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Countering Commoditization

From Unique To Common —In
the business world, commoditization
is defined as the process by which
goods that are initially distinguishable
in terms of attributes (uniqueness or
brand) become simple, undifferenti-
ated and easily available. Commod-
itization is usually accompanied by
prices changing from differentiated
and relatively high to undifferentiated
and relatively low as the number of

competitors increases.

The chemical industry is a rela-
tively mature one, with many big
products already on the market for
several decades. Commoditization,
therefore, is highly relevant for the
industry and is the reason behind
many activities of key industry
players. On one hand, commoditi-
zation has pushed many chemical
companies toward decreasing their
portfolio’s share of basic chemicals
while increasing the share of spe-
cialty chemicals. On the other hand,
commoditization exerts constant
pressure on specialty chemicals
companies. How can they protect
their products from becoming com-
modities? Or is the process unavoid-
able and only countered by constant
innovation and the creation of new
products?

Know Your Position

The current overall product range
of the chemical industry is best
regarded as a continuum between
pure commodity chemicals and
pure specialties. However, success-
fully operating in the market for a
specific chemical requires a good
understanding of the position of
this chemical in the continuum. For
the key to success in commodities
— spending as little as possible to
produce a standardized product —
is very different from that in spe-
cialties — spending as much as can
be justified by the specific features
differentiating the product.

For a chemical company, it is
mandatory to know the market life
cycle of its products: Which products
are commodities; which are special-
ties? Typical indicators for commod-
ities are an increase in the number
of competitors, excess capacity and
lower demand, decreasing need for
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technical service, emergence of low-
cost competitors and decreasing ef-
fectiveness of the sales force.

For most chemical businesses to-
day, the situation is not as clear as
that. They operate somewhere be-
tween the two extremes, competing
in a zone where commoditization
prevents players from exclusively
focusing on specialties, and encour-
ages commodity-oriented players to
capture additional value. In this no
man’s land, price- and performance-
based competition coexist uneasily.

Survival In Commodity Chemicals

Pure commodity chemicals have
only one market price. As a conse-
quence, commodity players’ margins
depend directly on their cost po-
sitions. Players without a vi-
able business have costs that
are higher than the market
price; the costs of marginal
players are close to market
prices. Therefore, improving
the situation requires im-
proving the cost position, for
which options such as outsourc-
ing, reduction of production and
raw materials costs, and lower-cost
distribution channels (e.g., web-
based sales of low-margin stand-
ard products) can be considered.
In some cases, it may be possible to
successfully brand a price-sensitive
commodity, particularly if end ap-
plications with particular focus on
quality or specific properties can be
identified. Customers in these appli-
cation-oriented segments may be
willing to pay a price premium and
may in the long run also be offered
specialties with tailor-made attrib-
utes. The key is to be market-orient-
ed rather than product-focused. For
steel, Tata has successfully utilized
this approach, establishing a very
strong brand name in steel and also
engaging in co-branding with some
of its major customers, particularly
in automotive.

Doing Well In Specialties

At the other end of the continuum,
specialty businesses compete on the
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basis of differentiation. Successful
specialty players’ margins increase
the more they invest, whether in
manufacturing differentiated high-
value products, in research and de-
velopment leading to new offerings,
or in marketing and sales to con-
vince customers that their premium
pricing is justified. In contrast, non-
viable and marginal players do not
spend enough — or wisely enough
— to justify the premium prices they
seek. Attention, however, has to be
paid to SKU management.

In any case, the threat of com-
moditization is always there and
needs to be countered
by value-adding prop-
erties such as su-
perior product
performance and
properties, high
product and ser-

vice quality, speed of service and
delivery, and other unique added
values. In particular, consider the
following:

Focus on new products. While
this has long been regarded as
the most promising way to escape
commoditization, it is increasingly
difficult to create breakthrough
products in an industry as mature
as the chemical one. The success
rate — at least of internal R&D —
is reported to be decreasing unless
the work focuses on purely incre-
mental innovation (which obviously
has a lower potential to create true
new specialties). In addition, cus-
tomers seem to get pickier about
untried chemicals as they often are
already fairly happy with existing
solutions, particularly in markets
with a strong “good enough” seg-
ment, such as China. On the other
hand, there is also the danger of
a vicious commoditization circle
caused by insufficient spending on
innovation. Another issue is to find
the right balance between business
unit-driven research (which tends to
result in new products for existing
customers) and corporate-driven re-
search (which may also lead to new
products for new customers). For
example, Evonik stresses the dif-
ference between the two types with
separate organizations (individual
BUs and Creavis).

Product customization. Custom-
ized products are a way to deepen
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customer relationships and do buy
some time for breakthrough inno-
vations. However, they also add to
internal complexity and cost, par-
ticularly with regard to the supply
chain. Customized products are
particularly relevant for customer
industries with a small number of
dominant customers with high entry
barriers, such as automotive OEMs,
which may require the certifica-
tion of individual grades of polymer
blends supplied by polymer produc-
ers and compounders.

Specific measures for products
in the transition from specialties to
commodities. Measures that focus

on helping the customer to save
money (specifically, operating cost
or capital costs) are particularly
suitable as the shift from specialties
to commodities is very frequently
accompanied by increasing cost
pressure on the part of the product
users. For example, Stepan offers
vendor-managed inventory for sur-
factants customers in cosmetics.

Service improvement. Align the
service level with the amount the
customer is willing to pay. This level
may be different for different cus-
tomers and for different parts of
the service, e.g., customer service,
after-sales service, technical sup-
port. Also pay attention to other ser-
vice aspects accompanying the core
product, such as delivery times, ship-
ment quantities and payment terms.
In some areas, the combination of
products and services may lead to
entirely new offerings, an example
being the life-cycle management of-
fered by sulphuric acid producers
such as Rhodia (now part of Solvay).

Bundling. Offer other products
or after-sales service at a discount.
This may lead to a decrease in rela-
tive margin but will also increase
the absolute one. For example, in
polyurethanes several companies,
including BASF and Bayer, have
strengthened their systems business
via the establishment of additional
systems houses, which by definition
focus on offering bundled PU sys-
tems.
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Customer portfolio. Decide which
customers you do not want to serve.
Be ready not to supply them any
longer if they refuse to renegotiate
prices. You will lose market share
but improve profitability. Some com-
panies, such as Dow, do not mind
leaving a large share — up to 50%
— of their business to distributors,
thus refusing to serve small custom-
ers directly and reducing internal
complexity.

Sales-force compensation. Com-
pensate your sales force based on
profit, not on sales revenues. A vol-
ume-based sales force will sign up
any customer regardless of profit-
ability. That may be acceptable early
in the product life cycle but not in a

more mature phase. Thus it is par-
ticularly relevant in those markets
that only now reach some kind of
maturity, e.g., China. Here, many
multinational companies have al-
ready shifted from incentives based
on sales volumes to one on profit,
though this necessitates the estab-
lishment of additional tools and
the broader sharing of profitability
knowledge with the sales staff.

Cost optimization. Trim costs and
acquire competitors (with profitable
customers) to extract maximum
scale economies in procurement,
manufacturing and distribution.
The establishment of the low-cost,
online-only Xiameter brand of Dow
Corning is an example of such a cost
optimization.

Pricing. If you are not a low-cost
producer, do not base your prices on
material volume or another easily
comparable parameter but rather on
the value created by your products.
For example, a German specialty
chemicals producer developed a pol-
ymer additive for drying nets used in
paper production. This product dou-
bled the lifetime of the nets. Pricing
was then based on this fact, leading
to a price increase of 30% compared
with competitive products and to ad-
ditional profit for the producer.

Cooperation with customers.
Enhance the customer relationship
both on a vertical and horizontal
level by linking problem-solving in-
novation, marketing and operations.
For example, Ajinomoto, a leading
manufacturer of amino acids, has
partnered with Toray, a leading

manufacturer of nylon, for the cre-
ation of bio-based nylon products
from Ajinomoto’s raw materials.

Volume expansion. Examine the
potential for volume expansion, e.g.,
via regional expansion or scale-driv-
en mergers. For example, BASF has
considerably expanded its portfolio
and presence in specialty chemicals
via a number of acquisitions, includ-
ing Cognis and Ciba.

Portfolio diversification. Does
the customer need other products
in conjunction with products you of-
fer? Consider offering them. Decide
whether to make or buy these other
products. In the latter case, consider
taking up a dealership or regional
marketing partnership with the
original manufacturer. Oemeta has
extended its portfolio in metal work-
ing fluids to include a broad vari-
ety of categories from coolants and
cutting oils to lubricants, hydraulic
fluids, cleaners and additives.

One-stop shopping. Are
chemicals only a minor pro-
duction input for the cus-
tomer? In this case you can
offer to purchase all chemi-
- cals for the customer, thus

helping the customer to re-
duce complexity and potentially
cost. If you can do this for sev-
eral customers, you can buy the
chemicals in bulk, achieving over-
all lower purchasing prices. Such
chemical management service is
already offered in some industries,
e.g., in aerospace (e.g., Haas offers
chemical management of aerospace
chemicals). And of course, leading
chemical distribution companies
such as Brenntag and Univar regard
their offer of one-stop shopping as
one of their key strengths.

Branding. Devise a branding
strategy that focuses on the unique
value of your offering: product, ser-
vice, supply and logistics benefits,
and added value beyond custom-
er’s expectation and needs. Explain
to your customers why your prices
are higher and show them how you
deliver more value. Deliver this mes-
sage through every channel. Brand-
ing can either focus on the corpo-
rate brand (e.g., BASF, DuPont) or
on individual product brands (e.g.,
Plexiglas, Dulux).

In conclusion, there are two ba-
sic approaches to combatting com-
moditization. One is to create new
products while accepting that estab-
lished products will commoditize.
The other is to slow down this very
process by modifying the existing
products. Given the damage com-
moditization can do to the profits of
chemical companies, they are well
advised to pursue both approaches
simultaneously.
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Arkema Founds Chinese JV With
Jurong, Eyes Acquisitions

France/China — Arkema and Jurong
Chemical, China, have formed a joint
venture, Sunke, in which Arkema
will have the undisclosed majority
stake. The new company will consist
of the assets of Jurong’s acrylic acid
production at Taixing, China, started
up in 2012.

The French chemical producer
said the deal, which follows its re-
cent start-up of a coating resins
plant at Changsu, China, will enable

it to accelerate the development of
its Coating Solutions segment in Chi-
na and in Asia and supply custom-
ers in fast-growing markets such as
superabsorbents, paints, adhesives
and water treatment.

With an initial investment of
US-$240 million in a 160,000 t/y
production train, Arkema will have
an option to immediately double
output to 320,000 t/y at a cost of
US-$235 million. (dw) u

Kraton Performance Polymers
and LCY to Merge

U.S./Taiwan — Kraton Performance
Polymers, a producer of engineering
and styrenic bloc copolymers (SBC),
has announced plans to merge with
Taiwan’s LCY to create what the U.S.
company called “an industry leader”
in the SBC sector with annual sales
of more than US-$2 billion.

The deal foresees LCY selling its
SBC business to Kraton in exchange
for shares in a newly created 50:50
joint venture. Kevin Fogart, cur-

rently CEO of Kraton, will head the
new company.

For Kraton, the merger will fa-
cilitate access to fast-growing mar-
kets in Asia, and the U.S. styrenics
producer will also benefit from
LCY’s cost-efficient asset base and
strategic sourcing of raw materials
in Asia. LCY will gain access to Kra-
ton’s differentiated products, R&D
platform and global market reach.
(dw) u
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