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China and the Global Paint and
Coatings Industry in 2022

—— George R. Pilcher
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This article reviews China and the global paint and coatings
industry in 2022 in respect to inflation, material shortages,
high crude oil prices, transportation problems, labour
shortages and cash flow issues.

The good news is that, during 2021, the global paint
and coatings industry recovered from a dip in volume in
2020, and that in 2022, while the volume growth appears to
be tracking GDP, the growth in value of coatings products
has increased dramatically. Every component of these
products has been negatively affected by the high cost of
crude oil; global supply chain issues; material shortages and
allocations; lingering force majeure declarations; logistics
problems; labour shortages; and decreasing cracking
capacity. In 2022, we are seeing the Chinese economy losing
momentum—the IMF cut its forecast for China's GDP to
3.3%", the slowest pace in four decades—and coupled with
the Russian invasion of Ukraine and the crude oil situation,
the global business community is in a state of serious unrest.

The global value of durable goods manufacturing
shipments is up 11% in mid-2022e, and total manufacturing
shipments' value is up 14.8%, but this dramatic increase is
almost entirely the result of price increases, not volume of
goods, which was only up 1.1%, after adjusting for price™.

None of the problems that have led to the current
coatings industry headaches are going away anytime soon—
the "Global Falling Domino Effect" that was initiated in early
2020 is still with us in 2022, and the dominoes are going to
keep falling—it is just a matter of how many, and for how
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Figure 1: GDP, % change from previous quarter [Source: The ChemQuest Group, Inc.; U.S. Bureau of Economic Analysis;
Eurostat; National Bureau of Statistics of China; Trading Economics]
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Figure 2:Industrial GDP and Industrial component percentage of total GDP, top ten economies (USS$, trillions)
[Source: The ChemQuest Group, Inc.; The World Factbook (U.S. Central Intelligence Agency); The World Bank]
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long. The worst, however, is likely behind us, and for that we
should be grateful.

Global economic overview

At the outset, it is important to understand that the global
coatings industry in 2022 still remains a mature and stable
component of the world economy, and coatings demand
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Figure 3:2021 Per-capita GDP vs. per-capita coatings consumption (US$/person) [Source: The ChemQuest Group,

Inc.; Worldometre]

GDP W2 E - B 1 £/R T B 2021 FHR=AN K
X (E - BREEMPE) #) GDP &t (5 E—ZFEAMLL) -
RENTIENRZBRARREHIERNERED)
71> GDP B KZEE 8 £ 10% £EA-REMREER AL B
HTZMEZ BEERBEIENHY FELFCEE
FER  IXATRE R E AR E ML F MV EFE R T 50
RE GDP BB RETEEZENZNNA - BR
20% = 40% #9 GDP (R#™~ Hli&k ~ BERAEFFERN) (B
RTHEX) £FE [Tolb GDPJ HFE Lo A F= MR m A BUR
BE B ERMATENEHEMBERS S GDP #95&

still tends to follow overall economic activity. A correlation
exists between Gross Domestic Product (GDP) per capita
and coatings consumption per capita, so as the economic
conditions in second- and third-world economies improve,
their demand for paint and coatings will increase. Coatings
demand also continues to exhibit dependence upon
industrial production and construction spending, and the
mid-to-long-term outlook is positive for both, barring a
major intervening economic event.

Since global coatings trends tend to follow GDP, it is first
important to consider total GDP, then focus on segments
where coatings fit into the overall GDP and to what degree
they influence it. Figure 1 shows the change in GDP (from
the previous quarter) in three key regions—U.S., EU, and
China—since the beginning of 2021.

China's industrial output and trade policies have
historically been important drivers of global growth, with
GDP growth rates around 8%-10%. While still a major driver,
China's economy has cooled significantly due to a variety of
factors, including the COVID-induced lockdowns, which took
a toll on the production of basic chemicals used in coatings.

Although GDP provides an important macro view of
business trends, only 20-40% of GDP (mining, manufacturing,
energy production, and construction) depending on the
region, fits the definition of "Industrial GDP." Government,
communication, transportation, finance, and other economic
activities that do not produce material goods represent
the largest component of GDP in all countries and are
classified as "Services." Since coatings fall primarily into
the manufacturing and construction segments, however,
the overall GDP values that are on the news (i.e, Services +
Industrial + Agriculture), are insufficient to present the most
accurate picture of the coatings industry, which is why we
look at Industrial GDP for this particular analysis.
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Figure 4: Global paint and coatings market value by
region, 2021 (USS$, billions) [Source: The ChemQuest
Group, Inc.]
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Figure 5: Global paint and coatings market value by

segment, 2021 (USS$, billions) [Source: The ChemQuest

Group, Inc.]

In discussing Industrial GDP segment, it is sensible to
look at the size of Industrial GDP for the world's leading
economies. Figure 2 shows the top 10 countries by GDP,
their respective Industrial GDP component percentage,
and the value of the industrial component, based on 2021
GDP data.

Total GDP, however, does have its place, especially when
taking population into consideration. Figure 3 considers
per-capita GDP and per-capita coating consumption for 2021,
to factor in both regional economies and their populations.

The importance of Figure 3 to the coatings industry
should not be underestimated. With an R2 value of 0.99,
it is a critical tool for long-term prediction of both growth
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Figure 7: Global coatings market volume, by region (litres, billions) [Source: The ChemQuest Group, Inc.]
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rates and absolute value of the global coatings industry. For
example, as the Asia-Pacific region's economy develops, we
expect its per-capita consumption of coatings to move up
the curve.

Global paint and coatings market

The global coatings market is divided into five regions.
Figure 4 shows the value in each.

Figure 5 represents the $172.5 billion global coatings
market, divided into three value segments: Architectural,
OEM (factory-applied), and Special Purpose (generally field-
applied).

Figure 6 and Figure 7, respectively, show the value and
volume of the global regions of the coatings market by value
and volume.
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Figure 8: Global coatings market value, all segments,
2019-2023f (US$, billions) [Source: The ChemQuest
Group, Inc.]
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Figure 9: Asia-Pacific coatings market value, all
segments, 2019-2023f (USS$, billions) [Source: The
ChemQuest Group, Inc.]
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Figure 10: Top ten global coatings producers, by value (US$, billions, 2021) [Source: The ChemQuest Group, Inc.]
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Asia-Pacific represents 48% of the value and 56%
of the volume of the global coatings market, with
China representing ~60% of the Asia-Pacific segment.
The Architectural segment in Asia-Pacific is notably
smaller than other regions, while the OEM segment is
significantly larger.

At the end of 2019, the outlook for a bright future in
the coatings market was positive and widespread. Then
COVID struck, and the outlook for 2020 and 2021 changed
considerably. The following Figure 8 and Figure 9 describe
the coatings markets globally, then look individually at
Asia-Pacific. The first bar in each waterfall graph represents
2019, followed by the decline in the first half of 2020, and
the partial recovery in the second half of 2020—Ileading
to the 2021 results, an estimate for 2022, and finally a
2023 forecast.

From a global perspective, we can see that indicators are
on the upswing, although it is important to keep in mind that
values are still significantly outpacing volumes, principally
due to supply chain issues and rising inflation.

Competitive landscape

It is no surprise that large, multi-national producers dominate
the coatings industry. The industry has become increasingly
consolidated over the past two decades, with the top ten
suppliers in 2021 representing 44% of the total market
(Figure 17).
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Figure 12: Global industrial OEM value, by segment,
2021 (USS, billions) [Source: The ChemQuest Group, Inc.]
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Figure 13: Global industrial OEM, value by region,
2021 (USS$, billions) [Source: The ChemQuest Group, Inc.]

Architectural (decorative) paints

Architectural coatings sales are highly correlated with the
health of the housing/construction market—and grew
5.7% in value in 2021, compared to 2020, but volume only
increased by 1.7%. We anticipate increases in value and
volume of 11.1% and 1.1%, respectively,in 2022e.

The regional shares of the Architectural Coatings market
are illustrated in Figure 11. Asia-Pacific has the largest share
of the total paint and coatings market (49%, up from 47%
in 2020), but just 34% of the Architectural market, which
represents no change from 2020.

Industrial OEM coatings

Comprised of seven sub-segments, the Industrial OEM
coatings segment includes coatings used in factory-applied
settings (Figure 12).

The global distribution of this broad and diverse market
space is shown in Figure 13.

Because Industrial OEM is a function of industrial
production, both manufacturing output and automotive
builds are major drivers for this sub-segment, which was
seriously harmed by the COVID-related lockdowns. Light-
vehicle production bottomed-out in China in February 2020,
followed by Europe and the U.S., where production was
essentially non-existent in April. By June, however, things
began to improve, but production has not returned to pre-
COVID levels in any of these regions, and it is unlikely to do so
until the global shortage of microchips has been addressed
and either a recession occurs and ends, or the fears of a
recession come to an end.

Special purpose coatings

Automotive refinish coatings and industrial maintenance/
protective coatings are the major sub-segments in the
Special Purpose Coatings category. As a result, this segment
tends to track with industrial construction, infrastructure
refurbishment, crude oil prices, and shipping (industrial
maintenance/protective coatings), as well as with accident
rates, automotive sales, size of the car parc (total number of
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Figure 14: Special purpose coatings, value by sub-segment, 2021 (US$, billions) [Source: The ChemQuest Group, Inc.]
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registered vehicles in use at any given time), and total miles
driven (automotive refinish coatings).

Figure 14 shows the global value of the three largest
sub-segments of Special Purpose Coatings, and Figure 15
shows value by global region.

Summing up

In early 2020, a long row of falling dominoes was set in
motion by the emergence of a global pandemic. Most of
those dominoes have now fallen, but there are a few yet to
fall. As of August, there are few coatings producers anywhere
in the world that are able to fill all their current orders, due
to a confluence of high demand, restricted supply, rising
inflation, labour shortages, and cash flow issues. The supply
chain issues initiated by COVID are slowly abating, but we
aren't out of the woods yet.
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Figure 15: Global special purpose coatings segment,
value by region, 2021 (USS$, billions) [Source: The
ChemQuest Group, Inc.]
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In 2021, as the world was clawing itself back to work,
decades of creating complex supply chains suddenly—and
dramatically—demonstrated the downside of complexity.
Critical imports were not reaching global ports, and when
they did, there was insufficient intermodal capacity to move
those materials from ports to inland manufacturing facilities.
Demand quickly outpaced supply, causing shipping prices
to rise, which forced raw material prices to increase rapidly.
Coatings manufacturers had no choice but to pass on the
price increases to their customers. This condition is still with
us. It is improving each month as we move through 2022,
but it will continue into 2023, certainly through Q1 and very
likely through Q2.

Ultimately, we will look back on this period and
recognise that the "COVID Era" exposed that global supply
chains lack fundamental resilience, forcing individual
governments and businesses within the manufacturing
sector to bring greater resilience to the overall process. If we
have learned nothing else from the past two years, it should
be the value of having a robust, proactive, agile business
strategy, which will ultimately separate the winners from the
losers. It is that simple.

Coatings producers that create strategies and new
products with the help of outside partners—strategic
business advisers, technology consultants, independent
laboratories, universities, or all four—will be greatly
rewarded, because we live and work in a changing world
where in-house assets are increasingly challenged and
easily overwhelmed, and external experts are able to bring
extensive knowledge of multiple fields in specialty chemicals
to drive advancement and cross-fertilisation of technology at
both raw material suppliers and coatings producers.
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