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News and Economic Outlook for the Wire and Cable Industry

Dear Friends of IEWC, here is my account:

The Wire Index received a boost last month, reaching another post-recession high. The index of US publically-traded wire
and cable manufacturers and distributors closed at 82.2 on April 23rd, up 14% from last month. Those companies in the

index involved in the building wire market saw bigger gains, as home sales surged in March before the planned expiration of the homebuyer tax

credit. After months of relatively flat performance, the strong gains this month suggest that the index may be getting back on track with the

broader market gains. The next couple of months will be telling.

Economic activity in the US continues to strengthen against the low Delivering Growth

Wl points of the recession. In mid April, the National Bureau of 115 . US POT Transportation Services Index - Freight
Economic Research issued a statement asserting that it was still “premature” to mark N
the end of the recession, though their caution was more about when we turned the 110 J\A/‘ "“V‘\
corner as opposed to if. A brief look at any major economic indicator makes it clear that ,
the economy is gaining ground again, with solid month-over-month improvements since \
the summer of 2009. The US Department of Transportation’s Transportation Services 100
Index is no exception, with domestic shipments by truck, railway, inland waterways, air \/\ ~—
and pipeline rising at a 5% annual rate since May of 2009. The data reflect improving % A
manufacturing activity as more goods move from suppliers to manufacturers, from 90—
manufacturers to distributors, and from distributors to end-users. The mostrecentdata 2007 2008 2009 2010

on durable goods manufacturers also show improvement. Although the headline number fell in March, the slump is mostly attributable to a
massive drop in orders for non-defense aircraft and parts. Excluding the volatile series on commercial aircraft, new orders rose 2.5% in March.

The recession in Mexico was similar to that of the US, but the period of decline was much more condensed. Where US
exican Economy ErpHRE production began a steady decline at the end of 2007, overall Mexican output didn’t turn south until the middle

of 2008 and hit bottom in February of 2009. Looking specifically at manufacturing output as measured in the Instituto Nacional de Estadistica y
Geografia’s index, the period of decline was even shorter (and steeper), peaking in October of 2008 and bouncing back in March of last year.
The decline stemmed from lower demand for manufactured goods in the US, shown as Mexico’s exports to the US in the graph below. Mexico’s
US exports experienced a more volatile peak and trough, with the swings in overall Mexican manufacturing output moderated by more stable
demands for manufactured goods both domestically and outside of North America.

The peso’s exchange rate against the US dollar followed a similar trend throughout the recession. Most major currencies weakened against the
dollar during the financial crisis of 2008-2009 as investors sought the safety of US dollar investments, but the decline of the peso was even
greater. After strengthening against the dollar prior to the recession, the peso lost 36% of its buying power in the US. As demand for Mexican
labor and goods declined, so did demand for the pesos normally used to pay for such M facturi St )

goods. Although the depreciation of the peso was the symptom of a problem, the 120 antiactiring a Stronger esc;o_ﬂ

weaker currency itself likely contributed to the early recovery. With Mexican labor and % A A e ’I\EA;?)OI:'::?:US

goods cheaper in the eyes of American businesses and consumers to the north, g o ,j \ MXN/USDFXRate | | 01O
exports to the US climbed quickly. This in turn boosted Mexican manufacturing and %100 1 oA o 50,00 8
helped the peso regain some of its value. 3 %
In the last couple of months manufacturing in Mexico took a step back, but the trend g i N \ W N A I §
appears temporary. Daily exchange rates with the US continue to increase, suggesting ik RN "'vf/ $0.07 g
that manufacturing activity and exports turned up again in March and April. Some are % " \J 50.06
concerned that the strengthening peso will push back on manufacturing growth by s

reducing the competitiveness of Mexican labor, but that point still seems a ways off, S 60t $0.05

The exchange rate remains well below the peak in 2008 when Mexico was still quite
cost competitive.

MW Every year on April 15th, the US Treasury Secretary is required to issue a report to Congress detailing the currency policies
The Renminbi o : e : . . : »
of the US’s major trading partners, specifically calling out any country that manipulates its currency to gain a competitive

advantage against the US. While no country has received the dreaded “manipulator” label in the report since 1994, there has been mounting
pressure to tag China as such ever since the Chinese government halted the appreciation of their currency in July of 2008. To avoid confronting
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Industrial March Retail Sales  Mfg.’s New Orders March

BY THE Production Unemployment  (FebtoMarchange)  for Dyrable Goods  CPI Inflation
NUMBERS (Feb to Mar change) (Feb to Mar change) (over prev. 12 months)
(US) +0.1% 9.7% +1.8% -1.3% +2.3%
Heavy-handed Policy the Chinese on the issue amid already tense relations, Treasury Secretary Geithner
$0.150 __ninese Yuan / US Dollar Exchange Rate recently delayed issuing the report, giving US and Chinese leaders more time to work
50145 Nearreersad - OUL their differences.
2 0140 / After long maintaining a strict currency peg to the US dollar, the Chinese allowed for
< / modest fluctuations in the exchange rate beginning in July of 2005. As shown in the
g $01% P graph to the left, since the peg was removed, the yuan appreciated at an accelerating
§ $0.130 / rate against the US dollar, climbing more than 18%. With the onset of the financial
© $0.125 _r__,. crisis, however, China’s central bank began an aggressive exchange rate policy to keep
$0.120 the yuan steady again against the US dollar. By restraining the yuan from further
s0.115 appreciation, it could be argued that the Chinese central bank is keeping the currency

2005 2006 2007 2008 2009 2010 artlflCla”y weak against the US dollar.

An undervalued yuan is unpopular with American politicians and businesses for good reason. The weaker yuan makes Chinese exports
cheaper to US consumers, and American exports more expensive to Chinese consumers. These forces help to expand the already gaping US
trade deficit with China and make US businesses less competitive against Chinese competitors.

In a floating exchange rate environment, currency values act as a self-correcting tool to rebalance trade. In Mexico, as | described above,
increasing US demand for the country’s goods and services drives up the value of the peso relative to the dollar. Eventually, a stronger peso
discourages US spending in Mexico in favor of Mexican’s buying more US goods. This reverse pressure continually works to balance trade
between the two countries. Without this mechanism at work between the US and China, China has been able to maintain excessive cost
competitiveness for an extended period of time — despite the growing trade imbalance.

As US and Chinese officials work through their issues, it appears increasingly likely that China will allow the yuan to appreciate again soon.
Their current position is not sustainable for too long, as it obliges the Chinese central bank to issue massive amounts of bonds and force high
reserve ratio requirements on the country’s banks to prevent inflationary pressures at home. When the yuan is finally untethered, it will begin to

make US investments in Chinese manufacturing capabilities more expensive, but
Comex Copper

you'll hear a great sigh of relief from US exporters. $4.00
Comex copper futures continued to march upwards in April, reaching as 53.50

high as $3.63/Ib early in the month. As growth forecasts for the global /‘
economy improve, investors find more and more reasons to buy into the industrial _, $3.00 423
metal, pushing prices up. Copper closed at $3.51/Ib on the 23rd of April. > $3.51

. \ . . . ' . . $2.50 A

The upward trend in copper prices is putting continued inflationary price pressure on
wire and cable products, the metal's most common application. As the yearrolls on, it ¢, o |
will be interesting to see where copper prices let up. Before the recession, there
seemed to be a pain point at about $4.00 that kept bids from going much higher. | $1.50 +——————————————————————
expect to see the market knocking on the same ceiling before the end of this year. Apr'09  Jul'09  Oct’09  Jan™0  Apr10

. Crude oil futures traded higher in April, closing at $85.09/bbl on the 23rd. Plastics futures prices as traded on the LME
Oil/Gas/Polymers . . :
also rose, driven by higher feedstock costs in crude

oil and its own supply and demand pressures. Nymex natural gas futures

held mostly steady, closing at $4.27/mmBtu. Sincerely,

If you're keeping track, you'll notice that | skipped the “April” edition and & 901‘)1
called this one “May.” | haven't changed the release schedule for the Hot Brian Hirt

Wire and will still release 12 editions this year, but | wanted to move up the M.A. Economics
naming convention since this is the newsletter that will circulate through- IEWC Business Analyst

BHirt@iewc.com

out most of the month of May. 262-957-1118

Disclaimer: IEWC provided this newsletter and the information herein for your convenience only and does not guarantee the accuracy or completeness of the information. IEWC assumes no
responsibility for the use of, or reliance on, the information provided herein and disclaims all liability for any and all damages arising out of the use of, or reliance on, this information.
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