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based on this material. Recipients of this report should conduct their own investigation and analysis including that of the information
provided. This report is intended to provide general information on a particular subject or subjects and is not an exhaustive treatment of
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CHEMTECH FOREWORD
Indian specialty chemicals industry is in a sweet spot as there is a strong surge in demand from all the major consumer
segments. Moreover, there is a very strong inclination of international players to have India as a reliable alternative supplier
of specialty chemicals, which would offer promising potential for growth of Indian manufacturers and help them get more
integrated into the global supply chains.
CHEMTECH highlighted the promising potential of Specialty Chemicals in the year 2005 when this area had started offering
new opportunities and the industry has started to realise the necessity of following best practices and switching over to
highly efficient and environment friendly technologies.
Over the last decade, while the industry has transformed significantly and there are many home grown companies who
are recognised globally, a majority of Indian manufacturers still need to address the challenges of meeting the end user
expectations, high standards of compliance and safety; and sustainability norms to be globally competent. For us at
CHEMTECH, introduction of a focused platform for Specialty Chemicals was a natural progression since technology would
play a pivotal role for the progress of the industry and long term growth.
CHEMTECH is delighted to present this report “From Opportunity to Reality” in partnership with Avendus Capital during the
second edition of Specialty Chemicals World Expo with sincere hope that this report benefits the stakeholders of the Indian
specialty chemicals industry across the value chain to understand the changing global trends and inspire them to emulate
the best practices to be globally competent to convert available opportunities into realities.

Maulik Jasubhai
Chairman & Chief Executive
Jasubhai Group & CHEMTECH Foundation
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AVENDUS FOREWORD
The specialty chemicals industry in India has witnessed strong growth over the past five years, driven by a secular traction
in the end-user market as well as increasing adoption, a structural shift from the developed economies to Asia, and multiple
other factors impacting the industry in a positive way. Buoyed by the tailwinds, specialty chemicals is expected to grow at
healthy double digit growth rates over the next five years, reaching USD 35.6bn by 2020.
Chemtech’s flagship Specialty Chemicals Conference, titled “Specialty Chemicals: From Opportunity to Reality” and
organized as a part of World Expo 2017, is divided into four sessions, delving into critical aspects which are expected to
shape the industry over the next few years. We have authored this report keeping in mind the theme of the Conference and
focusing on the following aspects of the specialty chemicals industry:
(a) End-user perspective – Growth in end-user industries is expected to be one of the most critical drivers for growth in
the specialty chemicals space
(b) Environmental sustainability – This is a key element determining the balance between enabling growth/ development
and moving towards greener, safer processes
(c) Technology, Innovation and R&D – An important success factor in specialty chemicals, R&D and technology is
particularly important for Indian companies, several of whom are striving to move up the value chain
(d) Emerging investor potential – Increased participation from strategic players is expected to bring in advanced
technology, robust systems and processes, whereas improving private equity interest shall enable growing companies
to access capital easily
We have attempted to cover the above points from multiple perspectives and hope that the report has been able to drive
insights that are useful to the participants in the industry as well as the end users of specialty chemicals.

Preet Singh
Executive Director

Koushik Bhattacharyya
Vice President
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Specialty Chemicals Industry –
From Opportunity to Reality
Specialty chemicals, an oft-used term in the chemicals industry, is defined differently by various industry participants. For the
purpose of this report, we have defined specialty chemicals as low-volume, high-value chemicals, used for specific applications.
Typically, specialty chemicals players also exhibit discernibly different financial metrics compared to bulk/commodity chemical
manufacturers, including higher operating margins and lower capital intensity.
We have divided the specialty chemicals industry into nine segments. While most of these are categorized based on end-user
industries (agrochemicals, personal care ingredients, water chemicals, textile chemicals and construction chemicals), few of them
are used for specific applications across a spectrum of end-user industries (polymer additives, surfactants, flavours & fragrances
and dyes & pigments). These nine segments, pegged at USD 20.9bn cumulatively, constitute over 80% of the specialty chemicals
universe in India. For the purpose of this report, we have excluded pharma ingredients (both active as well as excipients) from the
definition of specialty chemicals.
Specialty chemicals is one of the most exciting areas in the Indian manufacturing industry today, demonstrating high potential for
future growth. Driven by strong macro-factors, the industry is expected to grow at 11% to reach USD 35.9bn by 2020. Given the
growing importance of this sector, we felt there was a need to discuss the key aspects that are expected to shape the industry in
the coming years:

End-User Perspective
Specialty chemical companies cater to a specific end-user industry or a narrow set of industries. Their offerings
are often tailored based on the needs of the end-user industry/company and in most cases, they have to provide
ongoing technical support to their customers. Understandably, their growth is contingent, to a very large extent,
on the growth of the end-user industry. In this section, we have tried to capture the growth prospects of the key
end-user industries, and the factors behind them. We have, through a survey, also tried to capture how the endusers think of the vendor ecosystem in India.

Environmental Sustainability
Like any other manufacturing industry, specialty chemicals have a certain impact on the environment. Given the
global concern over climate change, it is imperative for regulatory agencies to strike the fine balance between
enabling growth and preventing environmental damage caused by the manufacture of specialty chemicals. With
this context, we have looked at the various markets and their regulatory environments, how India has evolved in
this aspect and the way forward for us.

Technology, Innovation and R&D
One of the key differences between commodity chemicals and specialty chemicals is the use of knowledge,
technology and innovation in creating differentiation. R&D is an important element of growth for the specialty
chemicals space globally. In India, players have traditionally focused on process improvements, and in this section,
we evaluate reasons behind Indian companies accelerating their innovative research efforts.

Emerging Investor Potential
The Indian specialty chemicals industry has been witnessing a steadily increasing interest for strategic partnerships
from global companies. Similarly, the sector has seen a lot of private equity deals in the recent past. In the current
scenario, it is easier for niche, defensible growth businesses to access private capital. We have examined the trends
and their drivers in the Indian specialty chemicals deal space.
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INTRODUCTION
Specialty chemicals constitute a significant part of the Indian chemical industry and find use across a wide multitude of end-use
segments. Increasing demand for value added high-performance products bodes well for the growth of the specialty chemicals
space. The growth of specialty chemicals is driven by both domestic consumption and exports. Specialty chemicals which find
applications across consumer (eg. personal care chemicals), industrial (eg. water chemicals) and infrastructure (eg. construction
chemicals) segments, are driven by the overall growth of the Indian economy. Overall, the shift of manufacturing to cost-effective
destinations like India and China and India’s export competitiveness are expected to strengthen its position as a manufacturing
hub for specialty chemicals.
The nine key segments comprising Agrochemicals, Flavors & Fragrances, Dyes & Pigments, Surfactants, Polymer additives,
Personal care ingredients, Construction chemicals, Water chemicals, and Textile chemicals cumulatively constituted a market of
USD 20.9bn in 2015 in India and are expected to grow at 11% p.a. to reach USD 35.9bn by 2020.
USD 6.4 bn (2015)
USD 11.3 bn (2020F)

USD 3.1 bn (2015)
USD 5.3 bn (2020F)

USD 5.5 bn (2015)
USD 9.4 bn (2020F)

CAGR

CAGR

CAGR

12%

12%

USD 2.8 bn (2015)
USD 4.1 bn (2020F)

USD 0.5 bn (2015)
USD 0.8 bn (2020F)

USD 0.3 bn (2015)
USD 0.6 bn (2020F)

CAGR

CAGR

CAGR

8%

USD 0.7 bn (2015)
USD 1.4 bn (2020F)

15%
CAGR

10%

15%

USD 0.5 bn (2015)
USD 0.9 bn (2020F)

USD 1.2 bn (2015)
USD 2.1 bn (2020F)

15%
CAGR

Figure 1: Market size and growth
Source: Avendus analysis • Note: USD 1 = INR 60 throughout the report
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1. Agrochemicals
Agrochemicals, the largest segment within the Indian specialty chemicals industry, comprises a large number of scaled up Indian
and global companies. Key success factors in agrochemicals include the ability of firms to create strong brands, a wide distribution
network and a broad product basket. With an increase in farmer awareness, improvement in rural income, increase in pressure for
improving productivity, and several conducive schemes introduced by the Government, the agrochemicals sector is expected to
see strong growth.

2. Flavours & Fragrances (F&F)
The F&F blending industry in India is dominated by the MNCs, with the Big 4 (Firmenich, Givaudan, IFF and Symrise) having a large
share of the organized market. The F&F ingredients space is dominated by large Indian companies.
Growth in F&F will be driven by increased penetration of personal care products in rural markets, premiumisation of personal
care and cosmetic products, and increase in demand for processed food products. While the key success factors for ingredient
manufacturers will be the ability to secure raw material and build strong customer relationships, for blenders, R&D and product
development capabilities will be key. Low technology barriers for ingredient manufacturers and raw material price fluctuation are
the key headwinds faced by companies in this sector. A recent increase in regulatory oversight by bodies like FSSAI has led to food
and beverage manufacturers becoming stricter with quality management and supplier screening for ingredients.

3. Dyes & Pigments
Growth in the Indian market for dyes and pigments is driven by growth in end-user industries and an increase in demand for
high performance pigments. Compliance with international environment and quality norms remains critical, with governments
becoming more and more demanding. This market is expected to continue thriving on volume play, with differentiated offerings
witnessing a faster and more sustainable growth. Indian companies are expected to enjoy a short term boom in this sector as
Chinese plants are being shut down due to tightening pollution norms.

4. Surfactants
Surfactants in India is a reasonably consolidated industry with a mix of Indian and MNC players dominating the space. Scale
continues to be a key success factor, with price being important to most users. As the need for specialized surfactants such as
mild surfactants in personal care increases, players offering specialized and niche products are less likely to suffer from margin
pressures due to commoditization.

5. Polymer Additives
The polymer additives industry is a fragmented market, with a plethora of small Indian companies and a few MNC companies as
well. The ability to create product differentiation in this commoditized market and diversification of portfolio are the key success
factors for companies in this segment. Going forward, only the differentiated players will be able to capitalize on the growth in this
segment. The low per capita usage of plastics currently in India provides significant opportunity in this sector.

6. Personal Care Ingredients
Growth in the Indian personal care ingredients market is driven by the increasing penetration of personal care products in
rural India, and a trend towards premiumisation of products. There are very few Indian players operating in this segment,
with the market being dominated by MNCs. The key success factors in this segment are product innovation and maintaining
a strong relationship with customers (often through collaborating/customizing for customers). Going forward, strong margins
will continue for niche players in this space. Given the direct linkage with the personal care sector, long term prospects of this
segment remain positive.
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7. Construction Chemicals
The Indian construction chemicals market is expected to grow on the back of housing projects, infra projects and rising focus on
quality of construction. While branding and marketing are key differentiators in the B2C segment, technical expertise, longstanding
relationships and robust track record will be key in the B2B sector. Lack of trained manpower and tendency of Indian companies
to trade long term benefits with short term reduction in construction costs will be the key inhibitors of growth going forward.
The sector is likely to see growth, with the Government taking initiatives to improve the infrastructure, build 100 smart cities and
housing for all.

8. Water Chemicals
Growth in this segment will be driven by industrial and municipal water treatment sectors in the short and long term respectively.
The ability to supply an integrated end to end water solution will be the key success factor for companies in this segment. This
sector is dominated by organized players, which account for over 80% market share. Increasing urbanisation and Government’s
thrust on improving sanitization through the ‘Swachh Bharat’ mission will also provide momentum to this sector.

9. Textile Chemicals
The textile chemicals market in India is expected to grow on the back of domestic demand for quality textiles and exports of high
quality textiles. This segment is highly fragmented due to the fragmented end-user market. Largely commoditized products and
cyclicality of textile industry remain a challenge.

Key growth drivers of the Indian Specialty
Chemicals market
Supply side growth factors
1) Cost competitiveness of Asian players
Many MNCs are focusing on Asia (especially India and China) as their manufacturing hubs, primarily driven by lower cost of
production as well as availability of skilled manpower and tighter environmental norms in the West. This has been particularly
evident in relatively standardized products with low differentiation such as textile chemicals and dyes and pigments, wherein
IP protection hasn’t been a significant threat.

205

193

167
133

129
100
56

Switzerland Germany

Sweden

Japan

UK

US

China

49

40

Mexico

Thailand

24
India

Figure 2: BCG Global Manufacturing Cost Competitive Index 2014 for labour (US used as base index)
Source: BCG Perspectives, Avendus analysis

Cost advantage in India is one of the most important growth drivers for the specialty chemicals space. While we have not
specifically delved into the details of this factor in any of the sections of the report, it is fair to assume that the cost advantage
shall be in place and continue to drive growth in the foreseeable future.

2) Increasing compliance and export competitiveness of Indian players
Several Indian players are increasingly complying with international EHS benchmarks, in their endeavor to be acceptable in
global markets. In three of the largest segments – agrochemicals, dyes and pigments and flavors and fragrances, a large part
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of the total revenues come from exports, and hence it is imperative that the companies in these segments follow systems
and processes which enable them to sell in the developed economies. Most of the leading companies in these segments are
investing to register their products in western markets and get empaneled with large global customers.

3) Innovation
Product innovation is vital in many segments of specialty chemicals. In the case of agrochemicals, pests develop immunity
against commonly used agrochemicals over time, as a result of which agrochemical manufacturers constantly need to focus
on new product development that can protect crops against resistant strains of pests. Some of the leading agrochemical
companies in India have increasingly started focusing on their R&D efforts for product differentiation, by developing new
formulations and combinations of active ingredients.
In the F&F space, blenders add value by creating unique scents. These are created by unique combinations of numerous
aroma ingredients and additives to produce balanced blends. There is usually considerable IP involved in creation of scents.
Blenders have to be able to keep innovating, creating unique fragrances and flavors as the market demands. There is a lot of
collaborative development involving end-users in order to keep up with the consumer trends. Indian companies in this space
are taking significant strides on technical grounds as well, competing with global giants, not only in India but also in export
markets.
Innovation and differentiation are critical for players to maintain profitability and prevent commoditization of ingredients.
Regulatory environment is another driver of innovation as a number of synthetic active ingredients have been banned across
the globe due to potential health hazards. Ingredient manufacturers have to focus on R&D to develop safer natural or synthetic
ingredients to replace such products. Innovation and differentiation has been the focus for Indian players constantly looking
out for newer requirements from the USA and European markets and focus their R&D efforts accordingly.

Demand side growth factors
4. Rising disposable income, increasing rural penetration
Rising disposable income and increasing rural penetration/adoption are positively impacting the end-user industries. This,
in turn, is expected to benefit several specialty chemical segments. Encouraged by various government schemes such as
minimum support prices, farmer income has risen on an average and they are able to afford more agrochemicals. Improved
economic environment, increasing purchasing power of the Indian population and marketing by FMCG companies has
created demand for categories like deodorants, room fresheners and perfumed soaps in rural markets. This has opened up a
new opportunity for the currently underpenetrated fragrance market (penetrated only to an extent of 0.5% of the potential
market). Growth of aspirational products and growth of the rural retail sector will also help in driving demand for flavors &
fragrances, personal care ingredients and surfactants.

5. Premiumisation and shift towards natural ingredients
As Indian consumers graduate from using basic personal care
products to higher end variants such as skin creams, lotions, hair
gels and other specialized cosmetic products, the quality and
value/cost of fragrances used in these products is expected to
increase. In the beverage industry, fruit-based drinks (expected
to grow at 30% p.a.) are becoming popular and consumers are
demanding unique flavors. India is also witnessing increasing
consumption of higher end, discretionary and prestige products
Figure 3: Growth in personal care segments (CAGR 15 - 20)
which typically use higher value ingredients, thereby driving
Source: Industry Reports
growth in the ingredients market. For instance, nearly 50% of the
total new launches in the personal care space were premium brands. This growth is driven by increase in disposable income,
rising young working population and growth in organized retail. Premiumisation will provide a significant fillip to segments
like flavors and fragrances, surfactants, personal care ingredients and nutraceutical ingredients.
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Shift towards natural ingredients is also a key factor impacting the growth of specialty chemicals. The shift towards
naturals can be attributed to consumer awareness of health issues and stricter government regulations prohibiting
the use of certain synthetic compounds. In the USA and Europe, several synthetic personal care ingredients have been
banned or highlighted as potentially unsafe in the recent past due to their adverse health effects. Such cases have led
to greater demand for natural ingredients for personal care products. This is expected to benefit India, which is rich in
natural F&F and personal care ingredients. In sectors such as dyes and pigments, natural colors are gaining popularity in
food and beverage applications, and eco-friendly colorants such as low impact dyes are increasing in use.

6. Increase in adoption by end-users
In several end-user industries in India, the per-capita usage of specialty chemicals is substantially lower than other
economies, implying significant headroom for growth in this space. For example, the Indian construction industry has
not been an active consumer of construction chemicals, but with the adoption of global construction techniques, the
use of construction chemicals is expected to rise rapidly. In water chemicals, increasing penetration of solutions such as
negative ion therapy, stain releases, anti-microbial solutions are additionally driving market growth. Higher adoption
levels will also drive growth in agrochemicals and polymer additives. With increasing digitization, the use of specialty
chemicals used in electronics for processing semiconductors, photovoltaics, and flat panel displays is also expected to
increase.

Growth
Drivers

Cost
competitiveness
of Asian players
Increasing
compliance
and export
competitiveness
of Indian players

Innovation

Rising
disposable
income,
increasing rural
penetration
Premiumisation
and shift
towards natural
ingredients
Increase in
adoption by
end-users

Figure 4: Key growth drivers of the specialty chemicals industry

12

From Opportunity to Reality

Key success factors
There are a number of factors which play a critical role in contributing to the success of the specialty chemicals industry. For high
volume, low differentiation segments like surfactants and dyes and pigments, scale of production is critical to drive operating
leverage and hence margins, and is therefore very important. Ingredients play a major role in the flavours and fragrances industry,
and hence raw material sourcing is critical. Industries like personal care, flavours and fragrances and construction chemicals
place a lot of importance on innovation, thereby making new product development critical. The end users of agrochemicals are
mostly retail customers (farmers), who give a lot of importance to the brand perception and easy availability of products, making
branding and distribution network key factors for success in this segment.
Segment

Production
scale

RM sourcing

Product
development

Branding

Distribution

Personal care ingredients
Agrochemicals
Flavours and fragrances
Construction chemicals
Dyes and pigments
Surfactants
Figure 5: Basis for competitive advantage

Four key elements driving the trajectory of specialty chemicals in India in the near future are (a) end-user’s growth and
their perspective of the industry (b) environmental sustainability and how the Indian ecosystem incorporates it (c) role of
technology, innovation and R&D to aid differentiation and (d) increasing participation from strategic partners and financial
sponsors. In the following four sections, we look at these aspects and analyze how they would shape the specialty chemicals
landscape in India.

Specialty chemicals is one of the most
exciting areas in the Indian manufacturing
space today. Driven by strong macro-factors,
the industry is expected to grow at 11% to
reach USD 35.9 bn by 2020.
Avendus | Specialty Chemical World Expo 2017 • 13
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SECTION ONE
END-USER PERSPECTIVE

Avendus | Specialty Chemical World Expo 2017 • 15

specialty CHEMICALS

Section 1:

End User Perspective
Specialty chemicals are used in various consumer products in order to add certain desirable properties. With increasing demand
for value added high performance products in all aspects of the life of an average Indian, the demand for specialty chemicals that
add such functionalities to products is expected to grow.
Different segments of the specialty chemicals industry cater to different end-user industries. The table below maps out the
segments to the end-user industries that they cater to.

End-user
Industries

Agriculture

Food &
Beverage

Home &
Personal Care

Paints &
coating

Construction

Water
Treatment

Textiles

Oil & gas

Automotive

Printing &
Packaging

Plastic goods

Low usage

Medium usage

High usage

Figure 6: Usage of specialty chemicals in different end-user industries
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Growth in end-user industries
Demand for specialty chemicals is directly linked to the growth of the related end-user industry. While usage of specialty chemicals
pans across a wide gamut of end-user industries, certain sectors (like agriculture, HPC, F&B) are the biggest consumers of specialty
chemicals. In this section of the report, we have analyzed the growth trends of these key end-user industries, which we believe,
will have an impact on the specialty chemical segments that cater to them.

Home and Personal Care
The home and personal care industry grew from USD 8.0bn to USD
16.0bn over the past 5 years at a CAGR of 15%. This was on the back
of rising consumer confidence and a rising consumer base which is
no longer limited to urban India. The market is expected to further
grow at a CAGR 13% over the next 5 years, taking it to USD 29.3bn
in 2020.
Rising urbanization, premiumisation, rising disposable income and
increasing rural penetration are some of the macro drivers aiding
growth in this sector.

16.0

GR
CA

%

13

2015

29.3

2020F

Figure 7: Home & Personal care market in India (USD bn)
Source: Industry Reports

Home & personal care comprises household cleaning products, and
personal care products which includes soaps, perfumes, skin care, hair care, oral care and other cosmetic preparations. Apart
from the macro drivers, the sector has seen several recent developments like the Swachh Bharat movement, gain in popularity of
natural products and growth in niche categories that are expected to aid growth.
The home and personal care industry has significant dependence on the specialty chemicals industry, for both active and
inactive ingredients. Consumer trends are expected to affect new product development activities in the specialty chemicals
space. Personal care ingredient companies, which develop and manufacture active ingredients for HPC products, surfactant
manufacturers, and fragrance blenders, are expected to focus on the growing consumer trends and work in collaboration with
end product manufacturers.

Food & Beverages
The food & beverage sector, a vital part of the Indian economy,

%

the middle income bracket. The packaged food market in India
was estimated at USD 37.1bn in 2014 and is expected to reach

19.6

8
R1

caters to 1.2 billion people in the country, with 250 million in

8.7

G
CA

USD 48.7bn in 2018. The soft drinks market is expected to grow
from USD 8.7bn in 2015 to USD 19.6bn in 2020. Rising income
and affordability are expected to improve the market for
processed food. The increase in modern retail with improvements
in cold storage reducing spoilage is also expected to have a
positive impact.

2015

2020F

Figure 8: Soft drinks market in India (USD bn)
Source: Analyst reports

The food and beverage industry is largely dependent on flavors and fragrance blenders in order to provide unique and
flavorful products to consumers. With increasing penetration of processed foods and changing tastes and preferences,
blenders are working towards creating newer products and adopting flavors of the West in order to differentiate their
products. F&B manufacturers are also considering nutraceutical ingredients, such as vitamins and minerals, in order to
cater to the changing lifestyles of consumers. These trends are likely to help the flavors and fragrances manufacturers and
nutraceutical ingredients manufacturers.
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Paints
The paints industry in India was estimated at USD 6.7bn in 2015
R
CAG

and is expected to grow to USD 11.8bn in 2020. The sector
comprises (a) decorative paints, such as enamels, distempers,

11.8

12%

6.7

cement paints, textured paints, and (b) industrial paints, such
as automotive paints. The per capita consumption of paints has
risen significantly over the past few years, aided by favorable
trends like (a) rising urbanization, (b) reduced duration of painting
cycles from about 6-8 years earlier to about 3-3.5 years and
(c) increase in construction and improving infrastructure across the
country.

FY15

FY20F

Figure 9: Paints market in India (USD bn)
Source: Industry Report - IPA, Press Reports

The paints industry is expected to see considerable growth over the next few years. The dyes and pigments segment, which
provides colors for paints is expected to grow with the increasing usage of paints. Several companies in the paints industry have
moved towards eco-friendly products, reducing the usage of harmful compounds such as lead and Volatile Organic
Compounds. This is an important development for the dyes and pigments industry and we expect companies focusing on
environmentally friendly products to gain from this trend.

Agriculture
The agricultural sector has been the backbone of the Indian economy. India ranks second in the world in terms of farm output.
Constituting ~14% of the Indian GDP and employing over 50% of India’s workforce, agriculture continues to be a key element of
the Indian economy. The total food grain production in India in FY16 was 253mn tonnes. This is estimated to increase to 281mn
tonnes by FY21. India is also one of the 15 leading exporters of agricultural products in the world. Agricultural exports have grown
at a CAGR of 19% over FY10-16 to reach USD 32bn. Rising population and income levels, increasing mechanization and irrigation,
and favorable government policies are the growth drivers for this sector.

280.6

253.2

%

19
CAGR

24.7
11.3

FY16

FY21F

FY10

38.7

29.2

29.6

FY13

FY14

32.1

15.6

FY11

FY12

FY15

FY16

Figure 10: Food grain production in India (mn tonnes)

Figure 11: Indian Agricultural exports (mn tonnes)

Source: IBEF

Source: IBEF

The above facts show that there is significant growth potential for the agricultural sector in India. An important constraint for
increased production is the limited availability of arable land. Availability of arable land in India has been on a decline, decreasing
from ~165mn hectares in the 1980s to 155mn hectares in 2015. This is expected to further decrease due to increasing urbanization.
This provides a great opportunity for the use of agrochemicals to help in increasing productivity of farmlands.

Textile
The size of India’s textile market in FY15 was around USD 108bn, which is expected to touch USD 226bn by FY23, growing
at a CAGR of 9%. This expected growth in the textile industry bodes well for the specialty chemical segments where the textile
industry is a large consumer, like textile chemicals and dyes and pigments.
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Textile companies in India have managed to be successful in spite of the tough competitive environment as they have adopted
successful strategies of focusing on the high growth domestic market and undertaking backward integration into yarn production.

9%
CAGR

82

226
65

70

78

89

FY09

FY10

FY11

99

40

108
18

FY14

FY15

FY23F

FY06

FY16

FY17

Figure 12: Textile market size in India (USD bn)

Figure 13: Textile Exports (USD bn)

Source: IBEF

Source: IBEF

FY21F

Rising exports, increasing domestic demand driven by demographics and significant government intervention (several of which
have been implemented through the 12th Five Year Plan) have been driving steady growth in this space.

Construction
Real estate and infrastructure projects in India, although in a slightly sluggish state currently, are expected to grow in the longterm. USD 650bn is expected to be required for urban infrastructure over the next 20 years. The Indian construction industry
is valued at USD 126bn. The construction sector is the second largest employer in India after agriculture and also accounts for
second highest inflow of FDI after the services sector.
50% of the demand for construction activity comes from the infrastructure sector and the remaining 50% flows from industrial
activities, residential and commercial development. Rapidly growing urbanization, government initiatives like AMRUT1, Swachh
Bharat and HRIDAY2 are important growth drivers for this sector.

End user survey
Apart from an outside-in analysis of the growth drivers and trends in the end-user industries, we also felt it was important to
gauge the sentiments of the end-user industry participants towards the specialty chemical vendor ecosystem. With this is mind,
we conducted a survey amongst senior members of the procurement/sourcing/supply chain functions in HPC, F&B and other
consumer facing companies. The survey aims to capture their perspective and gain insights on their preferences and needs from
the specialty chemicals industry.
The respondents were asked to rank the following 6 attributes in decreasing order of importance while selecting a supplier and
then rate their domestic and MNC suppliers on each of these attributes:

1. Atal Mission for Rejuvenation and Urban Transformation, 2. Heritage City Development and Augmentation Yojana
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71% of the respondents ranked quality as either 1st or 2nd
71%
53%
43%
18%
Quality

Cost

Innovative
products/
technology

Reliabllity of
supply

11%

4%

Compliance with
environmental
regulations

After
Sales Support

Figure 14: 71% of respondents who ranked the respective attributes either 1st or 2nd in importance

The respondents were mainly dissatisfied with the domestic suppliers when it came to innovation and compliance with
environmental regulations. For all the other attributes, end users were satisfied with the performance of their domestic suppliers.

0%
29%

36%
50%
71%
14%

Somewhat Dissatisfied
Extremely Dissatisfied
Neutral / Satisfied
Figure 15: End-user perspective on
Innovation by domestic suppliers

Somewhat Dissatisfied
Extremely Dissatisfied
Neutral / Satisfied
Figure 16: End-user perspective on Compliance with
environmental regulations by domestic suppliers

Most of the respondents were of the view that if domestic suppliers improved these two attributes and matched the MNCs, they
would be likely to switch their supply to the domestic suppliers.

14%

0%
29%
42%
86%

Very likely
Somewhat likely
Neutral / Unlikely
Figure 17: Likeliness to switch to domestic supplier from
MNC if Innovation was at par

29%
Very likely
Somewhat likely
Neutral / Unlikely
Figure 18: Likeliness to switch to domestic supplier from
MNC if compliance with environmental regulations was at par

Most of the end users we surveyed procured ~50% of their raw materials from MNCs. But the above results show that if domestic
suppliers match upto MNCs, then end users are willing to switch.
1. Atal Mission for Rejuvenation and Urban Transformation, 2. Heritage City Development and Augmentation Yojana
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ENVIRONMENTAL SUSTAINABILITY
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Section 2:

ENVIRONMENTAL SUSTAINABILITY
Environmental sustainability is defined as responsible interaction with the environment, avoiding depletion of natural resources
and using resources without jeopardizing the ability of future generations to fulfill their needs from nature. Today, environmental
sustainability is a key concern across the world. Non-sustainable environmental practices are resulting in climate change, the
impact of which can be seen in various parts of the world with rising temperatures, and changes in weather and climate. Unusual
rainfall and vast changes to temperature can have a significant adverse impact on human life, affecting agriculture, water supply,
and the natural environment. The increased levels of greenhouse gases released into the atmosphere, clearing land to make way
for housing and industrial activity, and other human activities, are the major sources of global warming. According to scientists
from the Intergovernmental Panel on Climate carrying out global warming research, continued use of fossil fuels could lead to a
temperature increase of over 5 degrees Celsius in the next 100 years. The resulting impact could be devastating with rising sea
levels, melting polar caps, and increasing storms, draughts, and other extreme weather events.
Since the early twentieth century, countries across the world have faced challenges with the harmful pollution and contamination
of natural resources that follow rapid industrialization. Industrial activity is not only one of the major sources of pollution for the
surrounding areas, but also the major source of greenhouse gases released from burning of fossil fuels.
The specialty chemicals industry is a significant contributor to environmental pollution, since it is a large consumer of natural
resources and generator of potential pollutants. Within the specialty chemicals industry, some segments have inherently higher
pollution potential than others. The dyes and pigments industry, for example, uses several toxic chemicals and releases excessive
discharge. The process involves the use of water, and discharge of heavy metals and toxic solids which are poisonous for living
organisms. Similarly, segments such as agrochemicals and surfactants use several hazardous raw materials, and results in
significant amounts of effluents.
Excessive pollution and non-compliance with norms in the specialty chemicals space is a big challenge for emerging economies.
Improper disposal or storage of hazardous waste is another concern for the environment. Improper disposal can lead to
contamination of water supplies or damage to surroundings. Toxic material may also have severe effects on human health causing
illness, chronic diseases, or cancer. Due to this, handling of hazardous waste is a key priority for several nations with detailed
procedures on its storage, transportation, and disposal.
Growing concern around environmental degradation has resulted in several regulations and treaties. The Paris Agreement, which
deals with countries agreeing to reduce their emission of greenhouse gases, has been signed by 194 United Nations Framework
Convention on Climate Change members and ratified by 125 members as of December 2016. As per the agreement, each country
will make contributions towards reducing its emissions in order to achieve the worldwide goal. India has made a commitment to
reduce its carbon emission intensity, i.e. the emission per unit of GDP, by 33-35% from what it was in 2005, by 2030.

Regulations across the World
Nations across the world continue to face challenges in striking the fine balance between industrial growth and environmental
sustainability. In developing nations, governments are realizing the importance of environmental sustainability in order to
maintain safe living conditions for its citizens. In several developed countries, there is a central body to create laws and govern the
use of chemicals in industry. For example, the European Union’s REACH (Registration, Evaluation, Authorisation and Restriction
of Chemicals) restricts the import and export of chemicals and requires registration of chemicals above a certain quantity. In
developing countries the situation is slightly more relaxed. Several countries such as China and Malaysia have developed REACHlike industrial chemical regulations that include notification of new chemicals, registration of existing chemicals, inventory based
system, periodic reporting of volumes, and data requirements depending on volume or hazard. Although these laws to prevent
environmentally damaging activities are in place, enforcement and effectiveness remain a problem, especially in most of the
developing economies.
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EU
The European Union’s REACH (Registration, Evaluation, Authorisation and Restriction of Chemicals), which came into
force on 1st June 2007, monitors the production and use of chemicals and their potential impact on human health and
the environment. The law imposes obligations on downstream users and manufacturers to evaluate and control risks
associated with substances.
As per REACH, all substances that are manufactured or imported in quantities greater than 1 ton a year need to be registered
unless exempted. The registration of a substance requires information on properties, potential hazards, members of the
supply chain, risk to the environment or human health, and risk management. Substances with higher risk are further
investigated in the evaluation phase and authorities may seek clarification on risks to the environment or human health.
Further, authorisation is required for continued use of particularly hazardous substances. There is a further restriction on
dangerous chemicals including the marketing and use of ~1000 substances including a ban on marketing to the public of
~ 900 substances.
REACH will come into full effect in 2018 and its implementation is expected to be an important milestone for environmental
regulation not only in Europe but also globally. REACH is considered as one of the more comprehensive regulatory
frameworks and several other countries have modelled their policies around it.

Japan
Japan’s chemical industry ranks 3rd in the world and has had a comprehensive pollution control policy since 1967. There are
four laws that regulate the chemical industry in Japan:
1. Chemical Substance Control Law (CSCL): Controls both new and existing substances, with a pre-manufacturing
evaluation of chemicals in place. Manufacturers and importers are also required to report the annual quantity if it
exceeds a certain amount.
2. Industrial Safety and Health Law (ISHL): Protects the health and safety of workers in Japan. The law requires
manufacturers and importers to notify new substances to the Japanese Ministry of Labour and Welfare prior to
production and import.
3. Law for PRTR and Promotion of Chemical Management (PRTR Law): Requires reporting of chemicals of concern
released in the environment. It promotes improvement in management of specified chemicals considered harmful to
humans or the environment.
4. Poisonous and Deleterious Substances Control Law (PDSCL): Controls poisonous substances and requires a specific
license for manufacturers and importers to obtain and meet the mentioned standards for manufacturing, storing,
transferring, and labelling.
Japan is considered to have one of the most effective set of environmental regulations in the world. It has aggressively
tackled air and water pollution, and the dangers of nuclear power in the past. Japan is now adopting clean energy and
manufacturing technologies in order to reduce dependence on fossil fuels and nuclear power.
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USA
In the US, the Environment Protection Agency (EPA) has the authority to regulate chemicals in commerce. The US Congress
recently passed the Frank R. Lautenberg Chemical Safety for the 21st Century Act (LCSA). The LCSA was passed in order to
protect health and environment, support economic growth and manufacturing in the US, and promote America’s role as
an innovator.
The LCSA subjects all chemicals to an EPA review for the first time where the EPA conducts a risk based review of all
chemicals in commerce, and subjects new chemicals to review before they come to market. The risk evaluations
are to be based only on human health and environmental considerations and must consider vulnerable groups
like infants, pregnant women, and the elderly. It empowers the EPA to require manufacturers to perform additional
safety testing on chemicals if the Agency believes more data is needed to make a safety determination. In the past,
EPA had to demonstrate that a chemical didn’t meet safety standard before requiring more tests. The EPA
decisions will be based on risk, meaning that hazards, use, and exposure will be considered when determining
if a chemical can be used safely, ensuring decisions are consistent with real world circumstances.
In order to promote innovation, the EPA maintains strong protection for intellectual property, so that American
companies can preserve their competitive advantage. It maintains exemptions for certain chemicals that are
required for a critical use, such as national defense, and subjects small businesses to reduced fees so they can more easily
introduce new products.

China
In China, the chemicals industry is mainly regulated by Decree 591 – the regulations on Safe Management of Hazardous
Chemicals. There are various other regulations issued that are supporting regulations or fall under Decree 591.
Decree 591 was published in 2011 and regulates hazardous chemicals throughout the supply chain. It is supported by
several ministerial laws and guidance documents. The ministries in China that oversee this are the Ministry of Environmental
Protection (MEP), the State Administration of Work Safety (SAWS) and the General Administration of Quality Supervision,
Inspection & Quarantine (AQSIQ). Decree 591 requires a license to operate and business handling hazardous material to
submit registrations to two ministries.
China also has regulations similar to REACH, also referred to as China-REACH. The MEP order 7, requires manufacturers and
importers of new chemicals to seek approval from the Ministry of Environmental Protection prior to production.
Sweeping changes have been made to China’s National Environmental Protection Law rendering greater powers to
environmental authorities and resulting in potentially harsher punishments to non-compliant manufacturers.
Under the new law, the penalty for non-compliance has been hiked including higher monetary fine and potential
imprisonment. At the same time, a compulsory disclosure element implies that the supply chain partners will have to
be chosen carefully. There has been stringent implementation since the law formally came into force in Jan’15. In 2015,
the government claims to have shut down 20,000 polluting plants and collected about USD 650mn in pollution
related fines.

26

From Opportunity to Reality

India
The environmental regulations in India have witnessed additions over the last 4 decades to reach the state they are in today. Below
is a quick snapshot of how the laws have evolved since the 1970s.
Stockholm
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Strategy to draft an
action plan for the
development of
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and diversion of
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Figure 19: Evolution of Environmental laws in India

Among developing countries, India has been at the forefront of environmental stewardship. After the historic Stockholm
Conference on Human Environment in 1972, constitutional sanction was given to environmental concerns through the 42nd
Amendment, which incorporated them into the Directive Principles of State Policy and Fundamental Rights and Duties. Articles
48-A and 51-A(g) of our Constitution lay down the responsibility of the State and the individual with regard to environmental
protection.
India passed a series of laws to ensure that the adverse environmental impacts of industrialization and infrastructure
development are minimized. The Environment Protection Act, 1986 gives powers to the Central Government to take all measures
it deems necessary to protect and improve the quality of environment and control environmental pollution. This is the umbrella
environmental legislation and all environmental rules, regulations and notifications are the subsidiaries of this Act. This Act
provided for coordination and planning of the nationwide programs for prevention, control and abatement of environmental
pollution, laid down standards for the quality of environment (air and water), restricted certain areas for industries, and put down
procedures for the prevention of accidents in industries and handling of hazardous substances, including wastes.
Environmental Impact Assessment (EIA) is an important tool for integrating the objectives of environmental management into the
decision making process to ensure environmentally sound and sustainable development. EIA became a statutory requirement for
select projects in 1994 when the EIA Notification was first issued. The objective of EIA is to mitigate adverse environmental impacts
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(if any) of any project/activity, bring them to an acceptable level and protect the community likely to be affected by projects/
activities.
The Water (Prevention and Control of Pollution) Act, 1974, aims to prevent and control water pollution and to maintain
or restore the wholesomeness of water. It provides for establishment and empowerment of Central and State Pollution Control
Boards (PCBs) for enforcing the Act. The Water Act requires any new industrial project to obtain a Consent to Establish prior
to setting up the project and a Consent to Operate, which is to be renewed periodically. The Consent to Operate regulates
the number of discharge outlets, type, quantity and quality of wastewater discharge and imposes conditions for control/abatement
of pollution.
The Air (Prevention and Control of Pollution) Act, 1981 provides a similar framework to control air pollution. It gives PCBs the
power to declare Air Pollution Control Areas and prescribe air quality standards. Similar to the Water Act, the Air Act also requires
permissions through the Consent to Establish and Consent to Operate.
The Hazardous Waste (Management and Handling) Rules, 1989 were framed to regulate the collection, reception, treatment,
storage and disposal of “hazardous wastes”. The latest rules were issued in 2016.
The above are the most generally applicable environmental rules for industry in India. Other regulations include, but are not
limited to the following:
•

Water Cess Act, 1977 and Rules, 1978 (as modified in 2003)

•

Noise Pollution (Control and Regulation) Rules, 2000

•

E-Wastes (Management) Rules, 2016

•

The Biomedical Waste Management Rules, 2016

•

Manufacture, Storage and Import of Hazardous Chemicals Rules, 1989 along with Amendment Rules, 2000

•

The Batteries (Management and Handling) Rules, 2001

•

The Public Liability Insurance Act & Rules, 1991

•

Ozone Depleting Substances (Regulation) Rules, 2000

•

Petroleum Act, 1934 and Petroleum Rules, 2002

Enforcement remains a challenge
As can be seen from the above, there is no dearth of legislations on environmental protection in India. The State
PCBs (and Pollution Control Committees in Union Territories) are responsible for enforcement of the regulations.
However, enforcement remains a challenge for various reasons, leading to non-compliance and thereby adverse impacts
on the environment.
Many small and medium enterprises which are of key importance to the Indian economy lack knowledge of regulations,
leading to non-compliance. Lack of funding for pollution control infrastructure and low adoption of clean manufacturing
technologies compound the problem. The SPCBs, especially in the highly industrialized regions of the country are
stretched for manpower and therefore the SME sector is more or less left to their own devices. In the developed nations,
statutory environmental inspections are carried out quarterly or biannually but in India on an average this is only
possible annually. Enforcement is better in states such as Maharashtra, Gujarat and Karnataka, but they too remain
under-staffed.

Effect of Foreign regulations
Domestic companies supplying to European countries will also be required to comply with Registration, Evaluation, Authorisation
and Restriction of Chemicals (REACH) and Restriction of the use of certain Hazardous Substances (RoHS) Directives. REACH is
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a European Union regulation addressing the production and use of chemical substances, and their potential impacts on both
human health and the environment, while RoHS directives set limits for the six hazardous substances. While scaled up players
are already REACH and RoHS-compliant or are in the process of becoming so, the cost and effort required in the process may
discourage mid to small scale players from entering and catering to the European market. Likewise, other environmental and
quality standards expected by customers in western markets imply a clear advantage to players with well-established processes
and quality and environment management systems.
India is keeping pace with these developments in the western world. The Indian e-waste management rules of 2016 regulate
the concentration of substances listed under RoHS in electronic and electrical equipment and have introduced the concept of
Extended Producer Responsibility (EPR), which has been prevalent in many countries for several years. EPR responsibility of any
producer of electrical or electronic equipment, for channelization of e-waste to ensure environmentally sound management of
such waste.
The table below compares the regulatory frameworks across key geographies on important parameters:

USA

Japan

EU

China

India

Ease of implementation and
monitoring by the industry

Cost of compliance

Inspection levels and frequency
by the agencies

Enforcement and effectiveness
Figure 20: Comparison of Environmental regulations in different countries
Source: Interactions with Industry experts

Generic Pharma Industry - A case study of India
successfully transcending global regulatory
barriers

14.5

14.9

16.9

12.6
Before 1970, India was dependent on the USA and Europe for
10.1
medicine. The Indian Patent Act in 1970 led to the emergence
of several Indian companies launching new and advanced
drugs at affordable prices since there was no patent protection.
The ability of Indian companies to reverse engineer drugs at
competitive prices was a key strength during this time. In the
FY12
FY13
FY14
FY15
FY16
early 1990s, the liberalization of the Indian economy led to an
Figure 21: Exports of the Indian Pharma Industry (USD bn)
increase in partnerships between MNCs and Indian companies
Source: IBEF
to manufacture drugs. The availability of low cost but well
qualified, English speaking scientists and engineers, along
with the ability of Indian companies to operate at lower costs made India a very attractive destination. The ability of companies to
comply with US FDA norms (widely regarded as the most stringent set of regulations in the pharma industry globally) and other
global standards was key in making India a hub for exports. A combination of top-of-the-class chemistry skills, along with an
enviable compliance record makes India one of the top generic exporters into the US. Currently, the generic export market in India
is larger than the domestic pharma market. India has 560 US FDA approved plants, which is the largest in the world, and accounts
for 40% of the generic drugs in the US.
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Figure 22: US FDA approved facilities for formulations and APIs across the world
Source: USFDA, Analyst Reports

India’s ability to provide high quality, low cost manufacturing and skilled engineers and scientists has been key to its success.
The ability to adhere to the Good Manufacturing Practices (GMP) and comply with US FDA norms have provided Indian companies
an edge over Chinese competitors. The success factors for the pharma industry are, in many ways, similar to the specialty chemicals
industry. Sectors such as agrochemicals, flavors and fragrances and personal care ingredients tend to place strong emphasis
on product development, manufacturing quality and stringent quality assurance. The implementation of global manufacturing
standards can allow India to become a global export hub in these sectors. We believe that the specialty chemicals industry can
follow the same trajectory that the Indian pharma generics followed from 1990s till today, to become a global powerhouse in
this sector.
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35
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35
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22
FY15
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Tentative Approvals

Figure 23: ANDA approvals to Indian companies
Source: USFDA, Analyst reports

Way Forward
India has laws which are generally at par with developed nations but there remains scope for improvement. Enforcement remains
a challenge due to lack of resources and awareness. Some of the aspects that need to be considered for more environmentally
sustainable industrial growth are:
1. Balancing growth and environmental sustainability: In order to further promote growth in an environmentally sustainable
manner, steps should be taken to communicate new regulations and amendments clearly and effectively to the industry.
Steps should be taken to reduce ambiguity within the scope of the law. There should also be a simpler process in place for
administrative activities such as e-filling of applications and returns.
2. Improving the Environmental Impact Assessment process: The current EIA process should be more risk-based for resource
consumption, human health and environmental degradation to effectively assess the environmental impact. Also the Consent
to Operate for different industries should be customized for the type of raw materials, products and risks associated with the
air emissions and wastewater discharges.
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3. Increasing awareness amongst SMEs: SMEs are critical to the Indian economy, but are largely unattended due to the lack of
resources at the State PCB. It is important to not only improve awareness amongst SMEs through webinars and workshops, but
also promote the use of clean technologies to keep better control over the pollution caused by SMEs.
4. Moving to a “polluter pays” principle: In the current regulations, in case of non-compliance, the power and water supply can
be shut by the PCB and the only amount payable by the polluter is the cost of the investigation. In developed nations, there are
guidelines for determining compensation and damages payable by the industry causing damage. This increases the liability of
environmental damages for companies and helps reduce non-compliance.
5. Introducing standards for soil and ground water and effective monitoring: Presently, norms exist for air emissions,
wastewater discharge and hazardous waste disposal. In case of air, there are ambient air quality standards that can be used
to determine if existing air emission norms are working. However, there are no Indian standards for soil or ground water to
evaluate and control impact of industrial discharges on these media.
The Government has taken several steps in the right direction. The establishment of the National Green Tribunal in 2010 was a
landmark event. The NGT is an independent body that can be approached by anyone and allows for effective and expeditious
disposal of cases relating to environmental protection. It is a specialized body with the necessary expertise to handle environmental
disputes involving multi-disciplinary issues including enforcement of any legal right relating to environment and giving relief and
compensation for damages to persons and property. It has been successful in making several decisions and taking steps to ensure
compliance. India is only the third country to implement this system, after Australia and New Zealand.
Recently, the reclassification of each industry based on their pollution potential was announced. The reclassification is determined
on the basis of Pollution Index Criteria and generation of air emissions, effluent and hazardous waste, etc. According to the new
guidelines enacted by CPCB in March 2016, a new “White” category, which includes 36 types of non-polluting industries, has been
introduced and the previous categories – red, orange and green have been retained.
Also several PCBs are making online monitoring of air emission sources and wastewater discharges mandatory for red category
industries.

Summary
Indian environmental regulations have evolved significantly since the 1970s to address local concerns and to keep pace with
global regulations. The increase in awareness of environmental issues has resulted in amendment of existing regulations
and introduction of new regulations, as in the case of mining and land acquisition for industry. The Indian Government has
forecast that it will exceed the renewable energy targets set in Paris last year by nearly three and a half years ahead of schedule.
The Government is committed to increasing renewable energy production and India plans nearly 60% of electricity capacity from
non-fossil fuels by 2027.
If India’s ambitious growth plans continue to be supported by clear and risk-based environmental regulations, improved
transparency and frequency of interactions between the industry and regulators, and support for the small and medium sector,
the objective of sustainable industrial growth is surely attainable.
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SECTION THREE
Technology,
Innovation and R&D
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Section 3:

Technology, Innovation and R&D
Innovation is an important cornerstone of consistent growth and profitability in the chemicals industry. The more specialized
the segment (within chemicals), the more critical it is to constantly innovate and use technological barriers to differentiate
against competition. This makes innovation a key driver for specialty chemicals and new products and solutions an imperative for
sustainable growth in today’s world.
Research led innovation in specialty chemicals could result in one of the following outcomes – (a) create a new product (b)
enhance an already existing product to make it functionally better or customize it to suit a different operating environment (local
conditions, different end-use, etc.) or (c) optimize processes to improve productivity or costs or both.
Globally, several research and development programs focus on creating first-in-class products, which either fulfil an unmet
need or are a better solution than all other available alternatives, for an already established end-use market. Stakes for such
R&D programs are much higher, and understandably, global companies spend several billions of dollars to innovate around new
product development. Innovation in India focuses largely on process improvements and to a very limited extent, on incremental
product innovation or customization.
Also, while globally, innovation in specialty chemicals encompasses all the three objectives mentioned above, it often varies
depending on the segment within the chemicals space. A segment like agrochemicals and flavours and fragrance blending
witnesses significant investments in new product development, whereas most other segments focus more on technology and
process innovation.

R&D in Specialty Chemicals:
India vis-à-vis Developed Economies
R&D in specialty chemicals in India traditionally had played a less critical role than that globally, due to the genericized/
commoditized nature of the products. Knowledge intensive categories which witness more new product development globally
(agrochemicals, F&F), have witnessed moderate R&D spends in India because of the industry dynamics. Agrochemicals in India is
a genericized industry, launching generic products under different brand names, making branding a far more important growth
driver (similar to the Indian Pharma industry). The F&F industry in India is focused on ingredients, with very few domestic blenders
operating in the organised segment in India. Capacity of the Indian end-user to pay for a truly innovative product is also limited,
leading to economic constraints around R&D dollars spent by Indian companies.
The two charts below indicate the R&D spends in India vis-à-vis other countries and R&D spend of many of the leading Indian
players in India, compared to their global counterparts. As is clear in both the cases, Indian companies spend lesser R&D dollars
than global companies. However, this does not consider the fact that the cost of conducting R&D in India is lower compared to
developed nations.

3.5%
2.7%
1.9%

1.8%

1.7%
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Japan
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China

Figure 24: R&D spend as a % of GDP
*RoW refers to rest of the world – outside Americas, Asia and EU
Source: International Journal of Research and Development
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Figure 25: Indian vs Global players in specialty chemical segments
* Standalone
Source: Company Reports

Apart from new product development, global specialty chemical companies are taking active steps towards using R&D to
prevent their product offerings from getting commoditized. They are primarily using two approaches - customized products
and providing solutions/materials. For customized products, companies tailor formulations for individual customers in particular
industries and companies. For example, companies make paints and coatings based on specifications of individual automakers,
and polycarbonates enhanced with thermoplastics like ABS for specific aerospace and defence companies. For solutions/materials,
companies use their deep domain knowledge for finding new materials and solutions, which are relevant for a large groups of
end-users. This provides stable returns where these end-users keep coming back for the same solution. It is especially relevant for
companies which have a long standing relationship with their customers, and understand the needs of the customers deeply. A
few examples are Lonza’s biosciences foray and Monsanto’s transformation into a GMO (Genetically Modified Seed) provider. Not
too many Indian companies have adopted these approaches for their portfolio of specialty chemicals. By and large, their research
continues to focus on optimizing processes.
Also, globally, there is a wave of open innovation in which companies are collaborating with independent research centres,
universities, other companies and online crowdsourcing platforms for finding new research ideas. There is a recognition among
the wider scientific community that innovation can come from any source and interdisciplinary research is key. Hence, companies
are casting a wide net to increase their probability of coming up with path breaking ideas. For example, Akzo Nobel is working on a
number of projects with various partners. It is exploring the use of household waste streams as feedstock for chemical production
with a Dutch consortium, developing a process for harnessing the power of the sun to make chemicals with cleantech company
Photanol and working with Solazyme Inc. to produce tailored algae based oils. Evonik has been holding scientist meets, sponsoring
professor chairs and providing scholarships for doctoral students, aiming to create channels through which top research findings
on sustainable aspects of chemistry, biology and physics are rapidly transferred to the company. This is another area where Indian
firms need to catch up. They need to actively engage with the broader scientific community and other researchers in their field.
Currently, there is a lack of large co-ordinated research projects across industries, companies and disciplines. Competitions are a
good way to get results for particularly vexing problems. For example, in 2013 Evonik invited 100 scientists in Germany from the
area of organic chemistry, biochemistry and catalysis for submitting a new proposal for synthesis of the amino acid methionine
and awarded prizes to the top three entries.
Lastly, global peers tend to have a large Corporate Innovation Strategy & Management Unit which scouts for new trends,
technologies, research partners and lateral thinkers, in a bid to direct the research efforts towards meaningful goals for the
company. In Indian companies, R&D is usually left to the scientists with limited efforts to steer the R&D department in the correct
direction. While there is interaction between the business side and the research side, these interactions are mostly on a need
basis rather than a collaboration for jointly developing new path breaking products. Certain Indian companies have made efforts
to remedy this situation by appointing “Product Owners”, who are responsible for a product right from conception to sales
(responsible for R&D, product development, marketing and sales). These efforts, however, still lack the processes which are the
best practices for managing innovation.
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In the survey that we conducted among the end-user companies, it was evident that specialty chemicals customers were not
satisfied with the level of innovation and R&D carried out by Indian companies. Additionally, most of the customers also felt that
higher levels of product innovation can drive them to consider Indian vendors favorably vis-à-vis their MNC counterparts.

R&D in Indian specialty chemicals
witnessing gradual changes
R&D in India has traditionally focused on process improvement rather than product innovation. However, there are companies
which have started breaking the mould and looking at enhancing products to suit the customers’ needs. Players like Sulphur
Mills in agrochemicals, Galaxy surfactants in the surfactants/personal care space and OmniActive in nutraceutical ingredients
have been spending considerable resources to create enhanced products in their respective areas. Such players have built up
significant differentiation and have reaped the benefits through consistent growth and profitability over sustained periods. They
are instrumental in driving a paradigm shift in India, where companies truly focus on R&D and treat IP creation as an imperative
in their business models.

Sulphur Mills
Sulphur Mills is a Mumbai based R&D driven agrochemical player which has been successful in developing new formulation
technologies and launching products based on such technologies in India as well as other geographies. It is one of the
leaders in WDG (Water Dispersible Granules) technology globally. It has a growing patent portfolio of over 30 Indian
patents and around 80 foreign patents.
The company has witnessed very strong growth (20%+) and margin profile (~15%) over the last 5 years, which is a
testimony of the differentiation it has been able to create through its innovative formulation and delivery technologies.

OmniActive
OmniActive is a Mumbai based nutraceutical ingredient manufacturer. It caters to the largest names in the nutraceutical
formulations space globally. OmniActive’s core products include carotenoids, plant extracts and specialty functional
ingredients. The company develops IP-protected, science-backed branded ingredients from natural sources using cutting
edge technologies. OmniActive leverages international R&D strengths and clinical research geared towards demonstrating
efficacy and claim substantiation.
The company has been very successful, garnering market share against large global MNCs consistently. It has witnessed
20%+ revenue growth with sustained profitability over the last 5 years.

Drivers for the Indian R&D ecosystem
Leading specialty chemicals players in India are ushering in a discernible change in the R&D ecosystem. Increasing number of
Indian companies are looking at innovation as an important tool to differentiate themselves against competition. We foresee
the following drivers to fuel the improvement in R&D environment in India over the next decade, which have further been
elucidated below:
1. Indian companies moving up the value chain
2. Increasing participation from MNCs
3. Beneficial Government policies
4. Offshoring of R&D in other sectors, helping build an R&D led culture
1. Indian companies moving up the value chain
Over a long period of time, with the advent of new technology, specialty chemicals often get commoditized, making it essential
for companies to constantly move up the value chain to ensure growth, and more importantly maintain profitability margins.
More and more companies in India are looking to build in the technology edge to be able to effectively compete with their
global counterparts.
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2. Increasing participation from MNCs
MNC specialty chemical companies are increasingly looking at India as an important part of their business and strengthening
their presence in India through organic and inorganic routes. These companies bring in technology and an inherently R&D
driven set-up with them, which shall compel Indian peers to focus on technology to protect their market shares.
3. Beneficial Government policies
Fostering a strong culture of innovation and R&D and facilitating the same through multiple measures has lately been a stated
intent of the Indian Government. The 12th Five Year Plan (2012-17) had several action points aimed at bolstering growth in the
Chemicals sector. Two out of the nine action points in that list pertained to R&D and Innovation in the chemicals space.

Action Points proposed to foster R&D in the Chemicals space in the 12th Five Year Plan
•

Provide support for new technologies and establish Technology Up-gradation Fund (TUF)
a. To promote investments in R&D and green technologies, fiscal incentives such as accelerated depreciation, tax
benefits, subsidies etc. could be provided
b. A Technology Up-gradation Fund (similar to textiles) should be set up for chemicals. A fund size of INR 5bn for the
12th plan period is proposed

•

Implement the 6-point plan for strengthening R&D
a. Establish Chemical Sector Council for innovation having representatives from the Government, chemical companies,
industry associations and reputed research/ educational institutes (e.g., NCL, ICT)
b. Establish an autonomous USD 100 million chemical innovation fund by securing 10% of the total inclusive national
innovation fund set up by the National Innovation Council to encourage commercialization efforts for innovations
generating inclusive growth
c. Develop three regional clusters and two innovation centers in universities dedicated to chemical industry
d. Sign international collaboration agreements with Germany and Singapore which could be good partners for India
to learn and develop capabilities in Indian chemical industry. Both of these countries have world class examples
of large scale chemical parks (e.g., Ludwigshafen in Germany, Jurong in Singapore) with integrated infrastructure,
knowledge management and R&D facilities; India can benefit significantly from their experience
e. Launch an outreach program with the target of building a chemical innovation ecosystem between several
constituents like innovators, venture capitalists, research institutes, companies and industry associations
f.

Chemical Innovation Council shall recommend and help the Government in the creation of a dedicated fast track
court to handle IP issues and enable stricter enforcement of IP rights, which will significantly reduce the time
required for judicial dispositions

Further to this, the Government had circulated a draft National Chemical Policy in January, 2014 which outlines steps proposed
by the Government for strengthening R&D in the chemical sector in India. It suggests measures like carrying out commercial
R&D in PPP mode, implementation of an effective Intellectual Property Rights (IPR) policy, provide fiscal incentives for R&D like
accelerated depreciation / tax benefits / subsidies and setting up of a Chemical Upgradation and Innovation Fund.
There are a few sector agnostic R&D incentive schemes which are run by the Government. It allows a weighted tax deduction
of 150% for any capital and revenue expenditure incurred on in-house R&D by a company, excluding expenditure on land
and buildings. This will, however, by reduced to 100% starting from FY21 onwards. Companies also enjoy zero customs and
excise duty for purchase of R&D capital equipment. A few more incentives provided by the Government include weighted
tax deduction on sponsored research programs of industry in collaboration with National Laboratories/Universities /IITs;
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accelerated depreciation on plant and machinery set up through indigenous technology, excise duty exemption for 3 years
on goods produced using indigenous technologies and patented in any two of the following geographies - India, European
Union, USA and Japan.
4. Offshoring of R&D in other sectors, helping build an R&D led culture
India is slowly transforming into a global R&D hub, with several R&D investments in segments like electronics and IT coming
into the country. India has beaten traditional R&D heavy-weights like US and Germany to get a lion’s share of new R&D centers
being opened up by global majors.
From April to December 2015, global majors announced 190 R&D centers. India led the group with 57 of those R&D center
announcements, followed by other prominent R&D destinations such as the US, China, Singapore, France, Israel, the UK, South
Korea and Ireland.

Country

Number of
ER&D Centres

Key Examples

India

57

Rolls-Royce, Ericsson, Foxconn, LeEco, Michelin, BASF, Bosch, Coolpad, Daikin,
Danfoss, Delta, Sandvik, Simon, Vivo

US

34

Alcoa, Boeing, Didi Kaudi, GM, Honda

China

13

Acer, BASF, Ford, Dell, Kone, Mercedes-Benz

Singapore

13

3M, Alcatel, DuPont, Grab Taxi

France

7

Bosch, Cisco, Facebook, Michelin, Salesforce

Israel

7

Facebook, PayPal, Marketo, Visa, SanDisk

UK

6

Arcelik, Geely, Royal Enfield

South Korea

5

Henkel, Mitsubishi, Samsung

Ireland

4

Dell, Huawei, Intel

Others

44

Total

-

190

Opening up of R&D centers provides a strong culture of innovation in the country, positively impacting the entire ecosystem,
and incentivizes the development of human capital in this area. Such R&D investments augur well for Indian companies
looking to enhance their R&D and technology capabilities.

Summary
As the Indian specialty chemicals industry grows and Indian players increasingly compete with global majors, focus on R&D and
innovation will become imperative for Indian companies. Several global companies are choosing India as their R&D hub and the
Indian Government is taking initiatives to promote R&D activities, which is helping build a strong R&D culture in the country. With
the rising demand for innovative products from the end-user industries and a constant endeavor to move up the value chain,
Indian companies are moving towards a more structured approach for innovation and product development. We believe that
these factors will drive significant changes in the Indian specialty chemicals R&D landscape in the future.
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SECTION FOUR
Emerging Investor Potential
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Section 4:

Emerging Investor Potential
In the recent past, India has been one of the strongest performers among the emerging economies. This, among other factors,
can be attributed to the Government’s efforts to streamline processes and enable MNCs to view India as an important destination
for growth for the future. India has moved up 12 spots in the World Bank’s ranking for ease of doing business last year. Also, India
was not impacted as severely by the global economic slowdown, as some of the developed countries. These factors, coupled with
external factors like slowing down of China’s economy have led to a steady rise in investor interest in India. This has been both in
the form of private equity transactions and M&A.
The above especially holds true of the chemicals industry. There has been a rise in M&A activity in chemicals in value terms in the
last few years.
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Figure 26: M&A activity in the Indian chemicals space
Source: Avendus analysis

ATTRACTIVENESS OF THE SECTOR
Earlier, the specialty chemicals industry was not considered very attractive by investors. This could be attributed to high entry
barriers (capital intensity, distribution network, etc.) required in the business and its highly environmentally polluting nature.
Over the past few years, the specialty chemicals sector has seen increased interest, both from strategic investors and financial
sponsors, with the number of deals increasing manifold.
Specialty chemical companies in India have become open to the idea of investors (both strategic and financial) coming into their
companies as it provides them with better access to technology, improves their geographical reach and provides them with
capital to undertake more capacity expansion.

STRATEGIC INVESTORS
Barriers to entry for new firms is reasonably high in the specialty chemicals industry. There are a limited number of players in the
market who can match upto the global quality and safety standards. This makes cross border deals highly beneficial to Indian
companies as it provides them with access to the latest technologies from global players. Similarly, it is beneficial for global
specialty chemical players to acquire assets in India as it provides them with access to the rapidly growing Indian market and cost
effective manufacturing facilities.
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Drivers for M&A
For Global players
Global players are showing increased interest in acquiring assets in India for the following reasons:
1. Scale of assets
The specialty chemicals industry has a lot of scaled up assets, especially in larger sectors like agrochemicals, flavours and
fragrances, and dyes and pigments. This provides an attractive platform for global players to enter the market.
2. Strong distribution network
Acquiring an asset in India provides global players with access to the rapidly growing Indian market. They can market their
products through an additional distribution network.
3. Access to high growth Indian market
The Indian specialty chemicals market is highly under-penetrated. It is expected to grow at a rate of 11% in the coming years.
This makes it a very attractive market for players from developed nations where the growth rates are much lower, often in low
single digit.
4. Increased product portfolio
Acquiring assets in India helps global players diversify their product portfolio. Global players can leverage their existing global
network to ramp up the sales of the additional products much more effectively than the Indian parent.
5. Cost effective manufacturing hub
Primarily driven by cheaper labour, the cost of production in India is much lower than that in developed nations. India also has
good availability of skilled manpower and good connectivity with South East Asia and Middle East. This makes it a good choice
for a manufacturing hub in the Asia region for global players.
6. Backward integration
India has a lot of companies which manufacture ingredients used by specialty chemical companies. Global players are looking
to acquire these ingredient manufacturers to have increased control over sourcing and fast track the development of new
ingredients. An example of this is the acquisition of a majority stake in Kancor Ingredients by V. Mane Fils.
7. Stretched timelines to set up greenfield ventures
Setting up a greenfield project in India can be a very time consuming process as multiple permissions and clearances are
required. Comparatively, acquiring another company is a much faster process for an MNC as all the clearances are in place and
there is no uncertainty involved.

For Indian players
Indian companies are increasingly interested in partnering with global companies as they bring the following to the table:
1. Technology upgradation
The focus on technology and innovation globally is much higher than that in India. Global players are ahead by a huge margin
in technology. Hence, when a global player invests in India, he brings with him the latest technology which can help the Indian
company improve the quality of its offerings and increase margins.
2. Capital
When a global player invests in an Indian company, it provides them with capital to set up new plants and invest in the latest
technology.
3. Systems and Processes
Most global companies are professionally run and have well defined systems and processes in place. When they acquire a
company, these systems and processes are transferred. This helps the smaller businesses in India to streamline their operations
and be much better managed.
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Table 1: Inbound M&A transactions in the Indian specialty chemicals space
Acquirer
Country

Acquired
company

Japan

Excel Crop Care

Enhance profitability of highest margin
segment, overseas expansion to
diversify geographical risk

Clariant
Switzerland
Chemicals (India)

Vivimed Labs
(Personal Care
portfolio)

Clariant (India) acquired the personal
care portfolio assets of Vivimed Labs
for USD 57.4 mn to increase presence
in emerging markets and offer end to
end solutions in personal care

Flavours &
Fragrances

Frutarom

Israel

Sonarome

Acquired 60% stake for USD 17.2 mn
to strengthen foothold in India and
Africa. Sonarome to benefit from
enhanced production and supply
chain capabilities

2015

Agrochemicals

Valagro

Italy

Sri Biotech
Laboratories

Acquired 80% stake to enhance
footprint in Asia

2015

Others

Evonik Industries Germany

Monarch Catalyst

Acquisition to expand catalyst
business globally and complement
activities in base and precious metal
catalysts

2014

Flavours &
Fragrances

V. Mane Fils

France

Kancor Ingredients

Acquisition for USD 21 mn to provide
increased control over sourcing,
securing of quality and traceability
and faster development of new and
innovative ingredients

2014

Agrochemicals

Nihon Nohyaku

Japan

Hyderabad
Chemicals

Acquired 74% stake for USD 75 mn to
establish direct sales network in India

2014

Dyes and
Pigments

Clariant
Switzerland
Chemicals (India)

Plastichemix
Industries

Acquisition for USD 22.4 mn to
make Clariant the biggest producer
of masterbatches and bring global
expertise to enhance quality and
product innovation

2011

Agrochemicals

Arysta
LifeSciences

Japan

Devidayal Sales
Limited

Acquired majority stake to bring
Arysta’s global products in to India
through Devidayal’s distribution
network

2009

Textile Chemicals

Huntsman

USA

Metrochem
Industries
(Baroda division)

Acquired the Baroda manufacturing
facility producing intermediates
and specialty products for textiles of
Metrochem to increase its presence in
India

Year

Segment

Acquirer

2016

Agrochemicals

Sumitomo
Chemicals

2015

Personal Care

2015
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Challenges Faced
Although there has been increasing interest by global players in the Indian market, there are still certain roadblocks that these
players face while evaluating transactions in India. The main challenges faced include:

1. Environmental Compliance
The environmental regulations in India are lax and enforcement is poor compared to the western world. When global players
look to acquire in India, they expect the manufacturing facilities to comply with globally accepted standards. Since several
Indian companies fall short of these standards, environmental compliance proves to be a major roadblock most global players
face in an acquisition.

2. Other M&A issues
Most of the medium sized businesses in India are run by promoter families and not by professional management teams.
Second-line of management is a key concern for global strategic players looking to acquire in India.
In many Indian family-run companies, especially smaller ones, systems and processes are not at par with global standards.
These lead to several observations during the legal and accounting diligence, which can prove to be deal dampeners.
Additionally, a lot of companies in India have numerous shareholders, all of whom may not have the same views on a transaction.
This leads to conflicting views and lack of clarity in the terms of a transaction which makes it difficult for any global player to
consummate a transaction fast. Also, acquisition of a listed company in India is governed by several regulations, and can turn
out to be a costly time consuming affair.

3. Valuation
The valuation multiples commanded by Indian companies are often higher than their peers abroad. This is mainly attributable
to the fact that India is a developing market and the expected growth rates are much higher. However, this often leads to
valuation expectation mismatch between the promoter and the global buyer, which can also become a deal breaker.

4. Lack of innovative products
One of the major challenges for a global player while acquiring a target in India is the commoditized nature of most businesses.
There is not much focus on innovation, R&D budgets are low and Indian companies do not come up with innovative products.
Typically, strategic players use this as one of the primary filters to take a go-no go decision on whether to proceed with an
acquisition.

Survey Results
We conducted a survey among the senior members of M&A/Corporate Finance teams of various global specialty chemical
companies to find out which of the above mentioned drivers of M&A are the most important to MNCs when they are evaluating
targets in India and what are the major challenges faced.
Most of the respondents considered access to the fast growing Indian market as one of the top 2 attributes while evaluating a
transaction in India.

78%
56%
33%

Access to high growth
Indian Market

Cost effective
manufacturing hub

22%

Strong distribution
network

Stretched timelines
to setup greenfield
ventures

11%
Increase
product portfolio

Figure 27: % of respondents who ranked respective growth drivers in top 2
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45%
33%
22%

Environment Compliance

Other M&A issues

Valuation

Figure 28: % of respondents who ranked respective challenges as the highest

On being asked to compare India with China, most respondents were of the opinion that India is not as cost effective as China but
it is easier to do business. On environmental compliance, most respondents considered India and China to be at par.

Cost effective
manufacturing hub

Environmental
Compliance

Ease of transacting
6%

17%

11%

28%

5%

72%

78%

India inferior to China

India at par with China

83%

India better than China

Figure 29: Comparison of India with China

Financial Sponsors
Till a few years back, specialty chemicals wasn’t considered to be among the most investable sectors for private equity funds. The
chemicals industry was dominated by large integrated conglomerates and pure-play businesses were small in size. The industry
was still considered to be “risky”, due to its highly capital intensive nature, concerns over environmental pollution and lack of exit
opportunities.
With the scale-up of some of the attractive, niche businesses, emergence of professionally managed companies adhering to
global systems and processes, and the sector delivering strong growth numbers, there has been an increasing interest in this
sector by financial sponsors.
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Evaluation Parameter
Sector metrics

Specialty Chemicals
Macro growth drivers of the sector
Defensibility

Financial metrics

Growth and Profitability
Presence of scaled up assets

Exit Opportunities

Through public market (IPO)
Private Exits (M&A, Secondary Sale, Buyback)
High

Medium

Low

Figure 30: Evaluation of specialty chemical industry for financial investors

The table above shows the main parameters which are broadly looked at by funds while evaluating an opportunity. The specialty
chemicals industry in India is attractive due to the following factors:

A. Sector Metrics
1. Macro growth drivers of the sector
Shift of manufacturing to India from China, coupled with the Government push for Make in India initiative has poised the
specialty chemicals industry for exponential growth in the future. There is also a shift in consumption pattern with more
customers moving towards premium products. This further increases the demand for specialty chemicals.

2. Defensibility
The specialty chemicals industry has a stable and tested business model. It provides value added products and is de-risked
against commodity prices. This makes it a good investment bet for financial sponsors.

B. Financial Metrics
1. Growth and profitability
Companies in specialty chemicals have historically shown strong growth over the past few years and on the basis of favorable
trends in the future, are expected to deliver >10% growth p.a. Also, a large number of players command margins >15%. This is
especially true of agrochemicals and personal care ingredients. Specialty chemical players provide differentiated value added
products thereby commanding high margins.

2. Presence of scaled up assets
Sectors in specialty chemicals like agrochemicals, flavours and fragrances, dyes and pigments, surfactants, polymer additives
have a number of scaled up players. Financial sponsors like scale as it insulates them against one-off impacts (which affect
smaller companies more) and also makes exit easier.

C. Exit Opportunities
A lot of PE funds have also made good exits from specialty chemical companies in the recent past. These exits have mainly been
through one of the following routes:
•

IPO

•

Buyback

•

Secondary Sale

•

M&A
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Table 2: Private Equity fund exits in the Indian specialty chemicals space
Indian
Company

Seller

Exit Type

Comments

Agrochemicals

Crystal Crop
Protection

Everstone
Capital

Buyback

Everstone acquired 9.1% stake
for USD 30 mn in 2011. The
promoters of Crystal bought back
~7% stake for ~ USD 40 mn

2016

Flavours &
Fragrances

Privi Organics

Standard
Chartered
Private Equity
Fund

Secondary Sale
Bought by Fairfax
India Holdings

SC had acquired 24.10% stake
in 2011 for ~ USD 19mn. Sold
completely to Fairfax

2015

Agrochemicals

Sri Biotech
Laboratories

India Agri
Business Fund

M&A
Bought by
Valagaro SPA

India Agri Business Fund acquired
32.48% stake in 2009 for USD 9
mn and exited at USD 14.6 mn

2015

Flavours &
Fragrances

SH Kelkar

Blackstone

IPO

Blackstone acquired 33% stake in
2012 for USD 44 mn. Sold 9.15%
stake in the IPO for USD 38 mn

2014

Agrochemicals

Sharda
Cropchem

Henderson
Asia Pacific
Equity
Partners

IPO

Henderson acquired 15.87%
stake in 2008 for USD 25 mn. Sold
it in the IPO for USD 36 mn

2012

Agrochemicals

SDS Ramcides
Cropscience

ePlanet
Capital

M&A
Bought by SDS
Biotech KK

ePlanet Capital acquired ~32%
stake for ~ USD 4 mn in 2008.
Sold it for ~USD 17 mn

2012

Other

Merchem

Canbank
Venture
Capital Fund

Secondary Sale
Bought by Indus
Kamdhenu Fund

Canbank acquired 22.4% stake
for ~USD 2 mn in 2007. Sold it for
USD 4.6 mn

2012

Polymer Additives HPL Additives

Templeton
Strategic
Emerging
Markets Fund

Buyback

Acquired 31.85% stake in 2005 for
~USD 10 mn. Details of buyback
undisclosed

Year

Segment

2017

The high growth potential combined with attractive exit options has made this a highly attractive investment opportunity for
financial sponsors to earn high returns.
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Table 3: Private Equity fund transactions in the Indian specialty chemicals space
Deal Value
(USD mn)

Year

Segment

Fund

Country

Company

Stake

2016

Other

Everstone Capital

India

Omniactive Health
Technologies

NA

35

2016

Flavours &
Fragrances

Fairfax India
Holdings

Canada

Privi Organics

51%

55

2016

Agrochemcials

India Agri Business
Fund II

India

Parijat Industries

NA

15

2016

Flavours &
Fragrances

ICICI Ventures

India

Anthea Aromatics

NA

18

2016

Other

Fairfax India
Holdings

Canada

Chemplast Sanmar, Sanmar 30%
Specialty Chemicals

2016

Agrochemicals

BanyanTree Growth
Capital II

India

Safex Chemicals

23%

9

2016

Dyes &
Pigments

Sequoia Capital

USA

Indigo Paints

19%

13

2015

Other

Fairfax India
Holdings

Canada

Adi Finechem

~45%

20

2014

Dyes &
Pigments

Sequoia Capital

USA

Indigo Paints

23%

10

2012

Agrochemicals

Temasek Holdings

Singapore

Godrej Agrovet

~20%

104

2012

Flavours &
Fragrances

Blackstone

USA

SH Kelkar

33%

44

2012

Other

Indus Kamdhenu

Cyprus

Merchem

34.5%

2012

Other

India Venture
Advisors

India

Vardhman Chemtech

NA

300

7
14

Future Outlook
Global companies would look to expand their presence in Asia as it is a major consumption hub. Also, commodity chemical
companies will look at entering the specialty chemicals segment as it has the potential for high growth and profitability. Cash rich
global companies can look at buying growth, through an acquisition in India.
Overall, we expect specialty chemicals industry to grow strongly on the back of macro-factors. End-user growth is a critical
component of the growth. Environmental compliance shall also determine if the companies can grow sustainably – in the long
run, this shall be a key differentiator between the companies. R&D and technology is at an inflection point in India, with increasing
number of companies investing in it. Given the above, investors, both strategic and financial, shall continue to look at the sector
positively in the near-medium term.
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ABOUT AVENDUS
The Avendus Group (Avendus) is a leading provider of financial services with an emphasis on customized solutions in the
areas of Financial Advisory, Wealth Management, Structured Credit Solutions and Alternative Assets Management. Avendus
relies on its extensive experience, in-depth domain understanding and knowledge of the regulatory environment, to offer
customized solutions that enable clients to meet their strategic aspirations. Avendus Capital has consistently been ranked
among the leading financial advisors in terms of overall number of deals. In CY2015, the firm was amongst the top three
financial advisors by overall number of deals in India (as per Mergermarket). It has a strong track record in cross-border
transactions and has helped multiple clients benefit from opportunities across geographies. Avendus’s wide range of clients
is testimony to its ability to serve its corporate clients throughout their life cycle – from growth stage funding to complex,
large sized transactions later in the cycle.
Avendus Wealth Management Pvt. Ltd. caters to investment advisory and portfolio management needs of family offices,
large corporates and Ultra High Net Worth Individuals spanning all asset classes.
Avendus Finance Pvt. Ltd. provides customized financing solutions to its corporate clients through Structured Debt,
Mezzanine, High Yield products and assists in capital structuring as well as arranging optimal financing solutions.
Avendus Capital Inc. and Avendus Capital (UK) Pvt. Ltd. located in New York and London respectively are wholly owned
subsidiaries offering M&A and Private Equity syndication services to clients in the respective regions. For more information,
please visit www.avendus.com

ABOUT CHEMTECH
CHEMTECH is India’s leading industry association engaged in creating B2B interactive platforms for the chemical processing
industries and allied services sectors to build business and technology partnerships since 1975. CHEMTECH has a strong
presence across the key industry verticals of Chemical Processing, Oil & Gas, Refining & Petrochemicals, Specialty Chemicals,
Pharma & Biotechnology, Energy and allied sectors providing services to EPC, Industry Automation & Process Control and
Water management.
CHEMTECH is now in the 5th decade of serving Indian industries and continues to bring business & technology leaders from
the global industry during the international event in India. This platform has strong support and active participation from
established business leaders and entrepreneurs alike to unite the key industry verticals and offers enormous opportunities
to the service providers to showcase their state-of-the-art technologies, products and services to a larger base of the end
user industry. Thematic seminars that are held concurrently enable the experts to deliberate on topical issues which are of
critical importance to enable professionals to explore business potential through this platform.
Since inception in 1975, Make in India for the world has been the mission and this event brings together the best minds from
the world together to network and share new innovations and technologies to bring India at par with global benchmarks.
CHEMTECH also pioneers the Student Outreach Program during CHEMTECH World Expo events. This is a one of a kind
opportunity for young minds, pursuing Engineering, to connect with stalwarts from the industry. This is attempted and
envisioned through conducting Icon Lectures, poster and prototype competitions, and internship initiative programs so as
to inspire the engineering students to join the manufacturing sector and strengthen the Make in India backbone.
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