Terry Pavlopoulos,
Cement Business
Advisory Ltd (CBA),
provides an overview
of the effects of the
COVID-19 pandemic
on the 2020 global
cement industry and
outlines both the
key industry trends
and issues currently
facing cement
producers.

A
YEAR
IN REVIEW
A

s 2020 draws to a close, the
global cement sector has begun to
show signs of a revival. However,
as the pandemic lingers, it is time
to review the major strategic considerations
in the cement industry and how they may be
addressed by cement companies.

What is ‘trending’ in the sector?

The major industry protagonists have lately
been concentrating on addressing carbon
emissions. The concept of carbon neutrality

by 2050 has now become the ‘war cry’ of
practically all global cement institutions and
major cement producers. Naturally, no-one
can argue against this laudable aspiration,
but is it advisable to concentrate only on
carbon emissions to the apparent exclusion
of other significant strategic issues facing
the industry in the short- to medium-term?
What about cement producers who are
not currently considering carbon emissions
reduction as the primary item on their
agendas?

The latest on the pandemic impact

Opinions on the shape of this recovery are
divided. The unfashionable concepts of V, U, W
or L shaped recoveries have been unearthed
and some new ones have been developed
(such as a K shaped recovery). However,
nobody can say for certain what might be
expected in 2021 and beyond.
The reality is that the pandemic is still
plaguing the world and there are several
questions that exercise minds now. How does
the situation impact construction activity?
Will governments embark on ambitious
infrastructure projects whilst there
are several other needs that might
put a higher pressure on a country’s
purse strings? Will individuals regain
their confidence and invest in capital
assets, be they housing or commercial
properties? Will overall economic
demand recover to an extent that
industrial producers re-ignite their
CAPEX plans (mostly dormant during
2020)?
These are just a few questions that
require answers in order to assess
the impact of this crisis on the sector.
However, monitoring of the global
Major trends in global cement and COVID-19 impact.
cement sector so far indicates that
2020 may have seen a decline in
cement consumption between 7% and
10% (outside of China). The question
is whether the expected economic
rebound in 2021 will be enough to
return consumption to 2019 levels.
Many observers, including CBA, are
sceptical of such a strong recovery in
the industry and although the company
is optimistic about the future, it would
advise caution in terms of demand
scenarios going forward.
Only a few months ago, no one could have
dreamt of the effects of the pandemic on
personal and professional lives. At the time
of writing, construction activity has opened in
many countries and cement consumption has
been on the up since May/June 2020. This is
indeed good news.
Many economists have published their
expectations for economic activity for 2020
and 2021, all of which indicate a sharp decline
in 2020 followed by a recovery in 2021.

How has the pandemic impacted
major recent trends?
Is carbon the only important issue in the global cement
sector?

Major decisions in cement should be based on accurate,
up to date, and relevant data and insights.

As a result of the above considerations,
planning (which is always challenging in
the cement industry) has now become
fraught with uncertainty and doubt.
CBA has identified the major trends
in cement and assessed the impact of
COVID-19 on these trends. Naturally,
there are several other regional and
even country-specific issues, but these
trends are likely to dictate the behaviour
of many a player in the industry in the
next five years.
The global cement sector was
moving to an overcapacity and high
fragmentation position well before the
pandemic struck. There were several
reasons behind this. Three of the
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most important ones were a) the propensity
to replace imports with indigenous supply
in deficit markets, b) the desire of local
entrepreneurs to enter the cement sector (in
most cases from other sectors of the economy
with little or no expertise in cement), and c) the
belief that emerging markets do not experience
cyclicality, only growth.
As a result, most markets in
the Non-European Mediterranean
rim, Sub-Saharan Africa, Central Asia, the
Indian subcontinent, South East Asia, and
China, introduced significant new capacity
estimated at over 2.0 billion t in the last
15 years. Most traditional deficit markets have
now switched to a significant overcapacity
position.
However, the history of this may not be
relevant now. What is known is that at the
beginning of 2020 the sector experienced
significant overcapacity and increasing
fragmentation. These were the two most
important trends that were recognised and
presented at the beginning of the year. CBA
believes that COVID-19 is bound to influence
these trends going forward.

Concentrating on carbon reduction

Undoubtedly, the global cement institutions
and major cement players appear to have
concentrated all their efforts on the carbon
issue, attempting to reverse the overall poor
performance of the sector so far.
CBA has carried out a significant amount
of work in relation to carbon emissions and
the cement industry. The company’s recent
report on the EU ETS & cement provides
a data driven examination of the European
Emissions Trading System and it clearly
identifies the shortcomings of both the
system and the industry. This fact coupled
with the strong political wave for climate
change initiatives in the Western world has
understandably encouraged the larger players
and institutions to concentrate on this issue.
On the other hand, most of the smaller
regional or even one-country producers outside
Europe have not yet begun to grapple with the
carbon issue as they do not have to currently.
Cement players unaffected by or uninterested
in carbon, or those that believe that this issue
is not the priority right now, may be unsure
of the important challenges facing them
currently, and more importantly, what they can
do to make sure that they will be around for
the next 10 – 20 years. As explained earlier,
CBA believes that excess capacity and the
increasingly fragmented nature of most markets
globally are issues that demand immediate
attention. Coupled with the uncertainty of
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the recovery post-pandemic, these two issues
may be instrumental in determining the financial
health and indeed, the viability of many cement
players globally.

What is to be done?

CBA believes that planning and strategy can
only be performed if one has up to date and
accurate intelligence. Therefore, the company
has launched a database and intelligence
platform (the CemBR Global Compendium or
CGC), which is a comprehensive and accurate
source of data and insights on markets
representing over 95% of cement consumption
globally.

Realistic, actionable and value-creating
options

Quality data and insights should be
complimented by an understanding of trends
and analytical tools that provide clear,
actionable and value-creating initiatives.
All cement producers should:
f f Examine and understand their cost
structure and strive to improve it (this
is indeed a very large area of activity
that covers both plant costs and general
operating costs). This may include both
physical and digital solutions as well as
human resources skills and capabilities and
surely must be the highest priority of every
cement producer.
f f Prioritise CAPEX requirements given
the propensity to reserve cash currently
prevalent in the sector.
f f Work together with other cement producers
to convey the fundamental economic
principles of cement manufacturing to
the relevant authorities. This is pivotal in
cement as so much depends on legislation
and government intervention. Cement
associations may be the mechanism for this
initiative.
There is no doubt that overall financial
performance in the sector has been showing
signs of deterioration for some time. The
growth in consumption was not adequate
to satisfy excess capacity, keeping prices
subdued in many markets. As a result, pricing
could not counterbalance increasing costs,
leading to an overall financial erosion.
Specific cases
For cash strapped players, there is a need to
examine how the business is to be funded to
survive in the short to medium term. There are
several alternatives cement producers could
consider, other than exiting the industry. There
is a significant appetite to invest in the sector

by commercial financial institutions, offering
cement producers the opportunity to raise
funds without relinquishing ownership of the
business.
For cash rich players, is this is the time to
take advantage of opportunities to consolidate
their markets or expand beyond their borders?
When is a good time to invest in the cement
sector? This question has been around for
ever. CBA’s experience has shown that
investment in the sector including M&A activity
invariably happens at or near the top of a cycle.
It is much easier to justify such moves when
morale and confidence are high. Should this
behaviour be re-examined? Cash-rich cement
players should contemplate such moves now.
For solvent and committed cement producers
operating in highly fragmented markets with
excess capacity, there is a need to develop a
comprehensive and long-term exports strategy.
As it currently stands and perhaps for the
foreseeable future, exporting will not be a
‘sellers’ market. Many low-cost producers
with excess capacity are capable of exporting
at low FOB prices on an opportunistic basis.
A long-term exports strategy requires viewing
exports as an integral part of a business not to
be undertaken on an opportunistic basis. This
may involve investments in destination markets,

however the selection of such markets must be
based on well thought out criteria.

Will there be winners and losers?

CBA is not suggesting that this advice is
ground-breaking, however it is worth reminding
cement professionals of the fundamental
strategic issues that need to be addressed by
a cement company. Of course, it is appreciated
that in individual markets, cement producers
face market specific issues that may differ from
one country to another.
The pandemic has not only exacerbated the
issues/trends discussed in this article, but has
also elevated the uncertainty and risk profile of
the industry. As always in such circumstances
there may well be winners and losers.
Those who recognise these issues/trends
and work towards real-life, actionable
strategies to address them will survive and
flourish, whereas those who remain complacent
and indulge in wishful thinking may flounder.
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