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ExECutivE suMMARy

It wasn’t so long ago that chemical companies were generating some of 
the highest shareholder returns of any industry. The share gains stemmed 

in part from demand in emerging markets. As their economies grew and 
their populations expanded, China, India, and other fast-growing countries 
needed billions of pounds of adhesives for construction, millions of tons of 
polymers for manufacturing, and hundreds of millions of tons of fertilizers 
for agriculture. To be a chemical company headquartered in one of these 
regions was to be in the midst of a bonanza. 

No more. According to The Boston Consulting Group’s 2015 Value Creators 
study, emerging markets have become a negative for chemical companies. 
Indeed, the performance of chemical businesses—whether they are local 
companies or parts of multinational corporations—in emerging markets is 
the main reason why chemical-company returns have slid to the bottom 
third of all industries. 

Still, emerging markets aren’t a pox to be avoided—they are an equation 
to be solved. China in particular may present a seemingly daunting set of 
problems, but chemical companies must find a way to compete there. 

Here’s where the chemical industry finds itself as it heads into 2016:

Returns have fallen on a relative basis for four years running.

 • the median annual return in the chemical industry was 13% from 
2010 through 2014, according to an analysis of the industry’s total 
shareholder returns (tSrs). 

 • the 13% tSr puts chemicals 20th among 27 industries tracked by 
bcg. chemicals have fallen in the tSr rankings every year since 
2011, when the industry ranked fourth.

 • Emerging-market chemical companies have performed the worst, 
with a median tSr of 3% over the past five years. Chemical- 
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company tSrs are better in every other region, and the returns of 
some outlier companies have been over 40% for five years running.

The biggest challenge for multinational chemical companies is 
coming up with a strategy for China, which is in the doldrums 
now but remains a crucial market. 

 • overinvestment by the chinese government, along with the 
slowdown in the economy, has led to significant overcapacity in 
china’s chemical industry. in addition, intellectual-property issues 
threaten the ability of multinational corporations (mncs) to hold 
on to advantages they otherwise might have in china.

 • mncs have been content to be part of the pack in china. to tap 
into the growth and innovation that will inevitably re-emerge 
there, mncs need to move away from commodity strategies and 
come up with ideas that set them apart.

The chemical companies with the best TSRs rely on differentiat-
ed strategies, not on proprietary manufacturing technology.

 • Focused specialty companies have done the best job of making 
themselves indispensable to customers and have become the 
industry’s best performers, with a median five-year tSr of 21%.

 • base chemicals and basic plastics companies, by contrast, have 
struggled to produce returns, as has the once high-flying agrochem-
icals and fertilizers subsector.

The data offers insights into the expansion moves that have the 
best chances of succeeding. 

 • chemical companies that sell a lot of products to customers in 
electronics and fast-moving consumer goods seem to enjoy profit 
margins that are higher and less volatile than those of companies 
that sell to other industry segments. 

 • over the long term, a focus on inorganic chemistry seems to yield 
better tSrs than does a focus on organic chemistry. this may 
relate to the inherent barriers to developing products using 
inorganic chemistry. 

To improve their results in emerging markets, Western chemical 
companies must rethink their management approaches, includ-
ing the way they support expatriate executives. 

 • Short-term thinking, a lack of understanding of local behaviors, 
and organizational flaws can undermine a company’s success in an 
emerging market. 

 • many mnc executives don’t want foreign assignments, which have 
a high risk of failure. mnCs must find ways to make these jobs 
more attractive and increase the likelihood that foreign-unit 
managers will succeed. 
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FAlling shAREhOldER 
REtuRns in thE  

ChEMiCAl industRy

As a group, chemical companies’ ability 
to create value has diminished in recent 

years, especially relative to other industries. 
the chemical companies that have shown  
a capacity to adapt and have strong market 
positions continue to generate excellent 
returns, but on the whole investors are 
finding better returns elsewhere.

the industry’s shaky performance is evident 
in bcg’s latest analysis of five-year total 
shareholder returns (tSrs). the chemical in-
dustry’s median five-year tSr from 2010 
through 2014 slipped seven notches, to 20th 
place among 27 industries. the industry was 
fourth in the tSr rankings from 2007 through 
2011 but has fallen steadily since then. (See 
the sidebar “how We measure value cre-
ation: the components of tSr.”)

in the most recent period, the decline was 
rooted in the performance of emerging-mar-
ket chemical companies, whose me-too strate-
gies have exposed them to price competition 
and eroded their profitability. north ameri-
can chemical companies, helped by the shale 
gas bounty, and European companies, bol-
stered by higher productivity and operational 
controls, have done much better, but their 
gains have not been enough to keep the in-
dustry from falling in the tSr rankings.

the median annual tSr of all chemical com-
panies in the latest five-year period was 13%. 

(See Exhibit 1.) that is 8 percentage points 
below the tSr that chemicals achieved from 
2009 through 2013. however, the top-ten com-
panies in the industry generated a median 
tSr of 41%, showing the extent to which 
chemical-company fortunes have diverged 
and the opportunity still available to busi-
nesses with a unique market position and 
outstanding execution. 

our 2015 analysis included 145 companies, a 
plurality of them with headquarters in 
emerging markets. not all are pure-play 
chemical companies, but all do the majority 
of their business in chemicals. 

For a company to be included in the analysis, 
at least 25% of its shares had to be publicly 
traded, its shares had to be listed for the 
entire five-year period, and its market 
valuation as of december 31, 2014 had to be 
at least $1.5 billion. We used the same 
criteria for our 10- and 20-year analyses, 
which included fewer companies because of 
breakups and portfolio restructurings. (See 
Exhibit 2.) the 10- and 20-year analyses are 
useful because they show the performance of 
long-term capital investments. 
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Total shareholder return (TSR), which 
accounts for the change in share price and 
any other effects on shareholders’ net 
wealth in a given period, is the product of 
multiple factors. Readers of BCG’s Value 
Creators series are likely familiar with our 
methodology for quantifying the relative 
contribution of the various components of 
TSR. (See the exhibit below.) 

The methodology uses the combination of 
revenue (that is, sales) growth and change 
in margins as an indicator of a company’s 
improvement in fundamental value. It then 
uses the change in the company’s valua-
tion multiple to determine the impact of 
investor expectations on TSR. Together, 
those factors determine the change in a 
company’s market capitalization. 

Finally, the methodology also tracks the 
distribution of free cash flow to investors 
and debt holders—in the form of divi-
dends, share repurchases, and repayments 
of debt—in order to determine the 
contribution of free-cash-flow payouts to a 
company’s TSR.

All those factors interact—sometimes in 
unexpected ways. A company may increase 
its earnings per share through an acquisi-

tion but create no TSR if the acquisition 
erodes the company’s gross margins. And 
some forms of cash contribution (for  
example, dividends) have a more positive 
impact on a company’s valuation multiple 
than others (for example, share buybacks). 

Revenue growth and  
increases in profit margins 
have a big impact on a 
company’s fundamental 
value. 

TSR is a useful way to assess value 
creation, but it is inherently backward 
looking. As such, it is not a reliable 
predictor of future returns. 

HOw wE MEASuRE VAluE CREATIOn
The Components of TSR

Capital gain

Revenue growth

Margin change

Valuation
multiple change

Dividend yield

Cash flow
contribution

x

x

+

Net debt change

Profit growth

Share changeƒ

Total Shareholder
Return

Source: BCG analysis.
Note: share change refers to the change in the number of shares outstanding, not to the change in share price.

TSR Is the Product of Multiple Factors
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Exhibit 1 | Chemical TSRs Are in the Bottom Third of All Industries

Exhibit 2 | Who Was in the Study
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The global chemical industry is highly 
complex. bcg divides the industry into 

five subsectors, which account for about 150 
segments. most companies are active in 
multiple segments. the subsectors are:

 • Base Chemicals and Basic Plastics. the 
37 companies in this subsector generate 
much of their revenue from cracking 
products and basic derivatives, such as 
polyolefins, solvents, and surfactants. 
Some of the companies are invested in the 
vinylic chain, and some have another 
product focus (such as other polymers), 
but their business models resemble those 
of petrochemical companies. a few have 
large specialty chemical businesses. 

 • Multispecialty Chemicals. the 39 
companies in this subsector have diverse 
portfolios and earn a substantial portion 
of their revenue from specialty chemicals. 
compared with companies in the focused 
specialties subsector, multispecialty 
chemical companies serve a broader range 
of industries and have more functional 
applications. nearly all dedicate a signifi-
cant part of their business to so-called 
semi-specialties or narrow commodities, 
and some are also active in petrochemi-
cals, agrochemicals, and pharmaceuticals. 

 • Focused Specialties. this subsector 
consists of 40 companies, mainly in the 

areas of coatings, adhesives, flavors and 
fragrances, construction, chemical distri-
bution, and electronic materials. all focus 
on highly refined chemical products that 
serve a narrowly defined industry or 
functional application. 

Most chemical companies 
are active in multiple  
segments of the industry.

 • Industrial Gases. this highly consolidat-
ed subsector comprises just seven compa-
nies. Even those that engage in other 
businesses (such as air Products and 
chemicals, which also produces specialty 
chemicals) derive the overwhelming share 
of their revenues from industrial gases. 

 • Agrochemicals and Fertilizers. twen-
ty-two companies in our sample generate 
all or most of their revenues from agro-
chemicals or fertilizers. this group 
includes companies with substantial but 
minority specialty chemical operations. 
For some in this subsector, mining is an 
important activity. 

subsECtORs And 
REgiOns in thE  
ChEMiCAl industRy 
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ChinA As A pRiORity
WhATEvER ThE ChAllEnGEs, MulTinATiOnAls 

MusT BE ThERE

In any discussion of the chemical indus-
try’s recent performance and future pros-

pects, it makes sense to start with china. at 
the moment, china is presenting chemical 
manufacturers with several big challenges. to 
start, there are simply too many chemical 
companies chasing the same customers there. 
that overcapacity has given customers a huge 
amount of leverage, reducing companies’ 
pricing power and profitability. 

the slowdown in china’s economy (what the 
chinese government has called the “new nor-
mal”) is another challenge that affects every 
chemical company. in addition, Western com-
panies face intellectual-property threats in 
china and have to maneuver around regula-
tory and trade policies that put them at a dis-
advantage.

in China, too many chemical 
companies are chasing the 
same customers. 

in the face of those challenges, Western 
chemical companies have increased their 
presence in other geographic regions, includ-
ing the emerging markets of Southeast asia, 
africa, and latin america. they aren’t aban-
doning china. but in an approach they might 

reject as overly timid elsewhere, some have 
limited themselves to the volume-based strat-
egies that predominate in china. in devoting 
so much attention to their cost structures, 
these Western companies are commoditizing 
themselves and playing a game that local 
companies often play equally well—or better. 

Setting up centers of expertise in china may 
help mncs figure out what to do differently. 
these highly flexible organizations work with 
business unit managers to identify successful 
market-development approaches, and, in chi-
na, they could provide guidance on how to ex-
pand online sales, use new distributors, or set 
up local r&d clusters. (See the sidebar “cen-
ters of Expertise help companies Sell in 
Emerging markets.”)

however they do it, multinational chemical 
companies must continue to treat china as a 
priority. Emerging markets are the future for 
them, and no country is as important to that 
future as china. not to be there is to relin-
quish scale and to risk being cut off from in-
novation. Put simply, china is the equation 
that every multinational chemical company 
must solve. 
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with more of their revenues likely to come 
from emerging markets, chemical compa-
nies need to fine-tune their approach to 
marketing and sales. But the variability 
among emerging markets and even within 
a single market (in areas such as the use  
of digital platforms for sales, the role of 
traditional large trading houses, and the 
emergence of new local distributors) makes 
it challenging to impose hard-and-fast 
rules.

Creating a center of expertise can be a wise 
move. whereas centers of excellence 
disseminate best practices, centers of 
expertise take a more flexible approach, 
assembling internal company experts to 
serve in an advisory role and to help foster 
innovation. They are a better fit in emerg-

ing markets, where customers are still 
figuring out what they want and how much 
they are willing to pay.

In a market such as China, it isn’t unusual 
for managers at a chemical company to 
have different approaches to selecting 
distributors, segmenting customers, and 
planning accounts. A good center of 
expertise works with managers across 
business units to learn what they’re doing 
and to see what’s working. It uses these 
interactions to develop evidence-based 
policies that can sharply improve their 
companies’ marketing tactics and pros-
pects of success. 

CEnTERS OF ExpERTISE HElp COMpAnIES SEll In 
EMERgIng MARkETS
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WhAt’s dRiving 
 pERFORMAnCE in 

 ChEMiCAls?
DiffEREnTiATiOn supplAnTs MEGATREnDs

A few years ago, a chemical company’s 
most reliable route to stock price appreci-

ation was having a sizable position in emerg-
ing markets or in the agrochemicals and 
fertilizers subsector. those were the clear 
megatrends, associated with the highest tSrs. 
increased competition in emerging markets 
and the changes in china, in particular, have 
altered the dynamics. chemical companies 
can still earn a high tSr in emerging markets 
if they have a unique offering and a differenti-
ated business model. but simply being there 
is no longer enough.

this is evident in the five-year tSr data. 
chemical companies in emerging markets 
(limited to asia and latin america for the 
purpose of the tSr findings) had the lowest 
lows and the most losers of any region, with a 
median tSr of 3%. by contrast, the median 
tSrs of chemical companies in north ameri-
ca, Europe, and Japan were 21%, 14%, and 
11%, respectively. (See Exhibit 3.) 

in terms of subsector performance, the 
chemical companies now doing best are the 
ones in focused specialties, especially those 
with differentiated business models. the uk 
company croda international has earned 
excellent annual returns (30% in the latest 
five-year period) by focusing on high-
performance specialty additives and selling 
directly to customers instead of using 
distributors. likewise, the uS plastics 

producer Polyone (which has a five-year tSr 
of 40%) has set itself apart by making 
products to individual customers’ 
specifications and industry-grade products. 
by doing both, Polyone has increased its 
market share.

simply being in emerging  
markets is no longer enough. 
Companies need a unique 
offering and a differentiated 
business model.

croda and Polyone illustrate what has in  
recent years become a crucial success factor  
for chemical companies: proximity to cus-
tomers. (digital technology may provide even  
better ways for companies to serve custom-
ers; see the sidebar “overhyped in the Past, 
digital technology is Poised to make a  
difference.”) 

another, related success factor is the ability to 
manage a large technical sales force. a third 
success factor, which is harder to measure but 
enormously valuable, is talent management, 
including recruitment. chemical companies 
that manufacture products to customer 
specifications need salespeople whom 
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customers trust with their confidential 
information. the uS company balchem 
understands this. it rotates staff infrequently, 
knowing that food-industry customers need 
to be able to trust what balchem managers 
tell them about the ingredients the company 
provides. Partly as a result of its close 
relationships with customers, balchem has 
been able to maintain an average Ebitda 
margin of 22% for the past 17 years and has a 
20-year tSr of 25%—the best long-term tSr 
in the industry. 

The TsR results call into 
question the old strategy of 
steering capital toward plants 
and proprietary technology.

by contrast, companies in base chemicals 
and basic plastics have struggled, turning in 
the second lowest median five-year tSr after 
companies in the agrochemicals and fertiliz-

ers subsector. (See Exhibit 4.) the returns in 
the base chemicals and basic plastics subsec-
tor were dragged down by overinvestment 
and overcapacity in emerging markets, and 
by the economic slowdown in china. the 
subsector is doing better in the uS because 
of the shale gas revolution. however, most of 
the shale gas benefit has been captured by 
petrochemical divisions of integrated oil 
companies, which aren’t included in our 
study.

the latest tSr results call into question  
the chemical company strategy—accepted 
for years—of steering capital expenditures  
toward plants and proprietary technology  
in emerging markets. a return-on-net- 
assets analysis demonstrates that the long-
term investments that have worked best 
have been in focused specialties. this has 
been especially true in emerging markets. 
(See Exhibit 5.) 

Focused specialties have three advantages 
over multispecialties in emerging markets. 
First, companies in focused specialties tend 
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Exhibit 3 | TSRs in North America Are the Highest by Far
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when chemical-company executives 
express skepticism about the transforma-
tive impact of digital technology, it’s 
understandable. Buzzwords like “e-com-
merce” and “dot-com” have been bandied 
about for years, and the underlying 
concepts haven’t had much impact on the 
chemical industry. 

But as sensors and processing power have 
become far less expensive, and wireless 
connectivity ubiquitous, the long-promised 
step change may finally be here.

new technologies related to the Internet  
of Things will have many applications in 
the supply chains and manufacturing 
plants of chemical companies—for in-

stance, in the tracing and tracking of 
production batches. And data analytics can 
help companies set prices and simulate 
new kinds of chemical synthesis. 

Internet-connected devices can also 
increase companies’ agility and responsive-
ness to customers—and thus their chances 
of success. 

OVERHypED In THE pAST, DIgITAl TECHnOlOgy IS 
pOISED TO MAkE A DIFFEREnCE
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to have more manufacturing sites. this puts 
them in a better position to invest gradually 
in their manufacturing assets and to re-
spond to short-term changes in market con-
ditions, and it lets them be faster and more 
economically efficient in distribution. 

Second, focused specialties have an easier 
time protecting their intellectual property  
in emerging markets. Whereas multispecial-
ties’ advantage is often tied to proprietary 
large-scale manufacturing processes, fo-
cused specialties’ edge is generally rooted  
in their customization skill and in their abil-
ity to make formula changes quickly. those 
sources of advantage are not as easily 
threatened by job-hopping, which has be-
come more prevalent in emerging markets, 
leading to concerns that workers may be 
sharing proprietary knowledge with their 
new employers. 

 

third, focused specialties’ relative lack of 
heavily capitalized manufacturing assets 
lets companies in this subsector think be-
yond global product concepts, with their  
all-or-nothing return characteristics, and  
instead differentiate their offerings to  
meet local market needs and regulatory  
standards.

these advantages have allowed focused spe-
cialty companies to grab a disproportionate 
share of the industry’s returns. indeed, these 
companies have occupied half of the top-ten 
tSr slots over the past 5, 10, and 20 years. 
(See Exhibit 6.) 
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Exhibit 5 | Long-Term Investments and Returns by Subsector
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chemicals; Gas = industrial gases. The sample from which the best performers were selected included 145 companies from 2010 through 2014, 122 
companies from 2005 through 2014, and 83 companies from 1995 through 2014.

Exhibit 6 | Focused Specialties Have the Highest TSRs
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thE ChEMiCAl 
industRy’s tsR “stARs”

Outside of emerging markets, many 
chemical companies are flourishing. in 

fact, when only the top tier is considered, 
chemical companies have had some of the 
best five-year returns of any industry. the 
median tSr among the top-ten chemical 
companies was 41%, sixth among the 27 
industries analyzed. (See Exhibit 7.)

Outside of emerging markets, 
many chemical companies 
are flourishing.

For the most part, the ten top-performing 
companies fit the pattern of differentiating 
themselves through something other than 
proprietary manufacturing technology. For ex-
ample, Sweden-based hexpol, which has a 
five-year tSr of 59%—the best in the indus-
try—has set itself apart by developing cus-
tom-grade compounds, including in flame- 
retardant rubber. the company’s strategy is 
more dependent on capabilities than on capi-
tal investments. the number two performer, 
Japan’s nippon Paint (five-year tSr: 46%), has 
succeeded by training local craftsmen in the 
markets where it operates—a model that 
would be difficult to copy. Pidilite industries 
(five-year tSr: 42%), one of two emerg-
ing-market companies in the list of top-ten 

performers, has become one of the most suc-
cessful adhesives manufacturers in india 
through a superior understanding of local 
needs and an astute use of indian media 
channels. elementis, in the uk (five-year  
tSr: 41%), has distinguished itself with a 
range of high-quality functional additives  
and customized formulas that are crucial to 
the performance of coatings and other chemi-
cal systems. and finally, the uS paint compa-
ny Sherwin-Williams (five-year tSr: 36%)  
has more than 3,700 paint stores in the unit-
ed States alone—a high-service commercial 
network that would be almost impossible to 
replicate.

their unique positions have allowed these 
companies (all but one of them in the fo-
cused specialties subsector) to shield them-
selves from competition in a way that compa-
nies more dependent on scale or proprietary 
manufacturing technology cannot. that has 
helped them grow faster or earn higher prof-
its than others in the market—attributes that 
have contributed to their tSrs. (See Exhibit 
8.) in their flexibility, their ability to act local-
ly, their differentiated product offerings, and 
their strong business models, these compa-
nies exhibit the qualities that have become 
the key to success in chemicals. 
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in shares
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Sources: s&P Capital iQ; BCG analysis.
Note: disaggregation is shown in percentage points of five-year median annual Tsr; value levers (sales growth, margin change, and so on) also 
reflect statistical medians.
1Five-year median annual Tsr (2010–2014) for weighted average of respective sample.
2equity growth for banks and insurance companies.
3rOe change for banks, not available for insurance companies.
4P/e multiple for banks, P/B multiple for insurance companies.
5not available for banks and insurance companies.

Exhibit 7 | The Top Chemical Companies Rank Sixth in TSR 
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Exhibit 8 | Breaking Down the TSRs of the Ten Best Performers

Sources: s&P Capital iQ; BCG analysis.
1Contribution of each factor shown in percentage points of five-year average annual Tsr; differences in Tsr totals are due to rounding.
2As of december 31, 2014.
3Change in eBiTdA multiple.

TSR Disaggregation1

rank Company location

tSr 
2010–2014 

(%)

Market 
value2 

($billions)

Sales 
growth 

(%)

Margin 
change 

(%)

Multiple 
change3 

(%)

dividend 
contribution

(%)

change in 
shares 

outstanding 
(%)

change in 
leverage

(%)

1 Hexpol Sweden 59 3.2 28 8 16 6 –5 6

2 nippon paint Japan 46 9.4 6 11 27 2 –4 5

3 pengxin International Mining China 43 2.6 80 nA nA 0 –11 0

4 pidilite Industries India 42 4.4 18 –4 25 1 0 2

5 grupo Azoty poland 41 1.8 52 11 –5 8 –17 –8

6 Elementis united kingdom 41 1.9 6 20 2 4 –1 9

7 westlake Chemical united States 40 8.1 14 31 –10 3 0 3

8 polyOne united States 40 3.4 13 6 15 1 0 4

9 Synthos poland 37 1.5 12 –3 19 8 0 1

10 Sherwin-williams united States 36 25.3 9 2 20 2 3 0
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Since the financial crisis of 2008–2009, 
the word “resiliency” has become com-

mon in chemical-company boardrooms. the 
quest for resiliency has led some large 
companies in the industry to pay dearly to 
gain access to a market or a group of custom-
ers (such as the new middle class in emerging 
economies) that they believed would be a 
stable revenue source for years to come. but 
how do different portfolio holdings—and 
strategic moves—actually affect value 

creation in chemicals? the answer, it turns 
out, is not always obvious.

the value of being in Emerging 
Markets
in the latest five-year period, it was far better 
for a chemical company not to have a large 
presence in emerging markets. (See Exhibit 
9.) that finding is heavily skewed by the re-
turns of the 47 companies in our analysis that 

AssEssing thE 
ChEMiCAl pORtFOliO

0 10 20 30 40

Median: 13

HQ in
emerging
markets
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Low 24

Medium 18

High 8
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(2005–2014)
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(1995–2014)
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0 10 20 30 40
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7

8

8

Median: 8

TSRs by exposure to emerging markets (%) 

Sources: Company reports; s&P Capital iQ; BCG analysis.
Note: Companies with more than 40% of their sales in emerging markets are considered to have high exposure; less than 
20% is considered low exposure.

Exhibit 9 | TSRs Vary with Emerging-Market Exposure
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are headquartered in emerging markets. but 
those markets—asia, in particular (brazil, 
russia, and india are to some extent excep-
tions)—have also proved difficult for Western 
companies. 

the big problem is china, where a fragmented 
supply base and overcapacity have forced 
chemical companies to negotiate on prices and 
accept lower profitability. but some Western 
companies have exacerbated the challenges in 
china by being uncharacteristically passive. in 
other emerging markets, European and north 
american companies use a variety of tactics to 
protect themselves from price pressure, includ-
ing local technical service, differentiated prod-
uct offerings, loyal and technically skilled sales 
forces, and direct relationships with customers’ 
technical staffs. Western companies are far 
less likely to make such adaptations in china, 
especially if they are there as a joint-venture 
partner with a local company. 

the value of a subsector Focus
the fierce economic headwinds of 2008–2009 
worked to the advantage of focused specialty 
companies in emerging markets. in china, 

the massive government-initiated stimulus 
program led to overcapacity in the chemical 
industry and further increased the challenges 
for multinational chemical companies. as the 
mncs downsized, often on a very large scale, 
chinese chemical executives and other work-
ers moved to local companies, most of which 
produced commodity products. that created 
an opening for companies with differentiated 
product and service concepts. indeed, among 
companies doing a high percentage of their 
business in emerging markets, the focused 
specialty subsector outperformed most other 
subsectors in the latest five-year period. (See 
Exhibit 10.)

the value of diversifying out of a 
home Market
Emerging-market chemical companies that 
try to expand beyond their home regions—
for instance, outside asia for a chinese com-
pany or outside latin america for a brazilian 
company—have generally had a hard time. 
that may not be a big surprise. in their home 
markets, many emerging-market chemical 
companies enjoy favorable treatment in 
terms of market access and government poli-
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Sources: Company reports; s&P Capital iQ; BCG analysis.
Note: Companies with more than 40% of their sales in emerging markets are considered to have high exposure; less than 20% is considered low 
exposure. Percentages in circles are averages.

Exhibit 10 | Subsector Performance and Emerging-Market Exposure
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cies. if they enter an overseas market and 
grow rapidly, those companies typically at-
tract sophisticated local competitors that may 
be able to out-recruit them and gradually 
turn the tide in their own favor. 

the data about foreign expansion for compa-
nies in other regions is less clear. (See Exhibit 
11.) but even if some of the biggest returns  
in Europe and Japan have recently gone to 
companies that do most of their business at 
home, few of their executives would take that 
as a reason to retrench. instead, they would 
see the need to come up with better ap-
proaches in overseas markets. 

For chemical companies with foreign business 
units (which includes most of the companies 
in this study), one big challenge is finding 
leadership for those units. managers in Eu-
rope and north america generally don’t vol-
unteer for positions in emerging markets, 
where there is often not a lot of support 
when things go wrong. by contrast, managers 
at chinese and other asian chemical compa-
nies are much more likely to seek out leader-
ship roles in foreign units. in the long run, as 
those companies become more advanced in 

how they do business, the greater appetite 
among their managers for foreign assign-
ments may be an advantage.

the value of targeting industries 
and Customers
one common route to resiliency has been to 
focus on customer types and industries that 
are seen as providing a buffer. this strategy 
became especially popular among multispe-
cialty companies, which thought they could 
sell other products in their portfolio to indus-
tries with which they were already doing 
business.

bcg’s analysis shows that for the most part 
these “industrial strategies” haven’t led to 
higher or more-stable profits. in some cases, 
the economics underlying a customer seg-
ment are disrupted—as happens when the 
homebuilding market weakens, causing con-
struction companies to reduce their spending 
and thus hurting suppliers. Similar disrup-
tions have hit other big industries—such as 
oil and pharmaceuticals—likewise hurting 
the multispecialty chemical companies that 
are too reliant on them.
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Exhibit 11 | TSRs When Companies Enter New Regions
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Fast-moving consumer goods and electronics 
have been more profitable than other kinds 
of customers. (See Exhibit 12.) Still, we think 
it’s smarter for chemical companies to ap-
proach their targeting at a higher level. that 
means not focusing too much on customer 
types or oEm technology themes, such as 
electric vehicles or photovoltaic systems, but 
instead identifying a broad range of opportu-
nities emerging from end-customer needs. 

a slightly different way of using customer 
segmentation, which may have a more reli-
able impact on profitability, is to match cus-
tomers to business models (and service lev-
els) according to the customers’ needs and 
price sensitivities. that approach can increase 
the profitability of individual customer ac-
counts, boosting margins at companies with 
the necessary discipline and planning capa-
bilities. (See the sidebar “matching business 
models to customers.”)

the value of specializing in 
Organic Rather than inorganic 
Chemistry
in recent years, chemical companies that de-
rive the bulk of their revenues from inorganic 
chemical processes have been at a disadvan-
tage. however, the poor five-year tSrs associ-
ated with inorganic chemistry are almost en-
tirely due to fertilizer companies’ fall from 
favor. in the long run, companies versed in  
inorganic chemistry—which requires as much 
art, so to speak, as science—have fared quite 
well. (See Exhibit 13.) they may have a bright 
future in emerging markets, since the experi-
ence required to make products with just the 
right specifications acts as a barrier to entry. 
a company cannot simply buy technology re-
lated to inorganic methods or do a licensing 
deal, as might be possible with polymers in 
organic chemistry.

30252015105
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4
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0

12

EBITDA margin average, 2010–2014 (%)

EBITDA margin deviation average, 2010–2014 (%)

Chemical companies with high exposure to another industry (automotive, construction, pharma, or health care)

Chemical companies with high exposure to the electronics industry

Chemical companies with high exposure to the fast-moving consumer goods industry

Sources: s&P Capital iQ; BCG analysis.
Note: Only multispecialty and focused specialties companies are shown (n = 79).

Exhibit 12 | Two Customer Types Are Associated with Higher Profits
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Exhibit 13 | Companies Based on Inorganic Chemistry Have Done Well in the Long Term

Chemical companies sometimes segment 
their customers according to needs and 
price sensitivities, and then differentiate 
their service levels accordingly. Although 
that approach has a positive effect on profit 
margins, it increases the complexity of 
sales and operations planning (S&Op). 

when the same product is delivered and 
serviced in different ways for different 
customers, Sales and Manufacturing must 
coordinate. The two departments must 
work across organizational boundaries, and 
they need to ensure that those responsible 
for the complex planning that’s involved 
have the capabilities to pull it off. 

Challenges abound. when an MnC 
prematurely introduced differentiated 
business models based on customer 
segmentations, it encountered all sorts of 
problems, such as decision-making meet-
ings that involved too many people, 

undisciplined forecasting, and departures 
from the plan—which resulted in sales 
managers’ promising service levels to 
which customers weren’t entitled.

Differentiating the S&OP process within a 
company to ensure that responsibilities, 
process execution, and managerial behavior 
are consistent with business requirements 
will be a key challenge in the future. It will 
involve limiting the number of participants 
at S&Op meetings and the number of such 
meetings, tracking the time spent dealing 
with requests for exceptions from custom-
ers and sales managers, shifting the 
planning time horizon, and institutionaliz-
ing root-cause analysis. To achieve sup-
ply-chain excellence, global chemical 
companies need to focus on all those areas. 

MATCHIng BuSInESS MODElS TO CuSTOMERS
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sOlving thE EMERging-
MARkEts EquAtiOn

For Western chemical companies, 
some of the challenges of emerging 

markets—china, in particular—are external 
and immovable. others are of the companies’ 
own making. bcg’s six-pronged Smart 
Simplicity framework—an approach to 
reducing cumbersome structure and bureau-
cracy—can (with a few extrapolations) show 
Western managers what they should be doing 
in emerging markets and help them make an 
unflinching assessment of their capabilities. 

1. Get closer to local markets. chemical 
companies will never be perfectly orga-
nized to cope with the differences be-
tween one emerging market and anoth-
er—there is too much complexity in their 
products and value chains. consequently, 
managers should spend less time on 
organizational design and lengthy plan-
ning processes, and more time increasing 
their understanding of customers and the 
local business community. incentives that 
drive these market-focused behaviors are 
crucial. 

2. Give managers the power to make 
changes. Western chemical companies in 
emerging markets invest an inordinate 
amount of time debating and making 
PowerPoint presentations on the size of 
various markets and their own shares. 
managers should have the discretion to 
curtail some of this work and to reallocate 

resources to business development and 
building supplier and distributor relation-
ships. the proliferation of staff in depart-
ments with titles like Strategic marketing, 
regional marketing, and industry market-
ing should be a red flag.

3. Introduce more autonomy. chemical 
companies tend to be centralized in their 
decision making. in some ways and for 
some activities, that makes sense. howev-
er, in emerging markets, local sales and 
marketing executives need to be able to 
make their own decisions about customer 
prioritization, commercial terms, and 
technical account development. distribut-
ing decision-making responsibility among 
multiple leaders can also prevent any one 
leader from amassing too much power. 
the autonomy imperative is not so much 
about broad decentralization as it is about 
adding power in a few strategic parts of 
the organization.

4. Push expatriate managers to think long 
term. For all the lip service given to the 
importance of overseas assignments, most 
up-and-coming executives don’t want 
these positions, which can disrupt their 
personal lives and their career trajecto-
ries. For their part, chemical companies 
usually limit foreign postings to three 
years, inadvertently reducing the expatri-
ate executive’s motivation to learn the 
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language and put down roots in the local 
business community.

chemical companies should lengthen 
rotations in emerging markets and 
implement policies to increase executives’ 
job satisfaction and chances of success. on 
the professional side, such policies could 
include greater tolerance for mistakes (a 
move away from the “no second chances” 
appraisal process), the inclusion of 
managers in succession planning, and 
bonuses linked to performance on local 
language tests. on the personal side, the 
policies could include more-flexible 
holiday schedules and more-generous 
travel accounts for families.

5. Look for ways to break down silos in 
emerging-market operations. managers 
can become rooted in their thinking and 
resistant to outside input. recruiting and 
promotion based on loyalty, not merit, 
worsens this. one European chemical 
company addresses the issue by recruiting 
a certain share of non-chinese executives 
who know the language and the culture. 
the company looks for team members—
regardless of their nationality and formal 

technical skills—who can challenge the 
sometimes ethnocentric perspective of 
local executives. 

6. Reward those who cooperate, not those 
who primarily look out for themselves. 
cooperation doesn’t always come natural-
ly in companies. far too often, managers 
concerned about their own short-term 
career interests filter the information that 
flows to the rest of the organization. this 
can be an especially big risk in overseas 
operations, where there is typically less 
headquarters oversight. if career success 
at a company can be achieved by con-
trolling information and influencing the 
design of kPis, that’s a problem. instead, 
Western chemical companies operating in 
emerging markets should reward manag-
ers and executives who put their energy 
into building successful businesses. Such 
rewards won’t guarantee higher share-
holder returns, but they are a start.
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WhAt’s nExt
TEn QuEsTiOns fOR ChEMiCAl ExECuTivEs in 2016

In the next few years, chemical-company 
executives will need to confront two big 

challenges. the first is devising differentiated 
business models for emerging markets. the 
second is winning in the most important 
emerging market of all—china. if executives 
can answer yes to most of the following 
questions, they have a good foundation for 
success. 

The two big challenges 
ahead: strengthening  
business models in  
emerging markets and  
winning in China.

 • does your company have a business 
model in china and other emerging 
markets that offers some protection 
against price competition? 

 • When making an important decision in  
an emerging market, do you routinely get 
input from multiple managers and experts 
as opposed to relying on the judgment of 
a single individual or small group?

 • do you have a critical mass of truly 
“local” and loyal managers in your 

emerging-market units—people who 
understand the country’s culture and 
business practices and who speak the 
language well enough to lead the local 
team and connect with clients?

 • is a leadership position in an emerging 
market viewed as an exciting opportunity 
in your company as opposed to an 
unwelcome banishment from 
headquarters?

 • does your hr department have policies to 
deal with the inevitable downsides of a 
foreign assignment (time zone differences, 
lack of public holiday overlap, and 
language barriers, for instance)?

 • When you are filling an executive posi-
tion, are you satisfied with the caliber of 
local talent that your hr department 
presents?

 • Can you say with a high degree of confi-
dence that expatriate managers’ priorities 
are in the best interests of the business and 
don’t reflect hidden personal agendas? 

 • do your expatriate managers have clear 
financial incentives to become part of 
their local business communities?

 • do you have strategies in emerging 
markets for enhancing local employees’ 
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job satisfaction and for managing 
cybersecurity and intellectual-property 
risks?

 • are you testing any new approaches— 
in customer service, manufacturing, or 
distribution, for instance—that could lead 
to major improvements in one or more 
emerging markets? 

There’s no denying the difficulties that 
chemical companies face in emerging 

markets—china, in particular. in a challeng-
ing market, sometimes it’s smart to pull back 
or hold off on further commitments. at other 
times, it makes more sense to lean in. in light 
of the many opportunities emerging markets 
present, the next few years will definitely be 
a time to lean in. 
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