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Mixed Signals About the Future:
How VWell Is Your Building Products

Organization Positioned?

Positioning your company for growth in the building products
industry despite a potential market slowdown.

By Paul Giovannoni, Principal and Managing Director of Building Products

Economic signals are telling us that we're near the top of the construction cycle. This means that the next five
years will look very different than the last five years, which were characterized by full work pipelines and healthy
growth in both the commercial and residential construction sectors.

Often a step or two away from the “real action” on the construction front, so to speak, building products com-
panies — whether they are building product manufacturers or distributors—have to be especially cognizant of
any blips on the economic radar and then respond accordingly.

As we saw during the Great Recession, the companies that wait until the well runs dry to deepen their customer
relationships, diversify their revenue streams and optimize their sales forces wind up facing serious struggles.
Those that take a proactive approach to what’s coming around the next corner are often best positioned to ride
out the downturn and come out even stronger.

Mixed Market Signals

Right now there are mixed signals coming from the market. Data-driven indicators point to a possible slowdown,
but contractors and builders remain busy and their backlogs filled. Even during this lingering time of business
prosperity, it’s important for building products companies to start thinking about what lies ahead and the steps
they should be taking now to get ready for the inevitable slowdown.

This isn't always easy to do when contractors who feel good about the next several years continue to generate
business for the building products industry. Peel the layers back on that enthusiasm, and you'll start to pick up
on some pessimism over what lies ahead for the next several years.

As everyone maintains a focus on challenges like labor shortage and finding the resources needed to complete
active projects, the undercurrents paint a different picture—and one that looks faintly like the picture that was
coming into focus just prior to the Great Recession. Put simply, despite the backlogs appearing full, business
opportunities began to dwindle as funding became constrained and owners/developers pulled back.
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Right now, we're seeing indicators that certain end-user segments are slowing and certain geographic pockets

of North America are experiencing construction slowdowns. In June, for example, Construction Dive reported

that construction spending decreased 0.8% in May to a seasonally adjusted rate of $1.29 trillion (down from
April’s $1.3 trillion).

During the same period, construction spending was down 2.3% compared to May 2018 and, year to date, fell
0.3% from the same January-May period last year. Month over month, May nonresidential spending for both
private ($453.3 billion) and public construction ($334.2 billion) fell 0.9 %. This represented the largest month-
over-month drop in spending since November 2018.

In EMI’s 2019 Market Overview, we mentioned rumblings about a recession on the horizon and how they were

starting to make company leaders a bit nervous. Many are just too busy keeping up with current work to start
thinking about contingency planning. In fact, the constrained labor situation, coupled with select material
increases, compressed project schedules and ongoing margin compression, is all creating more risk for E&C

firms today—and right when we find ourselves at the top of the market.



https://www.constructiondive.com/news/construction-spending-slides-in-may-despite-predictions/558071/?_lrsc=9bbe9abd-b8ab-418a-8834-db80da773d35
https://www.fminet.com/industry-outlooks/2019-fmi-overview-featuring-fmis-latest-forecast-the-2019-u-s-and-canada-construction-outlooks/

3 Ways to Shore up the Business and Prepare

Planning for a slowdown now instead of waiting for it to hit (and then doing something about it) is just smart
business in a world where economic cycles ebb and flow. Being prepared isn't just about bracing for potential
problems, however. It’s also about strengthening the organization overall and positioning it for future growth.
Here are three things all manufacturers should be doing now not only to prepare for a potential slowdown, but
also to ensure success in any market conditions:

1. Put the customer at the center of the conversation. Know why your customers are loyal to your
products versus another manufacturers offerings, and then use those insights to build out an even
more compelling offering and solution for your loyal buyers. Look beyond the numbers during this
exercise and focus on why they are (or aren’t) buying from you; why your product is being substituted
for another (or vice versa); and how your solutions are differentiated or aren’t. Get inside the mindset
of the specifier and influencers and try to get a clearer picture of why one of them would say to a
project owner, “use this product instead of that one.”

It comes down to understanding the customer’s business, knowing what the pain points are, and un-
derstanding what motivates the customer to buy certain products. Ask yourself questions like “How do
we help this contractor become more profitable and operate more efficiently?” and “How do we make
it easier for that end-user to use our product versus another?” For example, you might help them find
ways to improve their own labor efficiency or take the time to learn how you can be a better partner
on a project delivered through design-build or other value-based procurement methods. By dialing in
these details, you can begin to build stronger customer loyalty in a world where the next competitor is
literally a screen tap or mouse click away. In the article “Ready to Drive Innovation? Start by Talking to

Your Customers,” we've provided additional information regarding how to tap into customer feedback.

2. Diversify into other end markets or owner types. This one may seem obvious, but here at FMI, we're
consistently surprised by the number of building products companies that avoid diversifying until it’s
too late. We've seen companies wait until their pipelines have run dry before they start branching out
in search of more resistant end user segments or other new opportunities. A door manufacturer, for
example, has been historically focused on the residential construction segment. Right now, it’s trying
to gain a stronger presence in the commercial sector as a way to diversify its business—knowing that
in most cases (with the exception of the Great Recession), portions of the commercial market tend to
do better when times are tough.

The real theme here is to diversify your business and end-use applications so that you are in a greater
portion of the market when the slowdown occurs. That way, if the residential or multifamily markets
dip, you still have a strong base of work in the commercial or industrial markets. Of course, this can
be easier said than done. For the example manufacturer, tackling the commercial market requires
a completely different go-to-market strategy. Whereas the commercial side is highly influenced by
architects, engineers and contractors, on the residential side, the influencers can range from the “one
guy and truck” contractor to the very large builder. This is just one challenge of diversification, but
these are important idiosyncrasies to keep in mind as your company expands into diverse markets

and customer segmentations.
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https://www.fminet.com/bpm-insights/ready-to-drive-innovation-start-by-talking-to-your-customers/
https://www.fminet.com/bpm-insights/ready-to-drive-innovation-start-by-talking-to-your-customers/

3. Optimize your sales force for success. Your sales team needs data, analytics and insights that can
help it push forward and rack up those daily “wins” in any market conditions. Using market intel-
ligence, for example, your reps can begin to ferret out the markets and geographies where the most
potential lies and then work to leverage those new opportunities. Help them understand the market
opportunities in each of those regions and where your company stands in those areas (in relation to
its competitors). Keep in mind that just because sales volume is healthy in one particular region, that
doesn't necessarily mean your sales force is highly optimized there. This could in fact be a “false posi-
tive” and an indicator of a very active market, where more market share could be yours for the taking.

Optimizing your sales force’s efforts requires an understanding of these dynamics to ensure that
you're getting the most out of the potential opportunities within certain customer segments or re-
gions. Using a combination of these insights (e.g., there is a $2 million opportunity out there that
we're not tapping into) plus good sales training, you can turn analytics into action steps and start
capturing new sales opportunities.

Now Is the Time to Prepare
A slowdown is going to happen, and when it does, a decline in construction is sure to follow. This will directly
impact building product companies, and those that aren’t preparing now will take the biggest hits.

Those that do think ahead will not only be able to take advantage of the downturn, but also be building resilient
companies that can withstand a countless variety of market conditions. By taking the three steps outlined in
this article—and even if the slowdown doesn't surface for several years—organizations can effectively prepare

for whatever the future brings.




Infroduction to the Building
Products Market Update

In FMI5 inaugural Building Products Market Update, we focus on several major product categories: windows
and doors, insulation, HVAC, plumbing and roofing systems. This isn't an all-inclusive listing of product cat-
egories, but it does represent some of the more critical, nonstructural components of the built environment.
When examining the forecast, it's important to keep the definitions of the categories—and the subcomponents
within each—in mind. Combined, these categories represent approximately 12% of total residential and non-
residential construction costs.

As we examine the five-year industry outlook, we anticipate there will be a slowdown in both the residential
and nonresidential sectors that will impact total construction spending (and of course trickle down to these
product categories).

In the residential sector, we anticipate a near-term slowdown in the overall market and these product categories.
This slowdown is at the national level, but there are certainly markets across the Southeast and West Coast where
residential market activity will continue to remain strong and show few, if any, signs of slowing. It is anticipated
the windows and doors product category will have the greatest volume of activity over the next five years in the
residential sector, for example, followed by HVAC and duct.

Slowing in the nonresidential sector is expected to occur four to five years out as the market reacts to a stalling
residential sector. Similar to the residential sector, this slowdown will be felt to greater and lesser degrees at
the local and regional levels, but will also be felt at the national level. Much of the slowing will be in private
construction, while the institutional portions of the market are expected to remain stable (and, to some degree,
grow). The education market is expected to remain strong across the entirety of the forecast. The HVAC and
duct market is expected to have the greatest volume of opportunity in the nonresidential market, followed by
windows and doors.

In addition to the slowdown in opportunity, we're watching several trends that could impact the future of prices
and the broader industry. In some cases, a slowdown and the need to innovate and improve the construction
process will be the catalyst for these trends, which are:

B Recessionary impact on pricing and specifications—Total market demand will decline in a reces-
sionary environment, driving stronger competition. Installing contractors and end users will be more
willing to entertain alternative products or brands in order to save money, and specifications will likely
become harder to hold.
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B Technology adoption—Dramatic investments are beginning to reshape how we build. In some cases,
this will be reflected in new product offerings. In other cases, traditional products will be challenged
to adjust to emerging construction processes and techniques. Builders and contractors are looking for
efficiencies and a way to gain competitive advantage enabled through technology.

B Supply chain shifts—The current building products supply chain is ripe for change. Increased digital
engagement, improved logistics and shifts toward prefabrication/modularization will all shape the new
supply chain and impact the way in which we do business.

B Alternative procurement methods—Increased usage of design-build and IPD will continue to drive
the need for integration of the complete value chain in the preconstruction process. This will mean
greater integration of building product manufacturers in the design and engineering process.

With the strong potential for these future trends to affect a market shift, it is important to keep in mind how
building product manufacturers and distributors can plan for opportunities. By preparing for changes now,
companies can position themselves for the needs of their customers ahead of the market change.
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Total Construction Spending Put in Place 2018 and Forecast Growth
(2018-2023 CAGR) by Construction Segment
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* Improvements includes additions, alterations and maijor replacements. It does not include maintenance and repairs.

Source: U.S. Census and FMI Forecast
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Total Construction Spending Put in Place 2018 and Forecast Growth
(2018-2023 CAGR) by Metropolitan Statistical Area
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Total Construction Put in Place
Estimated for the U.S.
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Material Value at the Manufacturer Level
(Billions of Current Dollars)
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Rising home prices, debt levels and slow wage growth have resulted in significant affordability
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concerns for single-family homes.
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Homebuyers are weary of the current economic climate, with mortgage rates expected to continue a

slow decline.

Millennial buying practices and urbanization trends continue to drive long-term opportunities.

Multifamily new construction activity across several major urban markets appears to have cooled.

Improvement activity is expected to stall due to reduction in moving activity through 2020.

Labor constraints for remodeling are expected to hold back the market.
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Material Value at the Manufacturer Level
(Billions of Current Dollars)
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Macro Trends

Many major end segments driven by developer investment (office, commercial, lodging) are
expected to slow over the next several years.

Institutional activity in health care and education will remain stable as changing demographics
continue to drive activity on K-12 schools and senior living facilities.

Rising tax revenues and urbanization are increasing near-term opportunity on government
buildings.
Uncertainty in the manufacturing segments exists due to trade negotiations, new tariffs and oil price

volatility, which are all stalling activity.

Labor remains a major concern, though advancements in technology adoption and commitment to
prefabrication will provide relief for contractors.
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Estimated Material Value at the Manufacturer Level
Total United States
Millions of Current Dollars

RESIDENTIAL BUILDINGS
Total Construction Volume PiP 473,933 531,657 546,173 524,219 527,018 541,403 559,882 585,654
Manufacturer Net Material Value

Windows and Doors 19,136 21,910 22,505 21,691 22,026 22,505 22,834 23,807
Insulation 3,965 4,407 4,535 4,366 4,440 4,544 4,579 4,633
HVAC Equipment and Duct 17,481 19,599 20,143 19,387 19,706 20,143 20,279 20,516
Plumbing Supplies and Fixtures 4,042 4,653 4,783 4,569 4,687 4,793 4,829 4,884
Roofing 8,252 9,305 9,562 9,206 9,355 9,561 9,626 9,738
Total 52,877 59,874 61,527 59,220 60,214 61,546 62,147 63,578

NONRESIDENTIAL BUILDINGS
Total Construction Volume PiP 479,972 489,343 510,927 530,149 536,266 540,601 553,481 573,506
Manufacturer Net Material Value

Windows/Glazing and Doors 15,152 15,570 16,270 16,185 15,780 15,742 16,003 16,195
Insulation, Exterior Walls 3,649 3,736 3,913 3,896 3,796 3,790 3,858 3,906
HVAC Equipment and Duct 28,759 28,938 30,265 30,104 29,336 29,263 29,757 30,121
Plumbing Supplies and Fixtures 7,899 8,143 8,508 8,464 8,253 8,233 8,369 8,469
Roofing System 5,181 5,243 5,482 5,453 5,314 5,301 5,390 5,456
Total 60,640 61,631 64,437 64,102 62,479 62,330 63,377 64,147

Source: FMI Corporation
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Appendix:

Product Definitions

Residential
Windows and Doors — Products and associated hardware including operable windows, skylights,
fixed glass, sliding doors, patio doors, entry and service doors, passage doors, garage doors

Insulation — Insulation products utilized in the building envelope, equipment and appliances,
including fiberglass, mineral wool, EPS, XPS and foam materials

HVAC Equipment and Duct — Including equipment (furnaces, air conditioning compressors and
condensers, dehumidifiers, split systems, boilers), filters, controls, distribution duct and boxes, registers

Plumbing Supplies and Fixtures — Including piping, valves, connections (supply, distribution,
waste), meters, water heaters, sinks, toilets, faucets, drains, shower mixers, pans, bathtubs, irrigation,
fire sprinklers

Roofing — Including shingles, metal, tile and concrete materials with underlayment and flashings
for sloped roofs. Flat-roof materials are excluded from this category and are included with the
Nonresidential Buildings, Roofing System category.

Nonresidential Buildings
Windows/Glazing and Doors — Products and associated hardware, including operable/inoperable
windows and glazing, skylights, roof hatches, storefront, curtainwall, sliding doors, patio doors, entry
doors, revolving doors, fire and security doors, overhead doors

Insulation, Exterior Walls — Insulation products utilized in the building wall system, including
fiberglass, glass-skinned wall boards, EPS, XPS and foam materials

HVAC Equipment and Duct — Including equipment (boilers, chillers, air handlers, furnaces,
compressors, condensers, dehumidifiers, split systems, filters), controls, distribution duct, valves and
boxes, registers

Plumbing Supplies and Fixtures — Including piping (supply, distribution, waste), valves, elbows,
fittings, hangers, meters, water heaters, boilers, sinks, toilets, faucets, drains, shower mixers, pans,
bathtubs, irrigation, fire sprinklers

Roofing System — Sloped-roof systems, including cover material (shingles, metal, tile) with
flashing, underlayment and insulation. Low-slope and flat-roof systems include cover material
(TPO, EPDM, metal, PVC, BUR), insulation board, cover board, flashing, adhesives, screws.
Excludes roof deck material.
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VWho We Are

FMI is the leading consulting and investment banking firm dedicated exclusively to the Built Environment.

We serve the industry as a trusted advisor. More than six decades of context, connections and insights lead
to transformational outcomes for our clients and the industry.

FMI CONSULTING

FMI has more relationships in the industry than any other con-
sulting firm. We leverage decades of focused experience and
expertise to advise on strategy, leadership and organizational
development, performance, technology and innovation.

PRACTICE AREAS

Strategy

B Market Research
Market Strategy
Business Development

Strategic Planning

Leadership & Organizational Development

Leadership & Talent Development
Succession Management
High-performing Teams
Corporate Governance

Executive Coaching

Performance

B Operations

B Risk Management
B  Compensation

B Peer Groups

Technology & Innovation

B Tech Market Accelerator

Tech Partner Program

Tech Readiness Assessment
Tech Sourcing & Adoption
Integrated Business Intelligence

FMI CAPITAL ADVISORS

We are the leading investment banking firm exclusive to the
built environment. Our dedicated team of more than 35 expe-
rienced M&A finance professionals has completed hundreds of
transactions in the industry. FMI offers the broadest and deepest
M&A coverage of the Built Environment.

SECTOR EXPERTISE

Architecture, Engineering & Environmental
Building Products

Chemicals

Construction Materials

Contractors

Energy Service & Equipment

Energy Solutions & Cleantech

Utility Transmission & Distribution

SERVICES

M&A Advisory
ESOP Advisory
Valuations

Ownership Transfer

EXECUTIVE EDUCATION

B Acquisitions in the Construction Industry
B Ownership Transfer & Management Succession



TRAINING PROGRAMS FMI PEER GROUPS

Over 10,000 industry leaders have completed FMI FMI manages nearly 50 individual peer groups across
training programs, which span the entire management the industry. Connecting businesses through network-
spectrum, from new managers to senior executives. ing, expanding visions and providing feedback.

DENVER

Emerging Managers Institute Organizational Structure and Development
Field Leader Institute

Project Manager Academy
Construction Executive Program
Leadership Institute

Leading Operational Excellence
Construction Selling Skills
Market & Selling Strategies

Ownership Transfer & Management Succession

Human Resources
Business Development
Information Technology
Operations Management
Financial Management

Acquisitions in the Construction Industry
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