ENTERING THE SECOND DECADE OF THE 21ST CENTURY:

nvight into the state of the U5

coatings indusiry s vaehoable for

many—whether you are divectly
cimplerece] by puint and coatings com-
panies ov suppliers of speciales chem-
Wwals used within the Industoy; serve
az an industry ohacryer mleresied in
correlating the health of the industry
with similar enlgrprizes in Lhe spe-
clalty chemicals market space; waorl:
fear am independen | fonmulating and,
or testing laboratory that dnes hosiness
wilh ihe cogtings Industry; or work on
Wall Grreet charged with analyais of the
patnis and coaringys sector, Regardless
ot tlie reazonis) Tor sour inlgres) in Ehe
coulings industry—and regardless of
what vo are planning tode wilh this
infurmation—it is statistically unlilely
thar wou will resd this ardele abhoul 1he
current state of the paint and coarings
indastry in 2009, amd then lese e fime
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hiring technicnl and marketing people
L heedTpr won et a slralepy for gotting
through the coming (and inevitakble)
revession, whenewer il eceurs, and then
going on to glory following the end of
the recession,

[Tere is o newstash for anvone whe
his a suticient ly strgcepic point of view
rin Follews this Tine of thinking: Play vour
cards right by mmaking sure that vou are
cilther mainaming for increasingd vour
technical and marketing departments
Juring Jowncurns in the ceanamic
cvele, and developing the products
thar vour cuslomers are poing to need
following the next recession, and you
will be living the Tizh 13 when the
coonnmy hegins to recover, T vl don'l
majntain vour leehnical and marketing
slalMduring downtarns undey che: mis-
token improssion that they are expend
ahle, pou do 20 ar vour awn perl,

Toiz dificult tothink in lerma of
strategic planning in an indnzrry that
Tas brecotme nol only feeused on this
Fear, but on this quarter and—all too
afllen—on This month, T bas been made
everl ediiel o ignore strategy hecause,
during Lhe 122 menths sinee the cading
ot che Great Receasinn, the Tniced
Srates has experienced not only the
ToMmast (oS l-war Tecovery [om reces-
s, [ alsn the longest post-recession
recivety inormodern worhd hisioey,

with regard wo che stare of the U5,
painl wnd eoatings industty, s always
important oo talie a ook at che macro-
cranomir picture thar surrounds
all businesses that depend upon the
specialty chemieal stream for their
Tivelilhond. Tor the 12-manch period
erling in April 201%, GOI* prew from
L2% to 3.1%, which s oo had, ot nnt
what many in the country had hoped




seet bt i il

for, especially sines the Coited States iz
basically au Tulb emplosment. The out-
lock for GO during the remainder of
ALY 15 anly expected o e ~2.0%, chen
Falling cor L8% duriny (1 of 2020, and
cosrimuing io Gl dueing G2 tooroughly
1.7 Tris within the coutext of the cur-
renr overall cconomic situacion chac we
mi ELrn to the UoS. coatings industry
performanes during 209 50 e and
it anticipated perfarmance during the
remainder of the year and inlo 20EED.
2009 will not be a had year for paint
and coarings in the United Stales, ba il
wan'l be angthing oo wrice home about,
either—2018 endid with produciion
of 1,23 Lillion gallons valued at £24.9
Billionn, up 2.7% im vehome amd 5,8% in
value, wid the outlool: far 2019 suggests
full-vear production of 135 billion wal-
lerrs walsed 21 8257 hillion, up L6% in
volume and 2.2% 1n value (Figmves 1-30,
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FIGURE 1-01.5. paint and coallngs Industry, volume and value {2014-2020).

y 2020 200g

2027
18 2024 2

I

By George R. Pilcher
Tha ChemQuest Group, fic.

FHLH

S5, W8

3
3|
R

oG - —— —

Vilue (5, wliliona)

4 HHs

F R |
815000 - -
LU
SN0 +—
‘ i
BN - 1
n L S NP — - —|+ "

B HIT WiE 201 1020f

Soarce: The Lhemauest Graup, Mo,

FAINT.ORG ! COATINGSTFCH 29




FIGURE 2—11.5. paint and coatings industry major market segmentatlon,

by walue (2{1%a}),

by veluma {219,
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FIGURE 3—LU.5. pall and coalings industry major market segmenlation,
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Ay result of apgressive conanlida-
tion, the top Lhree global coatings firms
aeconnt for 63.53% of the top 10 glohal
omatings Neroy’ sales, up from 18% in
2005 (Mmare 4.

ARCHITECTURAL PAINTS

Architectural coatings sales are highly
correlated with the health of the hous--
ing/feanstruction marked, The archilee-
turul paints zepment currently acconnts
for #1% ol the wolume, and 508 of 1he
value, within the coatings industry,
comge red Lo a0 wnd 499, tespectively,
n 2017 (frnres 230

Archilcclural coatings grew 3.1% in

rodue in 2018, with woluene grgathol
2,34, Sules are forecast to rise 3.1% in
2002, hased on an anuicipaled solume
grivetl of 2.5% and an merease in
selling price ol 0., vesalling o volume
of 532 million gallons valued at 5128
Rillion {Figore 30

The percentage of PIRO-applied
painchas continmed Lo grow, unubated,
sinee 2002, increasing the relacionship
of canlrclor-wpplicd paint to Do-Le-
Yourselt (DIY) paint toa ratio of 63% to
37% in 2008 —the highest that thi= ratio
hias been sinee 2006 [Figure &) Tarring
any unfuresess ble soonmnic events, this
upward shifc coward conlraclor-applied
painls will very slowly continue through
3019, when it is Tikely to ataliliz fora
purind of time around 83-64% PLIO-
apyplied paint. '

EBecanse the architectural coacings ses-
rrene s &0 intimanely related Lo constroc-
101, It 1% positive news that congtruction
in the Thnited Seales conlinues s pro-
lngred recovery fromthe unprecedented
lewwae poing ox pericheed in 2007, Talal
construetion spending exhibited wear-
mver-vear (ynfr gronsth ol 3,85 in 26014
anil 1z anticipated to grow by ~3% during
2019, due principally 1o moderascly
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FIGURE 4—Top 10 global paimt and coatings producers, by velue ($Billions- 2048}
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decelerating gronwth rates in resideniial
and non-residoendial see S imre 7,

INDUSTRIAL OEM

Tudusivial T coatings banefid from g
plekup in industrial production. During
2018, 1 he TLA induslria] OFM sepmen
grew invalie 3.7% over 2007 (1,99 vol-
e —1R% pricel, penerating $7.3 Billion
in zales (-233 million gallens bv volome).
Yolame in 2008 finally mavehed the most
recent peak, which ocenrred in 2013,
bnlusirial R coatings are lorgosst o
increase by 3.4% in value in 2019, wich
volumw wrmd pricing up 2,00 qned 1A%,
respectvely (Figure 5]

The OFM segmcn | incredsed nomi-
reafly in 2018 by slightly less than 1% in
the gutumolive sube-sewment {defined
aa sutnmobiles, ight trucks, vans and
EUs o] ol durnestie preduction,
transphancs, and impores), o is Toeecast

b descling b rooghly The same amanne
during 2009 (Figura &

The OFEM sepgrmen| conlying gver a
dogen sub-semments, of which appli-
ances, FTWAD, hegew cguipmient, inicro-
waves, rigid and Aexihle autmuotive
exlerior rim systeniy, brake sysiens,
coll coatings, and wond furniture and
caliimgls ume just a tew reproseaoalive
coatings arcas [Figare /7). A8 a result
of this diversity of goods, the industrial
QEM segment lends vohe driven Ty a
wiriety of factors, although most are
involved cither dircel v ar indiveetly
with the macroeconomic environment.

Major trends in the OFA market seg-
ment are driven by the need for pred-
ucts that ereate operaeinnal elliciencies
(increase productyityreduce labor!
lonwrr cyele Himes), inerease sustainalhil-
ity ireduee O, fosrpring and demon-
strate itnevacinn Gnlrared mefectances
noise redueioinsularion).




FIGURE 5-1.5. architectural coatings marke seqment, velume and value (2014-2020),
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FIGURE 5.5, architectural coatings split betveeen PRO and DIY (1980-2019).
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FIGURE B—11.5. industrial OEM coalings, volutne and value {2014-20:20).
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FIGURE 9~11.5. todal motor vehide assemblies [2005-May 2019).
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SPECIAL PURPOSE COATIKGS in 20018, special parpose coatings Feoen $5.2 6o $5.4 billion, with pallons
grew invaloe at a rate of £.9% (1 5.0% in increasing Erom 137 to 162 milkion gal-
Spcial paepose ooalings lend o rack volume; -0.1% in price), and conloibuled  lons (Figure 113 This reprosent s loreeas:
with antometive sales, accident rate, 552 1illleom {157 million gallons) of the sales dollar grossth of 2.0% (13.2% in
thiz siee ol 1he catr pa e fotal ngmber ol $24.4 bilkion generated by Lhe TUS, puint volunie but —{, 3% in pricel,
registered vehicles in use at any given and coatings industiy. This represents The special purpose coatings market
tirmek and tals] miles driven (relinish only 12% of Lhe walurmc, il 218 of the SegmIeNt serves far fewer cnd-ma rhec
paints}—and industrial construction and  value, of all coatings produeed. In 2019, geginents and sub-sepnents than are
the price of erwde oil Cproteclive/indus- we ame expovling s modorade Inereasc served by industrial OEM coatings,
trial maintenance coatings). in the value of special purpose eoatings,  but as an overall segiment -typically
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FIGURE 10—Major sub-seyments of the LS. industtizl DEM coatings market sagmett, by value {201%).
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eomnunds highet marging than OEWM
coatings. The major end-markets for
special purpose coatings include sy lo-
mintive refinish, industrial maintenance
prutective coatings, oo Mic-marking
[aints, marine coatings, and aerosol
paints (Figare 124,

Marine coatings ore directly related
to shipbuilding activicy, whivh is cyeli-
cal innature. Because shiphuailding is

cnnegntrated principally in South Korea,
Japan and Ching (3%, 300 und 249,
respecEivelyy, this leaves only a 6% share
of the global market for all olher coun-
Ivics. Far this reason, shipbuilding is not
a driver for the sale of marine coalings
in (he United Sedies, where maring opar-
ings primarily address the noeds of plea-
sute crafe, military ships, plattorm and
offshore supply vesscls, ete, This matket

sesmment was valued at 4460 million (.6
el e allons] in 2008, 4 2.0% in value
and L1% involume. ¥oderate growth

i3 s el od 1 M2 2% in value, ond
2.1% in volume,

Automotive relinish paints are
indirectly tied to the number of miles
driven and direeily ticd to the seeident
rates. Growth, therefore, of antomotive
rfinish coatings is driven by 3 nymber
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FIGURE 12—Major sub-segments of the U5, spetial purpose coatings markel segment, oy vaive [2019g).
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ot conflicting factors, including nogive
ones such as improved educatinn af che
prapulace with reppand to safer driving
habirts, az well as che adsent of saler and
Batmarler™ curs that are mmaldng it easier
for deivers oo avoid accidenis—and 1o
minimize the ameunt of damage when an
accident doos pocur—wilh uo assoctaen]
of deviees from energyv-abzorhing bum-
s oo Back-up cameras and antomatic
controls that keep cors Mrom accidentaily
crosing Lhe center line, These nega-
tive factors are eountered Ty posicive
{aclors, such as the inerease n disposable
income, changing Tiles Ao aned buying
behaviorn and the demand for zoary
wvehieles, including crossovers and STV,
sinee huoury car owmers tend o hisre
serarches wrl mipor dings repaired on g
haxurs car than may have heen the case
ita non-Tugury vehicle, Yoally, the acei-
dent rate has bheen negativaly impacted
Ly the nessest driving distractions in the
form of activitics such as lalkingand
exting while driving and glaneing at
P5 sereens, W beliove thal, osee Him,
these varous conflicring faccovs will set-
tle down and work spainst the aulome-
tive refinish marler, causing it to hegin
crending downveard at perhaps (b3-141%
per year in wolume during the perind
2020023, ws distructons are redueed
and xafety factors enhancod.

The: prolective coatings markes seg-
ment (akzn referred tooas the “induacrial
myinicnance [1/0]" marker segnuent)
represented volume ol 42,3 million
eallons valued at slightly under $1.6
billion in 2014, Although walirmg TPomm
AT was down slightly (1%, valoe was
up by 6.2%. AT coatings aee Hod vory
hegvily to construetion, maintenangee
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of rmedivm- and-heayy July Gacilitics
such as petrochemical and wrasrewater
trewtmen | plamis, infrastruchore, and ol
and gas produccion  and indirecrly tied
to the global price of crude oil, which
ranged Mrom 267 576 Darre] (glolul
pricingy in 2014, The protective contings
seetor benelicied, in 2008, [ioinn, e
uptick in construction acdvity that con-
timuacd froem 2007, Going into 2008, we
expect oy see the price of crude stakilize
im the $&67=570 barrel rangs, Looking

at 2009, we expect to see an increase in
volwme of protective coatings of 2.19%,
and anincreass invalue ol 2.6%,

2012 AND BEYOND

Trom o purely economnic viewpoint,
20018 weas o goed voar T the TS, coat-
inga industry value (2.8%), and not all
that bad fur voulume (+2.7%), 1'riving
nutpaced volume by L1%, which means
that the coaring: producers were able to
keop ahead of raw material increases,
but ot by wward-winning numbers.
Tomaking aheod b 2019, we can cxpreet
T see asimilar seenario, albedr semw-
whal dirminished in hoth wolnme and
ralue growth—1.65% and 3.2%, respec-
tivielv, with pricing cucpecing «olume
I 1A% (rowth, of course, is alwnys
woedl, Bud 117 clear that the rare of
grorwth i slowrigs, oot just in the painc
arnd coalings industrs, Tt in 1he LS,
econonty, i general. Konethelesz, the
coarings imslisiey value will eatpace the
ancicipaced GUI" (2%) in 2019, hut the
performmanee o ok will fall eonsid-
crably shoroof robust and that pretey
well sums up Lhe continuing erawl of
the Iongear post-recession recovery in

L5, recorded hiscory, which has lasted
A lonig Lhat ic has become, for these
with a taste for irnny, the “status guo.™

The real question here should be,
“Tache status quo goond enough?™ The
answer depends entirely apon wlho 1s
asking the question, and whe iz anawer-
ng ir. It cevtainly gnod enough for
painl and coating: producers thal only
care about this guarler’s carnings, but
it iz most certainly vot good enough for
rhiae companies that are less concerned
abrout this vear than cthey are about 5-10
wears fromm mews 'Lhe latter undersiand
that the type ol data in this arvticle anly
has value wlhen it {= used to predicet
crends in the Mylure, Based upen the
experience of the past, and a knowledge
of the marker dvaamics and goeneral
mindset of the present. Such companies
dre guite aware that technelogy-bused
induscries are constantly in need
of newer, safer, more durable, more
sustainahle wnd more wsee-fricndly
products.

For these companics, ic s certaindy
necassary o malke money this year
s thal Lhey are still in business nex)
year that's protty basic hosiness sense,
dind it definitely requires sems tuctival
mancuvering, They recognise, how-
ever, that vear upon year of nothing but
tactical decisions will cventually lead
nuwhere, and that theee 1s a toonbytone
aramcea legre in Che fulume wilh heir
nanie on it The naked trath iz thar
making fmomey (o order tostay o Tasi-
ness this yearis necessary—bur creating
nesy produets to stay in business in 1he
future is absolutely mandators, We've
all seen what happens to paint amd
coatings companics that lack a sorategy
fir moving e the future, and what
happens is that rhey conse o owxist,
cither because they are acquired b a
cnmpany with g siralesy, acguired by
avempany without a strategy bur with
rccy o burn, or because 1hey stmply
¢lose their doors. Tor some, Door £1
Appud s Teasend ble—but who really
wants to be forced inte accepting what's
behind Doors #2 and #37 Unforiunea cly,
like it or not, these are the options that
are most readily available for paint pro-
ducers that have anly Tived for moment,
rather than for the lony bhaul; tha have
sacrineed their Nuture on the alcar of
the tactical,

The future is cssentially written in
stone for companies that are commil-
ted o Ehis rmanth, this quarter and this
vear—tor companies Incking both vision
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