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MARKET UPDATE

The glolal paint st coatings market grew by 5.7% in 2006 o each a
Cowakne of $71.7 billion, according v o recent teport by Datamonilor [Paints &
Cagrings: Glabal Tndusoy Guide, August 2007). Global volume increased by
A% 1 2006 Lo Gelal 224 million tonnes, By 2011, Datamonitor predics
that the value of the global paintamd coatings market will cliral (o 5925
billion {23% increase], while the worldwide volume of sales will total 33.5
millicen Lennes {20.9% growth]. Decorative paints generated the most in-
cowe In MMk at 45, %% of the markel™s vidoe, On a regional basis, the

Amernicas conitibuted the largest percentage of value {37.7%),

In the LLS., the painl and roatings market was valued a0 21 billion in
2006 by The ChemQuest Group, loc, with architeniural coatings accounting
for 4528 of the wtal value, fullowed by product OFEM coatings at 32%% and
special puspose coatngs al 20%. All three segments experienced stromg
growth duning 2k as the coatings indusiry inereased in value by 3.4% and
in vohime ly 2280 versng 20005,

“2007—THAT WAS A GOOD YEAR"

For the mwost part coadngs priducers and their suppliers enjoved a ridaist
market for the fist six to nine mons of 2007, Fnergy and raw material
prives remained reasanalily siable, allowing manufaciurers thronghout the
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supply chaln to continue to recaver some of Lhe
ground lost in previous vears, Improving margins led
Lo sirong cast News and o Murry of merger and aciuoisi
tion activity. Conerping markels in Asia, Central/Lastern
Furome, and Central/South America continued to pro-
vide opprarunities Tor growah, ay Jdid the “green™ move-
ment,

PRICING PRESSURES

Eaw matedial costs continued o remain al high ey
els durdng 2007, but despite this pricing pressure, mar-
gins have remained healthy, Coatings producers were,
in general, alzle Lo pass higher energy and feedstock
costs on 1o their customers. Chemd{uest bad predicled
anoveerall 199 increase for its raw material index, but
aow expects Lhe mmbers to more lkely e neutral or
cven slightly favorable. “Soller denand throughoul the
supply chain has been the key factor,” notes Dan
Mouriad, president and CEO of ChemOuest.

vinyl aceate monomer [WAM]) has leen an issae Tor
producers ot acrvlics. Major Wi manulaclurers have
declared force majeure and supplics are tight aroumned
the world. According to Maria Mehaidrn, RBASF
Architectural Coatings business managet, methyl
methiwrylate (MMATY s also tight and ne reliet is ex-
pected in the near fulure. Crude oil, propedene, ancd
own alcohol pricing also remains an issue [or the com-
pany. e reality 18 that raw marerdals have gone up
sighiticanlly and we need Lo pass on dhose price i
CTCASES TO oAl partllcrs_.-"custnmcrs in order Lo Prevent
Murther ergin erosion.” MPschaidt adds that BASE is
working wery chosely will ils parinersfcustomers 1o fod
solations o address the market challenges.

MEA Activity

Most of the large coatings manufaclurers have been
sucessiul in passing price increases along and have
thus Laken in a lob ol vashe "In general, Tanger comp-
nies are able to weather pricing pressures beller than
roclivm aned sl commpanies because they have more
powel to pass e ncreases on. As i resall, They cin
¢ickly boild up cash and be in a4 position of suength
while smaller companies are still stoggling, ™ Murad
says, A Huny of merger and acquisilion activity olen
resulis, and that is just what happened in 2007,

The Tggest transaction of the year was Akeo Nobels
acquisition of 1CL providing Abkeo Xobel with i mare
eliskral portfelio and stronger position in ~orth
Armearica, particularly In the decoralive secior, Aloao alue
mowed itself to the top position in weod coarings in
Mot Arnerica with i purchase of Chemcraft,

PO Industries has also been active, announcing
(bt it will purchase Furope-based Sigma Kalon, This

ww, coatingstech.ong
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acquisition will give 1the company a strong position in
thes indsieial mainenance market andd will T comple-
mentay Lo the Ameron business it acguired in 20006,

dary other smaller transactions ook place this vear,
arul rany wene cross-conlinent deals o improve the
global positioning of companies. The frenud levward
plobalization cominued in 2007, with companies Jook-
ing Lo establish a presence in numerous regions of the
wiaalld.

Successiul coatings manwiaciurers have discoverel,
according tor sdurad, that they must provide local and
regivnl sarvice i order w provide customers with the
products that reet their specilie coliural preferences,
Alzo Nobel has adopted the strategy of locating pre
duciion close 1o its customers in order to be more re-
sponsive o their nesds,

PG has a similar appeoach, "Our castomers that
build prochucion facilities around the world still want
aceess o an imernational supplier lilke PPC that oper-
ates with one sel of global standards for gualite and
LH&S svstems.” cmphasizes the company’s vice presi
dent of growth indtatives, Richard A, Beuke,

Emerging Markets

Fmnerging mackets continued o provide Lremendousy
iqyrrrlunities for growth in 2007, “India is acnally
orowing faster novw than Chiing, which rernaing strong,
and Ceniral and Castern Lurope arte also developing
gjaite rapidly” noves Murad. He adds that Vietnam,
with access 1o extensive woond related nomrl resources.
iy 9 comniTy 1o watch,

In China, ag comsumer wealth has increased, per
capita spending his grown. Fven so, it remains well be-
Lo levels observed in matwre ecotwmies and coniio-
tes L Tise, “The triclle-
dowrn eliect already hay
been significant and will
1]!:‘.".'(}[”{": EMOrmins in Th{:‘
tuture,” Murad asseris.
Trivate ownership of
hormes s becoming maore
comumon, and with thal the desire 1o paimil, decorate,
andl furnish lving spaces is taking off, resulling in a
tapidly grorwing demane [or painn. The automotive in-
dustry is also expecred to expand deamatically in the
TN YEaTS,

Leading compinies conlinue t invest in China,
opening plants throughout e country and i ils many
neighlwors, oo, “No glohal plaer, whatever the tield,
can aftord to ignore the opportunities affered by the
burgeoming ecomomy of the People's Repulilic, ™ states
Dereh Welch, Akeo Nobel's director of corporate strat-
cgy, China i3 a key part of twe company's growlh siral-
ey, Moo expects H% of revenues 1o originate from
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the Asla-Facilic region by 2012 and intends to heoome
the leading coatings manulaciurer in China, (L is Invest-
ing heavily Lo achieve this goal, induding constmcting
new facilities such as the new decorative coatings plant
it opened in Langlang in 2007

Cluality remains an issue, though, as was demon-
saled with the recalls made in 2007 due to the pres-
ence of lead inpaint used on different toys. 11 is oo
early ter tell whether or not these very pulilic demon-
stralioms ol this issue will have a positive bacldash for
Western manulaciurers. *ternational compatiies may
henefit as companies respond by looking (or estab-
lishied suppliers to help improve their image and also
replace the recalled products,” Murad stares.

India and Kussia have begun o receive increased at-
wntion from coatngs producers, according w Dr Terry
Enowles, manager of
[nformation Reseirch
— - [LRL), a division of
% Business Rescarch Groans.
The Tnaian economy is
like a geam ain,” adds
Welch, "t tales a long

_

time to gain momentm. Bul opce it ralling, vou can’t
stop it. India has been a long tme coming, but it's now
calching up withe Ching”

Bussia [and Lastern Furope) is artractive 1o coalings
producers hom two perspectives. Although on a
smaller scale than Asia, there is pood growth potential
in the region. Lo addition,

s goomonuically attrac-

Uve o prowduece products in
Castern TFurepe and Hussia
ancl distribute them o

older Ll coundries. |

“We are already seeing .
sOME artivity now, with companies invesling in plants
in Russia, the Crech Republic. and Turkey,” comments
Murad. For example, Akcao Molwel's Powder Coalings
bmisiness opened its tivst produclion plant in Hossia in
2007 . ChiemQuest expects the investment level in these
areas to become more noticealle Ty 2010 as inlrasiroc-
Lurer imprexves and companies start investigating these
areas as polenlyl conneclions to Ching.

Regqulatory Landscape

Begulalory requiterments comtinue o grow ancaind the
glube, The Buropean Llndon's Registaiion, Lvaluation
and Authorization of Chemicals [RCACTT) legislation
went into effect in July of 20007 “The full impact of these
reglations has vet to be tieh by the coalings industry”
notes Knoweles. "IN word't be until 2008 that companies
gain a better undersianding of Uie true leve] of work and
Tesonces necessary for compliance”
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The U5, Canada. and Mexico ook their own
steps in 2007, signing a new agrecinenl Lo lest more
than 2,000 chemicals prokluced in quantities over
25,000 pounds and coordinate managemaeni of chern
ivals in North Amcrica, The tiered, largeled, and riske-
based aspects are important charactedstics of the
agreciment for many, and some hope it may be more
attractivie than REACIT as a global standard fore chemi-
cals managemeni.

Mare specilically Tor the coatings industry, more ox-
tensive VOO restictions are being adopied through
el Burope and Nomth America and in a broader set of
coalings sectors. These regulations have encouraged
the development ot higher peclorming water-hased,
high-solids, powider. and energy-cured coalings for a
vatlely ol applicationg. Sueresstul coatings companics
hawe viewed the ever changing regulatory landscape oy
an oppoTunity to develop compliant wchnologies
thal help their custamers differentiate themselves
from the competition. “Begulations are nat a barrier.
It vou have the right technology and real capalilities
in place, then new regulations create opportunities,”
asserts Beuke

TOUGH GROWING CONDITIONS FOR 2008

Dremand will cemain strang in emerging regions of
the worid, but curwent economic trends in the 1S, sug-
gest othenyise Tor thiy, and possibly other, malure mar-
kets such as Wesiterny Furope and Japan,

Crude 0L Pricing Critical

Lirude oil pricing will remain a ley factor tor fommua-
lators 1 2008, Many of the raw materials consumed in
the prrodhaction of paints and coarings are derived lTom
pelcochemical Teedslocks. Fortunately, according o
Murad, the industy has done a pretly good job ol
managing this issue, “Most plavers have budgeled [or
crude oil pricing in the raoge of $a3-$80/barel. As
lomg as prices ave kept in check and remain in this re
ginn, the paint and coatings industoy should be well
prepared.” Lle also noles et nawral gas appears 1o be
Faitly stable and no sipoiticant Hucluations o pricing
are exprecled e 2008,

Housing Market Downturn

The news [rom ihe housing sector in the UL, has
many in the industty concerned aboul performinee lev-
els in 2008, Fewer new homes are being budle, and the
repainting of existing homes has dropped dramatically,
Comsumer comfidence has been Impacted. When home-
cowiers feel thal there is Tess value in their homes, they
dor not do as much upkeep. As a resull, architectural’
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coalings, which account for about 504 of paint sales,
are aleeady experiencing solter demand.

PP still has a bright owtloch, however. Clher [ac-
10rs in this segment remnain positive and contime 1o
conicilute strongly to the bottom line. “The robusi
commercial consteuetion market and high perlformance
coatings where FFG is a key plaver s oflsetting most of
the wealiness that we ane seeing in the new housing sec-
Loe, " Bewke explains.

Automative Sector Declines

A preneral decline in consumer spending has begun
Loy allect docalle good sales and suppliers of coalings 1o
this marketl az well. 'The aulomaolive relinish seclor was
alteady shrinlding as antomobile accident rates have de-
creasad. The indusinal maintenance
segment has been doing well as /.,-r""'
manufacturing sectors have in-
vesled in capital eguipment, ‘
bul this greswth is exprecled o
decyease as the cconomy
sliwes, “Some analysts are
predicting thal the Twottam
of the oycle won't be reached
until 201" Murad says.

Aulomotive sales in the LS, have
been dropping signilicantly as well. For global coat-
ings producers, the loss of business in North America
hits nedl Taeen a Higniﬁ{'aﬁt mae, but more of @ shill i
the location ol the demand, according o Beuke For
the tier mmanufactorers that serve Nonth American auto
nakers, i is 4 very veal problem. “The smaller paind
companies thal supply Uer manufacturers are hurting.”
durad states, “Very few tier manutacturers are able to
supply fey fransplanted car manafactuning sites, so
when business goes ‘tilshore; lor these producers it is
gone for good,”

CREATING THE RIGHT CONDITIONS
FOR SUPERIOR PERFORMANCE

(Fiven the varving market conditons in different re-
2iong around the world, how can global coalings man-
utacturers orchestrate another vintage vear worth re-
mermhering? Mroper positioning in cmerging markets,
staying in [ronl ol regulatory regquirements and meeling
customer necds with envivonmentally triendly prod-
ucls, impreving process efficiencies, and focusing on
R&DY and development of novel lechnologies will be
cmacial.

“Forward Hanning is crocial for any global com-
pany. It is necessary 10 remain rme step ahead, be that
in terms of innovative product development, strategic
decision-making, or eonploves enhancement,” savs

www Coatingstech.org
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Ao Nobel's CTO To Lennartz, “Identifying opportuni-
tles in mature and emerging marksts and maldng clever
investmenls where appoopriale is crucial 1oday.
Launching groundbreaking products and services is an-
other way in which pigneering companics can remain
competitive and deliver wmmel market needs,”

Many companies have Tocused on irnproving o
duction elliciencies to reduce costs. Significant efion
has also been invested in the processes and equipment
used to apply coanngs. BASY Tias been developing i
lntegrated eocess since 1996, In 2007, the company
successtully trialed its newest integrated high-solids sys-
tern @t Fond Chie Tmck and i ready to go into full
commercial supply, according o Paul Lamberty, senior
market development manager for BASE Coatings.

BAST received a 2007 FACE Honorabie Mention
Avwarc] Tor s Fower FH LY Tomer. When ysecd

as a sealer, the producy eliminales a com-
. plete step (the adhesion pro-
- = moter o etchimg primer]) doee

Loy ils poswerfud direct adhe
510l to many substrates, ac-
cording to the company.

Foar i1s news FooCloncepl

. [inishing systern, Dul'ool

Automotive Coatings wol 4
2007 PACE award. The system
combines two coating sleps inlo one walerborne
basecoat, allowing eliminaton of an entire spray booth
anel drying equipment. The result is lower emissions,
reduced solvent and energy consumpiion, and higher
productivity.

PPG was named a finalist for the 2007 FACT awards
for it Ale Dy Waerhorme Adhesion Promaoter which is
being commercdialized in Morth America on plastic fas-
cias, The product combines the benefits of zero haz-
ardous air pollutans, ulom-low YOUs, and superior
physical properties in an adhesion promaoder that does
nol regquite: balking prior wo fopooat application, accord-
ing 1o e company.

Environmental Opportunities

Al al thiese cormpanies have Tooded o develop new
products 1o meet growing resulatorny requiremnents.
"Oime of the most significant challenges fadng the coat-
ings sezment i helping auwlomuotive CEMs meet their
goal of producing world-class paint finishes, while re-
thiding negative environmental impacts like O emnis-
sions,” swesses Lambensy. BASF has developed an
award-winning primer and ultra-low VOO paint and
(e systenms, and sweeessfully Tnnched high-solids
technolony in Furepe at the Lord Molor Uoempany [a-
rility in ¥alencia, Spain, with a second plant to follow
in Belgium.
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"All seciirs within the coatings industy will con-
tine imensilving their acivities in water-based coat-
ings techmology where it is feasible 0 do s, ™ siavs
Enowles. “Al BASE we [ocus on low-¥WOC latexes and
are continually developing and refining owr product
portlolio to ensure hat our customers bive prainit (o
mulatics approved and potentially commercialized
prior to the jmplementation of inereasingly restrictive
regilations,” Fschaidl comments, "Lven just five yeirs
ago there was vesistance lo waterbomme coatings. Todi,
technolooy advances have made it possible to develop
witler-based coatings that meet suict regulations and
spray well, pedform beller than their solvent-based
counterpart, and also allow excellent color matching.”
Busle agdds,

Going “Green”

sost plavers in the paint and roatings indusiny view
Lhe switch to walerhorne coatings as jus! one examyHe
of a much greater mega rend towards envircnmenlally
friemdly products. Consumers are much more aware of
the impacts that predlucts they use can Tave on the en-
viromimenl. As a resull, marnfacturers in all indusioies
rmust provide products that address those congerns.

The higher cost of petrochemical Tased feedstocks is
anether contributor Lo this larger trend. “1igh crude
oil prices have driven interest in altemative energy ap-
plivatioms and the vse of biobased muaterials to snpple-
melL pelrochemical-based compounds,” noles Murad.
Caoatngs companies are responding by investigating
Lhe pertendal implemnentation of greener wohnologies.

PP i ome company thar has exerted an aggressive
cffort to develop grcen inilalives throughout its opera-
tisns. “At this poin the ingredients we hive developed
trom biomaterials such
as soybean and
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sunflower oils cannot vel be used as replacements or
wadiliomal chemicals but are effective as anditives.
Reuke says. "We will continue developing this fechnol-
ooy and identifving other allemative natueal resources
to help shift the emphasis from e ethylene cracker
production wain,™ he adds,

Almo Mobel alse is ronvinced that doing huasiness in
d sustiinable manner iz key o it eoonomic success. s
recent ranking as the chemical induytry leader on the
Mrony Jomes Sustainalility World Lndes [12]81] recog-
nizes 1he COMPAny'’s ongoing commitiment Lo improy
ing sodial rexppomsilnlity performance, accornding to
Wijers, “This is a clear message based on independent
research that our strategy is payving offl As a company,
we are well pewitioned 1o deliver sustainable solutions
for our customers, while at the same lime creating op-
line growth. The top rating on the DIAL world (ndes
Iepresenls important recognition lor the comparny and
iy testament 1o Lthe colledtive effort made by our em-
plovees around the world 1o embrace sustainalile lusi-
ness practices.”

Small and Smart

Many marlet divers are leiding coatings compiarnies
to pursue olhier step change technelogies as well. “Lhe
prrexperiies and funclionalities of coauigs are now being
ansformed by a number of lundamental wends andd
developmenis, These include, among others, advances
in science and technoliggy (the developmen of nan-
olechnalogy and a better undemssanding of te cherm
istw and physics of surface boundary Lavers), increasing
enviremmental pressures and concerns, and a greater ca-
pacily amd witlingness o mimic natmrally ocourting
Coatings. " Lennarks assens,

While much of the wdvantages to be gained from
nanoiechnology will nol be realized for some tme, the
coatings indusiry is realizing seme initial commercial
benefits, “Coatings ar: an ideal carrier for nanoparti-
cles,” says Beule, *The goal is o activate the surlace
with nanotechnology to ceate weal dilferences that can
be dererted tactilely or visuallv,” The incorporation of

nancpariicles into coatings i s comtrolled and organ-
iwird fashion is expecied o impare ao endless array of
drarmatically enhanced properties to coatings.

Both PG and Al Naobel are investing heavily in
nanotechnology programs, PRCs elion s a technol-
ogy exlension of its long history in inorganic

nanoparticle research regarding roanagement of solar
energy om glass, “Develippng productls o meet marlet
demand in the avtomaotive and aerospace sectors [or
coatings that contribule to better energy management is
a natural extension of our work with nanopartice
hased coalings (hat TTG applies W wlass surfaces,”
Beuke says,
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Akzo’s Coatings Nanotechnology Program is currently
working on 15 different projects, supporting individual
business unit initiatives. It also identifies future nano-
based business opportunities and educates employees
about the nature and potential of nanotechnology.

Smart coatings, or coatings that predictably change
in an effective way in response to external stimuli such
as temperature, stress, strain, or the environment, pro-
vide yet another long-term opportunity for the indus-
try. “With these coatings, the coatings themselves, as
opposed to the structures they coat, will increasingly
become the source of value to both business and con-
sumers,” underscores Lennartz. Self-healing, corrosion
control, hygienic, self-cleaning, and color-shifting coat-
ings are just some examples of materials under investi-
gation.

Most of the leading paint and coatings companies
have initiated programs, usually in partnership with

www.coatingstech.org
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university based research groups, to investigate smart
coatings technologies.

DIFFICULT TIMES AHEAD, BUT THE FUTURE
REMAINS BRIGHT

As the slowing economy in the U.S. begins to take its
toll, paint and coatings manufacturers are bracing
themselves for a less rosy year in 2008. Most remain
positive, though, about the industry’s ability to provide
continued value. Ongoing growth in emerging markets
will help counteract softer demand in mature markets.
Meanwhile, investments in technology developments
will lead to novel products that address key environ-
mental and performance issues and eventually lead to
coatings that provide functionality not previously con-
sidered possible.[l
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