" Painting a Picture of the
Coming Year for Coatings

by Cynthia Challener s we gpproach the end of 2005, it is natural to look ahead and won-
JOT ComnisTrcn der what the New Year will bring, How will the devaslalion caused by
Contributing Writer lurdcines Katrina and Rita impact (he coatings market? Will the recomsiine-

tion effort balance out any negative effects? Rising enengy and Taw marterial

costs will again be a key pant of the story. as will the {in}abilily o pass on

price increases. Consolidation within he paint and coatings industry will

continue, largely impicling small regional players, The tremd foward ever

stricter regulalowy requirernents with regard to VOO and 11APs will also be

part of the story again in 2006, Cosl management and Mmaximization ool pro-
| duellvity and efficiency will be the kevs to success in the coming yeal.

In the Lnited States, the volume of coatings sales in 2004 waled 1.6 bil-
lion gallims. In 2005, an inaease of 2.3 in volume is expected, but for
2006 (hat growth rate iy predicied 1o fall to 1 8%, according to D Thomas
Kewin Swifl, semios digector—Lonnomics & Statisfics with the American
Chemivtry Council. This projected decrease in Lthe arowth rate reflects the ex-
pecied slow down in the growth of the gross domestic product {GDP) lor
dhe U8, which bas deopped from 4.2% In 2004 1o 3.5% in 2003, and will
see a further slide to 3,094 in 2006,

The largest end-use for coatings is in construction and housing, which ac-
counts tor 56% of sales. The next largest applications are furnituee {7%a] and
automaotive {G%), according to D, Swi fi. All segments of the coatngs mar-
Let——architectural, OFM, and indusuial maintenance—will be affected by a
slowing economy and increasing tuel and raw material prices in 2006,
*However, Iecellt assessnenis of the impact of Huricanes Katrina and Rila

| smdicate that the economy will weather this storm better than onginally ex-
| pected.” notes D Sywitt, which is good news for the coalings industy.

Drespite (he slight reduction im volime of sales, North America remains a
growth region for paint and coalings. Demand for coatings is siill slrong be-
cause of continued populaton growth. Neveloping regions such as Asia
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Pacilic and Tasiem Lurepe are growing even more rap-
icliv, with demand for paint and coatings expected to
rernain strong for some time. The coatings market in
areas such as Japan and Western Europe, however, is
stagnant al best.'The LIS economy outlook remains
uncertain, “A slowing cconomy in the ULS. could cause
a slow down in the global market too,” says Michael D.
Broawn, vice president of The ChemQuest Group, a
management consuliing iirm located in Cincinnati,
OH. I that ocours, there will be a decrease in demand
for coatings across all seciors,

Dealing with rising energy—both oil and natural
gas—and raw rmaterial costs will continue to be a ma-
jor issue for paint and coatings producers in 2006.
“Throughour 2005, coatings manufacturers have been
working to push price increases through the supply
chain. They hawe succeederd to some extent, but prices
will have o come up even further if margins are to be
maintained,” Mr, Brown adds.

It can be tricky, however, to introduce price in-
creases, particularly for simaller, regional paint compa-
nies. “In regional areas, niten the first company to raise
prices risks the Toss ol husiness to competitors who are
waiting 1o lat someone else take the plunge,” explains
william A. Hansen, a grass toots consultant in the in-
dusteinl maintenance sector “Deciding when to pass
on price increases is critical, because taking action im-
pacts the established relationships a company has with
its customers.” Tor this reason it is essential to diversify
irto the higher end technical/specialty products where
R&D, service, and 1echnical support are as important as
pricing.

Nevertheless, it is a well accepted notion that in
2008 prices for coatings will be higher than they are to-
day. Accarding to M1 Browi, much of the coatings in-
dustey experienced connmodity-like pricing for many
vears, which was assoclaied with a drop in earnings.
"the higher prices espected in 2006 will enable coat-
ings manufaciorers 1o achieve improved margins, and,
evinl wilh a slowed cconomy, a potentially substantial
increase in profits,” he noles, On another positive note,
it appears thal consuaints on resin supply seem to have
resodved themselves for the most part and should not
be an igsle in 2000,

Crunpliance with enwvironmental regulations is an-
uther {ssue that will carey over from this year to the
nest. "Toamimlatozs are all (rving to get solvent out of
paint andd are introducing high-solids or waterborne
coatings tn order 1o comply with VOC and HAP regula-
tions,” says Seven Nerlfi, a consultant with Kusumgar,
Nerlil & Growney, “Providing equal or better perform-
ance while ineeting these requirments, and doing so
cost elfectively. remains a challenge for the paint indus-
try,” he adids, e also noles that more and more indi-
viduul states are passing regulations that are stricter
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than the federal EPA standards, which will only add
complexity to the situation.

In addition to further price increases wnd environ-
mental compliance issues, the higher level of mengers
and acquistions activily expetienced in 2005 is antic-
pated to continue in 26, As in 2005, ton, private
equity will be responsible fivwr most of the transactions,
according to Mr. Brown. “There i3 unliloely to be much
portfolio swapping amang coatings companies, Each
entity has its own personality and strategy. Maintaining
credibility with investors becomes difficult if a com-
pany alters its course ire any significani way, " he ex-
plains. The larger paint companies, however, will lock
to acquire more regional players that are stmigeling to
survive, according to Mr, Ner1fi.

Globalization of the paint and cealings industry is
also expected to proceed in 200, As Ol production
has shifted to low cost regions of the world, coatings
manufacturers and their suppliers have followed,
Further announcements of new production, R&D, and
distribution facilities are expected o the New Year

Just as different reginns ol the world will have differ-
ent growth rates for coatings, the market for different
types of coatings will alst vaxy within each region, In
the UL.S., architectural coatings should conlinue 10 per-

Menember/Decomber 2005 43



form well, as the housing market is expecied 10 emaln sivong demaind for paimt and Coatimgs. although thete

robust, "In 2003, we have had a record year with the will be i lag of six montlis or 50, the rebuilding efforts
numbet of housing starts and resales,” says D Swifl. could e a subsiantial factor for the architectural mar-
siwhile there may be a slight coaling off pext vear, Lhe S
griveITmEnL 18 DOt expecling the bubble 10 burst.” ‘The indhisteial mainlenance and OFEM sectors will
Around $20 billiom of chemicals are nsed in flue hoaas- not experisnce the same opawth Tales as the architec-
ing and construclion markel, and 6.7 metric tons of aral coatings market. Stll, the industiial mainfenance
thal material is polymers. coalings segrnent, which parallels capital investment,
The resake lewel of homes 15 8 pood indicator ol the glcrwred grn’:wlh im FO0%, A5 thete wilk SO increase 1
health of the archilectural costings market, accoiding capital spending 10 increase peirochemical capacily and
1o Rubert [, Koch, president of Roberl ). Eoch Associates tor improve the puablic infrasteuctare. avcording 10 Mr
and a joint venmire partael with The Chenuest Brown, This aciivity s expected 10 conunne into 2006
{iroup. 1L is gxpectad 10 remain high in 2006, WL Kach 111 addition, many companies will be rebuilding and me-
also does not believe xising prices will keep people . pairing facilities in the areas stricken by hurricanes and
from painting Lheir homes. “A person's house is his o1 this added demand will conaibute 1o arowth in the in-
her biggess asset, Mainlenance of their investment will Justrial wabntenance macket. Mr. oW predicts that
remain a prietty, and painting is a concrete results will be noticeab Iz by Lhe

necessary aspect of end of the third quarter of next year.
ihe upkeep ot 2

home,” he says.

Success in the industrial main-
tenance aket can be aided by

Ay raw mate- following a stategy of

rial prices Tise - \ ] - 4 diversification, ac-
(urther, Mr. . = (¥ X g \ cording to Mr.
Koch does \ . \ \ Hansen.
anlicipate ‘ 2 v *Companies
some refor- \ _ that ook o ex-
mulation on the s — . @y and imio

pacl of paint cor-

panies as they seel: al-
rernative, less costly ingredients. Natural
products that are 116t derived tom peu'ochr.mlcals
may be used as subsiilutes, although he ¢uestions the |

MOTE SegnIents
of the markel
CATL LCEEasE
galeg I areas
where they are already active

likelibood of finding natural materials that can provide Iy selling into other end-use appli-
the same bevel of performance oiffered by traditonal cations. They can achieve 8 high return hecause here
compounils. liitle added investment RECessiaTy for pushing intd a

Thve architectural market will also con Linue 0 $ee | new markel,” he sys. Ul‘f‘?mﬁmuoﬂ expands their
large “Lig Box” stores su oh s | lome Depot and Lowe's sales and provides them w1 b a buffer when certilb as-
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aintain their dominance of the: do-t-yoursetf (1Y) | perts of the 1‘11arket slow fim-.n. tT. | lansen TEHes thali
segmenl as they continue 10 2dd new stores, The con- (luis strategy is very effecuve for compamies I the archi-
tract segment of the architeciural market, which cur- tectural. comm:—:n‘ia.l, and CYREM coatings SeToTs, be-
rently accouais for more than 65% of sales, will experl- cause they can readily find potential customers B the
ence slight growth as has been the case in 2005, Paint | ln_dusmal oantennce r_nﬂ_ﬂ‘ﬂ within their ex1sUNg
stores themselves will grow through further acquisition. cliemi base, or at Jeast within theit terTiLary.

| lurricanes Katrina and Rita will impact e archiLec- ln North America, (M coatngs. :""hl'Ch include
rurab coalings marke in TWO ways. Tirst, the closure of those for automotive, [LIDITUTE, appliances, and other
the Dupont tifanium dioxide (10, plant in l such applications, ale ot expeced to experience rauch

Mississippi will result in a potential shomage of the ma- gmn_wm _in 2006. L5, muc:-n}akem, sinee E.}'"Iu  have _
weria]. DUPont is the largest pro ducer of 110, and this \ 111;.111?11;11111-_"'::1. target sales of lighl d_ut}* vehicles at 16-17
Pland is its largest facility, s upplying a elobal customer mitlion units. This leve] of sales is nol expected 0O

base, “1 expect the markel <will he impacted by this change, acmrqmg 1o The. Swildr, Furnltur-_e makeis fm::#
plant closure for the next several months, including the tough rompeunon from oviTseas suppliets. AppHance
{rst few months of 2006,” says Mr. lirown. 11e does, \ mnnu[a-:rurf:tﬁ T‘.ave Eﬂpi‘:‘ﬂt‘.nf‘.k_‘d SOMNE gxoml_\ in recent
however, predict that the situation will be resolved by years, and (his is one bright spof wilhin the QLM sed-
(he second wuartet of next year, Second, on the positive | tor. The value of chemicals in appliapces 1s $1.27 bil-
side, reconstruction in the damaged ateas will lead o lisn, with coatlngs contributing nearly 2545 ($303 mil-
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lion) of that figure. Around S1.1 billian ol chemicals
are used In the production of furniture, and coalngs
arrount for $970 million of that

(Ine trend of impostance [or the @uto sector in par-
ticular is the growing consumer interest in color “Fur
many vears, silver was the most popular color (o cars.
Now, there 15 an inlerest m 2 wider anay of shades.
weilh Uloe being predominant and red strengthening,
notes Terrence Cressy. marketing communicalions man-
ager for DuPonl Coatings.

Improving technwlogy to he more environmentally
compliant and to meel changing consumer demands is
also necessary fur success in the automalive coalings
marleet, Dulont has developed an innovative "wel-an-
wet” primer and coaling system used by Tord that
makes il possible to do two-ione piint application in
one pass through the oven. Its eco-process eliminiles
ome oven baking stape. Both processes save on energy
and increase producivity and efficiency. The company
also is working with Daimler Chrysler onoa 90+% high-
solids solvent-Based coating,

The same cost pressures are facing paint and coat-
ings anufacturers W the aule sector as in other seg-
ments of The industry, "The solution o the cost pres-
gure issues is o work with suppliers to be maore
productive and tind ways w wilize technology mote ef-
fectively,” says, Companies also need Lo establish a
strong plesence in eTeTging countries such ag China,
Tnilia. and those in Lastern Furope, In [esponse to
global expansion in the aulomotive industry.

Increastng efficdency and productivity will he the
watchwords [or success in 2006 for all sectors of the
paint and coatings markel. "Strategies that are exclu-
sively based on driving rechnology will not fare wefl”
says Mr Browr. "Companies UFing o gain market
share based on specific technology—for example, low-
VOO focmulations or special new resin characteristics—
will not make great gains, The exception will be niche
technologies, such as products aimed at special applica-
lions like green building construction,” he further
1otes.

The coatings indusiry is new driven by managermenl
of the supply chain rather than by hringing new tech-
nology to market. "Stategies based nn ilriving efficien-
cies into the entire supply chain will be successiul ” ML
Brovwn asserts, Reducing cost and increasing ctficiency
will provide the greatest gains. Because ol the iimens-
ing globalization ol the industry, the need to have an
extensive supply chain and matige 1t rarefully is all the
more important In addition, companies wilh a e
wional fucus may eventually be unable to compete with
their globally oriented counterparts. 1t will be an imier-
esting vear El
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