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The good news of 2015 is that the overall
global paint and coatings market continues to
remain healthy, and at least in many regions of
the word, growth is continuing st a modest pace,
Members of the paint and coatings supply chain do
face some uneertainties, however—Lhe slowdown of
koy cmcrging economiss, fluctuating value of the
115, dollar, both e positive and negative impadcts
of lower oil prices, the terupusness of the recovery
in Europe, the rates of growth of the automotive
and construction industries inthe Uniled States,
and regional regulatory develapimants, While many
of these factars are beyvond the contral of formula-
tors and raw matarial suppliers, the industny’s atil-
ity to rapidly respond fo changing markot conditions
with innovalive lechnologies and processes helps
mitigate any potential negative impacts and maek
rmire the opportunities they create,

"While most analysts are not expecting a complete implosicn

in China, what has and continues to take place there is more
than a traditional market adjustment, and a major slowdown

of growth will impact commeodity markets.”
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EMERGING MARKET DYMNAMICS

Regionally. there have bocn significant dil-
fargnces in the performance of the coatings
industry, and the outlook is expected to romain
variablz inte 2018, China’s growth rate has
slowed, but remains posilive. Brasdl's economy
has abkso softensd, affecting all sepments of
the coatings market, and a return to growth is
nol expecled in the near future, acoording to
Michael T, Wanturini, global markoting manager
for Coatings with Sun Chamical Performance
Figments, In particular, there has becn 4 sig
niticant reduction in new vehicle demand in
bolh Bracil and Russia in 2015, and the gutlook
continues to remain uncertain in the near to
mediwm termn, according to Rajeay Rao, vice
president of strategy and planning for Axalta
Coating Systems. “The health of the ecenomies
in Brazil and China impact the demand for bath
raw materials and fintshed products, and the
current situation in these two counlries has
created a level of uncertainty that impacts the
demand for product and ultimately the share
price of slocks publically traded on the world
stock exchanges,” notes Jeff Cayce, a global
market segment leader for Eastrian.



While moset analysts are not expacting a catn-
plete implosion in Ching. what has and continges
Lo take place thare is more than 8 traditional mar-
ket adjustment, and a major slowdown of growth
will impact commodity markets. according to
Michazel Ol Brown, president of specialty chomicals
consulting firm Strategyilark. He does expect &
greater impact an domestic Chinese manufactur-
&rs, but that alzo includes largcr muttinational
firtns wilh imveslments in the country.

Tne such comipany is BASF, which invests in
local production facilities in order to suUppRort its
customers and meet their demands far high quality
products, according e Markus Karmieth, president,
BASF Coéltings. "Despite the overall slowdown of the
Chingse econgny, the automotive industry continues
Lo growe Lhere, and BASF's coatings business benefiis
fronm its support of its growing OEM cuslomers in
the region,” he obscrves, AL the sams time, BASF
continues o menitor market developments and eoo-
harmic canditiohs in all regions, because they direclly
influence consumer behavior, "0 South Ametica, for
axample, buying power is decreasing, which not andy
affects the automotive industry, bul the decorative
paints market as well. Therefore, it is getting increas-
ingly important to react quickly, be flexible, and pro-
vide innovative sollrions,” Kamieth adds.

It should also be noted that although the
United States does not expart significant quantitics
of paint to the rest of Lhe warld, and most of what
it doos Foes to Mexico and Canada, the —$300 mil-
liin it sales to China may be affected by tho coo-
nomic slowdown there, aceording to Steven Merlfi,
a partner with market research finm Kusumgar,
Merlfi, & Grivaney (KNG

With respect Lo raw raterial prices, Brown
adds that nen-cil-based chemicals should ba
affacted less than petrochemical-derived praducts,
which are also being bulfelad by falling oil prices.

CURRENCY FLUCTUATIONS

The majority of global commaodities are priced
basad on the LS. dollar, which means that coun-
tries that hawve seen their currencies weaken
against tho dollar over the last vear have experi-
enced significant cost impacts for globally priced
feedstocks and raw materials, "The Euro sone,
which experignced a 20% change in currency
value versus June of last vear, is probably the most
impartant region that has been impacted,” says
Wentlurini. He adds that while it is selectively pos-
siiie 1o increase [ocal sourcing 1o gawod some cur-
rency impact, the scope of commodities and raw
materials that are priced in U.5. dollars is so perva
sive 1o the chemical supply chain that radically new
purchasing stratedies are difficult to develop.

The vlatility of currency exchangs rates and
raw maleriais prices. combined with unecerlainlies
in various regions such as Russia, can influence
the giokak economy. acconding to kamictn, "Those
factors rake it mare challenging to farecast the
market than in the past,” he comments, Given
such o high degroo of volatility in the global
econommy, Sun Chemical Performance Pigments
s moniterng the key raw maleral indexes, focus
ing its manufacturing team on process and raw
material productivity, and leverading the flesfbiity
and slabiily afforded by iLs collaboralive sourcing
and supply persannel at Tacilities around the wiorld
to minimize the impact of raw material increascs,
according 1o Venturing,

LOWER OIL PRICES

The recernt significart decrease in the cost of
crude oil has both positive and negative conse-
fuences for the paint and coatings industry. “The
price of gil hit lows in 20105 not seen sinpe 2008,
and befare that 2004, The resulting decrease in
raw material prices dorved from orude cil have
heen baneficial, but the reduction in orders for
coatings associsted with pipelines and all ather
aguipment associatod with the fracking process
hiad @ nedative impact," explains George Pilcher,
a vice president with market ressarch firtn The
ChermQuost Group.

Mot everyone agrees on the level of impact that
[ownezr qil prices have had an rave malerials, bow-
avier, 1T has been muted compared to expectations,
accarding to Brown. "Solvent prices did decling
somewhat, but net as much as expected, and Lhe
pass through 1o spocialty chemicals has ean lim-
ited, with only sfrgle-digit decreases. 1 iz possible
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"The cellapse of crude prices continues
to apply negative pressure on some
economies across the globe ... The

volatility and rapid declines have even led
several autemakers to lower production
and cease sales in these regions.”

that further declines will occur later in 2015 ar
2018, but the impact as of eatly September 2015
fias been minimal,” he states.

On the other hand, there is general agreement
that the supply/demand volatility created by tha
cversupply of oil Lhat led 0 those price declings 1s
a saurce of uncettainty when it comes ta oottt the
pricing and availability of many cil-derved prod-
ucts. "Such uncertainty ray crodte a misalignment
of supply, demand, and price expectations through-
out the value chain.” asserts Cayee, He also nates
that the eallapse of erude prices continuwes to appy
negative pressure ch S0 economies acnss the
glohe, with contractions in dermand obsetrved for
industrial cogtings uzed in the autemative, min-
ing, and construction industries, “The volatility and
rapid declines have evon led several autemakers to
loweer producticn and cease sales in these regions.
If this commaodity retmaing weak into 2016, further
reducticns to capacry could result and create a
trickle-down effect 1o parts suppliers across many
industries," Cayce remarks.

RECOVERY IN EURCPE?

One pasitive trend in 2015 has been the grow
ing numbers of indicaters suggesting that the
Eurcpean economy has begun Lo improve. "It Tooks
like the Europaan econcmy fs finally turning around.
The growth rates are minirnsl, but still significant
because they mean that the economy is noving
in the right direction,” Brown observes, Kamieth
also noles that Europe is perlorming hetter than
was axpected aarlier in the year. The most nolable
change is the improvement taking placse in the auto-
motive sector, which has had 8 posilive impact on
the coatings industry. Venturini is cawtious, though,
given thet the overall market in Eurnpe remains
wery fluid due to continuing currency shifts.

UNPREDICTABLE WEATHER

Erratic and poor weather conditfons in tha
United Slates in the spring of 2015 significantly
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impacted the paint and coatings industry. In par-
ticular, Sylvia Insogna, Morlth Amecrica Marketing
Girector for Dow Coating Materials, notes that
heavy rains and flooding in the Midwest and sub-
stantial snowfall in the Northgast led to significant
delays in exterior painting projects. as well as
transpartation issues for pairt manufacturers,
“While harne and building cwnors may have sub-
sequently completed paint projects in late spring
and garly summer, it is uniikely that the 2015 paint
season will e able to fully recover from these
woather events," sho states,

GROWTH OF THE U.S,
CONSTRUCTIOM AND
AUTOMOTIVE MARKETS

The largest drivers impacting the coatings
incustry overall aro the rising needs in the con-
strugtion and automotive sectoers, according to
Julie 0. VMaughn, vice presidert of marketing and
business developrnont far Ermerald Performance
Materfals. In particular, she painls to growth in
residential and nonresidential construction as driv
ing increased demand for architectural coatings
across the globe, “For instance, we are seeing an
increase in repainting in China as owners seek Lo
properly maintain buildings that were constructed
during the last decade,” she nates.

I the United States, growth of the construc-
ticn market is crucial, because Lhe architcctural
segment accounts for 50 -55% of the paint and
coatings market. The automolive sectar is the next
largest consurmer. "Unfartunataly, while new home
starts are up somewhal, they skl lag significantly
behind the level needod for strong growth of the
5. housing markel. Significant, addilional graowth
will therefore be noeded to maintain a healthy
architectural coalings market into 2016 and



bevond,” Nerlfl asserts, He is more bullish on the
aulcrnotive sector, where ho in fact expects 1o see
increased production and strong derand for coat-
ings, "There is =till a large pentup demand for cars
becsuse many consumers
postponed purchases since
the recession in 2008/ 2000,
The averope age of cars on
the road is higher than it has
feen at any ather time, and
there will be a real necd 1o
replace these alder vehicles in
the coming years,” savs NerHi.

There is concern, however, regarding the irmpact
of & possible incresse in interest rates, "Fnancial
and general industry experts are closely monitoring
the United States Federal Reserve to see if it will
raige interest rales. i they are raised n o8 2015
85 expected, the impact could be a slowdown in
hath the housing and automoive markets, which
in turn could negatively imgact the demand for
paint and coatings i the United Stales,” explains
Murray Hernsley, a giobal market segment leader
for Eastman. He alsn notes thal a rise in interest
rates could take the LS. dollar to even highsr ley-
clz against ather major world cweroncies and thus
impact dlobal trade flows,

Economic instabifty has also besn a chal-
lernge in 2015, according tn Insogna, “In times of
economic inswability, conswner confidence and
spending, including spending on home remodeling
and painling projects, tend to docreose. Greete's
lpoming debt default and, more recently, China’s
aconomic slowdown will likely continue to have
an impacl on the WS, economy in the lasl quarter
of 2045 and inle 20716, Such shifts in the global
economy and stock markets can lsad to hesitancy
armang horme and building ownears to engage in
improvement programs, including painting pmj-
ects,” she cheerves,

It iz worth noting thal some industrial and
specialty purposs segrments are also dotng well
and contributing 10 growth of the paint and coat-
ings markel. The demand Tor marine coatings is
increasing dus o increased commearcial shipping
activity and new technologies that maximize spe-
tific perfariiance features, such as high-petfor
Marice: poxy resins and palymers tailored for tha
formulation of coatings wilh the sbilfty 1o resist
COFOSion. even under extreme emperatures and
pressures and when exposed o chemicals and
impacts, sccording to Vaughn, "Such coatings are
important on tanker ships and for maring cables,
but they also have applicalion as protactive coat-
ings in industrial settings. She noles that specially
costings with antimicrobial and saundproofing
properties are also crperiencing greater demand.

"We are seeing an increase in
repainting in China as owners
seek to properly maintain
buildings that were constructed
during the last decade.”

REGIONAL REGULATORY ACTIVITY

Regulations have a signfficant impact on the
coalings industry. "Potential changes in regulations
always create a level of uncer-
tairdy throughou the entire
valua chain, and throughout the
world foday, raw matorial produe-
ers, lormulatars, channgl part-
ners, and ultimataly end users
can b affectad by different
regulatory changes occurning in
differenl geogdraphic regions,” states Hemsley.

In China, concerns about srmog and outdoor air
rualfity are driving the dowelopment of more strin-
want regulations on the emissions and YO content
in induslrial coatings. Manufacturors arg now sub-
joct 1o a 5% tax for WOICs in excess of approximately
400 g/1, accarding Lo Mauwghn, “Such regalations

are expected o lead to a tremendous shiff in
technologies from low-solids, solvent-based coat-
ings to high-galids sclventhorne and waterborne
lechnelagics and result in increased capital costs
far equipment updrades and ultimately highercost
coatings.” Cayee remarks. On the positive side, the
switeh to waterborne techoclapy has created excit-
ing innowation opportunities for manufacturers of
resing, additives, and pigments, For fnstanca, Sun
Chemical is focusing its research and developrent
eftorts on axpanding its metallic pigments and
clher products for sustainable coating applications,
aoording t Yanturini.

China is alzo linalizing YO slandards for
atchitectural paints tased on the boiling points of
ingredients imilar to Eurcpean regulations) and
indocr air quality standards, according ta Yaughn,
“These regulations and taxes will provide ircen-
tive far coatings imanufacturers to redyce VOCs
and irmprove air guality, howeaver, itwill take time
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fior the industry to adapt and implement change.”
she says, While understandable in the contest of
the need to addross macrg emviranmerital con-
cerns, Bao is concernad that Lhe recently impoasod
environmental regulations in China are coming

at @ difficult mernont wihen costs will be hard o
assimilale.

In Ewrope, the “Paint-divective™ (2004, 312/EL),
which was published in 2014, cetatlished crilesia
for the award of the EU Eco label for indoar and
outdoor paints and varmishes, as well as indoor
alr guality standaids (e.g, ACBB in Germary and
ANSESR in France) and an overall desire in the mar-
ket for low-odor coatings are influancing product
development efforts. “"Major manufacturers are
developing altornative recipes 1o address these
standards and the desire [or ever greener prod-
ucts,” Vaughn obseryves.,

Thoro wers two key repukatory developimenls
in the U5, in 2015, according to Pileher, First was
OSHA Implermeniation of the Stobaly Harmonized
System [GHS) for hazard communication [olas-
sification and labeling). “This new System requires
the first major ‘safety data system' change for the
coatings industry since the advent of the MSDS,
roughly 30 years ago. Unfortunately, far all but the
largest paitt and coatings companics, the need
toimplamnent GHS has meart that cut-backs on
money-inaking activities have sccurred.” he states,

- Second was the regula-
tory roquirement in soulhern
California calling Tor new,
essentially YOC-froc tinting
bascs for use in archileclural
base colors, “Compliance
requires new couipment,

new gringding vehicles, new
wiaws of INCOrparation, now
expectations of the final paint
properties, and new just about
everything alse, ond n 2015
everyone sesmead fo be seram-
i te insLall the naw dispens-
ers that could deal with the new. faster-drving low
no YOO calorants for architectural paints,” Pilcher
assers. Allhough this reguiation only applies to
paint sold in southern California, ChemQuest feals
that it is an important event for 2015 because
implemantation oceourred along with a harrage of

consymer advertising promoting the benefits of I
“truly™ WOC-frese painl. “As importantly,” stresses '
Filcher, "the techinology has been proven viakle
50 those fighting against broader implementation
of such reslrictions are on the losing end of the
lnattle. Companies that do nol sell into Soulhern
Califormia-have now had the chance to ahsene
what's goirg? on and to come 1o the realization
that in arder 1o continue to compete with nalional
plavers, they will necd o offer zerc-VOC colarants,
Therefore, 2015 is & ‘kesp up or fall behind’
Moment.”

Efooides have bean impacted significantly by
recent regulatory dovelopments in both Europe and
Lha United States. As part of the EU's implemeanta-
tion of GHS (as the CLP regulalion?, the new “allar-
gcn” label phrase (EU HZ08) was introduced. This
phrase indicates that a chemical mixture (including
formulated products, such as coatings) may cause
sonsitization via skin contact. Maotably, according
to Craig Waldron, manager of global marketing for
Building Products with Lornea, the frigger coneean-
tration for the EL H208 phrase was delibatataly
Set lower than previous hazard communication
thrasholds in arder 1o protect Lhe percenlEge of
the Eurcpoan population that is already sensiizod
1 & substance. "The lower tridger concentration
for sensitizer hazard communication s causing a
majar shift in biscide use patterns in the EL. par-
Doularly for paints containing the preservative CAIT
ra-chlore-2-methylisothiazolinone), and recantly
WIT [ 2-methyl 3-iscthiazalinone) preservaie sys-
tems bave been coming under pressure as well”
hie Bays.

In addition. Paul Kappock, & senior consulting
scienlist at Lonza, notes that hiocide usags in the
EU will be affected by Article 95 af Lhe Biocidal
Prizduct Regulation (EPR). which took effect
Seplarmber 1, 2015, “Biocidal products consisting
of, containing, or generating a relevant substance
cannot be made availatble on the EU market if
the substance supplier or product supplier. is
net includad in the Article 29 list for the proeduoct
Lypeis] to which the product belongs., except exfst-
ing etocks of products not an the lisk, which can
be psed until exhausted,” he esplains, Therc is no
guarantes Lhal products on the list will stay on Lhe
market, however, & determination of inclusion will
bex rade for gach, and thaose with nogative deci

"EPA re-registration eligibility decisions (RED) have redistricted the use
of certain biocides as presarvatives in paint that function via formalde-
hyde-based mechanisms . .. Paint formulators are thus challenged to

replace these biocides with new chemistries,”
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sions will no longer be approved lor sale. Those
with positive decisions will be subjected to guide-
lings and restrictions for their use.

In the United States, EPA rerggistration eligi-
bility decisions (RED) have re-dislriclad the usa
of certain hiocides as preservativas in paint that
function via formaldehyde-based mechanisms. and
Lhere Is eoneerm aboul olhers that are coming up
far review in the near future, according to YWaldnon.
Paint formulators are thus challengod to reptaceo
Llhese biocides with new chemistriss.

Glebally, Waldron adds Lhal the Lrend toward
WOC-free coatings is creating the nead for improved
Gincidal protection systems, particulary wet-state
bincides, because redoction of e armourt of
coalescents used in water-based costings veduces
their ability to control bacterial growth, This rosults
in the forrmalion of sofles coatings, which are mare
susceptible to dirt pickup and airborne organisms,
suchn a3 fungd and algae, He alse notes that there
i an inerezsed demand for dry-fim praservatives
i low-V0C, exterior coatings.

“Wie belicve that a5 a major consequence of
these trends, there will be fewer opticns for preser
yativas and greatar use of preservativies with mare
than one active agent and, as a result. the overall
cost Lo preserve paints and cogtings will likely
incresse.” Waldran concludas.

SUPPLIER DIVESTMENTS

Ancther intoresting trend noted by both Merfft
and Brovar relates to the divestiturg activity of
major global chemical companies. Several have
spun off operations supplving the coatings industry
as independent businesses, In news just released
at pross time, Dow and DuPont annaunced plans
te combine is & "merder of equals. The combingd
cotmpany will be named DowlBuPont, and will be
subseguently spun off inte throe independant. pub-
lically waded companies through tax free spin offs.

DuPent, having already divested ils coalings
busingss (now Axaha) in 2014, completed the
separalion of its Parformance Chemicals segment,
including its titantum technologies, fluoroproducts,
and chemical solwions husinesses, through the
spin-off of The Chemours Company elfective luly 1,
205, Bayor MatcrialScionce began operating as
the independent company Covestro on Septembar
1. 2015, In March 2015, Dow announced that it
iz separating is L3 Guif Coast Chicr-alkali and
Yirwl, Global Chlorinated Organics and Global
Epey buesinesscs in ordor to mergde them with
Clin Corporation. That deal is expected to close by
the ond of the yvear. BASF is also making a move.
Ire July 2015, the: company announced that it will
Beparate its pigmeants activities into a new gdlabal
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"Customers are, in fact, likely to benefit;
the much leaner organizations will not
have the support of business operations
in other unrelated sectors {o balance
out their performance.”

business unit (GEL) effective January 2006 and
Lhen spin off the GBU in the second half of 2016
a5 a separato lcgal ontity, In May 2015, Ashland
anncunced that itwould sell its industrial biccides
assets within Ashland Specialty Ingredients to

Troy Carparation, The company then announced in
September 2015 that it will split indo two separate,
publicly traded companies—yvalvaling and Ashland
(currently Ashland's Chemicals Group. compris-
ing Ashland Specially Ingredienls and Ashland
Performance Materials), Also in September. Air
Products announced that it will fully separate its
Malerials Technologies business via a tai-free spin-
off to its shareholders before September 2018,
The business will now be known a5 Yersum.

What is behind all of this aclivily? Largely a
desire ta focus oh care technalagies, and. in many
cases, the life science, energy, and transportaticn
industries, which are seen as offering the great-
ect potential for gErowth in the future, What will
the impacl be on Lhe coalings industry—likely ey
Iittle. Most of the newly formed coampanies were
operating as fairly indepandent business units
wilhin larger corporations. Customeans ara, in fact,
likaly 1o boncfi: the much lcancy organizations
will not have the supporl of husiness operations in
ather unrelated sectors 10 kalance out their perfor-
mance, and therefore will need to be highly innova-
Live &nd responsive 1o custamer nesds.

IMPACT OF THE GREEN
MOVEMENT

Sustainakility continues 1o b & majar trend
in the painl and coalings industry. Consegqueritly,
campanies like BASE continue to strengthen their
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research and development activities to provide
their customers with sustainable products and
ways to save energy by introducing new processes.
In the transportation sector, there is movement
towards higher solids and water-based coatings,
the reduction of energy consumption, and the use
of renewable raw materials, according to Cayce.

In the architectural market, Hemsley notes that
the collection of unused paint and the availability
of precise electronic calculators to estimate the
accurate amount of paint needed for a particular
project help reduce paint disposal issues. Many
paint companies are also providing paint with lower
odor and lower emissions in response to the focus
on indoor air quality attributes.

“While government regulations will continue to
play a role, self-accountability and consumer pref-
erences have become more significant drivers for
rapid change. The increasing adherence to inter-
nationally recognized standards and third-party
certifications is allowing customers to verify the
real benefits that paint and coatings offer through-
out the entire manufacturing process from basic
chemical to painted parts,” Venturini asserts. Aside
from meeting VOC regulations, the shift to greener
chemicals is occurring at a “slow and steady” pace,
however, according to Vaughn. “Most major paint
and coating formulators are working on alternative
recipes that eschew conventional high-VOC coales-
cents and other additives (if not all of them), but
regulations on the environmental effects of paints
and coatings, such as the impact on indoor air
quality, do not currently ban particular ingredients
outright, which means formulators are gradually
perfecting greener coatings,” she says. In the

meantime, she observes that both formulators and
suppliers are working to maximize the quality and
value of architectural coatings, delivering products
with the more desirable features sought by con-
sumers, such as scrub resistance, low dirt pickup,
stain resistance, etc.

MULTIFUNCTIONAL SOLUTIONS

One way in which many players in the coat-
ings industry are responding to the challenges
and opportunities presented in 2015 is to develop
new innovations and technologies that afford coat-
ings with increased functionality. A few examples
include industrial coatings that can reduce heat
transfer in industrial process applications, effec-
tively replacing other insulation materials, indus-
trial coatings that are easier to apply because they
have extended pot lives yet are quick curing, and
additives that optimize the sag flow balance in
architectural applications. “This trend toward offer-
ing coatings that do more than beautify and protect
is expected to continue into 2016 and beyond,”
Insogna comments. Rao agrees that suppliers who
continue to invest in the development of new and
alternative solutions for their customers during the
current uncertain environment are going to emerge
as winners longer term. He notes that Axalta just
announced the construction of its flagship Global
Innovation Center at The Navy Yard in Philadelphia
with that goal in mind. “When completed, we
believe that this center will be one of the premier
paint and coatings R&D facilities in the world and
will enable us to support our customers globally
with industry-leading solutions,” Rao adds. @
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