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Carbon Black Industry
● Carbon black is an organic compound produced by the reaction of a hydrocarbon fuel such as oil or gas with a limited supply of 

combustion air at temperatures of 1320 to 1540°C (2400 to 2800°F). The unburned carbon is collected as an extremely fine 

black fluffy particle, 10 to 500 nanometers (nm) in diameter. 

● The principal uses of carbon black are as a reinforcing agent in rubber compounds (especially tires) and as a black pigment in 

printing inks, surface coatings, paper, and plastics.  

● It is produced by four different processes, which are: furnace black process, channel process, acetylene black process, and 

lampblack process.

● Furnace black is the most commonly used method owing to its maximum production capacity. Industrially, it is produced by the 

combustion of heavy petroleum products, such as coal tar and Fluid Catalytic Cracking (FCC) tar, with vegetable oil

● The global carbon black market size was estimated at USD 17.22 billion in 2018 and is projected to expand at a CAGR of 6.0% 

from 2019 to 2025. 

● The total global capacity of carbon black stood at ~16 million tonnes in 2017, with China as the largest player accounting for 

~43% of the global capacity. The global carbon black industry is concentrated in nature, with the top 10 players controlling 

~63% of the global capacity.



Carbon Black Industry
● There are several barriers to entry for new firms providing a moat to the existing players. These barriers include:

○ High capital intensity
○ Long gestation period (~2 years)
○ Long timelines on getting client approvals because of stringent quality requirements that can take around 

18-24 months
● Rising product usage in the production of plastics is anticipated to drive the global market over the forecast period. Moreover, 

rising usage of these plastics in electrical and electronic components will boost the product demand further.

● Proximity to tyre companies is the key. Tyre is poised to become the biggest consumer of carbon black. Carbon Black helps 

improve the strength and longevity of tires by providing better abrasion resistance and tensile strength.

● growing construction and manufacturing sectors utilizing industrial rubber and equipment are anticipated to positively impact 

the product demand.

● The crude oil price fluctuation has a major impact on the pricing of carbon black. Some other macro-level factors influencing 

the price include working capital and pre-operational costs. The installation and setup, capitalized interests, project 

engineering and management, and commissioning costs are included under the pre-occupational costs.
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Production Process
The four different ways to produce carbon black include:

● Furnace black process: This method forms carbon black by blowing petroleum oil or coal oil as raw material (feedstock oil) into 

high-temperature gases to combust them partially. This method is suitable for mass production due to its high yield, and allows 

wide control over its properties such as particle size or structure. This is currently the most common method used for 

manufacturing carbon black for various applications from rubber reinforcement to coloring. Process yields range from 35 to 65 

percent. Generally, yields are highest for large particle blacks and lowest for small particle blacks.

● Channel process: This method forms carbon black by bringing partially combusted fuel, which is generated with natural gas as 

raw material, into contact with channel steel (H-shaped steel) and then collecting the carbon black which results.

There are yield and environment issues around this method, and therefore has lost the leading role as the mass production 

process to the furnace process. This method, however, provides carbon black with many functional groups on the surface, 

being used in some painting applications.
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● Acetylene black process: This process obtains carbon black by thermally decomposing acetylene gas. It provides carbon black 

with higher structures and higher crystallinity, and is mainly used for electric conductive agents.

● Lampblack process: This method obtains carbon black by collecting soot from fumes generated by burning oils or pine wood. 

This method has been used since the days before Christ, and is not suitable for mass production. However, it is used as raw 

material for ink sticks as it provides carbon black with specific color.

Production Process
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Environmental Impact
The production processes mentioned can be categorized into furnance and thermal process, with furnace black & lampblack falling 

under the former while the other two falling under thermal. 

● Thermal: The thermal process is a cyclic operation in which natural gas is thermally decomposed (cracked) into carbon 

particles, hydrogen, and a mixture of other organics. Normally, more than enough hydrogen is produced to make the thermal 

black process self-sustaining, and the surplus hydrogen is used to fire boilers that supply process steam and electric power. 

Thermal process yields are generally high (35 to 60 percent), but the relatively coarse particles produced, 180 to 470 nm, do 

not have the strong reinforcing properties required for rubber products.

Emissions from the furnaces in this process are very low because the offgas is recycled and burned in the next furnace to 

provide heat for cracking, or sent to a boiler as fuel. The process in thermal involves two furnaces. The first cracks natural gas 

and makes carbon black and hydrogen. The effluent gas from the first reactor is cooled by water sprays to about 125°C, and the 

black is collected in a fabric filter. The filtered gas (90 percent hydrogen, 6 percent methane, and 4 percent higher 

hydrocarbons) is used as a fuel to heat a second reactor. When the first reactor becomes too cool to crack the natural gas feed, 

the positions of the reactors are reversed, and the second reactor is used to crack the gas while the first is heated. The carbon 

black is recovered in a bag filter between the 2 furnaces. The rest is recycled in the offgas.
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● Furnace: Emissions from carbon black manufacture include particulate matter, carbon monoxide (CO), organics, nitrogen 

oxides, sulfur compounds, polycyclic organic matter (POM), and trace elements. Gaseous emissions may vary considerably 

according to the grade of carbon black being produced. Organic and CO emissions tend to be higher for small particle 

production, corresponding with the lower yields obtained. Sulfur compound emissions are a function of the feed sulfur 

content. It also emits contaminants from the combustion of impurities in the natural gas fuel for the dryer. These contaminants 

include sulfur oxides, nitrogen oxides, and the unburned portion of each of the species present in the main process vent gas.

Environmental Impact
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Mostly an industrial product, carbon black is an essential product for several industries

● Tyres: Carbon black is added to rubber as a filler and as a strengthening or reinforcing agent.  For various types of tyres, it is 

used in inner-liners, carcasses, sidewalls and treads utilizing different types based on specific performance requirements. In 

order to analyse any carbon black company it is important to look at contracts a company has with the major tyre 

manufacturers in a country. 

● Plastics: Carbon blacks are now widely used for conductive packaging, films, fibers, moldings, pipes and semi-conductive cable 

compounds in products such as refuse sacks, industrial bags, photographic containers, agriculture mulch film, stretch wrap, and 

thermoplastic molding applications for automotive, electrical/electronics, household appliances and blow-molded containers. 

They are also used in colors and pigments for plastics.

Uses of Carbon Black
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● Electrostatic Discharge (ESD) Compounds: Carbon blacks are carefully designed to transform electrical characteristics from 

insulating to conductive in products such as electronics packaging, safety applications, and automotive parts.

● Toners and Printing Inks: Carbon blacks enhance formulations and deliver broad flexibility in meeting specific color 

requirements. 

● Other Uses: Carbon black is also used in many molded and extruded industrial rubber products, such as belts, hoses, gaskets, 

diaphragms, vibration isolation devices, bushings, air springs, chassis bumpers, and multiple types of pads, boots, wiper blades, 

fascia, conveyor wheels, and grommets.

Uses of Carbon Black
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Feb 2018 India Carbon Black Crisis

● In Feb 2018, the domestic prices of carbon black rose nearly 60% within six months, with 30% increase coming in the last three 

months. The prices ranged from Rs 105-130 per kg. 

● The association estimated the total production in the country at 9.5 lakh tonnes while the demand was around 12.85 lakh 

tonnes. Lack of further capacity addition and closure of a major manufacturer in Delhi worsened the situation. The fact that 

nearly 70% of the carbon black production is mopped up by the tyre industry made the situation worse.

● One of the main route of the crisis was the anti dumping duty on tyre imports from China, which was introduced at a similar 

time period with the growth of domestic tyre sector. As a result most of the carbon black was taken by the tyre industry 

leaving India’s Rs 30,000-crore non-tyre rubber industry headed for a crisis. 

● Experts and manufacturers have slated the rubber industry to grow at 8.42%, although the carbon black capacity has not 

expanded in the past several years. Without the anti- dumping duty the material can be imported at 20% cheaper rate, with 

China being the largest supplier of carbon black globally. 
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Company Overview and Investment Merits
1. Strong Market Position

a. Largest carbon black company in India by capacity

b.  7th largest carbon black company globally by sales with a presence in 37 countries

c. Biggest exporter of carbon black in India with export sales of 0.95 lakh tonnes in the FY-2019

d. It has a 10% market share in Asia

2.    Focus on Innovation through strong R&D infrastructure

a. Over 50 grades of rubber carbon black and specialty carbon black

b. Focus on R&D has led to commercialisation of 14 new grades in the last 3 fiscal years

c. It is the world’s first carbon black company to be awarded Carbon Credit under Kyoto Protocol of United 
Nations Framework Convention on Climate Change (UNFCCC) for its green production methods

e. Introduction of Speciality grades helps bolster the company’s image as a global trusted partner
                   f.  Opening a new R&D center in europe to improve market presence.

g. PCBL operates state-of-the-art completely integrated four in-house R&D units that are recognized by the Department of 
Scientific and Industrial Research (DSIR) for development of new products as well as partnering with customers for 
customizing product/process 15



3.    Great manufacturing capabilities

a. 4 state-of-art plants strategically located in proximity to tyre plants as well as ports

b. Seamless ability to switch between procuring alternative feedstocks and ensuring raw material flexibility

c. A production capacity of 5,71,000 MTPA

d.   Company is focused to commission specialty carbon black which will improve sales volume and operability 

since specialty carbon black is 3-4x more profitable than rubber carbon black.

e. With expanded capacities PCBL is sweetly placed to capture demand during the revival of the auto sector and   

increase market share.

4.    Strong Customer relations

a. Partnerships with leading tyre companies within India and around the globe such as MRF, CEAT, JK, Apollo, 

TVS, Bridgestone, Goodyear, Michelin, Pirelli, Continental, Toyo, Yokohama, Nexen, Kumho and Loadstar

b. Speciality black customers include prominent international brands

c. Joint production development for customised requirements and diversified product portfolio has established 

long-term partnerships with key customers

d. It has a well-diversified portfolio of tyre and non-tyre customers which reduces dependence on one sector

5.    Co-generation of power using tail gas

a. Operates a 12 MW co-generation power plant at Palej

b. Self-reliance for power consumption

c. Leads to reduction in emissions of greenhouse gases (GHG) by 3,91,780 MT of CO2 annually
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Business Model 
1. Range: The company offers an expanded portfolio of high-performance, high-margin grades for both rubber and 

specialty black applications in collaboration with customers. Moreover, it is constantly moving up the value chain to 

gain market share across all product segments.

2. Raw Materials: The company sources raw material by fostering partnerships with multiple vendors, both in India and 

abroad. A prudent inventory management mechanism ensures seamless operations across all plants. Incoming raw 

materials passes through stringent quality inspections.

3. Distribution: A strong worldwide network of local distributors and channel partners enables the company to leverage 

knowledge of local market trends. Distributors also help to understand the preferences of global clients. Also, 

employees are strategically present at global locations.

4. Brand: The company has emerged as one of the most trusted carbon black brands, on the strength of global repute, 

product customisation, quality excellence and timely delivery. Over 90% of the business is generated from repeat 

clients in FY 2018-19.
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Risks/ Threats

1. .Top 25 shareholders own 70.95% of the company (Nucleus Life Trust- 50.2%)

2.  PCBL’s profitability and cash flows are also exposed to foreign exchange rate fluctuation risks, given the sizeable share of imported raw 

materials.

3. Companies with growing costs YoY for long term projects

4. Fall in Quarterly Revenue and Net Profit YoY in Recent Results

5. Increasing Trend in Non-Core Income

6. Red Flags: Weakening Technicals and Share Price Decline

7. The crude oil price fluctuation has a major impact on the pricing of carbon black. This affects PCBL more because they do not stock up raw 

materials for future orders and have a just in time policy as mentioned by Mr. Sanjiv Goenka.

8. .The increasing dumping of carbon black into India by China and other countries also affected the domestic demand

9. The Company is affected by stringent regulations relating to environment which affects operations and global reach

10. .the prices of petrol and diesel stand increased which will increase cost of ownership especially that of commercial vehicles. 

11. In case the shutdown in China persists, it is expected to result in an 8-10 per cent contraction in Indian auto manufacturing in 2020

12. Increasing use of silica as reinforcing fillers 

13. The domestic carbon black industry is impacted by a slowdown within the automobile sector so business growth susceptible to cyclicality in the 

domestic automobile industry
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Threat of new entrants 

● Buyer switching cost is low

● High barriers to entry

● High R&D

● Stringent quality approval norms

● High customer loyalty 

● Long gestation period

19



Competitive rivalry 

- High competition- global carbon black market is a consolidated market, where the top seven players contribute to 

about 60% of the market share.

- High customer loyalty to established brands. PCBL has strong associations which include JK Tyres, Bridgestone, MRF, Ceat, Birla Tyres etc

- PCBL produces produces carbon black using CBFS a by product of crude oil, this gives it an edge against competitors that use CBO which is a by 

product  of coal tar. Chinese carbon black producers saw the effect of rising coal tar prices in November,2016.
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Supplier Power

Industry has many options of suppliers. Cabot Corporation, Orion Engineered Carbons, Jiangxi Black Cat Carbon 

Black Co. Ltd, Tokai Carbon Co. Ltd, China Synthetic Rubber Corporation, Phillips Carbon Black Ltd, etc.

- High competition among suppliers
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Threat of Substitution 

- Increasing use of silica as reinforcing fillers

- The global silica market is expected to grow at a CAGR of 7.2% between 2018-2028. The use of silica as a 
reinforcing agent instead of carbon black has improved rolling resistance, wet grip and wear and abrasion 
resistance.
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Buyer Power

- Buyers are extremely sensitive to quality and prices of raw materials 

- High bargaining power of buyers
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Financial Analysis



Manufacturing activities that need to be kept in mind 
while reading Financial Statements
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Profit and Loss

26



Profitability
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Balance Sheet
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Cash Flow Activities
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Intrinsic Valuation: Inputs and Assumptions
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Intrinsic Valuation: Output
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Intrinsic Valuation: Output
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a. PCBL also declared an interim dividend of Rs7/share including special dividend of Rs 3.5
b. EBITDA/tonne expected to improve to Rs12,268/tonne in FY21E & Rs12,886/tonne in FY22E vs. Rs11,827/tonne in 

FY20E
c. Operating leverage benefits on account of brownfield nature of expansion and increasing share of speciality grade 

CB are expected to lead to EBITDA margin expansions
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Short Term Effects of COVID-19

● China produces the  largest amount of Carbon Black in 
the world. With the country not being able to export and 
provide enough supply to meet international demand, 
Phillips Carbon Black is in a good position to pick up that 
demand considering that they are primed for increasing 
their manufacturing capabilities. 

● Since crude oil prices have fallen significantly, the 
company may be able to benefit for a short while since 
oil is the major raw material. 

● However, the uncertainty surrounding the epidemic will 
surely affect the production, sales and consequently 
revenue and performance of the company in the next 
few months. 

● Seeing signs of a recession and noticing its effect on the 
fall in share price, purchasing shares of a company which 
has great underlying value is highly suggestable given 
the discount at which the share is selling for. 



Long Term Effects of Covid-19

● The company largely services demand for tyre 
manufacturers. Considering the fact that most tyre sales are 
attributed to replacement of existing tyres rather than to 
new cars, even if the auto industry suffers due to the 
pandemic, the company will not be severely affected, 
having considered their increased manufacturing 
capabilities and ability to service demand unmet by Chinese 
manufacturers.  

● However, India’s ability to deal with the pandemic is highly 
important in ensuring the loss made by most companies is 
minimised, Phillips Carbon Black included. 



Board of Management

- Philips carbon black is a subsidiary of the RPSG group. 

- This group headed by Mr. Sanjiv Goenka has showed great results in all companies 

under it ranging from SaReGaMaPa to Spencer’s retail.

- Last year the group was eyeing a turnover of Rs 40,000 crores in the next 5 years, 

with expansion of PCBL and setting up of an R&D center in europe acting as major 

parts to play in these projections.
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