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The recent glebal recession from 2008 -2010 heavily
impacied the coatings industny. The signilicant declines in
the housing and automotive markets, coupled with the rise
in unemployment, led to drastic reductions in consumer and
industriai spending, ingluding purchases of pairgs and coat-
inge. For approximately the last vear, reporks have been far
rare positive; the unemployment rate bas fallen, the automo-
tive industry has experlenced record growth around the world
—and in at least some parts of the United States—housing
starts and existing horne sales are on the rise. What does
all this mean for the global coatings industry in terms of #ts
recovery, and what might be expected in the coming months?

A LOOK AT THE NUMBERS

The glebal costings industry in 2004 s valued by market
research firm Kusumgar, Nertfil & Growney (KNG at $125 bil-
llam. The architectural and OEM segments each account for
approximatety 41% ($51 Gillion). with the remainder attributed
to the specil purpose segment. KNG pegs the total volume
of global coating sales in 2014 at 88 billion wet formulated
pounds, with the architectural, OEW, and special purpose set-
tors accounting for 8%, 29%, and 13%, respectively,

In dollar terrs, the Asia Pacific reglon accounts for 0%
of the glabal coatings market, with sales riging at an annyal
rate of 8%. China is the largest contributer in this ragion,
according to pringlpal consultant Steven Merfi. Europe, includ-
ing both western and eastern countries and Turkey, is the
second-largest market at 28% and Is growing at 2% annu-
ally. Morth America accounts for 215 of global sales in dollar
terms, and Nerlfi pege the annual growth rate in this region
at 1%, KNG atiributes the remaining 11% of sales to South
and Latin American countries, Russla, and several athers, and
astimates a 5% annual growth rate for these markets.

When broken down by farmulation type, solvent-based

coatings take the largest share of global coatings sales in
daltars at 48%. Mot surprisingly, however, they have the
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lowest annual growth rate at 43, Waterbasad formulations
come in second, with & 40% market share and a growth rate
of 5% per year. Powder coatings and radiation-cured coatings
are well behind at 8% and 2% of the market, respectively,
bt also have the highest grovth retes at 8% and 7%, The
remaining types of coatings, including 100% soiid liguid coat-
ings, account for the remaining 1% of global revenue and are
growing at 55%, according 1o Mertfi. "Globally, solvent-based
cioatings are still dominant because there are many places in
the world where strict environmental regulations have not yet
been put into placs. However, the trend towards more envl-
rormentally frigndly technologies, including higher solids and
waterbome formulations, continues,” Merlfi obsenves.

When guestioned about expectations for continued
growth, Mertti anticipates that the blockbuster levels of gro.
duction seen hefare the recession will not return, and that the
madest levels of growth experienced in 2014 will be the norm.

INDUSTRY PERCEPTIONS

CoatingsTech surveved a wide range of industry exparts
to gather the perspectives of different players in the coat
ings value chain on where the palnt and coatings industry
is today compared to where it was prior to the recession,
both cverall and ir different regions and major sectors of the
rmarket. Participants included Paul Juras, global marketing
manager, srosslinkers and Stefan Smests, global market-
ing manager, powder coating resing, both with Allnex; Erfc
J. Kaiser, husiness director—americas for Arkema Coaling
Resins; Steven Sternberder, director of industrlal markeling,
MAFTA, Tor coatings, adhesives, and specialiies with Bayer
MaterialScience LLC; Mike Crosby, transportation sedment
manager for the dispersions & pigments division of BASF
Corporation; Barry Chadwick, Benjamin Moore's senior vice
president of operations; Brad Moncla, marketing manager,
Amerlcas for Celanese; Danigl Murad, president and CEQ of
The Chemiiuest Group; Sylvia Insogra, marketing director,



Worth America for Dow Coating Matorials: Julie Vaughn,
vice president of marketing & business developimenl

with Emerald Pertormance Materials; lennifar 2. Turner,
markating managet with BEvonik Goating Additives, Rabart
FPoemer, business unit lgader at Heucotech, Ltd.; David
Tierney, global busincss director for building products with
Lonza Industrial Solutions; and Michacl 0, Brown, prasi-
dent of Strategyiark, Ino.

How well do vou think the coatings industry
has recovered thus Eay, averall?

Frohart Poemer. Heueatesh: In cur experience, foliow-
ing the ecenomic crisie in 2008/2009, the dglobal coat-
ings market has been recovaring, but quite slovely.

Julia Vamshn, Emerald Performance Materlals: Overall,
we sge a stable gobal growth envirormernt today and
beliews that the overall coatings market has nearly recow-
ared 0 prevecessinn levels, However, the demand is strore
ged for matedals that cnable low- and zerc-YOC solutions
and can still deliver value and premium pedformance.

Staven Sternberger, Baysr Materfalbcience: We
believe that the coatings industry has rebounded beyond
pre recession levals and is experiencing worldwice growth.
impartantly, the induslry has tuimed from a costcutting
mode to a new erg of innovation across all segments. As
examples, industrial coatings formulators are hringing rw
value 1o custormears by reducing @nergy consumption and
speeding factory ires, leaders in corvrosion protection are
launching nest-generation products that increase productiv-
iy, and architectural coatings innovators are continuosly
raising the kar with higher~value lechnologdies.

Faul lurzs, Alinax; Genarally, 20014 got off to a slug-
gish start due to the sovere weather in North America and
gecpolitical events in Eastern Europe and the Middle East.
Bost recently, however, we have begn encouraged by
growth In Asla combined with recovery in both the United
States and Eurgpe. With the exception of some parts of
Latin america, global automotive build rates and GOP
growth have been favorable, and
we see thass improverrents a3

)

I MEUSTRIAL COATINGS FORMULATORS ARE BRIMGING MEW YALLIE
TOCUSTOMERS BY REDUCING EMERGY COMSUMPTION AMD SFEEDNTMG
FACTORY LIMES, LEADERS B CORROSEIN PROTECTHOM ARE LALMNCHING

MEXT-GEMERATION PRODUCTS THAT INCREASE PRODUCTIVITY,

AND ARCHITECTURAL COATIMGS INNOYATORSE ARE COMTIMUOLSLY

RAISING THE BAR WITH HIGHER-YALLZE TECHMOLOGIES.”

Michae! B Browi, Strategyark: The overall coat-
ings market continued modest recovary in 2014 acres
all regions, cacept Eurcpe. The recovery al the market
level is spothy. howsaver; for example, the global awtomao-
tive market is al record highs and the recovery i3 "oom-
plete” with even the European automative seclor baving
a good vear. The architectural segment has also shown
relatively broad recovery, with the exception of Europe.
Other segrents such as the maring sectar continue Lo
struggle due 1o industry fundamantals.

Damnlel Murad, Tire ShemGorest Group: In 2014,
growth of the overall U3, coatings market has been mod-
est at slightly above GOP and approximately 3.5-4% over
2013, This improvement is driven by lmprovement in eco-
nomic cenditions in general, including the strong recovery
of the constroction and awtomotive markets and a return
ton healthier lgvels of industrial production.

Barey Chadwick, Beofanifo Meore: 2014 has been
a very solid vear with congistent perfarmance across all
markets and areas of the United States, and business is
up overall, However, wea believe thal there is 8 ways to
o before the architeclural coatings market will be fully
recovered. During the recession, the market contracted
approsimately 308 in valume terms. If we look at where
the market would have bean withoul the recessicn and
compared that volume to where it is today, we are still
behind. The residertial architectural market is still down
by 15-20%, whilg the commercial s2gment is even fur
ther behind at just S07%.

gond generat growth indicators for
the coatings market.

Erle J. Kalsar, Arterna Costing
Resfs: 2014 seems 1o have oen
an irnproved year for the coatings
incustry in most regions. We have
seen stabilization of the market in
Europe, Maorth America has definitcly
shown signs of some recovery, and
bsia continues to grow, albeit at
rates thot are well helow the pealc
Erowth rates of a Tew vears ago.
Although Braxil has kagged expocta-
Lions due to ongeing coonamic and
political challenges, we remain opl-
rmistic ahout this regional market in
the medium to leng term and we arc
investing there.

) I N DOLLAR TERMS, THE ASIA PACIFIC
RECION ACCOURNTS FOR 40% OF THE
GEOBAL COATINGS MARKET, WITH SALES
RISING AT ab] AMMUAL RATE OF 837

How is the automotive/
OEM sector faring?

Exie J. Kalser, Arvitema {oating
Resfhas: Inour experience, industrdal
segmenls in the United Statos hove
been slower 10 recovar, hut we
have scen some improvemeannt in
rocent months.

Aichael D. Brown, ;
StrategyMark: Global automahile
sales surpassed preqecession highs
and hit record unit sales in 2014,

Brad Moncla, Celanase: We
have actualy found that industrial /
GEM coatings have fared best since
the recession as part of a 4.5,
renatssance in marndacturing, Total
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LS. manufacluring oulpul is approaching record levels
ezt semen in 2007, The: segrments that have shown the
most strength include automotive and applisnce oiatings.

Juile Vaughn, Emerald Performance Materiafs:

Growing consumer confidence has driven increases in

discretionary spending. providing a significani boost in
the automctive sector and vehicle production growth.
With respect to OEM coatings, both Lhe automotive
and furntture/cabinet segronts have fared best, due
to greater adoption of new technologics to drive perfor-
riarce and valoe.

Steven Stermberger, Baver MaterfalSelence: In addi-
tioh to automcotive coatings, wa see heavy-duty truck and
general induslrial coalings expariencing significarnt growth.

Byhia insogna, Dow Coeting Materlals: Rail is a
rajor kright spot for industrial coatings demand in Narth
Ameriea, driven by the domine effect of increasing con
sumer configdensce, increasing consumer spending, and
the increasing need for the transport of goods and mats-
rials. Currently, rail car dermand significantly caceeds sup-
ply and will fuel robust groeth in OEM coatings through
20015 and into 2016, with & growing portion of this epace
BnC to waterbome acrvlics for direct-to-retal applica-
tiom, due 1o & corblhation of durabily and low YOG,

Mike Cioshy, BASF Corparation: The global sutomo-
tive market is expected to grow at araund 44 again in
2015, China's 8.8% growth has beean largoly responsible
for the 5% Asian growth. Morth American demand has
been very strong. and ancothor 2% is likely for 2015,
European growth should range bebwoon 0 1% in the
West and 2-3%. In the East. Russia and Brazil have beean
off substantially in 2014, but some reccvery should
oocur in 2015, Indian production is aceslerating as
wall. Qverall, continded low interest rates along with an
expanding consumer base in China are the main drivers
lar continued automative grosth in 2015,

Dranvief Murad, The ChemQuest Grohg: The OEM
coatings sector in the United States through July 2014
was up 5% year on year, and the growing dermand from

-

“(GLOBAL AUTOMOBILE SALES SURPASSED
PRE-RECESSION HIGHS AND HIT
RECORD UNIT SALES IN 2814.”
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the autamaotive sector was o huge positive factor, In

facl. new vehicle sates are up 5-10%, depending on the
madel. The industry is doing well on & global basis oo
wi expoct the global growth of automaotive coatings 1o be
3.5% year on year worldwide in 2014, Other QEM sog-
ments are improving as well, with furmilure and appliance
coatings of particular note.

A what about the architectural segment?

hichaat 2, Brown, Streteghfdark: The North American
architectural markot, specifically in the United States,
appears headed far another strang vear with growth in
the rid-single digits, driven by recoviery in discretionary
spending by homeowners and new commensial constric-
tion. Recent frowth tronds in income, particularly for young
families, point to further housshold development late this
yedr and into 2015, which has & direct impaet on both new
and cxisting homes =ales and subsequent coatings aon-
sumpion, The Eurcpean Union rmarket had very modest
recoverny and continues e lag and disappoint, Consumer
and gonstruction spending continue to be affectad by
sovercign dobt, fiscal issucs, and goopelitical uncertainty.
Asia remained a strong comtributor to glabal architectural
demand, however, wilh high single digil growth,

Barry Chadwick. Berdamin Moore: Much of the
growth that we are seeing in the architectural coatings
rmarket is due 1o the strength of the housing market, The
excess inventory that was & problem during the recession
has hesn aliminated. As @ rosult, now homes ae being
[ruilt, sales of existing homes are up, and even the com-
rivercial construclion market is reviving, While growth in
thiz sector has heen slower than that seen for the resi-
dential market. it s coming Back prothy rapidly now.

Danfel Mirrad, The ShemQuesi Group: In the US,
architectural market, we are sesing growth al & rate
of 3.5% in 2014 over 2013 through August. On an
annualized basis, new residential construction has

s

]N ADDITION TO AUTOMOTIVE COATINGS, WE SEE
HESYY-DUTY TRUCK AND GENCRAL INDUSTRIAL
COATINGS EXPERIENCING SIGMIFICANT GROWTH.™




reachod ~430,000 units, which is up from the trough at
=350,0C0, but =till & far cry from the peak level of ~1.65
riillicn, so there is growth, but it s not overly strong,
The new home inveontory is about six ranths, which is

a goad indication the market is healthy, hut it has been
thal way Ffor Lhe lasl year, and il was expected thal &
much stronger recovery would be under way by now, and
that hasn't happened yet. In addition, resales of existing
homeas, which drivie S0-85% of the archilectural coat-
ings rmarket, seam to be floctuating rather than steadily
climbing. There arc also pockots of strong growth (the
south and West Coast) and areas where the market is
shill depvessed (midwestern and New England states).
The: bright spot from our perspective is the commearcial
market, which traditionally lags tho rosidential markot
by approsimately 12-15 months and is finally picking
U This market is up aboul B.5%, vear an year, wilh
mast incresses dug to private spending (office buildings,
o goncration. and manufasturing),

Brad Mopcla, Cefanese: On the archileclural coat-
ings side, there has bean slw and steady growth since
2010 a= cmployment has reoounded, The volume has
not approached the prerecession levels of 2005, how-
evar, because housing slarls are sLll aboul hall. On the
cther hand, the value of paint sold has eclipsed that of
pro-recession loviols and continuwes to grow. There ane a
variety of higher-end products, including paint-and-primer-
it-one and deck and conerele resloralion producls, Lhat
hewer driven the revenye growth. -

Aabert Foemer, Heveotech: Cradit availability,
reduced unemployment, improved conswmer comnfi-
dence, and an uvera_]l improvemeant in the sconomy are
all positives for the architcctural markct, Howewer, the
markect continues to stagnate with the hope of signifi-
cant improverment still not being attained.

Sylvla insogna, Dow Coalfng Malerlals: The architec-
tural coatings industry has cnjoved a paricularly strong
rarket recovery frem late 2013 through 2014, not only
because of an increase in new housing slarks, but also
Lhanks Lo an averall feeling of improved wealth among
oonsumers and a large inventory of repaint projects that
wre put on hold during the recession. Dunng this time
periac, we've 2en a natakle increase in home improye-
et spending, Consurmens are fealing more assured of
the economic recovery, as well 8s their position in real
gstate. Houzes are moving and that is helping to bolster
price, For the consumer, it all adds up to a greater willing-
ness e spend more to improve their homes,

"THE".-'F'.LLJE QF PAINT 20L0 HAS ECLIPSED THAT OF PRE-RECESSION
LEVELS AND COMTINLES TO GROW, THERE ARE A VARIETY OF
HIGHER-EMD PRODUCTS, IKCLUDING PAIMT-AMD-PRIM ER-AMN-DNE
AMD DECK AND COMCRETE RESTORATION PRODUCTS, THAT HAYVE
DRIVEMN THE REVENLUE GROWTH.Y

What about the market for protective and
marine,‘special purpoze coatings?

Joife Yaughn, Emerald Performancs Materlals:
It general. the marine/protective segment has shown
wegkness due to fow nevw-vessel build activity stemming
from ouerbuilding in previous yedars. However, transport
of oil/gas and chemicals is a growing portion of this
segment, driving the need for corrosion protection and
hycdrocarbon-resistant coatings, and has shown strength
vl the past vear. Conversely, the market for coatings
used in packaping is faring relatively well, While packag-
ing types have been evolving and trending away rem
traditional coestings, demanid for coatings in packaging
applications is still increasing,

Pavid Tierney, Lonza industrial Solotfons: We are
seging 4 significant increases inthe glubal manufacture of
marine coatings as the shipbuilding industry recovers to
support the growing need for ol transpart,

Michast D. Brown, Strategyilac: We see metal
packading as continuing to show poor growth in the dovel-
oped regions, atthough this decling is being partially offsst
by grovwth in eInerging regicns.

Roberl Pogirarn, Hevcotesfs Growth in the protoctive
coatings market should derive from dewvelopments in the
ail and gas sector and from infrastructure inveslmenls
after the geonomic recession. In addition, the autamo
tive GEM refinish market continues fo be strong for the
United States,

Dariel Murad, The ChemGeaest Groupg: This market
consists of field-applied coatings, paticularly industrial
maintenance and infrastructune coatings, and automo-
tive refinish. Industyial maintenance is driven primarily
by public and private construelion, and [argely poblic
construction of roadways, briddes, pipelines, etc., and
private activitics such as oil caploration. rail transpoerta-
tion, and chemical manufacturing. Demand is growing,
hul only modestly. The autormotive refinish markat is pri-
marily driver by accident rates, which are down dog to
incroasod safoty regulations and cxpoctod to dechine fur-
ther ance the U5, Department of Transportation adopts
standards for intersehicle communication and enough
vehicles with soch capahbilftics are on the mad.

Sylvla ingagna, Dow Cogling Materials: On the
industrial side, we are seeing a steady but much mare
rockerate rate of recovery becguse Lhis segmeant is
largely influenced by corporate spending on maintenance
and capital improvement projects, as well as government
investment in new build and maintenance of infrastruc-
ture. These expenditures track clogsely with growth in
GLOFR, which has been sleady bul moderale.
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"W E ARE SEEING A SIGNIFICANT INCREASE IN THE
GLOBAL MANLFACTURE OF MARINE COATINGS AS THE
SHIPBUILDING [NDUSTRY RECOVERS TO SUPPORT THE

GROWING NEED FOR OIL TRANSPORT.”

What shout the differant geographic
redione—what differgnces in tecovery have
you seeh?

Robert Poemer, Hevcotech:; The long-straggling
European paint and coatings industry has besn slowly
recovering, but annual growth might not excesd 2% for
the nexl five vears. Russia, Turkey, and other Eastern
Eurgpean countrics are expanding fastor than the west-
ern courtries. The United Kingdom: and Germany have
improved. and there is moderate recovery in France and
Poland. Southern Eurape has finally stopped declining,
Countries that have been linked with negative headlines
in the past dus to cortinued market shrinkage, such
7% Greece, Italy, and Spain, are alzo showing sighs of
recovery, Still, these courtries are struggling and their
economigs remain far from whal they were before 2008,
Irs contrast, the Asia-Pacilic markel is expected to grow at
8% or more during 2015 and will probably reach a gobal
volume sharg of at least 5030 The LS. market continues
to grovw in all sectors, including automotive, industrial,
and architectural, although growth is varied, with autome-
tive coatings continuing to excecd expectations. industrial
coatings showing low single digit growth, and architec-
tral coatings showing some signs of e,

Julle Vaughs, Emerak! Ferdformance Materials: The
Morth Arnerican market recovery from the 2000 - 2010
repession has been slow but steady. with demand lagging
welh hedow the peak expevicnoad from 2005-2007 but
reaching an increased value, Growth in Asia continues to be
strong, albeit at & lower level than seen in previous vears,
whilz the recoverny in Europe corfinues to be slugdish dus
10 weakness in the economy overall, Laln America has also
shown solid growth in some countries, bul perforrmance
in Brazil, Argonting, and Vencruela—which had once baen
strohg—has haen disapprinting as a mesult of poliical fac-
tors, policies, and inflation. Growth in emerging markets,
particularly China, continues 1o remain the highast,

D TTY LI P T I B

AN What are the current tey drivers for growth
In the enatings industry?

Stoven Sterobecger, Baver MaterlzlSalence: There
ara numerous divers for each segment of the coatingds
rmarket, Seme overlap, while others are unigue to a8 given
sector. They range from auta builds and weather to hous-
ing starts and the avalability of ievestment capital, plus of
CcOUrsC consumer corfidence and the generm) rete of eoo-
nirmic: grovwth.

Paol Juras, Alinex; Favarable capital investment fore-
casts in emerging markets such &s Ching and Southeast
fsia are, in our view, solid signs for sustained growth.

Junnifar R, Tumer, Evonlk Coating Addithves; Shale
gas ie a game changer to drive growth for the LLS.
economy and the coatings industry. Almost overy day,
SOME New announcement is made about shale gzs or
the corstyuction or gxpansion of an ethane athyione
cracker project, At the moment, there have been rela
tively few links batwaon this phencmenon and the coat-
ings industry, However, the potential for shale gas and
the subseguent re sharing of manufacturing back te the
United States to drive growth in our industry is perhaps
unparalleled.

Shate pas foeds the ethane/ethylens value chain,
which is the basis for the raw materials for a largs per-
canlage of the manufactured goods we use overy day,
That alsd includes many of the ravw materials for coat-
ings. The Migher availability of these raw materials, as
well g5 the potentially positive Tmpact on raw material
cosls, could diive indusiry growth, including coatings.
Shale gas also has the potential to drive down cnergy
costs, which is a malor factor for energy-intensive pro-
ducticn facilities in the United States.,

Shale gas and re-shoring can Iead to grawth in
employment, mere consumer spending. and higher
demand for coatings. However, we must be coghizant of
the political and envirormental hurdles associated with
shale gas. which have not all been addressed,

Sylvia Insogna, Dow Coating Materlals: ew cor-
struction, reduced unemployment, ImMproved consumer
comfidence, and increazed consurmer spending cortinue
to be the fundamental drivers for growth in the architec-
turah coatings industry, Additional growth also wilk come
from emerging innovations that address global mega-
trends sugh a3 health and wellness, energy efficiency,
and sustainability, Likewise, growth in industrial coatings
will rely ob continued mprovermant in GOF and the ripple
effects on government and corporate spending, with
oppartunities for additional growth tam innovations that
open up new application spaces for eoatings.

Current sszmples include the use of insulation coak-
ings to veplace traditional materials for industrial giping,
as wall as coatings for sound damping in automabiles
and appligneeas,

In addition, in the architectural market, we're seeing
3 subitle shift in DY wersus contractor sales, with the core
tractor market recovering morg strongly ot the expense of
the CIY markat, Marwy attributs this shift to the increase in
rew residential builds, but our rescarch iells us that this
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o
IN THE ARCHITECTURAL MARKET, WE'RE SEEING A SUBTLE SHIFT IN DIY VERSUS CONTRACTOR SALES,

wWiITH THE CONTRACTOR MARKET RECOYERING MORE STROMGLY AT THE EXPEMSE OF THE DIV MARKET,™ &

trend is loss about new home stars and more to do with
our averall sging population. & greater percenlage of oo
surners fall inte an oider aga bracket that prefers to hire
cohtractgrs versue completing home irmgprovernent projects
themaelves, Coupled with an ihcrease in consurmer confl-
dence, this dermagraphic shitt will favor the contractor mar-
ket ovor the DY market incterms of recovery and growth,
albweit slightly, for the foresaeable future.

fichael D. Brown, Strategyiark, fac.: For the most
par, ererging markets continue to drive the global coat
ings industry, with some increasing boost from North
America, particularty in the architectural and automaotive
segments.

Brad Moncfe, Celanass: Tha koy currant drivers that
will Impact the coatings industry in the near term include
tha slow recovery in employmeort and consumer confi-
dehce, Expenditures on big ticket items such as cars and
appliances will continue to show strength.

dulie Vaughn, Emerald Parformance Materlals:
There are & number of positive trends thar will continue
to drive growth for the coatings industry. For example,
new home starts continuing to rise, modest growth in
commercial building, and economic growth leading to
consumer canfidence and corvesponding incressed
spending on home cwnor irmprovesients will all drive
grovwth in architectural coatings. Light vehicle production
is oh the rise and has TInally recovarsd o pre-recassion
peak levels, which will drive increased use of special
purpose coatings. Jverall industrial production has been
increasing at a greater rate than that of the overall GOF,
which drives industrial and OEM coatings, Alsa cantribut-
ing to growth is the stability of raw material costs, par-
ticularly far titanium dioxide.

Eric ), Kaiser, Atkama Coaling Resias: Innovation
and cost control continue 10 be key drvlvars across all
segments, YOO reduction and an overall shift to more
envirenmentally benign formulations have been key driv-
ars for some time now, particularly in the architactural
coatings segmeant,

{avid Therrey, Lanza industrial Soiodions:
Government Iegislation and fiscal control strongly affert
the building of new hames, which directly impacts archi-
tectural paivt consurnption. We have seen this eflect in
particutar in China, the largest market worldwide.

Robert Poemar, Heveotooh: For all regions, research
and development in the coatings industry is continuously
driven by the increasing ecological awavenass of the end
user, 35 well a3 legislative requirements resutting n a
growing demand for eco-friendly and sustainable product
salutions, Green technologies, high performance proper-
ties, and efficiency enhancements are still the major
driving factors in the pigment industry. On a global basis,
sustainability factors such &s energy savings, presera-
tion of resources, and replacement of envivonmentally
concemniing products of raw materiais are hecoming

increasingly important to the induws-
Lry. N addilion, government inwvast-
ments, populalion growth, sacial
housing programs, and fhe intraguc (
tian of new technotogies wil provide

oppartunities in the fufure for gain-

ing riew business,

Barry Chadwicl, Benjamin
oore: In addition to the shift from
DY to cantractars, which we also
see a5 an indication that people have mare money to
spend and Lhus as a very posithve trend for the archites
tural coatings market, we are sceing a significant growth
in demand for presnium products, This trend reflects a
greater nlevest in performance rather than price. which
was driving purchasing decisions during the recession,
We mlso expect 8 shift in focus from very low- apd zevo-
YOO products to zerc-emission products, because the
1echnolggy has advancad to the paint where theve is no
COMpromise on performance with zero-YOo formulations,
Firally, there is growing interest in higher-petfarmanca,
purpose-ouilt coating products that are designed to meet
the needs of specific applications, such as vinyl siding,
The move to waterbased Systems is al50 driving the
develspmeant of new resing and additives designed to
address performance-related issuas that are unique to
these systems, such as greener biocides that prevent
microial growth but are not harmful W end users of the
envirnmert,

Daniel WMurad, The ChemQuest Sroups: We are also
sesing the zeroVOC trend in architectural coatings, with
a number of carmpanias geing bevond regulatony reguire
ments to even lower YOO levals, As 8 consequence, viryl
acetate ethylene [VAE) resins have becsome more signifi-
cant as alternatives te vinyl acrylics. The use of softer
resins has presented some challenges with respect w
maintalning applied coating properties, though, such as
atain resistance, blosking, and gloss, which is driving
the development of selftrosslinking resins and other
new technologles, The concept of user friendfiness also
continues 1o he imporiant, with coatings manufacturers
tocused an giving the end user & better experience while
aiso expanding the painting window to wider tempers-
ture ranges and wet weather,

“OVERALL INDUSTRIAL BRODUC
THON HAS BEEN INCREASING AT &
GREATER RATE THAN THAT OF

THE OVERALL GIF, WHICH DRIVES
INOUSTRIAL AND DEM COATINGS.”
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Ats there any key headwinds that the
industry must face?

daife Vaugkn, Emerald Performance Materdais: We
don't anticipate any rmajor headwinds in the LS. market in
2015, The .S, deht iz a drag on cverall GDF growth and
i lowering Browth by 1%, aceording Lo Some ecchomists,
whiczh is slowing the recowvery. We do also expect growth in
China to be somewhat reduccd, based on repons of now
construclion overuilding and hRigh vacancy rates.

Stefan Smeafs, Allnes: Despite some opfimism mid
2014, partially stirnulated by government actions to meoct
GDF growth targets, the economic recovery in China
remaings unceriain. The slower domestic growth eould
furthier stimulate Asian competitors {0 aggressively entar
the European and American markets. Alsa in Eurape,
the manufacturing sector lost furlher growth momentum
over the last faw menths, and real GOP growth has been
revised downward to below 1'% in 2014, Therefare, the
Eurapean Central Bank anncunced in the beginning of
Szptembor a further decrease in the interest rate of 10
basis points to a hislorical low in ardor to further improve
cradit suppdy. In addition, certain trade agreemeants {g.£.,
Korea) are negatively impacting European competiveness,
bioth for raw materials and finished doods.

With respect to raw materials. increasing impans from
Asia, berth raw materials and coating resins, has placed
ENOFMGUS pressure on the profitability of key suppliens,
which are focusing Lheir future capital investmaents in Asia.

tric L Kafsor, Arlceima Coating Resing: Whila there iz

a reasgnable level of stabilily for certain rmw matarials, oth-

215 arg experiencing upward cost prossure, Vinyl acetste
is noteworthy a5 3 key raw material in the architectural
coatings segrment. In the United States, most suppliers
hiave beon under sales control or force majeurs for several
months now, While Lhis nearterm situation is expected o
improve by the end of the year, there have been perma-
renl capacity shut downs in Europe that will tgliten the
glabal supply/demand balance, looking to next year.

4l
WE ALSOEXPECT ASHIFT IN FOCUS FROM VERY LOW- aND ZERCADC
PROTHICTS T4 ZERQ-EMISSION PRODUCTS, BECAUSE THE TECHMGLOGY
HAS ADWVANCED TO THE FOINT WHERE THERE 15 NO COMPROMISE ON

PERFORMAMCE WITH ZEROWVEE FORMULATIONS™

MoverioerDecemasr 2014
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Barry Chadwick, Benjawin Moare: We are oxpoct-
ing some inflation in raw material prices as suppliers
atternpl t gain back some of the marging Lhey losl dur-
ing the recession, with & possible increase of 3-5% We
also anticipate that wrucking shortages wilt be an issue
for all induslries in 2015, Tho workforce shrank signifi-
cantly during the recossion and has not been replaced.
Mew restrictive regulations limiting driver hours and
affecting other aspects of the trucking business have
contributed 1o a reduction in new entranl numbers.
There is thorofore significant competition for trucking
senvices. There s also some concorn about shortages of
painting contractors, padicularly in ciies. Some larger
painting firms that serve the commercial/industrial mar
kit are having difficuity Tinding skilled paintars. because
many left the industry duding the recession and moved
on Lo ather jobs.

Syfvia Insogna, Dow Coating Maiterials; On the
industrial sice, funding for capital improvements and
infrastructure maintenance will conlinue to be & chal
lenge: howwever, continued, albeit modest, growth is
expectad in Nerth Amearica due to the need for mainte-
nance of aging infrastructure and pockels of opportunity
such as shalc gas development and the previowsly men-
tioned increase in demand for raill transportation.

Brad Menela, Celaneas: A key headwind facing the
LS. architectural coatings markel for the remainger
of 2014 and inte 2015 is highaer mortgage rates and
their potenitlal impact on existing home sales, The .S,
Federal Reserve at some point will raise interest rates,
which will likely have a maoderating effect on home
gales. The ncrease in mortgade rates in 2013 caused a
10% drop in sales.

David Tlerney, Lonza ndumtrial Spiutions: For the
architectural and marine coating sectors, regulatory restric-
tions and the publi end customers' perceptions of the
enyironmental IMpacts of coatings are a major concerm.

Is there anything of particular note that
accumed int 2014 that you belleve has had or will
hiave a signiflcant Inpact on the industry?

Svivia Insopine, Dow Coating Materlals: Mearly ovony
part of the coatings supply chain folt the effects of the
extrame waeather gvents in carly 2014 that were associ-
ated with the Potar Vortex, Extremely cold temperatures
created challenges for raw malerial production and,
combinad with heawy snow, had an impact on transporta-
tich and swppdy. On the retail side, many exterior painl
prafects were pushed further into the spring, contributing
to & delayved start to the paint season as the weathor
tempavarily held back coatings demand. On a brightar
rote, we saw the introduction of high quality paints that
pushed perfarmance boundaries and reached new levels
of performance in key areas such as hiding and stain
resistance. These high qualily paints have cstablished
new price points in the premium paint segmeant, and
their suceess demaonstrates that consumers are willing Lo
pay more fo et more,



Steven Sternberger, Bayer MaterlalSclence:
Increased "re-shoring and nearshoring™ and gobal imest-
ment in industry and infrastructure throughout the Morth
Aamarican region is having a signilicart, positive impact o
the regional coatings market.

Refert Poemer, Heucotech: Bvery political crisis
has & deep impact on the gobal coatings industry. As
one current cramplz, the crisis in Ukraine will have a
significant impact for the
slowly rectwering Weslkerm
European econgmy, In the
WOrst Case soenario, Com-
panies based in Europe
could have problems with
thelr supply chains. par-
ticularly those with manu-
facturing plants in Russia.
Specificafly. car producers
in Germany could ke in
trouble, because rcch
of their manufacturing
takes place in Russia.
Thete could conseduently
e an impact gn the iocal

hame furnishings, Higher interast rates will aleo slow capi-
tal spending, bul this decling will be offset by rmore main-
tonance and discretionary spending on capital in-place
and infrastructure,

Sfelan Smeets, Alfnex: Looking inte 2015, most
macracconomic indicatars show maodest growth, with
clear regional differences as in 2014, Further consolida-
tion of raw material gnd coating suppliers is expacted.
Additionally, koy coating
resin suppliers will nesd to
cormpele in emergng coun-
tries against well-cstablishod
locad resin manufacturars,
The industry posilion cn
key chernicals of concem is
increasingly being influencad
by public opinion, and thus
addrezsing these issues is
becoming a major driver of
new product developmenl,

a situakinn that will be even
marg cyvident in 2015,

Juife Vapgha, Emerald
Ferformance Mateffals:

automotive OEM paint
industry.

Eirlc £. Kalsary,
Arkems Coating Reafns:
Ancelarated industry
consolidation was an
important developmeont in

"A KEY HEADWIMD FACING THE U.& ARCHITECTURAL
COATINGS MARKET FOR THE REMAINDER OF 2014 AND
INTG 2015 1S HIGHER MORTCAGE RATES AMD THEIR
POTEMWTIAL IMPACT OK EXISTING HOME SALES"

Owerall, we expect modest,
steady growth, Thare is a
continued foous on YOO
reduction glebally, and China
is keginning to address its
pollution problems. Mew VOO
tests, such as the chamber

2014 with several signifi-
cant acduisitions amaong
coating producers. This has the effect of increasing com
potitivie intensity in an already highly competitive market,

Daniel Murad, The ChemQuest Grow: The cost of
money has come down and valustions @re up. A5 8 result,
it is now & seller's market for all of those companies that
waited ta put their businesses on the block, Given the cur-
Fent situation, we expect merger and acquisition activily
1 pick up in 2018 bevond the recently heightoned levels
cperioncod this year,

B A What are your expectations for 20157

Stoven Sternberger, Bayer MaterialScience: We
expect next year to bring continued solid growth in North
America and continued kut slowear grovth in Asia. We
are alzo cauticusly optimistic about the growth potential
in Europe.

Michael . Brown, StrategyMaric Industry growth
will [kely remain even with 2014, but with slkghtly differ-
ent drivers, Slowing growlh in emerging markets will e
offaet by slowly improving growth in Marth America and
possibly Europe, The nogative impact of higher intcrest
rates on housing will be offset by faster-growing house-
hald development, Automaotive markel demand will flatten
and passibly decline slightly as interest rates rize, but
also because consumers will shift their spending to other
dizcrotionary items. such as appliances, electronics, and

tost (150 15000-6), are
heing embraced in certain
segrmenls, which will further drive down YO0s znd influ
ence raw material selection preferences. The drive o
reach zerd YOUs will also continue to promote innovation
across the supply chain, As we have seen, subslilotlion
of softar resing as & route to lower VOO can lz2ad to
cther performance challendes, such as poor blocking,
stain resistance, and scrub resistance, Technology
continues to be developed across the supply chain o
address these performarce challenges. Recently, theres
has boon heightened concern about food safety, includ-
ing the migration of chemicals from packaging inte food.
This trend will also influence the selection of ingredients
wsed in coatings, adhesives, inks, and other materials
required far packading applications.

Bariy Chadwick, Benfamin Moore: We experi Lhal
2015 will be better than 2014 We arg very optimistic
abowt the demand for residential architectural coatings
given the strong signs coming cut of the housing market,
and we anticipate good growth in demand for commer-
cial architectural eoalings, particularly in healthcare. At
the same time, we are not anticipating any major capac-
ity shartages for raw materials or significant regulatory
changes. Consequently, we expact continued markel per-
farrmance with posilive growth.

Davld Tierney, Lonza Indostrial Solutions: We are
aptimistic that the global architectural market will con-
tinue i grow as the trend Lowards wrbanizalion contin-
s, especially in Asia, @
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