Special Report

The presence of multinational companies in China’s
chemical industry — a benchmarking study

any Western chemical com-
panies highlight the im-
portance of China for their

business, as evidenced by examining

statements from 10 such companies:

@ Allnex: “China has become All-
nex’s largest single country market
and strategic base in the world.”

@ Arkema: “As the second largest
national market for the Group, the
Chinese market plays a pivotal
role.”

@ BASF: “The major part of all the
growth globally is China, with other
countries not contributing much.”

@ Celanese is “committed to expand-
ing its leadership position in the
region.”

@ Clariant: “China, where the future
of our company will be decided.”

@ Covestro: “China and Asia are cen-
tral to our global strategy.”

@ Dow: “Dow has the vision to grow
China into Dow’s largest market.”

@ Evonik: “Evonik regards China
as one of the driving forces of the
global economy.”

@ LANXESS: “Asia, and in particular
China, is a key growth region for
LANXESS.”

@ WACKER: “China has become
WACKER’s top market world-
wide.”

There are several obvious rea-
sons for this focus on China. The
first and probably most important
one is the large share that China
has of global chemical sales -
with 41%, this share is substantially
higher than that of NAFTA and the EU
combined.

Second, China is not only the big-
gest but also still among the fastest-
growing markets. For example, BASF
forecasts a 2021 increase of chemical
production of 6.3% in China, compared
to an increase of 2.5% in advanced
economies. And CEFIC predicts that
by 2030, China’s share of global chemi-
cal sales will have risen to 49% from its
current 41%.

A third factor that is becoming
increasingly important is that China
is taking the centrestage for innova-
tion in several industries that are key
customers of the chemical industry. This
includes sectors such as automotive

DR. KAI PFLUG
Management Consulting — Chemicals
Email: kai.pflug@mc-chemicals.com

(shift to electric vehicles (EVs), growing
importance of engineering plastics),
energy (solar, wind), bioplastics and
electronics.

However, at least the first two rea-
sons — substantial market size and high
growth —are hardly very new. It is there-
fore of interest to check how the various
company statements about the impor-
tance of China match with reality —
the actual presence of these companies
in China. Unfortunately, relevant data
is relatively patchy as there is no estab-
lished format for companies to describe
their China presence, and public infor-
mation about the relative profitability
of the Chinese businesses are almost
completely unavailable. Still, the limi-
ted data available for the 10 companies
cited above allows for some general
conclusions.

China share of global revenue

For the companies for which this
data is publicly available, this share
ranges from 8% for Evonik to 24% for
Wacker, with many companies in the
range of 10-15%. For a few companies
for which older and newer data is avail-
able, the China share of sales has typi-
cally only increased relatively modestly
(by 1-3%).

Overall, these China shares seem
relatively modest given China’s 41%
share of the global chemical market.
Arguably, a perfectly global chemical
company would thus also have 41% of
its chemical sales in China, a value not
even closely approached by even those
companies (like Wacker) for which
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China is their biggest market. Also, the
relatively limited increase in the China
share over the past decade or so is
somewhat surprising and an indication
that the appreciation of China as an
important chemical market alone may
not immediately bring an increase in
the relative share in the country.

China share of employees

For all companies for which rele-
vant public data is available, the share
of employees in China is lower than the
share of sales, with typical values rang-
ing from 7-10% and only in rare cases
substantially exceeding this share (e.g.,
Covestro with 18%). This is an indi-
cation that for most of these MNCs,
China is still more of a secondary
location with limited importance for
support functions such as R&D, admini-
stration etc. It also suggests that the
companies still to a substantial extent
rely on imports of products into China
(and thus a comparatively lower share
of production employees in China).
Covestro is a bit of an outlier in this
regard as China is both a huge production
site for the company and the location
of the headquarters of a business unit,
polycarbonates.

China sales growth

China sales growth figures of the
companies examined tend to be relatively
modest, reaching annual compound
growth rates (CAGR) of between 4-7%
or in a few cases even negative growth,
though these figures may be misleading

as they have not been corrected for
divestitures and acquisitions. In any case,
given that the China chemical market
grew at a CAGR of 12.9% in the period
from 2009 to 2019, the sales growth
figures of multinational chemical com-
panies in China are low. They clearly
indicate an overall loss of market share
of the MNCs in China.

Number of production sites in China

Unsurprisingly, most companies
examined now have a substantial number
of production sites in China, typically
at least three, though for BASF, the
number of production sites in Greater
China is as high as 29.

The sites tend to include major sites
with multiple plants (e.g., of Celanese
in Nanjing) along with smaller sites
elsewhere, some of which are the
results of M&A rather than of a deliberate
site extension strategy.

Investment in China

Most companies continue to invest
heavily in China. While this investment
is particularly strong in expanding local
production capacity, additional invest-
ments include those in R&D centres
and acquisitions of local companies.
BASF — with its current $10-bn invest-
ment in a new Verbund site at Zhanji-
ang, Guangdong — clearly takes the lead
regarding investment size. Most recent
investments by other companies are
much smaller (range between $50-mn
and $300-mn). Still, these investments
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indicate a willingness to spend resources
on strengthening market positions in
China.

China strategy

While explicit statements on China
strategies of individual companies are
rare, general company statements on
the importance of China (see above)
indicate that China is indeed regarded
as strategically highly important.

China organisation

Generally, the companies observed
are — as it is the current fashion —
organised primarily by global businesses
rather than by countries. In theory, this
should allow for a stronger rather than
for a weaker focus on China, as each
individual business should be able to
spend a large share of its resources on
the promising Chinese market. In rea-
lity, the effect may be the opposite, as
most businesses still have their head-
quarters located in Western countries,
and the leaders at these HQs may be
reluctant to move certain functions
away from the HQ location and into China.

CONCLUSION

While chemical MNCs show a
strong verbal commitment to China,
the real situation is somewhat under-
whelming. Sales and sales growth are
both substantially below the poten-
tial of China’s chemical market, and
most of the recent investments are of a
scale unlikely to drastically change this
picture.
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