China and India Top the

List of Emerging Markets for

Paints and Coatings

hroughout the world in 2007,
people will use approximaiely 7.7
billion gallons of rines and coal-
ings worth about $94.5 billion to
improve the look of their houses,
cars, and cell phones as well as pro-
tect their ships, bridges, and manu-
facturing equiprnent and facilities,
According to Luromeonifor, that
number will grow at 3.G% pwer year
to reach 9.13 hillivn gallons and
have a value of §$111_5 hillion by
2010. While many believe 1Eiy
growth rate 1o lie somewhat high,
all agree that the majunty of in-
creased demamnd] will occur in
emnerging areas ol the world, with
the Asia Padific region leading the
way, followes] by Eastern Lurope
and Latin Amertica.

In terms of sales value, Asia
Pacific already claims Uhe Targest
share of the glabal paint and coat-
ings market, [ 2003, Furomonitor
reported thal this region accounted
for 30%, with Weslern Burope sec-
ond at 27% and MNorth America a
close third al 23%, The remainder
was divided between Fastern Turope
(7%), Latin America {4%), the
Middle East [4%), and Africa ( 1%).

With its Jarge share of the mar-
ket. andl high experted growih rate
(neariy 40% over the period 2005
through 20107, Asia Pacific provides
a wemendous oppomunity Lor paint
and coatings manufacturers and
their suppliers. Furomonilor pre-
dicts that Fastern Favope will have
the highest growth rate over this pe-
riod {G3%), bt it 15 a much smaller
markel segnnent and has not re-
ceived the same level of attenton.

T all of the emerging marlets.
some common fctors lie behingd
the dramaiic growlh rates. Crowing
evimennies have led to increased in-
cotnes for the peopde living o these
regions. The number of people able
1o owna home and a car hag in-
creased. hoTe money is afso avaii-
able o spend, both an paint itsell
amd on conswinet items it are
coated, such as applianoes and jer-
somal elecironic equipment, The
movernent of rmanufacturing in
many industrigs Lo these lower cost
arens of the world has also con-
tributed 1o the sise in consumphion,
There is also a growing interest 1o
higher performing coatings.
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ARCHITECTURAL AND
INDUSTRIAL COATINGS
IMPGRTANT IN CHINA

In the Asia Pacific Region, China
1s the: largest marlket by Gar. hpan is
the secon largest marlet by vel-
ume, but is matre and expericne-
ihvg minimal growth, India, hos-
evel, i4 another [irly Targe market
that is growing rapidly.

China accounted {or 30% of the
Lotal value of paint and coalings
sales in Asia Pacilic in 2003, and is
rurrenty the second largest marked
in the wortld after the Unied States.
Ilowever, per caprila spending om
paiuts and coatinegs s only a liule
more than a tenth of that in the
L1.5, Teaving tremendous room for
groswth. The growdh rate is esti-
mated by most analysis (o be ap-
prosimately 10-12% per vear,
Kusumgar, Nerdfl & Growney (KNG)
estimmate Lhar the Chinese paint and
coatings markel in 2007 will be w5
millicn metdc tons with a value of
$9 billion, up from 4.5 million
melric tons in 2006 (§8.5 hillion).

Architectural coatings make up
the largest segment of the Chinese
market and account tor anywhere
from #H2-63%, depending on differ-
et estitnates, The ChemQuest
Crenp, Inc. puty the growth mate for
architecmoral paiins in China ar
9.3-10% per wear (hhiers estimate
the growth rale to be as much as
13% per year ldustrial OLM coat-
ings are the second largest seanent
{largely general metal) with a 9.3%
annual grosantl: rate Special pumose
coarings (split equally between
rmarine and induastral mainne-
nance] malke up the halance and
ATe prowing al 7% per year, Owerall,
growth in indusirial coatings {in-
cluding the specialty segment) is ac-
velerating while the rate of increas-
ing demand for architecral
coatings is decelerating,

With regard to coatings tech-
mologies, solvenlbome and water-
hased paints each account for be-
Lweer 45-30% of the markert,
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according to KNG Waterborne coat-
ingy are largely found in the archi-
tectural secion, while salvent-based
fommulations mainly have indosngal
applications. Powder coatings are
still a amall segment of the industry.
hut are growing the tastest al 15%
per vear, Radtation-cured and 100%
solidy formulations s accoum

for a very minor fraction of the
Chinese market.

Growth 1 the decorative coal-
ings marleet is betnyg driven by ex-
tensive constructon and property
developiment. China is currently
prepanng for the 2008 Beijing
Qlympicy, the 2010 World Fxpo to
e held in Shanghai, and the Asian
Carmes, which will tale place in
Guangchon, all which hwe led o
significant investments in urhan
tnlrastricture.

The governiment 1lans to bvest
BRBE (rillinn in housing and inia-
sITICIre projects in the next few
years, according w Informmation
Rescarch (TR1). a division of
Business Research Group (LK) Tid.
The education, health, and travel
sECtors are also expected 10 expand
rapidly in responge to privawe and
stale tnvestment. 1 reports thal
tourisim, Botel, and leisune facidities
are: all being upgraded in anlicipa-
ton uf the Olymypics.

‘The growth of office: romstaction
will also e an impormant contribu-
Lo 1o the growing coatings market,
Topelgn companies that have moved
theit manuiaciuting
operitions o Ching are
fallowing up these ac-
livities with additional
ivestrmens in adimin-
istrative ane R&D cen-
ters. Key locations will
be in Shanghai and
Bening,

Urhanizaten is one
factor conlributing 1o
siromg demand (o resi-
dertial honsing,
Approximalely 20 mil-
licen people have
rnoved into cities each

Market Update

wear Tor the past tive years, accord-
ing 1o Jiamjun Lin, strategic market-
ing managet for greater china, Paint
an] Coatings sdaterials, with Rohm
and Haas Comypmany, Disposable h-
collle s also rising rapidly &l greater
tham 0% jrer yeat, creating an ur-
bian middle cTass thay can afford
apartments. “One of the results is
that the demand for mediurmn. per-
ormance-and-above coatings nosw
accounts for close to 40-45% of the
markel,” Tin notes.

Home owenesship has grown very
rapidly sinee 1794, when the
Chinese government ended its wel-
tare housing scheme Housing com-
pletions rose by 20% in 2005, ac-
cording to 1R1. Repainting of
existing homes 15 expected do be an
additional driver {or the archiwec-
tral coatings market in the future,
as consamers look to redecorate
with new colors and styles. resulting
in the growth of new channels of
distribution. Alse, new home con-
stlction is anticipaled to shift from
the major cities to other aneas,
According to Ueremaonitor, the teal
estate market in China will con
Lo 1o orciw af 1059 per year
through 2000, despite the Lentral
Government’s efforts 10 ool down
the speculatve housing market.

In the industrial segmen, the
shitt of manufacturing to Ching,
andd 1ising domestic demand fox
conswmer goods such as appliances
and electranic preducts have been
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the key factons in fhe dramatic
growth of coatings sales
Antomotive (plastic and metal) and
wood coalings have been most pos-
itively impacted by the shill of
manufaciuring. Large capital in-
flows from foreiyn investors afe
expected Lo canlingg in Tesponse

o the appreciation of U Chinese
CUTERTICY,

Roth auto OFEM and refinish
coatings are growing rapidhy as indi-
vidual income rises and smaller ve
hicles become more atfordable.
Tkl vehicle production in China
in 2006 surpassed 7 million umnits,
with an annual growth rate over
20%, according to Lin, That grovwth
rate was mainlained in the first
quarter of 2007, 1o addition, ac
cording tio IRL. Chinese government
indliatives on fuel consumption wil
prompr vehicle replacement. Fyven
though car ownership has increased
greatky, the number of people who
awn autemabiles is sl o very
small pexrcentage of the populadon;
sor the poential for growth remains
signilicant lor roany years 1 come.

The wood fumituee industry
is also growing rapidly. due to
increasing domestic comsump-
ticn and rising expors. In
2006, China overtook the
numiler ome position as the
largest exporler of lurnilare in
the world (in terms of value).
Total exports of goods, accord-
ing to Liv, have groven 22.7%
per vear in real terms from
2005 2006, China is alwo
the largest producticn base
tor many types of consuier
elecuronic products and appli-
ances. ' The couniry's 1lsing in
terest in educational toys for
children will alse T o driver
for coatings.

While acrospace and marine
cintlings accomnt for omly @’
small volurne of e Chinese
market, they are of high value.
China is now the largest ship-
ping container producer in the
worrld, making more than 95%
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of marine conlainers, according to
Liu. 1he counuy also has a very
large shipbuilding indhsiry s a e
sult of high demand lor [uel tankers
in the region. A rising wealthy class
in China is also creating denmid
for yachts and onher pleasioe cralts.

CHINESE COATINGS
INDUSTRY STRUCTURE
AND ISSUES

The remendous opponrunifics
presented by the Chinese mirked
I liedd mamy companies Lo build
jaint and coalings factories, result-
ing in llerce competition in some
areas, There are amywhere lrom
&, 000- 10,000 paiol manufactucers
in China, many of which are re-
cional and serve the loeal one or
two provinices. Some of tem pro-
thuee Terwe quality copies of branded
paints, a problem that the govern-
ment is working lo address, accord-
ing 1o Furomonilon.

Many companies have improved
tlie quality of their praducts in ar-
der o be competilive with forelgn

supplicrs. I the architeciural seg-
ment, according to Liv, retail
grenwth, which now accounts for
about 30% ol the wdal muarket, has
duven the improvement in overall
painl quality, which can be meas-
ured by increasing inder percent.
ape in formulations.

However, quality does remain an
iswsue. Consumers have limited
kiewledge alsoul the henefits of
high quality paint, and nol enough
attenticn is paid to the application
methods. Many provingal govern-
menls ave establishing training pro-
grams to increase application skills.
*Reohm and Haas through its Paint
Oualicy Instiiute (PO program is
also working to increase awalreness
of high quality coatings and the dif-
Merenl ways 1o obtain a good paint
job,” Liu adds.

Consolidation is expected 10 OC-
cut ewer Himne. Mayrlos Chemnical iy
one Chinese company that has
taleen this approach, acquiring
Vangrhen Tinling, Beijing Sandi
and Zhejiang Rongtai, as well ay
zaining shares of Guangshou Supe,

Shenzhen Motian, and
Fosbian Fastman, acconding o
consulting [irm Research In
China,

Foreigm companies looking
Ler fivest ine CThine henas Towod
It necessary to lorm joint ven-
tures with domestic finns,
bore recently, some s
nies have chosen Lo acquile
Chinese paint manufacrarery
as A way W enter the market.
Tox example, Alzo Mobel ac-
tuired Guangzhou Toide
Caling Corporation and
Valspar Corporation pulr-
vhased Shunde Huann
Paints o, 1.

Lhe leading companies in
China arc all ioint ventures of
fareign finns. Aceornding 1o
BNG, Akzo Nebel is Lhe
largest coatings company in
China. (Oher compinies of
notewouthy size include
Nippon Taint, China Ooean

Phata courtesy af Alza Hobel.

JCT Coatings Tech



Shipping Company {(COSCO, joint
vertars with Kansal Painl), DuPoat,
Hemple 114 Homg, Chogoku
Marine Painws, and WCT Swice Paint,

It is not swrprising that the major
coalings companies iuday have nu-
merous manfacturing siwex in
China. Becently the trend has been
fist hoth coatings manulactmers
and their suppliers to build R&D
centers as well. Alro Nobel i re-
search deparimenls at its various
ciratings locations in China, and
Dulont (refinish and coatings tech-
nology cenlers in Shanghai), [C1
{{’hina Technology Center near
Shanglai), PPG {Application
Support Center in Suzhou), Signa-
Kalon [R&LD center in Kunshan),
Bayer MaterialSclence [1R&D center
in Shanghai), TEM {resins research
and technology center in Jlanggin,
Fastman (technbcal center in
Shanghat), and Reobm and Haas
[R&D center near Shanghai) have
all pursued this stralegy as well.
Adueo Nobwel also has dedicated me-
search depariments at its warious
coatings locations in China,

ARCHITECTURAL FOCUS
IN INDIA

The Indian ratnl and coatings
rorkeet 15 estimated w be approzi-
mately 1.3 million metelc Loms in
2007, with a corresponding value of
52-2.5 hillion and a growth rate of
10— 15% per year, The architeclucal
segment dominates, aceounting tar
as much as 858 of the market om a
wet pound basis, according to KN
General industrial and aufo QLM
are: (he Targest consumers in the in-
dustrial coalings sector as reporied
by ChemQuest.

Recause most of the coalings in
[ndia are acchitectural formulalions,
KNG reports tat water based rech-
nology accounts for 153-53% of the
market, fedlowed Ty sobentborne
coatings at 35-40%, and cement-
based paints [a special tvpe ol pow:
der paint for exterior masonry sub-
slrates, where essencially cement
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acls us the hinder] at 10-12%.
Fowder and 108%0 solids fummula-
tHons make upr the rermainder,

Changing lifestyle preferences are
an important tactor in the Indian
decarrative coatings marketplace
"Consuters oflen Mind inspiration
iroom the media and their experi-
ences when Iraveling to forcign
countries,” noles D Yerny Knoseles,
busingss manager at IRL. lHowever,
the earrting power of Indian con-
sumers remains lairly Tow, and de-
mand for low-end prodocis is Far
grealer than is the demand [oe
hiigher periorming coatings.

‘The coalings industry in India is
also tragmented, bul nal as exten-
sively as in China. A major diller-
ence befween the two coatings mal-
leets is the Lacl divat in Infia the
leading paint companies are domaes-
tic perations, The largest coatings
company in locia is Asian Paint,
with a 441% share, according to
ChemOuest. The company also hus
a 50/ 34 jninl ventute with FFG.
Uhhers include Berger, Kansai
Seralae, and T India,

Eor foreign imvestors, India has
only recenUy becmie a seTious op-
portunity, “Tor an emerging rmarket,
the paint amnd coatings industy is
surprisingly consolidated. Because it
hax talken so tong tor India v tale
oll, il is in some ways very moch
like other more mature markets,”
wavs Dhevels Welch, director of corpo-
rate silategy 41 Al Nobel, As a re-
sult, opportunities for international
COmEMies 10 grow organicaily anml
o acquice pood domestic compa-
nies are limited.

Tndia also lacks the level of in-
[rastrierre development currenily
present in China. Increasing chan-
nely for inland wansporlation—
rerady, Lridges, rail, ete.—Is 3 major
prionity for the [ndiun government,

On the other hand, intelleciual
PIoperly issues are ot neaxly as
rmuch of a concern in India as they
are in China. "Tndian companies
have historically been mach more
proactive in obtaining the tech-
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nologies they necd by licenying
them froim loreign partners.” siys
Knowles,

GROWING ENVIRONMENTAL
AWARENESS

In both Ching and India, the
awareness of environmental issues
associated]l with paints and coatings
is groswing alomg with the markel
wize, [o the archilecural sepment in
Chiogg "o odor and low VOO
paints are becoming a crideal mar-
keting point [or interior paints,”
says v, He also notes 1that in the
indusuial seclor, maore cleaner coat-
ing technologies have been growing
at a high rate, but trom a very low
brase. As a result, they still accouni
lor a minimal [raciion of the wotal
markel. Waterhorne coatings are
finding more use 10 plastic coaings
{or cell phones and Lovs, coil coat-
ings, the interiors of marine con-
tainers, and a variety of other appli-
catioms. However, environmenia)
regulations hiave vet 1o be estal-
lishesl that will force a faster conver-
sion trom solventbome o wales-
rarne coatings.

According to consuliing fimm
Research in China, the Minisimy of
Construction in China reperts tial
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approximately one-third of the 40
billion square melers of exsting
building space requires investrenl
in ENergy-saving reonsd ruvtion el-
[orts, ottering a tremendous oppol-
wnity for *green” and envirenmen-
tally friendly coanngs.

FOREIGN COMPANIES
SEEK TO SERVE

Coatings producers and their
suppliers have recognized the ap-
pormanities presented by the large
and growing markets in China and
ladia. “Both China aud ladia have
been cxperiencing explosive cco-
nomic growth,” repoerts Fastroan
Chemical Company. “i is an exdit-
ing time to T in the paints and
coatings industry in both countries.
Each has a growing manulacuing
base, but they are ln difterent places
on the development curve with
China dearly the larger ol the two
markets.”

There are several challenges that
st be addressed in onder for for-
elgn coatings manulacturers o es-
tablish # sirong position in these
emerging matkets. The extensive
fragmentation of the indusuy
means that international comppanies
bave to develop a lean production
and distribution model to be com-
pelitive. "Designing proper diswibu-
lion channels, bnlding a compe-
tent sales foece, and expanding to
dillerent tiers in cities of dilferent
regions alsu become key success
factom,” says Lin,

Besth China and Tndia are very
large countries, with varied levels of
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infrasticane
throughout
each, To sup-
w1y Lhege
Z  countries ef-
%‘ fectively aL
%
=

phao

the na-
lional
lewel, inteT-
national companies
sinusl consider how many plants
and bogistic comers are needed.
Markeling sategy must be consid-
ered carefully as well since [oreign
brands will be compeling with up
tor thousands of local coating foc-
mulators that have buit upr brand
recognition, while costs must be
minimixed at the same ime.

Awareness of local culture and
preferences is also 2 ISl
»nderstanding the corporate and
national culture is imperative to do-
ing business in both China and
India,” stresses Dyirle THSanlis.
global market developraent man-
ager, Eastman (Chemical Comprany.
“Understaning these cultural dit-
ferences and balancing that against
our own American cultural idendty
is the key W communicaling etfec-
tvely and will allow the business 1o
bild tmist and nuture meaniogll
relationships that will uhimately ac-
celerate business development and
growelh.”

‘[Tming of investments is also Lom-
portant. “lnvesting al (he right mo-
menl —mot ton eacly and oo too
lale—is vital. AL Akzo Nabel, itis
our ambition to grow mainly organ-
irally. Ultimately we aim 1o be the
number ome coatings company in
China in all sectors,” savs Welch,
Aleen Wobel rurrently has 13 coal-
ing sites in China and ene in lndia,
Sipce 2003 the company s
opened seven new facilities i
China, including decoraiive. protec-
tive, and powder coalings opera-
ons in several locations around
the counlry.

Tnvestng in 1ol management is
anclher smategy that foreign com-
panies helieve is critival foT success.

"W are building a strong Tocal
team by providing technical and
management Caining and by ap-
poviriting these Tained pralessionals
Lo important management posi-
tiops. " explaing L. According to
Welch, Akzo Nobel subscriles Lo
ihe philosophy that susiained
orowth reduires simulianeous suc
cess in developing employees.

working closely with local cas-
tomers and providing local centers
of tecdinical exiellence to s palt
them is also an imporlant acet of
many investiment pProgeans within
these emerging markets, “We are
providing local R&D and technical
service capabilities 1n address the
specific needs ol local costomers,”
ways Ll "Rohm ane Hans alao fo-
cuses on supporting and collaborat-
ing with leacing customers. imelud-
ing both interatienal and Tocal
companies, both in Tndia and
China,® he adds. 1The compary s
investing heavily in the region, -
cluding its new %30 million China
Rescarch Development Center
Shanghai. ln 2007 it will commis-
wion 15 second emulsions plant in
Chenoat Tnodia, and is puilding =
third emnulsion plant in China in
the city of Sanshui in Cuangdong
PEOVING,

Fasuman recently buill a new
lechnical center in Shanghai
complement 15 existing center in
Singapore and enhance its abiliy to
support customers in (hina vl
acToss Asia Pacilic, “Ln the near:
lerm, China and India costinue 1o
ofter excellent opporlunity 10 growe
our exisling business, And these are
slralegic markets for most (Lms
from a Jong-tenn growih standpoint
hecause a3 these markets continle
o build meomentgm they will Geate
new develapment opportumines
that caler o their specific needs.”
sleesses DiSantis, “Faslman has
taken simnilar sirategies in both
China and India; we strive [0 pIO-
vide excellent service and support fu
our customers and remain cormnit-
ted and prepared to respond to
their needs.” @
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