LS. Imports, Domestic Shipments, & Consumption (1978-2008)
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Tile Consumption Update

ased on trends to date, U.S. tile
Bconsumption will decrease for

the third year in a row. This is
the first time this has occurred since
1982, during the midst of the last major
recession. Through 2Q 2009 YTD, U.S.
tile consumption was at 827 million sq.
ft., which represented a 21.9% decrease
vs. 2Q 2008 YTD. U.S. tile consump-
tion fell 20.8% and 19.3% in 2008 and
2007, respectively.'

Annualizing the data available for the
first half of 2009, total consumption for
the year would be 1.65 billion sq. ft.,
approximately the same consumption
level as in 1997.

Nevertheless, there have been some
encouraging signs in the market. Imports
have increased in each of the last four
months (from Feb. - June 2009), and
domestic shipments rose 13.8% from
1Q to 2Q 2009.

Additionally, even though the market
has greatly declined from where it was in
2006, Chart 1 shows the overall growth
of U.S. ceramic tile consumption over
the past three decades.

Imports

Through 2Q 2009 YTD, 638 million
sq. ft. of ceramic tile arrived in the U.S.
This was a decrease of 24.0% from 2Q
2008 YTD, in which 839 million sq. ft.
of ceramic tile were imported. This was
also a 42.4% decrease from 2Q 2007
YTD totals.

Even though imports declined, they still
comprised the majority share of the U.S.
market. Import penetration was 77.1%
in 2Q 2009 YTD, the lowest it has been
since 2002. It has decreased each year
since peaking at 82.4% in 2006.

Table 2 shows the top five countries
from which tile was imported (in sq. ft.)
in 2Q 2009 YTD and, for comparison,
their 2Q YTD rtotals over the past two
years.

In the first half of 2009, two-thirds of
tile imports (in sq. ft.) came from three
countries — Mexico, China, and Italy.
Mexico’s proximity to the U.S. market,
along with lower tariffs and shipping
costs, helped make it the top exporter
to the U.S. These factors and the fall-

ing value of the dollar vs. the Euro have
helped shift demand away from Europe.

After overtaking Italy in 2008 as the
top tile exporter to the U.S. (in sq. ft.),
Mexico’s share of imports rose to an all-
time high of 28.8% (2Q 2009 YTD).
This total was up from 2Q 2008 YTD,
in which Mexican tile accounted for
25.3% of imports.

Just five years ago, Chinese tile com-
prised 4.4% of imports. Through 2Q
2009, however, China was the second
largest exporter (in sq. ft.) to the U.S.
with a 19.9% share of imports. China
has steadily gained market share in each
of the last 10 years.

Italy, which was the second largest
exporter (in sq. ft.) to the U.S. last year,
had the third highest percentage share
(17.7%), followed by Brazil (9.3%) and
Spain (5.9%).

Chart 2 shows these same countries %
share of imports over the past five years.
Note how much more widely dispersed
import shares are now vs. 2005.

On a dollar value basis (2Q 2009
YTD), imports declined 30.3% vs. 2Q
2008 YTD, considerably more than the
21.9% decrease in sq. ft. over the same

time period. This is a reflection of falling
overall import prices due to the growing
percentage of imports from low-cost
producing countries and less tile coming
from high-cost countries such as Italy
and Spain.

Despite losing its position as the top
exporter to the US. in sq. ft.,
remained the largest exporter in dollar
value with a 35.4% share. However,
this total decreased significantly from
2Q 2008 YTD, in which it comprised
42.4% of imports (in $ value).

The next highest total belonged to
Mexico, which made up 17.8% of the
total $ value of imports. Chinese tile was
in the third position with a 16.9% share
of $ value.

Italy

The average values of tile from the
top five countries (based on sq. ft.) from
which tile was imported through 2Q
2009 YTD are shown in Table 3.

The per unit value of Mexican imports
fell 8.1% from 2Q 2008 YTD. Chinese
and Italian imports’ per unit values rose
9.9% and 1.6%, respectively, from 2Q
2008 YTD. The per unit value of all
imports declined 7.9% from $1.01 (2Q
2008 YTD) to $0.93 (2Q 2009 YTD).?
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Domestic Shipments

While shipments of domestic tile fell
12.5% 2Q 2009 YTD vs. 2Q 2008
YTD, they rose in the most recent quar-
ter 13.8% (1Q to 2Q 2009). Domestic
shipments have performed very well vs.
imports, as the % decrease in imports
(-24.0%) so far this year was almost
double the decrease in domestic tile con-
sumption (-12.5%).?

Exports

U.S. tile exports have increased each
year since 2004 and reached an all-time
high of 50 million sq. ft. in 2008. For
2Q 2009 YTD, they are down slightly
(-1.8%) vs. 2Q 2008 YTD. The vast
majority of these exports (in sq. ft.)
are to neighboring countries - Canada
(55.9%) and Mexico (23.2%).4

Key Economic Factors

After experiencing the worst economy
in decades, the U.S. market appears to be
making a gradual recovery. The govern-
ment’s estimate of 2Q 2009 real GDP
was -0.7%. This was significantly higher
than 1Q 2009, in which GDP was down
6.4%. While GDP has fallen four con-
secutive quarters for the first time since the
Bureau of Economic Analysis began track-
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ing GDDP, this latest decline is substantially
less than the previous three.’

Mortgage rates

Historically low mortgage rates have
given the housing market a much-need-
ed boost in 2009, hitting an all-time low
of 4.81% in April. As of Sept. 2009,
the rate on a 30-yr. fixed mortgage was
5.06%, down from 6.04% this time a
year ago.°

Housing Starts

New housing starts in Aug. 2009 were
at a seasonally adjusted annual rate of
598,000 units, the highest rate since
Nov. 2008. August’s total represented a
1.5% increase from the July 2009 total of
589,000 units but a 29.6% decrease from
Aug. 2008. Single-family housing starts,
which comprised 80.1% of Aug. new
housing starts, declined 3.0% from July.”

Many housing forecasters predict that
although housing starts will reach record
lows this year, 2010 will bring consider-
able gains. The National Association of
Home Builders (NAHB) predicts that
single-family starts will rise 36% next
year. Freddie Mac is even more optimis-
tic, predicting housing starts to jump
57% in 2010.

November/December 2009

New Home Sales

August new single-family home sales
increased for the fifth month in a row — up
0.7% from July 2009. The current pace
(Aug. 2009) of 429,000 units per year
was the highest level for new home sales in
almost a year (since Sept. 2008). The aver-
age months’ supply (average # of months it
would take to sell current inventory) con-
tinues to fall and was at 7.3 months, the
lowest level since early 2007. This figure
needs to continue to fall for the residential
housing market to recover.”

Unemployment

The U.S. unemployment rate was at
9.8% (as of Sept. 2009), the highest level
in 26 years. For comparison, unemploy-
ment was at 6.2% in Sept. 2008 and
4.7% in Sept. 2007.

The rising unemployment rate hampers
a housing market recovery, as job market
uncertainty causes potential homebuyers
to delay their decision to make major
purchases, such as a home."

Value of Dollar vs. Other
Currencies

The U.S. dollar fell 5.6% vs. the
Euro from the end of 2008 to Sept.
2009. The dollar also lost ground vs.
the Mexican Peso (-2.5%) and Brazilian
Real (-23.3%) since the end of 2008.
The dollar held steady with the Chinese
Yuan compared to 2008, but has lost
17.5% of its value vs. the Yuan in the
past five years.
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Summary
Even with positive signs from the

economy, the U.S. tile market still has

T ; : several critical issues to overcome:

Stabriless St ebble * Unemployment is expected to rise
throughout 2009 and into 2010,
causing uncertainty among poten-
tial homebuyers.

* Rising number of foreclosures, as
more adjustable rate mortgages are
expected to reset later this year.

* Tight credit for homebuilders and
homebuyers

* Weak dollar, leading to tile
imports’ being more expensive
for U.S. buyers

Despite the current state of the
industry, there are signs the market is
on its way to a recovery. We are hope-
ful 2010 will bring the industry’s first
increase in consumption since 20006,
and the worst of the economic reces-
sion is behind us. As the housing mar-
ket begins to heal, new construction
and pent up demand for remodeling
will help drive the demand for ceramic
tile. As savvy consumers already know,
ceramic tile is a great choice for its
value, beauty, versatility, and environ-

mental sustainability. TILE
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