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In an industry that
relies heavily on innova-
tion for success, paint
and coating manulactur-
ers realize the impaor-
fanee of investing in new
product development ef-
forts. Those efforts have
heen frustrated for both coating and
resins producers as high raw material
prices and shorages of key ingredients
have companies focused on finding al-
ternatives, Where new product develops-
ment activities remain strong, they gezn-
arally are driven by anticipation of the
passade of regulationz lhat will affect
current farmulalions. Meanwhile, the
recovery appaars o be slowing some-
what, and 2012 does not 0ok 1o be a
year of strong growth for the industry.

RAW MATERIALS MATTER

Market analysts apgres that the pre-
dartinant ssue 0 2011 has been raw
maleriale, Costs of key ingredients for
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Hamef2o011 probably has
been the period that has
seen more approvals

of alternative materials
than at any othar time.”

resin. pigment, and ad-
ditives suppliers have
tisen dramatically, and
these suppliers have
besn passing those
increascs on to Lhe
paint mandfacturars.
Coatings companies
have besn oble to pass sama of these
higher costs on 1o Lhelr CUSTOmeErs.
"Coating prices are definitely up com-
parcd to where they were five years ago,
but painl companies have not been able
i pass on all of the increased costs, so
profitability is down somewhat," notes
Sleven Mertfi, a principle consultant with
Kusumgar, Merti & Growney (KNG

Hopwever, since Lhe industry is still
npersting from a pasition ot historie: bigh
prices far paints And coalings, manufac-
turers are still daing fairdy well, according
o Wichaol 0. Brown, @ managing parter
with TZ Chamicals. The higher prices
and tightness far certain raw materials
have continued late ivto the third guar-
ter despite a softening of the markel for



chemicats overall, which includes paints
and cuatings. "Pricing power remaing
fairly strong sven though we have seen a
slowdown in demand in most sectors of
the paint and costings market gver the
sarmmer,” Brown chserves. “The soften-
ing has, however, blunted somewhat the
ahility of raw material supplicrs to con-
tiye o pass through price increases,

It appears that we are edperiencing a
plateau of sorls, and likely only mind

mat grovwth will be observaed from o
through 2012," he adds.

Faw materials of particular inote
include Lhe acrylice. titanium dioxide
4TIk, ), and some isocyanales. The
high prices and shorness of supply of
thess and other ingradionts have bean
a real challenge for many in the coat-
ing supply chain. Most companics have
been forced to invest much of their
RE&D resources intn cullng costs or
finding afternalive materials, "With faw
exceplions, most manutacturers arg
focusing their technical efferts an try-
ing to maks marginal imprevements in
axisling formulations and pricesses to
make products less expensive, and os a
consequerics, minimal development of
new technalogy has besen ascurring this
wear,” remarks George R. Pilcher, 8 vice
prasident with The ChoemQuest Growp.
He goes on to add that when they are
nat optimizicg products oF processes,
they are working to approve allemativa
sources for raw malerials or 1o idertfy
substitules for some ingredients in o
der 1o get around Fllocations.

"I my qpinian,” Pilchar asserts,
"2N10y2011 probably has besn the
petiod that has seen more approvals
cf alternative rmalafials than ot any
cther time.” Brown agrees. "Theare has
hesn a lat of reformulalion gaing on
and & very high number of new produet
introductions this vear. It is not novel
technology that has led ta thesc prod-
uict launches, but the need to lower the
cost or got arpund allocations in crder
10 keep producing.”

Tik, still has many people corn-
cerned. The cost of tilanium are con-
tinues to rise, and with the softening in
the coatings market, pigrment produc-
crs may begin 1o experience difficulty
passing those higher costs on o paint
producers. The high prices are alsq cn-
courading many new cntrants into e

rnarket, particularly suppliers and dis
tributors in ermerging reglons like Ching,
actording to Nerlfi, In facl, Pilecher
believes that tianium dicxide wili be 2
problem through the caoming thres o
tour years. “Itis an extremaly expensive
proposition T open 8 neWw Imine, so are
praducers don'l want 1o make such a
large investment withaut knowing that
theve is adequate refining capacity avail
ahle. Meanwhile, refiners don't want to
add capacily until thoy know that the
gre will be available. S0 we have a rcal
standoff,” While demand for coatings

is lower right now bocause of the show-
down in the market, and shortages have
tharefore easead at thiz momeant, any
pickup i demand will \ead Lo problems
wilhy TiD_ supply. "The situatich is sori-
ous enaugh thal some smaller compa-

mies could eventually he put out of busi-
ness -or, t the very least, bo torced to
drop certain product lings,” he says,

CuPant has announced Lhat it will
ke expanding Ti0, capacity at existing
facilities in the U5, and will be add-
ing a production ling in Mesico, with
the work to be completed by 2014,
AvzoMobel meanwhile, has partnered
with Guangd CAVA Titanium Industry
Co. Ltd, of China for Lhe production and
supply of Ti0,. The Chinesc oormpary
i& eurrently sonstructing a Tid, plant
in Qinzhou that will come on-stream in
2014, "AksoMobel’'s deal in China could
be & bellwether move. The largest paint
coinpany in the world will have its own
Ti2, supply in China, which could give it
a tremendous advantage for supporting
this key market,” Merlfi notes,

CENSUS DATA TO DISAPPEAR

An important dosision was made by the government this vear that will im-
pact the paint and coatings industry even though it was not a regulatonyrelakad
actian. The Current Industrizl Report (CIR) program of the 113, Census Buyeaw
has besn providing monthdy, guarterly. and annual measures of industial acti-
ity for many years. The primany anjective of the CIR program was to produce
timely, mecurate data on production and shipments of selected products, The
data are used to satisfy economic policy needs and Tor market analysis. fore-
casting, and decision-making in the private sector, Twa of those repocls—the
quarterly Faint, Yamish and Lacaguer report and the anmual Faints and AlHod
Products report. specifically coverad LLS. sales of paints and coatings.

Imite FY2012 budget sukbmizsion, the Census Bureau made the deci-
sion to termingte the collection ol data for the CIR pragram. According to the
Bureal, in order to secura funding for new producls, cuts in somc existing
programs had 1o be made, and it was lound that the "availability of manufac-
turing data fram the Annual Survey of Manufaciurers and the S-vwear Economic
Census help midigate the ioss of the CIR dals preducts.”

The lzsl reports were isswed earlier this vear, Further data tay be col-
lected onby i industry will Tund the pragram.

“The docision to slop producing the Currenl Industrial Reports is an im-
porant issue for the paint and coatings industry,” states Allen Insh, director of
Induslry Affairs and counsel at the American Coatings Associgtion, “Many in the
coatings industry may not fully understand Fow much they rely on the informa-
tion genersted in these reporls Ut they are no longer svailable. 1t will become
increasingly difficult W gather meaningful data on Lhe industry, and the markst

will hecome less transparant.”

Basic chemical. resin, additive, and pigment suppliers may be affected the
most, Pairt manulacturers are closer to their customers and have a graealer
ablity to lrack demand trends. Raw material suppliers, howewer, are further
removed from the end users and are likely to find iLimore difficult te identify
and respond e end-use demand shifts quickly, accarding te trish.
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REGULATORY
CONSIDERATIONS

While raw material availahility and
pricing have kad a hugs impact on BE&D
aclivilies, in some areas the potential
faor neww regulations is also driving dewel-
opment efforts. Bisphenol A (BP&) in can
coalings, Texanal in waterbarne coat
ings, Elycols in colarant systams, and
phthalates in general may all need to be
replaced at some paint in the future i
anticipated regulations coma to pass.

BPA is an issuc in can coatings.,
Even Lhough the Eurcpean Food Satety
Autharity (EFSA) determined thal here
wias not convincing cvidence 1 support
Lhe ban or Turlher restrict its use, leading
producers of can coatings—valspar, PPG
and AkFoNobel—continue 1o actively seak

The American Cogtinds Association
hases s success on how well it serves
its mombers, increasing networking
upportunitiss, engaging in governmmont
advocacy effarts, providing educational
gpmrtunities, and communicating
aboul Lhe value of the coatings nodus-
try—all such activities ek ACA member
compAnies improve their botiom ine.
Considering the progranns, services, and
accomplishments so far in 2014, this
YEEr was & successful cne, actording to
ACA president and CEO 1. Andrew Daoyle.
He sxpects 20712 to be strong as well.

“BCA was very amtive in 2017, offcr-
ing seviaral conferences and webinars,
working to expand the PafimtCare pro-
gram, lobbying o fimit regulstony expan
zinn, and publishing important member
nols including our Gingal Market
Anolyeis. to name just a lew activities.
Treoughout the voar, we have received
consistent, posilive rmember fesdback
regarding these and many other efforts,
The challenges are daunting, but the as-
sociation and its members have been up
Loy Lhee Lk, W conrtiue to t0CUs our -
SOWCES 3nd tackle e issues of greatest
concern 1o the industny,” Doyle savs,

In 2011, the Paintlare program
was implomented in Oregan wilh well
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A coating solution that does not contain
BPA, "BPA is present because Can coal-
ings cortain epoy resing to g2t rid of
BPA, therefore, moans removing the
epoay resing and thal is no easy Eek,”
Filzher comments. Actylics will kely con-
tinue 1o be used. but there definitely wilk
be opportuniies for oLher raw materals
rizt traditionally found in can coatings.
Proasibie candidatos according to Filcher
include nomvolatile asler or polyriric
plasticizers Lhat would function a8 a co-
alescent for acrylic-based coatings,

Many architectural paints will span
b faced with Lhe need to remove the
coalescent Texanal from their formu-
lationg, Once the ASTM finalizes its
newe test for VOO determination (ASTRM
DEREG], the EPA iz expoctod to classify
Texanal (2.2.4-trimethyl 1.3 pentanediol

| —_| ACA STRIKES THE RIGHT CHORD

over 300000 padlons of paint collected,
California will be implomenting the
prograrm in 2012, with Conneclicul set
to implement it in 2013, It is likely that
sevaergl other states will adopt PaintCare
within the rnest couple of years,

The: CoatingsTech Confarence in
March attractod abmost 250 partic-
pants whea discussed aspacls of new
developrents in coatings science.
Specialized conferences an marine,
winl. and polyurethane coatings also
allracted a growing numbor of attend-
ees, The Coatings Surmmil provided &
key nelworking cpportunity for abaut
150 {eading execytives. Throughaut the
yizar, AGA offered more than 20 wabi-
nars, covering topics of imporance to
the coatings industry including regula
tony npdates, “All of these events were
wery wiell supperted by our members
and rmet or exceaded our projections,”
adds Doyle, "That gives a cloar indica-
ticn that ACS is providing real value to
its megnbers: we are hitting the right
chovds in terms of the topics.”

Publications from the association
provide additional educational mo-
sources tor members, "The fourra! of
Coatirds Technofogy and Research is
the leading scignce and technology jour-
nal for the industry in Morth Amnerica, i

oo 2-methvipropanoats) as e YOC.
The substance is widely used in latex
paints because of its pefarmance and
currgnt non-VQC status, With the atter
STHIN Lo be o longer the case, nonvals-
tile ahernatives will be sought, Here
Agzin, according to Pilcher, ester and
prlymnetic plasticizers mighl work.

Producers of colarants for Lse with
architectural and industrial mainto-
rance coatings will need to reformulale
their products to be in complianoe with
California’s South Coast Air Quality
Management District (SCAQMD 113
rule which takes affeclin 2014, The rule
requines that all WOCs from colorants
he counted in determining the YOCs of
the paint formulation. Most colorants,
according to Pilcher, contain volatile ghy
cols that will need o be replaced.

not the werkd,” Doyle notes. The journad
COrHIinUCS to grow in stature, with the
rumber of paper submissions increas-
ing 5t a wearny rapid rate, "We couldn’t
D more pleascd with its peformance.
ILis a real lesiaiment to the slrength
and innovatkve nature of the industn”
The association's other magazine -JCT
CratingsTech—has also seen sipnlficant
Erowth in 20001, Mot enly is it ACA's
flagship publication, it aiso serves as
an impeortant source of informaticn an
coatings scicnce and technologdy, ac
cording Lo Dovie. 1t is expacted Lo con-
tinue to expand i 2012 a5 wall, ~J0T
CogtingsTech is wnigue in teyms of the
informatian it offers, which includses a
combynation of association nows, high
|evel soience and technical information,
basiness news and recent develop-
ments. and market overvicws.”

fn May 2012 the industoy™s premier
sgignce and technology conference, the
American Coatings Conterence, will take
place alongside the Awmerican Coatings
Show in Indignapotis. EN. A crpects
1o recsive g 20405 increase in the
number of papers sutimitted and an-
ticipates both increased quality and atl-
tendance for the technical conference.
For the trade show, the assaciation has
already sold 80% of the total sguare



In anather example; the court of pub-
lig opinion and wocal nongovernmental
arganirations (NG0s) have been driving
the discussicn about phthaiates, and
many cormpanies anticipats that Lhese
rnaterials will comoe undsr regulatory
goruting at some tirnes in the not-too-
distant futare, Whife bendoales are oftan
suitable replacements. there is concern
that these compounds will also eventu-
ally be tarpeted. bs & result, many cost
ings and inks producers have focused
on next generation alternatives that can
serve as subslilules for bath phthalates
and henzoates, according 1o Pilcher.
Beveral possibilitics include terephthal-
ale products 168 and DFT from Eastman
[corventional phithalate producls are
orthe-dervativesh Hosarmeol ™ CINGH
frarm BASF {12 Cyclohexane dicarbho:-
ylic acid, di-isonchyl ester); Mesamol

factage of booth space sold in 20010,
which equates to aboul three lnes the
arnount =old at this time leading up to
Lhe 2010 show. "These numbers gre
wery positive and ake creating & ol of
exciternent about the ACS in 2012,"
Doyle slates. “The American Coatings
Show is very important to ACHA ancd Lhe
industry, To sec such a high level of
inleresl is again confirmation that we
are g@iving aur membears the events,
programs, and opportunities they value
and desm Wnporkant to their suoness.”

The ACA has alsoe been successiul
in deaiing with koy regualatory issues
in 2011, Maost recently, the organiza-
ticn tearmed wp with other rade growps
to educate the administration and
Congress regarding e burden that
new ground ozans regukations would
hawve on the industry. Those efforts were
successful and led to a White House
decision 10 withdraw their proposal or
those regulalions. The EPA doss, how-
eviel, continue 1o issus regulations in
the clean air arga, and many statcs are
introducing initistives selaling o green
chemistny and child health fssues. ACA
will continue Lo address these agtivi-
tiee at both the fedearal and state level
in the coming year, as well as partici-
pate in any discussichs regarding the

Il from LANXESS (alky i C10-C2 1isulfonic

acid phenyl ester); and a large numier of
esters and pabameric plasticizers from the
specioty producer Hall3tar, among others

NOTABLE DEALS

While raw material producers were
raising prices, thay were also making
fuite a few deals. In fact. the largest ac-
quisitions took place inthe raw materizl
space and not in paints and coatings.
Some of the mast noteworthy deals
of 2011 includcd the completion of
BASF's acquisition of Cognis, Ashland's
purchase of 5P, Solvay’s deal ta by
Rhodia, Lanza™s acquisition af Arch
Chemicals, Clariant's purchase of Sud
Chemiea, Berkshire Hathaway™s buving
of Lubrizol, Gmnova's finadization of is

modcrhization of the Toxic Subetances
Contral Act (TSCA).

ACH Is working to improve the indus-
try's grassrocts efforts and will he dovel-
oping tools and guidance materials that
will erable members to become maore
involved, In 2012, the ACA will be al-
locating more: funding to slate advoracy
efforts 0 response to recommendations
fram the Goard of Directers. This recam-
mendation Arpsea from a board level re-
yiew of e ACA activities to identify key
issuos for the association going forward.,

Sustainability was also identified
as anissue, and a warking group in
2011 focuscd on devetoping matarials
for comrmunicaling Lo merBers, meam-
ber custamers. policy makers. and the
general public about how the paint and
coalings industry contributes to sustain-
ahility. An irformative brachure and
interactive wahsite were ciealed that
provvided numerous examples of how
coatings technaologies contribute o re-
duced resource consumption, Tuel use,
and carbon dicKide emissions,

The Board of Directors also recog-
nized the valss that the biternational
Faint and Printing Ink Council {IPRIC, 1o
which the ACA serves &5 Lhe secretariat,
has provided to the industry. High pricrity
has beon placed on providing contingeed

purchase of Eliokem, and Arkema's
acquisition of Total's resins businesses
(Cray Valley, Sartomer, and CCF:. Wilh
the addition of those aseets to the
UCAR business which it purchascd
fram Dow Chemical in 2010, Arkema
has roocome a kig player in the resins
iarket, gocording to Nerlfi, Moanwhils,
kormerdive sold off Hexion's resin
husiness (peked up in its mearger with
Hexinn in 2010) o Curopcan invest-
ment greup PCCR. Lubrizel's purchase
does nat really affect the marksl as o
consolidation ocourred. The same can
b zaid Mo the ClariantySud Chemie
deal, a5 11 is & complamenlary acouisi-
tign, according to Brown.

A= for paint and coating manufactur-
ers, aclivily seems to be largely focused
in emerging markets, Yalspar mads Lwo
dedls in Brazil, purchasing lsocoat Tintas

support of the group, which serves as a
Torurm for the industrny t0 engage in dis-
cussions about international regulations
an the UM level. The Board alsg recom
mended formation of a new intemational
affairs committee and warking group.
and those recommendations will be
implemanted before the end of 2011,

Finally, in 2011 ACA published its
wpdlated global market analvsis and has
hired The Chemiuest Group e prepare
the latest LL5, Paint & Coatings Inoustry
Markar Analysis, which is to he izsued
inzarly 2012,

“Qur goals as an association are to
acvanes Lhe interests of the coatings in-
dustny: serve as an acdvocate: oller pro-
grams and zenices that suppert the in-
dustny’s commitment to envirgnmertal
protecticn, product stewatrdship, heaklth
ard safety, and the advancernont of
solence and techinology, and provide
a farurn for the oxchange of ideas and
nfarmalion. Given the overwhelming
positive Teedback from membears o aur
various activities and accormolishments
in 2011 and the excilement haing
generatod by our plans for next yaar,
we bhefieve that we are meeting those
goals, | feel very provd to be a parl of
ACA and the paint and coatings indus-
try,” Bayle concludes.
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e Vernizes Ltda. and forming a joint
venture with Tekno SA. Akzo opened a
new powder coating plant in Mexico and
formed the previously mentioned joint
venture in China. PPG expanded its JV
with Asian paints to a 50/50 arrange-
ment, but also purchased Danish wood
stains company Dryup and expects to
open 50-60 new stores by the end of
2011. The Sherwin-Williams Company
acquired U.K.-based Leighs Paints, a
fire protection coatings company. Many
leading paint companies also made in-
vestments in R&D and testing facilities
around the world, according to Nerlfi.

The global paint and coatings in-
dustry is fairly consolidated, so there
are not a lot of opportunities for major
acquisitions. But, according to Brown,
there are smaller opportunities, with
many regional firms still operating and
smaller companies located in emerging
markets. Most analysts expect there will
be more acquisitions in 2012, both on
the raw material side and in paints and

coatings. Even though valuations have
risen and are likely to remain higher
than they were a couple of years ago,
money is very cheap right now—even
cheaper than a year ago—and that can
make a big difference, he believes.

As for growth in the paint and coat-
ings market in 2012, no one has high
expectations. Annual rates of 1 to 1.5%
are expected, with the higher end oc-
curring in the short term as recovery
efforts get underway in the many areas
hit by recent natural disasters, accord-
ing to Nerlfi. “I am not very bullish on
2012,” Brown adds. “And | am also
concerned about the slowing growth in
China. If North America and Europe slip
back into recession, | am not sure that
demand in China can really be counted
on to pull them out.”

On the bright side, the present slow-
down in paint and coatings demand
in the U.S. has not hit all sectors. The
capital equipment, durable items, and
automobile markets continue to grow

at the same pace as earlier in the year.
The capital equipment and durable
items sectors (marine, aerospace, etc.)
do experience very long order cycles,
which could explain their continued
growth at this point, and it is possible
that there simply is a lag time before
the slowdown will hit them too.

The anomaly, according to Brown,
is automobiles, which normally would
slow down along with non-durable con-
sumer goods. One explanation points
to the fact that for the past three years
only twothirds of the number of cars
have been sold annually in the U.S.
as were sold before the global reces-
sion. Consumers, therefore, have
been postponing the purchase of new
vehicles to the point where a usually
discretionary purchase has become
a necessity. However, Brown believes
that if continued softening in demand
occurs throughout other sectors of the
economy, it will eventually reach the
automotive market as well. @
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