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Asian cement 2017: looking to 
the future
Following an exciting 2016, this year sees opportunities and challenges abound for the 
Asian cement industry. LEK Consulting gives an overview and outlines strategies that help 
position cement companies in this part of the world for long-term growth.
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The year 2016 was an exciting one for 
Asia’s cement industry. LafargeHolcim 

continued to trim its presence in the region 
with disposals in India, Korea, Vietnam 
and Sri Lanka. It wasn’t the only one that 
slimmed down. Other examples include 
a distressed exit by Jaypee in India, sub-
scale assets sales by Cemex in Bangladesh 
and Thailand, and non-core divestment by 
Hyundai in Korea. 

The buyers were local and regional 
champions: most notably, Siam City 
Cement’s aggressive expansion into 
Vietnam and Sri Lanka at prices that 
initially raised eyebrows but in hindsight 
look astute – it has created a balanced 
footprint in a region that appears to be 
increasingly “swimming” in cement/clinker 
oversupply. The oversupply is largely a 
result of the significant overcapacity in 
China and to a smaller extent, in other 
prominent producing countries such as 
Thailand, Vietnam and India. 

The year ahead: expectations 
for 2017
Considering the year ahead, what can be 
expected of the Asian cement industry in 
2017?  

The China effect
The word “China” instills a sense of fear in 
many Asian cement producers. The current 
state of the world steel market exemplifies 
what can happen to a global commodity 
if there is overcapacity in China. Estimates 
of actual capacity in China are surprisingly 
hard to obtain, but are around 3.16bnta, 
according to The Global Cement Report. 
To put this into perspective, the rest of 
Asia Pacific cement production is roughly 
600-700 Mta. Irrespective of the actual 
size, low capacity utilisation in China 
(60-65 per cent in 2015 ), combined with 

the country’s export capability (several 
hundred million tons of capacity are 
estimated to have access to sea ports in 
China), means there is a huge untapped 
potential for the country to disrupt a 
majority of Asian markets. Already Chinese 
clinker and finished products can be seen 
actively competing across Asia – from the 

Philippines to Bangladesh to the Maldives 
– often at very competitive prices. This 
trend is likely to intensify in 2017 as cement 
producers in China look to escape the 
forced shutdowns of inefficient plants by 
increasing utilisation rates.

Pricing pressures 
Economic expansion in several major Asian 
countries such as Indonesia, Malaysia and 
Thailand has been lower than anticipated, 
muting cement demand growth, which 
in turn is negatively impacting cement 
prices in these countries. Therefore, the 
players in these countries are looking 
at export markets as a panacea, further 
adding volumes to the regional supply 
which already features China, Vietnam 
and Thailand as big exporters, and 
exacerbating the regional supply-demand 
imbalance. Consequently, cement and 
clinker pricing across Asia will be capped 
by import price parity, and pricing growth 
could be negative in many countries in the 
coming year.

China’s overcapacity will help to change the Asian 
cement market from a national into a regional game

“Irrespective of the 
actual size, low capacity 
utilisation in China 
(...), combined with 
the country’s export 
capability (...), means 
there is a huge untapped 
potential for the country 
to disrupt a majority of 
Asian markets.”
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Rise of protectionism
In 2017 the local cement players are 
expected to be actively lobbying their 
respective governments to protect them 
from an onslaught of imports. Some of 
these lobbying efforts are likely to succeed 
with a series of non-tariff barriers (eg, 
environmental and safety standards) to be 
erected. If President Donald Trump is able 
to slap tariffs on Chinese steel imports, 
it is possible that similar tariffs will be 
introduced by Asian countries on Chinese 
and other cement imports.

Mergers and acquisitions 
activity continues
There are likely to be further asset sales by 
producers that find themselves in distress, 
global majors continuing to deleverage, 
and conglomerates exiting difficult non-
core businesses. China, Korea and Vietnam 
are prime candidates for consolidation 
with local deals likely to be most common 
in these countries. India, Indonesia, 
Malaysia and Thailand could also benefit 
from further industry consolidation. 

With Asian family owners, the cultural 
act of ‘saving face’ and making gracious 
gradual exits can be expected to drive 
transactions, in addition to offered deal 
values. Any would-be buyers should, 
hence, plan accordingly.

Cement & clinker go regional
The rising threat of exports also points 
to another phenomenon that can be 
expected to intensify in 2017 – cement as a 
regional play rather than within national or 
sub-national boundaries. With low logistics 
costs, cross-border trading of cement and 
clinker will continue to gain traction and 
cement producers will find imports to be 
an increasingly viable option in the context 
of their own supply chains. 

Australia provides a good example, 
where despite sufficient natural resources, 
roughly half the clinker is imported. It is 
often claimed that the country will not ever 
need to build another new kiln. 

Role of infrastructure grows
In developing Asia most governments 
are focussed on building critical 
infrastructure in their countries, and 
are investing significant sums into fixed 
assets such as roads, ports, airports, 
energy and power. On the other hand, 
the outlook for property and commercial 
real estate remains mixed. Therefore, we 
expect infrastructure’s share of cement 
consumption to rise in 2017.

Positioning for growth
These trends could pose commercial 
challenges to cement producers across 
the region. At the same time, there are a 
number of strategic initiatives and tactics 
that the producers can pursue to be better 
poised for growth in the long run.

Analyse the threats
The key to responding to the Chinese (and 
other) import threats is to understand the 
level of risk in the context of a company’s 
home market. In-depth analysis at micro-
market level to evaluate cost-curves and 
delivered import pricing is the first step 
to understanding “what is at risk” at a 
geographic or customer segment, and 
product level. Companies can then go on 
to craft competitive responses.

Develop closer user relationships
Fighting off cheap imports should 
be done on several fronts. Improving 
production costs through a focus on 
efficiency should always remain a critical 
part of a cement producer’s agenda. 
However, distribution capabilities and 
brand are key differentiating factors 
against a new entrant. Control over 
the distribution network (eg, reduce 
reliance on distributors) and optimising 
distribution can provide a cost advantage 
and sustainable competitive edge to the 
incumbents.

Reconfigure supply chain
Cement companies should take this 
opportunity to re-evaluate their role and 
participation in the cement value chain. 
The increasing regionality of cement and 
clinker requires companies to think hard 
about their core competencies. 

The answer for some companies may 
be to view themselves as marketers 
and distributors of cement rather than 
manufacturers. For others, it could be a 
large Asian “hub-and-spoke” model, with 
centralised regional clinker manufacturing 
combined with localised grinding and 
distribution. 

Bulk up downstream 
In developing markets, focus on 
infrastructure development, cities with 
traffic problems that necessitate onsite 
concrete mixing, and other drivers 
will create several interesting ways for 
cement players to undertake downstream 
activities, particularly in bulk.  Companies 
should, therefore, be developing their 
bulk cement and downstream strategies 
that fill the gaps in meeting customers’ 
needs, form closer relationships with end 
customers, and provide actionable growth 
platforms.

Improve market structure
Like many other capital-intensive 
industries, cement requires disciplined and 
structured markets to earn back the cost 
of capital. 

Several Asian countries are in need of 
further consolidation to improve industry 
dynamics. Some players should be bold 
enough to take the lead in initiating 
consolidation and others bold enough to 
exit. 

Innovate and disrupt
There is significant scope for cement 
players to innovate their manufacturing 
process. As an example, alternative fuels 
are only likely to grow in importance in 
coming years due to increasing restrictions 
on waste disposal, rising energy costs, 
and increasing demands for a greener 
product in some quarters. Management 
of the trade-off between alternative fuels 
as a source of energy versus as a revenue 
stream will be critical. The economics 
of who-pays-whom will be vital to value 
creation. The rest of Asia is a long way 
behind Japan in this field, but it could 
eventually catch up as the markets and 
models further mature.

New opportunities among 
the headwinds
Overall, greater regional integration and 
Chinese overcapacity are predicted to 
create headwinds for players in upstream 
capacity. 

However, new opportunities will 
emerge downstream too, as markets, bulk 
channels and distribution models mature 
in Asia. 

The region’s infrastructure deficit could 
very well prove to be the incentive for 
change that developing countries in Asia 
are looking for. These winds of change 
could shape 2017 into another exciting 
year for Asian cement. n

“Overall, greater 
regional integration and 
Chinese overcapacity 
are predicted to create 
headwinds for players in 
upstream capacity.”
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Housing start jitters in UK, USA, Canada and JapanTHE NUMBER OF housing starts and new planning applications in central London dropped 

significantly in the first six months of 2016, according to JLL, a specialist in commercial 

real estate services and investment management. The closing quarter of 2015 saw 5260 

starts across central London, falling to 1840 in 1Q16 and declining further to 1830 in 2Q16, 

representing a slowdown of 65 per cent. The number of units under construction in the 

area also contracted, falling from 34,300 in 1Q16 to 33,920 in 2Q16, the first quarterly drop 

recorded in four years. “It is true to say that the number of starts was beginning to ease slightly towards the end 

of 2015, but the new additional home Stamp Duty charge and the Brexit decision look set to 

reverse all the good work of the past few years,” says Neil Chegwidden, director of research, 

JLL. The performance is reportedly representative of the wider trend across Greater London. 

US housing starts also fell more than expected in August as building activity declined after 

two straight months of growth. According to the US Commerce Department, housing starts 

fell 5.8 per cent in August, compared to the previous month, to an annual rate of 1.142m. 

Building permits also dropped, falling 0.4 per cent to a seasonally-adjusted level of 1.139m. 

Both came in below economist predictions. The August decrease was reportedly driven in 

part by a sharp decline in the south, which was hit by heavy rain and flooding. 
There was some good news with permits for single-family homes increasing by 3.7 per cent 

in August, its largest gain since June 2014. This put single-family permits up by 8.4 per cent in 

the year so far, with single-family starts also recording a rise of 9.1 per cent in 8M16. 
Housing starts in Canada also declined in August as construction of multi-unit dwellings 

slowed in most regions, led by lower activity in Alberta and Manitoba, according to Canada 

Mortgage and Housing Corporation (CMHC). August housing starts were at a seasonally-

adjusted annual rate (SAAR) of 182,703, down 6.5 per cent from July’s rate of 194,663. The 

six-month moving average for housing starts in August was a SAAR of 195,640, a fall of 2.8 per 

cent when compared to July’s rate of 201,379. Multiple urban starts slowed by 7.3 per cent to 

111,378, falling in the Prairies, British Columbia, Ontario and Atlantic Canada but increasing 

in Quebec. Single detached urban starts were recorded at 56,501 units while rural starts 

were estimated at 14,824 units. Meanwhile, in Japan, although housing starts rose in August the growth was at a much 

lower pace than expected. Following a spike in July of 8.9 per cent, analysts had predicted 

a rise of 7.29 per cent in August, but the real figure came in at 2.5 per cent, according to 

the Ministry of Land, Infrastructure and Transport. Construction orders received by 50 big 

contractors, however, surged by 13.8 per cent in August, following a 10.9 per cent plunge in 

the previous month. 

Japan hikes infrastructure spend by extra US$32bnJAPAN’S PARLIAMENT HAS approved a further US$34bn to fund infrastructure spending 

under Prime Minister Shinzo Abe’s economic stimulus package. This is in addition to the 

US$61bn pledged in August this year to revive the Japanese economy by doubling the 

number of tourists visiting the country. With the aim of reaching 40m visitors by the Tokyo 

Summer Olympics in 2020, the spending will be concentrated on expanding ports to 

accommodate large cruiseships and increase passenger numbers from 1.1m in 2015 to 5m by 

2020, boosting airport capacity in the Tokyo area and regional economies, and strengthening 

transportation hubs. 
The government will also provide loans to help bring forward the completion of a Nagoya-

Osaka magnetic levitation link by eight years, from its original completion date of 2045. The 

Tokyo-Nagoya segment of the route is due to open in 2027 while the extension to Osaka is set 

to start construction in 2035. 
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