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By Aer Irish, Amaricon Coutings Association

e a nuinber of veurs, ACA has can

ducted 8 survey of senior industry

crecurives o determing how vhey
callectively view the current business
clivnate for ou e industry and wo deter-
mine hivw they believe theie Grmas and
the industry will fare over the next year
or s, The Fall 2006 surves, ke s recent
[redecessors, founl tha the indusory's
senior leadership Tinlds a retatiely opti-
muishic view of hoth its curroene siluatian
az well as its prospects over the next
vear If the opinions of the industry's
seninr business leaders are on rarget, the
contngs imclust fvy should maintain it
trajeciory of eontimed prewh in 2007

ECONOMIC CONTEXT FOR
THE ACA SURVEY

Sinee the end of the Greal Reeossion,

the comtings industry has seen lagely
unubted growth. Az shown in Figere f,
the oerall wolame and value of the indos-
s out putl hase consiztently prown

al & roughhy 3-49 rate over mostol the
peried folloswinge 2000,

This steady growth in buth velume
and value tracks the arcady | mprove-
ment in barth the honsing and comsorge-
tinn niarkers sinee 2010, along with g
resumiption it the growth of durable
guoda manufacturing during Lhe

# Total Construction Spending: Res dential, Millians of Dallars, Monthly, Seasonsily Adjusted Annual kate

= Totel Construction Spund ng: Maaresident:d), MEIzns of Dollars, Sianibily, Seesanally Azjusted Annual Rate

recavery. Sales of existing homes, one of
the major drivers of paint demand, have
comsislently sveraged over 5.2 miliion
units annualized) for aver a vear now
(a5 compared with less than 5 million
in 20145 Overall constructon gpending
has rizen stendily since fis recent Tow
point in early 2001 and has recevered to
nearhy the level it last achieved during
the hedght of the housing boom in 2008
(Fivnre 2).

{ining forward, overall construeiion
gpending growe b is v peciod o remain
pusitive, The National Assaciarion for
Business Eeonernics (b ABE) compiles
ACUTS TS MALrcen o mie frecast
Lased o the views of o panel of 50
professional forceaslors, Whils the
NARF pancly Seprentber 2016 cutlook
is thar G will sverage 2,3% wrow | h
in 2017, the panels median forecast for
vesidentiad spending is for 6.3% growih
inn 2015—~althengh the pand is prediecing
slight Ty lovser grerarth (2.7%) tor nonresi-
dential invesonent,

Ly, Bernard Warksicin of Markstein
Adviznes, an economist who focuses on
COLLSTIURCTION, Iy projucling somawhat
highwr grive th in comstruction spending
in 2057, Markstein’s forecast for resi-
dential consiruction is 6 5%, which i3
inline with the NABE panel, However,
le is mnore bullish o nonresidential

comstrwetion, forecosting
grovartly of 1,74 in 2007, wnd
wlso broaking out residential
improvements (remodeling,
renuvalivn, ard replacement
wiork], a category which
often imvulves repainting,
I which he Frecasts an
increase of 7.4% in 207 The
Warkstein noted thart the
recent election could alfect
conslruclion gotng foeward.
Tor example, e obaerved
that healih cure constroe-
tinn could be tel lower if
Obamacar s ropoealed or
signilcantly conserained,
Sirnilarly, spending forces ste
for inlrastructure projects
could be positivelr affeoled,
though il iz now clear towhat
extent Congress will suppord
Lrump’s proposals o newr
spending  the big question
being funding,

Sirnilatly, the manutae-
turing sectorn which is the
primary driver of demand
for QR coatings, huy slhown
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FIGURE 3=Indusstrial production.
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FIGEIRE d=Current (2046} economic condtions comparad with thase experenced onea year ago.
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eontinued avecmeth sinee reaching its lowr
poit at the end of the recession. Overall
durables mmanutacturing has plalcancd
sommewhat i che past year, reflecting a
mainber of factors, inclading the con-
tinuing strenglh of e TS, doliar, ac
the motor vehicle sector has continued
Pz sl TompE recorery fom Its lows ol 2009
(Figure 2. The MATE pancl is fore.
casting thae 2016 fndustrial production
gl wil] be negaiive. cnding witha
7% decline, Tt the panelists forecnst
itnproving industrinl production in 2007
writh anticipalod grow 0 ol 2.0%.

L. Egvin Swifr, chief economist at the
Amncrica n Chemistry Coun ], follimes
mdustrial produccion clnsely due tothe
laree impact it has on chemieal demeand
Cincluding cosrings). T aees the motor
vehicle mrliet ar or near peak for this
cennomi eycle, but sees TLE, Tight vehicle
sales remaining elevated due to pent-up
detmamel, improving emaploymacnl Cand
incomc) penspecis, botler availabilite of
credit, and eoncinued low gasoline prices.
TTe s curvenl by foreras ing salos averaging

Aboutihe same Wi

{Auch weorse

FIGLIRE 5—Sarme quesiion as Figure 4, 20706 responizes v& 2015 responses (all respondents).
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174 il in bt 20008 andd 2017 and then
declining aligltls to L7 1 million in 20104,

2016 ACA ECONDMIC CLIMATE
SURVEY FINDINGS

The ACA anmual survey is indendesl

I crplure umdl share the collective
wviewpod nts of member conpanies®
ST execurives and provide some
inaights inlo current and fuhare business
experience and expeclations, ACA
conducied the 2016 survey betarenn
September 9-23, 2004, The level of
industry participarion in chis sureey Bus
remained slvomngs inall, 37 ACA member
cornpany executives parlicipald this
yiear Approxitnately half of the respon-
dents represcnioed cualings manuface-
turcrs, w1 the remainder represen il
supplicr maembers, distribetors, aod
other members ? OF the pasiciputing
cnatings m nufacturers, approximacely
7a% marketr cheir products naltionally,
wilh Lhe remainder serving regional

ACA Economic (limate Survey

reva rkeis; amd the mix of large and anall-
tr-medinm comprnics shees abonl 344
having sales exceeding $100 million, and
alwrl 56 Belowe thal lioe, Supplier and
distributor participants were similarly
represctative, with ubout 141% report-
ing sales in cxoess ol $250 million inLo
the coatings marker, and the rest having
coalings-rolalod sales below that figure,
The context in which che 2006 survey
wits conducted is not only the relatively
seeady pace of the TLA. macrocconomie
recovery since thie recession ended
irn 24000, By alse Che pencrally strong
Eroswch in enatings demand chal The
inclustry has experienced during the past
few wears. Thecoatings indosiry grew
2.9% mvolane in 2015~ Architectural
and OFA coalings wore up. while Special
Purpose was doswrn. The indusiey s alan
projueeted to prow at a 3% rate tvolune)
and 3.3% fealued Tn 20067 The respomses
to this survey. particularly the projec-
fievns foe Turu e peose Hh, shoy 1] be seen
in the context of o number of vears ol
suslained wne vising industry production.

FIGURE E—Comparison of 2006 vs 2004 eranomic conditlons.,
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VIEWS ON CURRENT COMDITIDNS
REMAIN POSITIVE

trverall, the respondents in 1his veur's
survay provided o slightly move upheat
outlonl: for the indus ry than they did in
thix 2013 surver. " This year's suevey saw
manulacrureers unel suppliers® expresaing
relatively congistent «icws on currer
(208} vomclitions versus 2015, with both
coatings mannfachoeers sind supplisrs
vxpressing generally posilive ol locks,
(T Tasl pear's survey. coatings manu-
facturers were nocicestdy o positive
thaa supplier respondents} Although
slighcly feweer 1han half of the respon-
dents considered the cureenl coonomic
canditione tobe about the zame as last
eI (o showrn in Fiyure 4), o noty-

LIy lurper number of 2018 respondents
viewed condilions as better as compared
with those who conaider condilions
worse Lhan o eeur agn,

Thisvenrs respandants were pemerally
e pesilive about current condicions
than their 2005 coumierparts, 4s shown in
Figiare 3, respondents i1 thiz voar's srvey
F20161 vicwed curent economic cood
tioms more fovorably than did respondents
in lasl venr's {2005) survey. 10 parcicular,
only 21 of 2016 respondoents saw condi-
Livms s being ™worze® or “much wirse”
than those of a yesr caclier, as compared
with 37% of 2013 respondent = whe ralek
conditane Tt way,

1o additdon to asling Twd b coalinges
mannlclurer and supplier respondents
o compare currenl counmnie conditions
tir these their comapanies faced one wear
agn, the survey ssked respondents to leal
buck two years and prowvide 1 Teie vicwey
az to hovwe They pereclved eurvent con
JITioms 11 eommpari son ko ed vidTs due
L2006 ve 2004, As Mirare 8 shows, while a
slighr majority of botlr ingny fctarers ad
supplicrs savw current conditions as cichar
having improsced for sl lewst having staved
thi sarme) compared wridh those of bwo
years aga, supilicrs cxprossed 1 slightly
Ty positive Ve of current aeonamic
condicions than i manntachirers—a
roversal of the 2015 survey resully, in
which 35% ol couiings manafactirers
cvaluated condicions as “bolie™® e Lhe
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FISURE 7—Company's curvent (2076} monthby production levels jvolume) compared with a year ago.
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FIGURE 8—Resukts from 2015 ACA Survey showing espandett 2015 monthly producton levels
fwolumte} compared te prio vear [manulacbuters vs sSUppllers).
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FIGURE 9—Currenl projeckions of sum compamy’s sales {dol|ars or value} for 2017 as compared wilh 2086,
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Uwo-vedr period (2015 vs 2003), while less
than 20% vicwid them as “worse ”
Companies were alan asked to report
rheir company™s current production
volumes versus hose of a vear aeo (erith
suppliers specifically asked ro consider
ol that suiput produced for their
coatings ndustry cusiomers), Bespoises
attain generally showed salid wear-
orver-year geow b, with manufacturers
cupressing o sightly more posilive vivw
on this lopic, As shown in tigure 7 the
majority of this year's ranufacturer
respondents reported increases in cur-
rent producrion volunes ever those of a
year age, while slightly under half of sup-
pliers (#3.1%) showed production growh
exceeding 1% in the seme limeframe,
These reselre were neticeably strompget
than the comparable responses inthe
2012 survey, which seemed to suzygest
deceleration of prowth (Fimoe 8

FUTURE EXPECTATIONS
REMAIN OFTIMISTIC

Survey respondents wors wskod abonr
thisir ¢x purtations for 2017 vs 2006, avh
fo their company and fur the industry asa
while, Inthis year's siwvey, most man-
utacturers and supplicrs predicted zales
growth for their g Armes over tThe next
vear. TTowgver, supplier views fon thetr

/

'

ACA Economic Climate Survey

coampanies in 2007 were move bullish than
thewse ol the tnamedfacturets, with abour
20% of suppliers seeing their companys
salos growing n 2017, as compared with
about A0 of mann facturers (Fieare 4.

As has traditionaliy been the case
wilh 1his survey, respomdents showed
alightlv 1ess optimisem abaur The industry
as o whole than for thelr vwm compa-
nies Alchaugh particips nls prodiered
a slightly lovwer level of growth for che
industty thun they did for their owm
firms, they atill see a relatively srony
Yevwl of industry prowth, Ower 0% of
respondencs seo the imdosioy growing
overall ata rate exceeding 1% Gaith ovor
26r% ol supplivr respondents anticipating
industey growth exceeding 54, as shown
in Figure 100, Lhis s a slightly move opti-
ntigtic forecast chan las) vour's survey,
when no respondents predicted sales
grovwrh in oxcgas of 5%,

hlacroeconmic and other threais e
Ihe verull TLE, coonomiy remain a concern
tor respondents. Tl ma iy faclurers and
sippliers apreed (a5 thev also did in 2015
that the larpest singls threst by far was
the possibility of a receszion in China and/
ar Rutrgpe, with olher potential threats,
such as price deflation and an interes) e
hike by the Federal Beserve, not falling far
behind, as sl in Fgeees 1.8

Rusponses regard g challenges and
risles e their vwn comprany ghwys

provide interesting ingight in che
respondents vicws shout the vear abiead.
Suppliers and manoifag | urers were both
presented with the same iz ol such
challenges and rivkes, and interestingls,
their perspectives variod » greut deal,

as demonsieated in Figares 12 and 13,
Manufacturcrs, 95 hywe usnally been the
gy, congidered regulatory prcssures ds
their higges challenge, followed clozely
by coneerns ahout potentia] nuw material
rige inflution, while suppliers were mos|
concerned abaul supply chain issues,

MAJOR ECONOMIC MARKERS

The survey rospondents were asked

o provide their outloal for three key
marlkers of comlings demand: new home
construction, existing home sules, amd
commuersial propaty mainrenance:
(Figare 14k They penctully foresee mod-
erale growth (in line with the Trgessts
nered in che inlrouduction to this article),
with two thirds or mare seeing yrowth in
the year ahesl,

The ACA respoandents' fopeeast for man-
lacluting setivity was alsovery similae (o
consensus foracasls, with the ACA proun
senerally predicting moderarc 10 Ral
growrchin thise areas, with the forecast
for durables slightly more optimistic than
that lor molur vehicles (Ffgure 150,

FISURE 10—Currant projections of overall U5, coatings industry sades [dollars or valpe)

over the next 12 monlhs
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FIGURE H—Challenges thal caukd encdznget the cumrend U.S. econemic recovary kwer number = figher concern).
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FIGLRE 12—Tap Haks to compaimy's Anandal veellbeing over the newt 12 months {nwanirfaciurers) {percantage ranking 25 2 concern}.

Foreign market palltleal fFinancial instatikity
Energy cocts

Charges in Law policy

lnadeguata cash Floaw
Exeess custamer inventorles

==
i |
==
Regulatory pressures _ = -,
[
[=—1l1
1

Raw matevial price inflation  IEEE——

—=——______—}

Raw makcrial shortages

LHE 14 0% an 40650 5060 (i T Ak

FGLURE 13—Top risks to company s Anancial veell-being over the next 12 months (supgliers) (percenttage ranking 52 concem.

Do ot Faresee any rsks to cormpany at this Lirne  IESSSS—"——
Farzign macket political/financlal Instahillty S ——
Changes 0 tax policies IS

Fepulatny pressy e

[ fFcient availabilivy of cred|t  E—
InsuMlclentcasn flow E—

Expittslvely loan customer inyentarips  SS——
Inahility to fill custamer arders
Erergy costs  INE—

Faw materlal or faegstock shortages = == = — ——— — —— —— =

O 5% L#n 15% 20%  25% 30M 5% 40%  45%  SOAs

32 COATINGSTECH | NOVERMEER/DECEMBER 2015



FIGURE 14—ACA survey [orecast for housing snd construclion,

i
Bl
alng
A4
i
0%
Livk

[

Up E-10% Up 1-5% Abcut the same/flat Dien 1-5%;
[+ 134

B Nesy home sonstruction

B rararnerslal property malntetan e and consiruckion sctivily

W Eales af existing homes

FIGURE 15—ACA survey farecast for manufachuring activily.

BOLOGH

50.00%:

40,004

30,00%

20.00%

10,00

0.00%

Lo 316 Up 1-5% Abourthe sams Dgnarn 1-5%
[+-L%)

mQverall durable gocds manufacturing B Mator vehicle preduction

CONCLUSION

The resules of this year's survey appear
to shiow hach prositive cuerend condilions,
as well as antieipation of solid grosech in
the: indusiey, hoilding upon an unbroken
string of grosvth thar exrende Tack o
2010, Coatings demond is highly depen.
dent am consiraction amd real estare
mobility, as wall as manufacruring, 2nd
where Lhose key pares of the economy
are headed iseritica] o he heulth of
the coatings industey. Should the TLS.
CCOMITYY COOEINNE ITs expansion, there s
Teasnn to expect that the coalings indus-
try will continue to grow as well 5
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