Paint and
Goatings:

What Will Be Coloring the Market in 20077

by Cynthia Challener, JCI' CosnnesTren Contributing Writer

he weat 15 draving to a close
I and 2007 will amive shortly.

What will the New Year have
o store Tor the painl and coatings
industry? Which issues will come to
the forefront? Clohaliwation, con-
serliclalioe, regulalion, innovation—
how will these market drivers im-
pact manufacturers of paintand
cowalings? Whal eflect will changes
in the housing marlet and auto in-
dustry have? CoamiNesTrRoH ashed
these: (questions of leading paint
producers and industry consultanis.
Their thoughts are presenled below.

Contributors: Steven Nerlli, con-
sultant with Kuswomgat, Nerlfl and
Lirowney [KNG); Daniel 8. Murad,
president and CRO, The Chem
Cuest Group; Holger Ebbighansen,
groUp CoMmunication manager
coatings, Akzo Nobel iy Thomas
W bicKay, product manager, BASD
Corporation: Angela B, Streelecki,
sirategic planning manager, Dultont
Coulings & Uolor Technologies;

Bill Wultsohn, senior vice president,
PPz Coatings; Sandeep Coel, mar-
kel managzer, Specialty Additives,
Hohm and Haas Company; LR
Rusty” Jahnson [, matkel man-
ager, Architeriural Binders, Robhm
and Haas Company; Thormas 18
Friwroan, global markering divector,
Powder Coatings, Bobm and Haas
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Crompany; and Susan Cill, DIY
marleet manager, RBohm and Hauas
L IEEN

RAW MATERIAL AND
ENERGY COSTS

J(,T s Do you expect the recent trend of
higher oif and petrochemical
prices o continue in the New
Year? Or will moderating prices
hold firm? Will the paint and
coatings supply chain be able w
tecover higher costs th 20077

Dianied Murad, The ChemQluest
Crougr | expect raw material prices
Lo moderate [or 2007 Ethylene (im-
pacting vinyl acetate), propylene,
anl narural gas (impacting acrvlics)
are loosening wilth the exception of
occasional spot supply interrup-
tiong due to mainlenanee issues.
Natural gas prices are down to the
$3 range. 110, Inyentomes are
lLuilding with the ellecls of Kita and
Katrina hehind us, As one conse-
ruence, Uie industry should be able
Ly achiewe geend margins in 2007 as
it is approaching the baclk end of
the vycle where mw malerials are
going down. (werall, coatings pro-
ducers shiould be able to recover
some lost mangins. They are cur-
rently still behind by 5-8%6 in their
gross malgins.

NoL surprisingly, there will be
continued heavy emphasis on lm-
proning elficiencies. Aller regula-
Licns, this Wend is tle secomed
largest diiver in the paint indusuy.
The biggest impadt (el would be in
cuiting the cost ol plgment grined
ing, which is approximately 33% of
the cost of mamalaciuring and tends
tor e 1he second highest cost com.
ponent after raw materials.

" Amgels B Sozelecki Datont
FErergy prices huve declined some-
what [eom their record highs.
Liespite the recont decline, energy.
raw maderials, and logistcs costs Te-
main significantly above historic
lewels. I 2007, T wounld expect that
crude oil prices will condnue 1o
rise, it at a moderated pace. With
the dependency on perrechemical
priving. the supply chain will con-
tnue 1o be challenged to recover
these costs,

Holger Rihighausen, Al Nobel
nr. We expecl peuochiemical prices
as well as prices of other key raw
matetials (o slay hagh and continue
increasing, although not at the
same pace as wi: have experienced
during the last 18 mones.

Then Mokay, BASE: Marleet experis
are saying crude oil prices will con-
e tor Tise (0 near $50 per barrel.
"Iis will undoubtedly atfect the
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price of many ras materials used in
industrial coarings. How much is
thie g question, and only Lime will
gige us the answer. In general, we
lave a difficult time passing on
these Inenenses 0w malerials.

GLOBALIZATION

JLT: Will slobudizaiion throughour ghe
paittl dand coatings suppy chain
congire? Wil there be specific
gty i 2007 that Havern't
bern observed pet, of isues
will he nore prevalent in the
COmtAg year than have bean re
ety ? 0 sy whai are thepd Will
thare be a lessendog of anry fres-
sures resulting from glohaliza-
finn? 1 s, what would thay De?

St MWerlfi, KNG Clobalizadon
is a kev issue in the paint and coai-
ings industry throughout the supply
chain, Both paint producers and
raw material suppliers 1o the indus-
try ave building plants in Asia
andfer Torming joint veniures with
Aslan companies. Asia is the leading
growth market for the industry, and
all the major players are aclive in
Lthe region. This trend will continue
for yrars to oo,

Planiel Murad, The Ol st
Crowir The shifl of manualaciuring w
Lo kabor cost regions will continue
i 2007, We see a grear deal of ac-
ivity In companies looking 1o in-
vest funther in China, India, and
Faztern Furope.

Angele I Strezedeckd, Duel%ont:
Clobalization is expected to con-
tinue and it is expected thar the
grinwlh rules [ the coalings indus-
uy in emerging economies will con-
tinue to significantly outpace those
ol Nearth Armerica and Western
Lurope,

Eill Wulfsofim, PG We anticipate
thiat Asia-Pacilic (Chi, Souwtheast
Asia, lndia) and Central and Lastern
Furopean demand will grow, and
thal Morth American and Wesiern
Lurcopean demand will have a
slower growwth rate.

Wk Coatingstech. org

I tolger Ebbishausen, Akzo Nobel
e We beliewe thal (urther global-
imation of the coatings industiy is
inevitable as the supplier and the
customer bases strengthen globally.
Only coatings manofactarers having
a strong global reach in both mamu-
[aciuring and distribation will e
able to profit from these develop-
menty, while small regional comnpa-
nies will have more and more diffi-
culty protecting their iargins.

Segments displaying a pardicu-
larly siceng wrend Loward further
globalization are the industial
markets {antomodive, steel, and
wood furnilure, for example). 1n
these sezments, the trend towards
the relocation of the indusiry foreed
coatings suppliers (o shilt their
manlaciiring base to low-cost
cnlnities sevexal wears ago, & simi-
lar globalization trend cin now also
be seen in archileciural coatings.
Sirong growth in howsing and busi-
11855 construdi(m (TR I'IlJfT'Iht':r {'Ir
emetging markels will be a key
clriver (o growth in the coming
TeaLs.

Thamias P Frawear, Widlm and
Haws, Powder Coatings: Fowder coat-
ing represents an emvironmentally
compliant alternative for Jactory ap-
plied finishing of most metal prod-
ucls. Producdon of fabricated metal
goods contimues e leive Yestern
Furope and the Lnited States in fa-
vior ol lewser labor ecomommies n
China, India, Baossia, Lalin Ametica,
and Fastern Lurope. Today,
migrallon represents a
significant chal-
lenye for the
powder coatings
industy as for-
mulators musl
deal with
strandedl ca-
pacity and
cosls in more
I TE 1TTh-
kets, while plac-
ing strategic invest-
ments in emerslng
markels 1o suppon

Market Update

grovwily and followe Lheir global cus-
tommers, Tlhe most notable change
ahead will come with the rising al-
Muence of the middle olass in places
like China, where the nature of lo-
cal demand will change ower ime.
That is, with increases in disposable
income ad more popular concern
about environmental issues will
come greater demand for “clean
techmalogy,” allering an expansive
array of appearance chinices as well
as higher standards of quality and
]TI{-‘T'I'-U'I'I'T'IilT'I{'t‘..

CONSOLIDATION

Jcr: Will consolidation within the
paint and coatings supply chain
covtltntie it 20007 ol ffe same
pace? Wil any specific segments
g8 more activity than others?
Whe {in general) will benefii
fromn these activities! Wha {in
seneral) will experience a deiri-
meretaed effoi 2

Diantel Murad, The ChemQuest
Ol Consolidanion i delinilely
vely aclive | expect e pace will
continue with strategic firms mak-
tng gennd muoney and aclively seek-
ing Lrveslment oppaiuniies.

Stevert Nerlf, KING:
Consulidation has beemn going on
fexr mcrre than 20 years, M&A actv-
ity was high in the late 195 but
then slowed dovwn in the first few
yestrs OfF the current decade. During
the last 18 months activity has
picked up noticeakly
again and should con-
tinue at a height-
enedl pace om into
2007,

Throweas 12
Frawunan, Roko
eerad Hater
Cormpere I
Westen Furone

and Nerth
America, the indus-

trial coatings seclor s

tipe [or consolidation
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as major producers seek to optimize
cost of goods sold in ever o
challenging markel canditions. The
most likely acquisition candidates
winld be mid-sized, privately
mwenied companies with good
brands and reputations, where
plants could be shuttered and pro-
cuction transferred to existing as-
sets. Additonally, | would expect
Imajor coatings producers to con-
tinne the process of consolidating
second Lier plavers in groseth inar-
kets like Cluna to achieve gieater
market agoess.

Awggel B Sirceleclst, DuPong, We
expecl Lo see contnued consolida-
tion within the supply chain, espe-
cially in those marletys that ave st
highly [ragmeted such as select in
dustrial and decorative segments.
Globalization of coatings consumers
will continue wr drive consclidalion
as suppliers look 1o serve their nulti-
national custormers in their local re-
SicHg.

Holger Lbbighausen, Alzo Mobel
m Globalization is a kev doiver of
consoldition. Aleco Nobel will we
tively pursue arganic growtl and
growth by acquisition to be a front-
runiner in the consolidalion of The
coatings industy,

LOW COST COMPETITION

JCT: Lowr-cosf competition from
euteralng reglons of the world is
Whely ro increase, 1What specific
it do o see this increasing
cewnpetiian havtng on the war-
ket fn 2ONI7T

Dawted Murod, The Chem et

Croup: Low-cost compelition (s pres-

ent in raw materials, particularly in

dry goods such as pigroents aned
fillers. O the tormulated coalngs

side, China is alveady exporting a

greal deal of powder coatings Tal

they seem to find their way imto

Fureape more so than the TLS, Thiy

is in part due 1o the [acl thal some

Furopean manufacturers that in-

vesled Deavily in buildiog siate of
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the-art facilities in China are taking
advanlage of low-cost production
and impornting powder aoalings
back into Furope. | exgpect thai
Chinese manutacturers will also ex-
port e the U5, eventually. There
ig litthe evidence ol that acourring
already,

Argele W, Steceleckd, IePonm
Competition from emernging regions
has been increasing over e preced-
ing vears, and we expect it e con-
finue in 2007 . Multinational suppli-
ers to the coatings indusiry need (o
be able to compele locally in the
markels they serve, Additionally, ad-
vanees n technaology continue to
plav a signilicant tole in the indus-
try and the value delivered to the
COIELWINET,

Then MoFaps BASE The main Tow-
cost providers impacting the coil
amil extrusion market place ave
labwan and Feorea, wille Il and
China lurking in ihe background. 1n
peneral, more coated material wi)l
e imported as the price gap be
tween Asian steel and domestic steel
widens. U this gap woere to namowy,
mere product winld be coated dao
mestically.

Thurttas £ Irmrmnan, Retur and
Haizs Comparrry; The applied cost of
poweler coalings 15 Llargely deter-
mined on the customers’ factory
fleor. Bohrn and Haas will contime
o invest in &L 1o provide more
application-efficient and lower en-
eIgV CUTIDE corating systems,
Tarthermore, we will deliver the ap-
(Hicalion sUppOLT T IDSUTE CAIT CL1s-
touaeTs lmow Trowe do apply ouwr
coatings (o 4 manner consistent
wilh meeting their cost objectives.
W fee] thal beler technology, ap-
plied maore efficiently, will deliver
lenwer applied costs for the customer
than cheap malerials.

Holger Lbbighanzen, Akso Nobel
i We don't expect any specific
negative effects Trom this develop-
menl. We have a clear strategic fo-
cus on the emerging regions, which
alser mennys thal we continue to &%
pand our own manufaouning base

into those markeis. ln doing sa, we
will be able to profit from the cosi
adwianlages in emerging regions
Sl Walizohae, PP PP s [o-
cused on being competitive in each
region around the globe, PPG's
lechnology and fechnical support
are tools that enable us 1o deliver
extra value o our customer base.

INCREASING REGULATORY
REQUIREMENTS

JCT » Will addirtonal regitlatory re-
gjirements be implementad
207 AL 0, wlide die they and
urherr mepact wight thay have?

Steven Nerlft, KNG New regula-
tions will he laking effect through
the rest of the wear and additional
resmlations will e promulgated in

2007 . Increasing repulalory resuic-

tions will be the nonm for the fore-

secable future and will affect all seg
renls ol the patnt and coatings
industry

Bl Walfsohn, FPG: There may be
prresfounned impaet by new Baropean
legislation, relerred Lo as BLACIT
(Regulation, Fraluation. and
Authorization of Chernicals), andel-
pated Lo be enacied in 2007 1t is ex-
pected 1o involve more than 30000
chemical compounds made o or
sliipped into Lurope. ‘This could
have far-reaching etfects acvoss the
industey, and possilly helyy spue
similar legislation in nther parts of
the wirld,

Amelu R Stroglecki, Dulonl:
Eegulatory requirements and the
shift to greener technologics contin-
ped wr drive the indusimye 1o powder,
higher solids, and warerborme coat-
ings. Tncreasing regulatony reguire:
mends in Eurape and Calilomia oo
2007 will driwe much conversion to
waterhome systems,

Sandeep Coel, Rebon and Heas
Cowrary: 'Lhe continued wend to-
wardls lower volatile organic com-
pound (YOLD Timi, particalarly in
California as well as the rest of the
LS., will Tead o further perform-
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ance improvements in low-voo sys-
Lems.

TECHNOLOGY DEVELOPMENTS

‘]CT: MNangntaterials, st codlings,
aral pifer stute-of-tha-arr t2ch-
nilogdes are being adopred more
widely by the patat ond coaring
industry, What cam we expect
frivre thgse aend other novel tock-
nednges in 2077

Staven Narlfi, KNI
sanomaterials are recelving greal
interest, parbcalarly as inorganic
additives such as fillers, pigments,
and extenders. Some researchers are
eleveloping resing lormuolated as
nanoscale materials, Smart coatings
are at the infant stage, bul inferest is
definitely growing, Intecest in tese
novel lechnologies will continue to
arow 11 2007,

Angelu B Strzelechi, Dutont:
banomaterials continue 1o he an
ared of significant inlerest arul in-
vesitnenl. There are commercial
examples where the application
of nanomaterials in coatings i
parts ienproved Munclionaliiy. An
example where we have inte-
grated this into oot prowduct ofTer
ings s Voliron™ wire enamel,
which provides superior elecrical
insulation propetties. Researchers
will conlinue Lo investigale addi-
tional applications that transform
the performance of traditional
coilings Lo previously unatain-
able levels,

Thorrtas 2 Bralastarl, Holisl and
Haas Company: [zpanding posw-
der coatings’ share of the indus-
1Aal comtings mirkel will depend
heavily on advandng technology
in the folleweing areas: Tower cure
temperalures; enhanced appear-
ance properties such as spatter
finigh tesctires and hcigher
melallics; smoother thin filim
clear and opadue coatings; im-
pronee] appliciation at higher rates
on both simple and conplex parts;
bET_’tL’T S{JI'I._'Iﬁt_H'IS ﬁ]r Cuslommers re-
cuiring numerous colors and fre-

WLy, Coating stech. org

tuenl color changes; coatings it
provide protective propertes with
minimal surface preparation; and
e ralilily.

Developing products that Tulfll
Lthese artributes enaliles powder sup-
pliers to deliver substantial benetits
tor the indusirial coatings buyer and
compete more aggressively wilh al-
ternative cosrtinggs. These benefits in-
clude favarable economics, cuviron-
mental compliance, and cured Milm
pertermance.

Additionally, new markels in-
cluding engineered wood. plastc,
and melal coil are accessible 1o
powider coatings with order ol nag-
nitude imprisements in cure tem-
peralure, prwder application, ang
APPeArance propetiss.

il Wudtsohn, PP Developmen
and awailaldlity of those technologies
reparesenl two ev enablers for a suc
cesslul marketing strategy. Coalings

supplicss, in conjunclion with origi-
pal eguipment manufacturers, will
sirive (0 establish a premivm image
and walue for their rezpeclive innova-
tiomns in the eves of the consumer.

Market Update

Lxamples of FMC's recent new pood-
uct imtroductions include Durabwd
sprayaldie hedliner, the Tirst OLM-ap-
plied sprayable bedliner tor pickup
trucks; Andioguard spravable damprer
to reduce soumd inoatomedive pag-
.wngt—‘.r CLIm pﬂl'Ll‘l‘H:".rlL‘ij 'ﬂﬂd.
Ervirglrime NT lead-tree elecovocoar
for enhancing a vehicle's cormosion
propertics whils: leading in environ-
mental compliance.

PRODUCT INNOVATION

JCT + Will R&D [eacding fo protuct n-
rousion b dmporianr in 20077
If so, how can we expect o see
that sipnificance veflocied? Wil
there be extensive new freodunt
ingroducrions ¢ If so, i twha
aAraaEd
Stevet Merl, KNG Producers of
organic additives traditionally have
relied on product immovation as
g means lor mainlaining o1 ex-
panding market share, They are
constantly developing new ma-
lerialy or new formulalions of
existing compounds that are
more concentrated ot use a dif-
lerent carriel Always, Lhe goal s
o otfer improved perfonmance
at an eguivalent price or egual
performance al a lower price,
S weelfsolm, G Coeatings:
Mroduct innovaton remains a
ke to PPGs rechimology Teader-
slip ole in the markets we
serve, and to maintaining a
competitive advanlage in those
marketplares. Invention in and
of itselt is not a fulfilling strat-
t"j-__.’}- 'F(‘.IT ENIT CHNISLOITIESES Or DL
compaliy, bul market-driven in-
novation can serve unmet—and
unrerogiived —markel needs.
‘That combinarion must result
in a differentiated value to cus
tomers thil will allow therm to
caplure share o1 to value price. We
strongly believe the melding of our
reseitcch and development and mar-
keting and sales initiatives is essen-
tial in serving the needs of oure cus-
temers, and in meeting the grosh
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gokabs ol our company. The success
ol this approach is rellected, for ex-
ample, in the five PACE Asards that
PP has wan during the past six
vealrs. (In 20046, PPC won the award
for its collaboration with Ceneral
meptory om the developoent of an
environmentally Mrendly, color-spe-
citic powder primer. )

Susan Gill, Bolme and faas
Caormfeeny, We expect to s0e conti-
ued groweth in, and introducion of,
specialty high perfonmance painis
for various applications. Examples
include primerless painis for exte-
ror applications, cleanable coat-
ings, and mildew-resistant paints.

Sarndegy Goed, Refim amd Has
Compary: Perflormance o pastels amd
deep tones will coniinue 1o be im-
Portant.

Tiwm MoKay, BASF: Key advance-
ments we expect (o ses reach The
macket include improved durabilivy,
andl increased reflectivity for toofing
products.

Angela B Strzelecki, Dul'orue:
Frvironmentally fiiendly applica-
Lionsg, such as waterhorne systems or
improved powder systenns [or hew
anel existing applications, will con-
Linue o be areas where adwvimees
will be made and we expect sales
from these technologies to grow in
2007,

Holger Lbbighatusen, Akzo Nobel
s We regrand innovation and in-
veslment 1 new terhnology as a
kew groseth driver [or our coalings
businesses, particularly in the ma-
ture markews of the TLS. and
Western Durope, A continuous
streamn of iInnovations is cssential
Lo allow [or Deler dilferentiation in
order to secure margins in this
highly cornpetitive environment,

Inereased environmental regala-
tions are a challenge but are, aL the
samne ime, another deaver for inno-
wvation and, s, ofler appaeriing
ties for the well-prepared company,
The implementation of the first
stage (as of January 1, 20073 of the
ELY VOC= Directive in decorative
products and vehicle refinishes is an

iz Movembor! Decombor 2006

exiruple lor this, In this case. our
eatly ability tor supply compliant
products helped us 10 delend and
gxpancd nur positon in a number of
malure markets,

.]LT: Are therg an) otber D not pet
rtepttioned vl unill mpact the
teing and coatings industry in
2007 N sy, whet are they and
ity will they be imporiunt?

Stewen MerlH, KNG Inthe TS,
recenl results in the huonosing and
automotive mirkels should be of
concern Lo manufacturers of paint
and coatings, New home sales {niw
homes always require painting) are
dleclindng while sales of pre-existing
Tiormes are stagnating, The architec-
wural segment experienced healthy
groneth rales as e market boomed
iwver Lthe past four vears, The decline
in howsing sales in the LIS will
neny translale inko lower groselh
rates for this segment, which ac-
counts for 50% of the markei.

In the autamoelive macket,
planned Hant cleswres by Tord and
recent announcements of signifi-
cantly redueed productivity a
Maimlert hivsler will also translate
wte reduced demand for paint and
coatings. The tmpract will e quite
larcniad, with both large producers
and small paint sheps feeling the
cifects. Some of the reduced pro-
duction will evenmally be replaced
by three mew TLS plants announged
by Tewyerta and Llonda. lowever, be-
cuuse Lthese plants will not be oper-
ational for several yeurs, the con-
traetion of e LLS. auto indusley
will definitely talie a toll in 2006
and 2007,

Dzl for durable goods ends
Lo be more stable. However, where 1t
has been feasihle 1o shill producion
toa lewaer ool regions [(wood [urniiure
and fawre coatings, for example),
mman facturing has been meswed ofl-
whisres

LK. “Husne® fokmson 11, Bohme and
Tlags Compernys Tru the architectucal
markel, hig box stores! mass mes-
chandisers are comtinning to o

their share ol the conirctor paint
business at the expense of company
il paint swores, independent
paint dealers, aned oiher autlers.

POSITIVE FACTORS

xT + Wha pasitfve faetors can yem
tefemtify that will drive growth in
ke fainl and cooftngs indusiny
i 20U

LB, "Busry” Jolmsm 11, Rohn amd
Haas Company: While there are
raaty challenges Lcing ppaint and
codtings producers, Lthere are also
many opportunities. One ey area is
the increasing inletest in green
painrs and coadngs. Archilects,
builders, and some miunicipalities
are looking (or TEREDS and/or Gireen
Seal approved products (incloding
environmentally friendly paints) for
building parexjescts,

Angela . Streelecki, Dol
Industrial production has remained
stromg globally through much of
20046, A continnation of this rend
would have a posidve Impact cn the
industry. Additionally, coatings is an
industry where techiologioal wl
vances continue to e made inoap-
plicatiom and performance, leading
Loy greater value in the indusiey over-

all.

Holger Ebbichausen, Akze Naobel
e The Clohed Coarings Report 20006,
published by Ao Nobiel, conlains
a comprehensive market analysis
[roxm Burcmaonitor Intermational, an
independent markel inlelligence
company. Buromonitor's analysis
clearly indicares that the coatings
industry can look forward Lo
healthy grosvth in the next fiwe
years. This farecast i lased on the
tollowing factors: a positve eco-
nemic climate in many mature mar-
kets in the LIS and Furope: a
strong international constnacticon
Tresermy; healthy demand in special
purpose coalings {maring, car relin-
ishes, acvospace); and, as already
em phasioed, sirong growth o
cmerzing markets 6l
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