other companies including Yunnan 
Yuntianhua and Zhongyuan Dahua 
have announced similar plans. In 
essence, the change in raw mate-
rials eliminates the risk associated 
with the gas supply.

At the other side of the value 
chain, a portfolio change leading 
to elimination of inherently risky 
products similarly reduces risks. 
For example, Elion Energy recently 
announced plans to sell its sodium 
sulfide and sodium sulfate business-
es due to the high environmental 
threats.

Process changes are typical 
measures to eliminate or reduce 
the chance of accidents and envi-
ronmental pollution, e.g., change of 
solvent employed (coatings), change 
of catalyst and amount of catalyst 
(PVC production from calcium car-
bide), change of production method 
or process (e.g., from chemical to 
biotechnological, titanium dioxide 
production from sulfuric acid to 
chlorination process). 

Risk Reduction

As the last example shows, there 
sometimes is no perfectly clear dis-
tinction between risk avoidance and 
risk reduction. However, the follow-
ing measures are more focused on 
reducing risks than on eliminating 
them altogether. The implementation 
of strict safety measures is among 
these, and the establishment of con-
ferences such as the International Fo-
rum on Work Safety held in Beijing 
testifies the growing interest in China.

The relocation of chemical pro-
duction is related to the topic of 
safety measures, as recently done 
by Wuhan Inorganic Salt. Such a 
move from a downtown to a sub-
urban site reduces the risk of the 
company’s phosphate production. 
Today, many other companies also 
relocate to suburban sites or to sites 
within chemical parks, partly driven 
by government regulation as well. 

Value chain integration such as 
the recent acquisition of a coking 

coal business by Zhongtai, with the 
explicit goal to cover all steps from 
coal to PVC, can reduce the risk of 
sudden changes in raw materials 
prices. Another way to reduce the 
risk of price fluctuations is stock 
reduction. This is particularly rele-
vant if the raw materials or finished 
products are either high-value (e.g., 
in some fine chemicals) or subject 
to unpredictable demand changes 
(e.g., fashion dependant dyestuffs).

Of course, the establishment of 
stringent quality control will reduce 
the risk of major damages to cus-
tomers and the company reputation. 
In their company presentations, list-
ed Chinese chemical companies fre-
quently proudly list their (Western) 
quality control equipment. 

A very broad field for risk reduc-
tion is customer selection. This cov-
ers both the implicit selection com-
ing from the payment terms offered 
to customers (obviously tightening 
payment terms reduces the risk of 
non-payment) as well as customer 
selection in a much broader sense. 

Specific industries, e.g., consumer, 
medical, are generally less cyclical, 
therefore focusing on these indus-
tries as customers reduces risk aris-
ing from volatile demand. This is one 
main reasons for preference of spe-
cialty chemicals over commodities. 
Furthermore, even within a spe-
cific customer industry, a customer 
analysis focusing on the stability and 
creditworthiness of individual com-
panies can reduce risk. 

Risk Transfer

Risks can also be partially or com-
pletely transferred to a third party. 
Obviously this third party will expect 
to get some benefit as well, for ex-
ample a fixed premium or a share 
of any profits. 

An obvious example is insurance. 
For chemical companies, insurance 
for environmental responsibility can 
transfer some of their business risk, 
and indeed in 2009, the Shanghai 
government started trial insurance 
for environmental responsibility. 
Several Shanghai based chemical 
companies are said to have bought 
the insurance.

Other examples are partnerships 
and joint ventures. Though syner-
gies tend to be the main driver, they 
also serve to transfer part of the risk 
to the cooperation partner. And even 
massive companies such as CNPC 
are seeking participation of business 
partners – in fact, CNPC hopes that 
these partnerships will bring in at 
least RMB 200 billion. Similarly, for 
a domestic company, a joint venture 
with a foreign chemical company 

transfers part of the risk to the for-
eign partner.

Particularly in the production 
of solar cells, long-term contracts 
are utilized to transfer the risk of 
stable gas supply to industrial gas 
companies, e.g., Praxair’s contract 
for supplying Evergreen Solar in 
Wuhan. Long-term sales contracts 
serve a similar purpose.

Related to this, hedging is allow-
ing companies to lock in the price 
of certain chemical materials. For 
example, end users of LLDPE in 
different Chinese industries are in-
creasingly using contracts on the 
Dalian Commodity Exchange to pro-
tect themselves from price volatility. 
Obviously, as with many risk man-
agement measures, hedging comes 
with a cost if prices do not move in 
the anticipated direction. 

Finally, performance based pay 
may also be seen as a risk transfer 
measure. It may offer incentives and 
shifts part of the profit risk to em-
ployees. In particular, if incentives 
depend on the performance on the 
company as a whole rather than on 
individual performance, it realistical-
ly is more of a risk transfer measure 
than an incentive, as the individual 
employee only has limited influence 
on the overall company performance. 

Risk Control

Risks should be anticipated and 
plans for utilizing suitable tools 
made. Market research is particu-
larly important before major invest-
ments in cyclical bulk chemicals, it 
is being employed in many areas, 
e.g. in the volatile market for sili-
cone monomer. Industry consultants 
thus see increasing demand for such 
research.

On a more strategic level, sce-
nario analysis takes different de-
velopments into account, e.g., in the 
global oil price development. It may 
thus be utilized to control risk in 
the field of coal chemicals in China 
which heavily depends on the global 
oil price.

Scenario analysis is a tool utilized 
in strategic planning, a broader way 
of controlling risk. For example, 
Luxi plans to develop downstream 
products with high added value such 
as melamine, benzyl chloride, and 
methane chlorides, thus reducing 
the volatility of revenue as part of 
its overall strategy.

Closely related to the prior topic 
is strategic controlling: While not yet 
a major concept in Chinese compa-

nies, strategic controlling – the con-
stant market scanning particularly 
of the environment for potentially 
business-relevant developments – 
also helps control risk.

Finally, risk control also means 
advance planning in the case a risk 
occurs. Preparing crisis manage-
ment plans can reduce the conse-
quences of individual scenarios (e.g., 
by having a ready-made action plan) 
and also helps to avoid risks in the 
first place if, e.g., advance planning 
leads to installing redundant pro-
duction components.

Conclusion

As the examples show, much is be-
ing done by Chinese chemical com-
panies to manage their business risk 
– maybe more than most companies 
are aware of themselves. The differ-
ence in risk management between 
domestic chemical companies and 
leading multinational companies 
therefore is not the existence of 
individual risk management meas-
ures, but the establishment of a 
comprehensive risk management 
framework.

As a consequence, the next step 
for domestic companies is to exam-
ine how complete their risk manage-
ment is. A brisk management ap-
proach based on individual measures 
is likely to miss some important risks. 
A top-down risk analysis based on 
a comprehensive framework of pos-
sible risks can eliminate such gaps. 
In a world full of risks, the long-term 
survival of a company can only be 
assured by such an approach. 

Authors: Dr. Kai Pflug, CEO, Man-
agement Consulting and Dr. Bern-
hard Hartmann, Managing Direc-
tor, A.T. Kearney China

 2 Contacts:
Dr. Kai Pflug
Management Consulting – Chemicals 
Hong Kong, China
Tel.: +86 1 36 81 87 39 92
kai.pflug@mc-chemicals.com
www.mc-chemicals.com

Materials – As Asia has dominated 

in displays, photovoltaics, semicon-

ductor manufacture and other tech-

nology sectors, so too will it dominate 

in making and integrating better 

components and consumer electron-

ics using the new materials that are 

enabling devices to be lighter, more 

robust, flexible, more power efficient 

and higher performance. Some of 

these most exciting material develop-

ments and their uses were covered at 

Printed Electronics Asia 2012, held in 

Tokyo on October 2-3.

Organic and Metal Oxide Semiconductors

R&D on organic semiconductors is 
strong in East Asia, where display 
companies are pursuing this for 
TFT backplanes for flexible displays. 
Some of the world’s leading com-

panies, such as Merck, Samsung, 
Solvay and Hitachi Chemical pre-
sented their latest achievements in 
organic and inorganic semiconduc-
tors. Indeed, speakers also covered 
progress with metal oxide semicon-
ductors for large area and transpar-
ent electronics.

The Future of Transparent Conductors

Indium Tin Oxide (ITO) is 93% of the 
$1.63 billion transparent conduc-
tive film market in 2012. Indium 
is subject to supply restriction and 
its price has varied by a magnitude 
in the last ten years. It is required 
primarily for photovoltaics, dis-
plays and touch screen applications 
– enormous markets. Alternatives 
to ITO include transparent organic 
materials, finely printed conductive 
mesh, and other ways of pattern-
ing metal ‘strands’. Some even use 
copper rather than silver to reduce 
cost. Others are progressing car-
bon nanotubes and graphene as a 
viable alternative. Speakers such as 

SWeNT, Osaka University and IDTe-
chEx assessed these options and the 
opportunity and competitive nature 
of these technologies.

OLED Displays and Lighting

It has taken twenty years for LED 
lighting to become 3% of the $80 

billion global lighting market, but 
it is now exponentially growing, 
appearing in everything from car 
headlights to home lighting to street 
lighting. What is the impact on OLED 
lighting? Will those in OLED light-
ing achieve efficiencies, yields and 
lifetimes fast enough before LED 
becomes ingrained? Printing is al-

ready being applied to LED lighting 
for connectors and even printing 
LEDs themselves. Others are mount-
ing LEDs on flexible substrates. But 
will the thermal problems restrict 
the applicability of LED lighting on 
flexible substrates, paving the way 
for OLED lighting there? Who is 
investing in OLED lighting manu-
facturing? The lighting develop-
ers debated the topic at the event, 
covering opportunities for printed 
electronics in both LED and OLED 
lighting and its relation to old dis-
plays and the latest progress there.

New Materials and Applications

Other new material and component 
developments from companies such 
as Dow Chemical, Corning, AIST and 
many others – all selectively invited 
gave attendees a current view on 
the latest developments. 

The market opportunities for 
these materials and the components 
they make were assessed, from in 
depth market research presenta-

tions given by IDTechEx, Navigant 
Consulting, NREL and others. 

The next IDTechEx Event to take 
place is the Printed Electronics & 
Photovoltaics USA 2012 Show, Dec. 
5-6, in Santa Clara, USA. For more 
information visit www.printedelec-
tronicsusa.com.
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Fig. 1: Overview of risk management measures
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Risk Avoidance
· Complete elimination of
 a specific business risk

Risk Reduction
· Reduction of the chance
 of a specific risk occuring

Risk Control
· Understanding of relevant risks
· Crisis planning

Risk Transfer
· Transfer of all or part of a 
 specific risk to another party

Risk
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