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A Hot Commodities Market Spurs

Buying Spree by Manufacturers

By TIMOTHY AEPPEL

Shortages and high prices for raw ma-
terials are fueling a new and unusual
wave of acquisitions and deals. Steelmak-
ers are buying iron-ore mines, ajrplane
manufacturers are striking long-term
deals for titanium, and the world's sec-
ond-largest tire maker is cultivating rub-
ber trees

This return to a type of vertical inte-
gration that has been out of favor for
decades signals a new phase of indus-
try consolidation. Having bulked up by
acquiring rivals, manufacturers are
turning their deal-making prowess lo
raw materials providers in hopes of en-
suring adequate supplies and control-
ling costs.

The trend reaches beyond raw mate-
rials to crocial parts. Armor Holdings
Ine., & maker of armored cars and bul-
let-proof vests, last month bought Inte-
prated Textile Sy?lemn Ine., a Monroe,
N.C., supplier of super-strong fibers.
The fiter producer had come up with a
low-cost and environmentally friendly
wity to make fibers for reinforcing ar-
maored cars.

Auto makers and steel companies his-
torically sought to own everything from
raw-materials stocks, manufacturing
S

Avor past cen
cause of inefficiencies.

Now, the pendulum is swinging back
as some manufacturers aim to smooth
volatile prices and better plan for the ebb
and flow of material searcity. But rather
than own everything, they hope to con-

past two years

0%

o

e

10
.“

% b

: Crude gl

e b "
trol only those components or materias
that are most scarce or most difficult o
produce,

The trend is part of the larger
merger wave reshaping many indus-
tries. So far this year, data provider
Dealogic has counted 475 deals world-
wide in metals and steel, valued at $71.7
billion, up sharply from 3% deals val-
ued at $24.3 billion during the same pe-
riod last year. In machinery, there have
been 499 deals, valued at $24.5 billion,
up from M6 deals valued al §14.2 billlon
a year ago.

It is unclear how many of these are
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Commodities Boom Prompts Buying Spree Among Manufacturers

) Contipned From Fest Poge
- slve or scarce materials. The vast ma-
| jority, of course, are among companies
Cthat want o get bigger, using econo-
- migs of seale to wring price concessions
fromm suppliers.
.. But unlike earfier conmsoldation
- waves, this one 8 ocourting deoy in the
 manufacturing  food-chain, and being
driven by surglng commodity prices.
Copper 18 0p & stunping [92% over the
past two years, nickel 103%, natural rub-
ber 72%, and oil G7%. Ancther cause:
Csevere price fluctuations that have
roiled production, causing costly shat-
downs and missed deliveries. The price
af coldrailed steel in the TLE., for in-
stance, Bas been on s roller coaster,
surging to 3700 & net ton in June, up
from $590 & fon a wear earlier, i
abont an par with prices in June N,
“When inventories of 50 many key
materigls are this tight, there's 4n ex-
treme Dpeentive for companies to seek
-greater controb over supmpies,” says Ja-
som Schenker, an eennomist at Wacho-
via Corp.
Stoelmakers are arnong e most ag-
pressive. Just four years ago, Pifts
burgh-based 108 Steel announced
was spinning off its Minmesots irone-ore
operations 0 focus on steelmaking, The
company's union bilked and blocked
the move, which proved a blessing. As
_prices of raw materials have soared, the
lack of vertical integration came to he
considered a major weskness in that
industry, and many steel producers are
rushing to asssrt even more conteob
aver Faw materials.
THe WOrlES DEEest steelmaker, M-

tal Steel Co. NV, based in Rotterdam,
the Netherlands, has stafed that 1t will he
a2 setf-sufficient in iron ore by 20,
while Novolipetsk Steel, Russia's fourth-
largest steelmaker, cariler (his year
spent 5750 miflion for stakes o two cok-
tng-col producers. Novolpelsk's stared
goal is to become self-sufficient in raw
matertals.

Other manidacturers are testing long-
term deals or using their indostry cone
tacts bo guarantee adegoate supplies for
themselves and their suppiiers, Airbus,

Some companies
pursue the strategy in
order to hoost output
of new materials.

the European aiplane consortivm, in
May snncunced It had signed contracts
with titanim suppliers worth $1.4 bithion
io secure the scirce metal throogh
2015 an vnusually long time hortgon ¥or
any industry.

Boeing Co, tried another tack to bock
up  titaniutn  sopplies, announcing a
joint  venture with  Russia’s 04D
VEMPO-Avisma, the world's largest tita-
niumn producer, to supply componentz
for its new Dreardiiner jets, The 5050
joint venture reguires an inttial invest-
ment of $30 millivn each. Boeing, based
in Chicago, said the deal will et the
st of Ulanbui grts.

Open Brergy Corp., 4 Solana Beach,
Calif., miker of solar equipment, oses its
comtacts to buy hard-to-get silicon ingets
for suppiiers, “In a normal supply-chain
envirsmment this worldn’t be happening
and the fact we have todo it is ot ideal,
eraitse it ties op capital,” says David
Saltman, the company's president. Bat
the aitevnutive is costly shutdowns be-
cause of shortages, Harris Corp., a Mel-
Dourne, Fla,-based elecirmies company,
helped its metaiparts suppliers line up
new electriplating companies that they
could use to meet Harris's anticipated
demand for parts.

We are seeing eompAnics “reintegrat-
ing on & virtual hasis,” says Jobn
Baron, viee president of business devel-
apment for Newview Technologies Inc.,
a software and services eompany that
helps Ford Motor Co. and Britain's
Folis-Royee Group PLC manage raw
materials. Tt cin mean buying materi-
als on behald of & group of parts suppll-
ers o helping suppliers better forecast
their own pesds.

I the tire industry, Japan's Bridge-
stome Corp. last year bought an Indoge-
sian rubber plantation and is Belping
farmers in other parts of the world plant
more rubber rees. The compasy, the see-
ond-largest tire maker in the workd based
on sales after France's Michelin SA. is
algo pouring momey inte plants 1o make
ofher crucial raw materials sich as car-
bon black.

Mark 4. Emkes, chief exective of
Bridgestone Pirestine Morth American
Tire LLC &nd & member of the board of
Bridgestone in Japan, says his “com-
pany has deterniined that in the Jong

term, the giohal appetite for these stra-
tegie raw matertals will make It more
ard more difficult to obtain the quality
and quantity of materisls necessary for
the efficient and profitable sperstion of
the husipess.”

Sare wompanies pursue the strategy
it order to boost outpot of new matertais
ot Block competifors frem gaining con-
trol of them, Japan's Toyota Motor Corp.
st year took controf of U8 key supplier
of batteries for gasoline-electrie hybrid
cars, which use large amounts of nickel.
Rapid growth of hybrids has strained the
ability of battery makers o meet de-
mand. Crocs e, based in Niwol, Colo.,
henght the technology o make the resin
it uses in its distinetive clog-like shoes,

Integrated Textile's clean procasses
are one reason its bullet-proof fibers
can he produced less expensively than
rivalg, savs Robert . Schiller, presi-
dent of Jacksonville, Fla-based ae-
quiver Armer Holdings. Avmor Hold
imgs' purchase of the fiver company will
expand output of the new fiber. That
wortld have been harder for the supplier
todo on its own, he says, while “provid-
ing us eantrol over a core bailistic tech-
nalogy with onigque properties.”

Hyundal Moter Co.

Wyundai Motor Co, said i plans to
taurech & new premiam sport-utiity veht |
cle in Sosth Korea in October, hoping to
lift chugeich domestic detnand. The STV,
t be mamed the Veracruz, will he
aquipped with 4 3 8-liter, Vi engine and
aiyx spoed  agtomatie tranemieelon, oo
rea's largest auto maker said, The Ver-
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