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resin buying

Experts Advise on How to
Get Smart About Resin Purchasmg

Resin markets are not fair! Different custom-

ers pay different amounts for the same
product, and that's not based only on how

much they buy—it’s at least as important how much they know.
The resin seller’s greatest weapon is the buyer’s lack of informa-
tion, so better information is the customer’s only defense. That was
the message of the annual Executive Forum for Processors held this
spring in Fort Worth, Tex., by Resin Technology Inc. (RTi), a firm
dedicated to helping processors become smarter resin buyers. It
was the second year that RTi invited members of the press to at-
tend, so we can convey some key points of advice from RTi, along
with pointed comments from processors in the audience.

RTi in Fort Worth (resinpros.com) was founded in 1998 by
Garland Strong, president, who had headed an injection molding
company; and by Bill Bowie, COO, who had run a large com-
pounding firm. “We saw that eight in 10 resin purchasing people
in our industry had no idea how to do it right,” said Strong.
They put together a team (now numbering almost 20) of simi-
larly experienced industry veterans to advise plastics processors
on how to approach their suppliers on a more equal footing.
Their motto is, “Get ResinSmart!”

Explains Gus Garrett, director of education, who has 27
years’ experience selling polyethylene for Dow—and, by his own
admission, knows every trick in the book, “We have either sold
you resin or walked in your shoes. With the right approach, you
can know more than a typical resin salesperson. It might not
stop, but it could mitigate, a price increase.”

Why does it pay to know more than your resin salesman? Take
this anecdote from Scott Newell, director of client services for PP.
When he worked for a molding company, his supplier of PC/ABS
asked for a price increase because the cost of benzene—a key
ingredient in both ABS and PC—was rising. The salesman bol-
stered his point with the first graph on this page. Newell did some
research and came up with the second graph, which shows that
although benzene’s price had been rising in the short term, its
price over the longer term had declined significantly. “He was
asking for a price increase, but I got a decrease!” Newell reports.
“I figured out that I needed to understand my supplier’s business.”

RTi claims that its approach to smart buying saves its cus-
tomers an average of 2-4¢/lb. RTi benefits through a “gain
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A longer term view of benzene price trends indicates that a
price decrease was more justifiable than an increase.
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sharing” approach: “If we can’t save you money on resin, you
don’t owe us a thing.”

BUYER BEWARE

“You have a sales plan. You have a preventive maintenance plan.
You should have a resin purchasing plan,” advises Sam Beasley,
director of business development. With resin accounting for an
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average of 65% of your cost of doing business—anywhere from
50% for typical injection molding to 85-90% for film extrusion,
“Resin purchasing should be a full-time job,” says Beasley.
Real-time market information is more valuable than ever, and
there’s more you need to know than ever:

eThere are fewer and fewer suppliers to choose from, which
strengthens their bargaining position. What are the suppliers you
don’t deal with doing in terms of pricing? You need to know the full
slate of suppliers and decide which of them are best for your business.

eSupplier-customer relationships are “out the window,” says
Kevin Roberson, director of core client services. “They want your
business, but they won’t do anything special if it costs money.”

Price volatility in resins and their underlying feedstocks is
greater than ever and not likely to go away. “Volatility is the
new normal,” says Newell. Prices of PP resin have swung wildly,
by as much as 15-17¢/lb from month to month lately. And over
the last 28 months, there have been 28 changes in PS pric-
ing—14 increases and six decreases.

°A global view of resin and feedstock trends is essential:
“Global events increasingly drive North American pricing,”
notes Craig Farrell, vp of international.

eHurricanes Katrina and Rita in 2005 changed the industry
forever, according to Roberson. Suppliers learned they could
shove through large increases in a single month. And they
learned to live on lower inventories. Since the recent Great Re-
cession, resin producers have moved from a make-to-inventory
model to make-to-order. One PS supplier reported told custom-
ers that its manufacturing plan for the month of May was, “If
you don’t order it by May 12, we won’t produce it.”

What you need to know, above all, is how does your price
compare with what your competitors are paying. Some processors
pay a posted increase on the announced effective date, others start
paying it a month later, or split the increase over two months. And
the size of price hikes isn’t the same for everyone. As one savvy
processor noted at the RTi forum, “I never pay an increase until
the end of the month. I wait to see whether the price hike sticks,
or how much of it sticks, and then I negotiate the best deal I can.”

Which leads Mike Burns, vp of polyethylene, to comment,
“That’s how it is in this industry: You manufacture something
today, but you don’t know your material price until next month.
The average business person would think you’re crazy!”

WHAT DRIVES PRICES?
In the view of Mark Kallman, director of client services for
engineering resins, three factors drive prices:
eReal-time raw-material cost (resins and feedstocks);
oSupply (of resins and feedstocks);
eDemand (domestic and international, real and artificial).
To properly understand these three factors, you must grasp
the nine “Real-Time Market Drivers” that make up RTi’s Res-
inSmart philosophy:
ePricing benchmarks: This means knowing in real time what
are the actual selling prices for your resins globally. Also, what are

the recent trends in resin prices—up, down, or flat? What “non-
market” moves have been taking place behind the scenes? These are
the unannounced price changes for suppliers’ best customers.

eDemand: Is it real demand or false demand—pre-buying
ahead of an expected increase, or delayed buying ahead of an
expected decrease? According to Roberson, this is what makes
year-to-year demand comparisons misleading, because any
month’s sales data can be distorted by pricing moves.

eSecondary markets: This means anything other than your
normal channel for buying prime resin. Secondary markets are often
the first to indicate market changes, the first to move up or down.

eNatural gas/crude oil: It’s no secret that almost all plastics
are derived wholly or in part from these two sources. What’s less
widely recognized is that the U.S. olefins industry (which makes
feedstocks for polyolefins, styrenics, and PVC, among others) is
much more reliant on natural gas than oil, unlike its counter-
parts in Europe or Asia. Oil price volatility is probably here to
stay, but natural gas supply is disconnected from oil and its price
is much less volatile—in fact, it has barely budged at all in the
past year. On an energy basis, natural gas prices are roughly
equivalent to oil at around $30 a barrel. RTi believes natural gas
will remain plentiful and cheaper than oil for the foreseeable
future. So don’t be bamboozled the next time a resin salesman
tells you the price of a barrel of oil has gone up.

Another Way of Looking
at Resin Cost

A large extruder of cast film for slit tape at the RTi forum
said his firm had tested different PP resins for processabil-
ity and throughput rate. They compared two resins of 3.4
MI and 4.3 MI and found that the higher-flow PP yielded
a double-digit increase in output. His conclusion: “The
grade we were buying was costing us at least 2¢/lb in
lower line speed.” Now his firm is starting to look at
resins for consistency of properties in the end product.
Eventually they hope to combine the two factors in a new
cost/value appraisal of resins.

eFeedstocks: Get to know the real direct feedstocks for your
resins, and know their price and supply moves, advises Greg
Smith, vp of engineering resins, PVC, and PS. Burns notes that
suppliers will often try to justify a PE price increase by pointing
out that spot ethylene monomer prices are up—but they’re not
buying spot ethylene. Same goes for contract ethylene mono-
mer—almost no one buys ethylene because almost all PE pro-
ducers are back-integrated to monomer.

Burns also notes that U.S. producers’ reliance on natural gas
instead of oil means that “we have the lowest cost to produce PE
in the world, but we have the highest prices!” The difference is
the profit that goes into your suppliers’ pockets. Burns says to
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multiply the price of ethane (natural gas) by 0.43 to determine
the cash cost of making ethylene. Then add 15¢ to derive the cash
cost to make a pound of PE. In May, that was a little over 53¢/lb.
How does that compare with what you were actually paying?
(Incidentally, that reliance on natural gas instead of oil is also
the root of why the U.S. has the highest PP prices. Natural gas
provides relatively little propylene monomer as compared with oil.)
eInternational markets: Like it or not, we live in a globally
interconnected economy, so you need to track market activity in
other regions that can impact your resin price and supply, Kallman
advises. Supply problems, demand changes, and currency-rate
shifts on any continent channel import/export flows of resins and
feedstocks to wherever suppliers can get the best price. For ex-
ample, suppliers benefit from strong export demand ahead of the
Chinese New Year in late January/early February. Nylon 6 prices
are up in part due to heavy exports of caprolactam feedstock to
China for making textile fibers. Knowing that global cotton prices
have gone “through the roof” helps understand the demand for
nylon fibers. Heavy phenol demand for plywood to rebuild Japan
after the earthquake and tsunami could put price pressure on
phenol-based polycarbonate. There were problems shipping chemi-
cals on the Rhine last year because low water levels obstructed
barge traffic—and then a barge of sulfuric acid capsized,
Continued on p. 58 ...
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The Janus range from Negri Bossi offers a complimentary
and efficient mix of drive solutions for every type of

application. Combining servo-electric direct drive for clamp
movements and screw rotation, with hydraulically powered

injection, ejection and carriage actuation, these machines
offer outstanding performance, Iongavity and value for
money.

The energy consumption of this hybrid system is similar to
that of an all-electric machine but, thanks to it's modularity,

it can be configured in different versions to insure that the

customer has the perfect machine for their specific type of

molding.
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Natural gas is cheaper and more stable in price than oil. The
U.S. olefins industry is based more on natural gas, while
Europe and Asian producers depend on oil. Price movements
in oil have no effect on gas prices.

HYBRID SOLUTIONS - THE BEST OF BOTH WORLDS

Technical Molding

JANUS - electric clamp and screw rotation, twin variable
displacement smart-pumps powering injection, ejector, carriage
and cores.

Energy Efficient Technical Molding
JANUS SE "Smart Energy" - electric clamp and screw rotation,
accumulator based hydraulic system powered by a variable speed

motor/pump group operating injection, ejector, carriage and cores.

Thin-wall Molding
JANUS HP - electric clamp and screw rotation, fixed

displacement pump charged accumulator powering injection,
ejector, carriage and cores.

Negri Bossl, North America ¢ 311 Carroll Drive, Building 100, New Castle, DE 19720 ¢ Tel (302) 328 8020 ¢ sales@negribossiusa.com ¢ www.negribossiusa.com
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tips and techniques
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LSR mixing/metering

...Continued from p. 43

55-gal pumps on large systems. Most sys-
tems use 1- to 10-gal pressure feed tanks. G
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further halting traffic. In February of this
year, suppliers reportedly used fear that
spreading Mideast crises could disrupt oil
shipments to raise resin prices. All this
explains the recent formation of RTi Eu-
rope GmbH and the firm’s alliance with
Kunststoff Information (aka Plastics Infor-
mation Europe), which provides daily and
weekly pricing coverage in print and online.
eProducer operating rates/inventories:
“Inventory is going to be one of the big-
gest drivers in PE,” notes Burns. But be
careful how you interpret supplier signals.
Cautions Garrett, “If a couple of suppli-
ers offer you an extra railcar you didn’t
ask for, you think it’s a glut. If a couple of
suppliers deny you an extra railcar when
you ask for it, then you think it’s a short-
age.” Data, not emotion, is the solution.
sSupplier actions: Understanding your
vendor’s business plays a key role here. As
Roberson points out, “There are a lot of
reasons for announcing a price increase—

even sometimes just to keep prices from
falling, especially when feedstock prices
are dropping.” Or, as Beasley puts it,
“Resin Price Increase 101: You must
follow one increase with another, just to
prove you're serious.”

*Sourcing benchmarks: This means
knowing the full slate of suppliers that
produce your resin, including those you
don’t currently deal with.

Burns has developed a Market Indica-
tor Value Work Sheet based on these nine
market factors. To simplify analysis, he
offers three possibilities for any one fac-
tor, and assigns numerical values to each
possibility. The average of those values
provides a rating of Strong Buy, Buy As
Needed, or Reduce Inventory. The work-
sheet is still experimental, but its results
have been pretty much on target so far,
Burns says. @

By Matthew H. Naitove,
Execntive Editor
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World’s Leading Automotive Composites Foram

ATTEND THE WORLD'S LEADING AUTOMOTIVE COMPOSITES FORUM

The Automotive and Composites Divisions of the Society of Plastics Engineers (SPE) International
invite you to attend the 11t%h-annual SPE Automotive Composites Conference and Exhibition (ACCE),
September 13-15, 2011. The show - which has become the world’s leading automotive composites
forum — will feature technical paper sessions, panel discussions, keynote speakers, networking recep-
tions, & exhibits highlighting advances in materials, processes, and applications technologies for

SOCIETY OF PLASTICS ENGINEERS
AUTOMOTIVE & COMPOSITES DIVISIONS

#1,248.244.8993

P i 'sﬂém{‘m‘jve'com } both thermoset and thermoplastic composites in a wide variety of ground-transportation applications.
spe_automative_detroil@speautomotive.com
RS N PRESENT BEFORE AN ENGAGED, GLOBAL AUDIENCE
S . ' 3 . The SPE ACCE typically draws over 400 attendees from 14 countries on 4 continents who are interested

in learning about the latest composites technologies. Fully a third of attendees work for an automo-
tive, heavy truck, agricultural / off-road equipment, or aerospace OEM, and roughly a fifth work for a
tier integrator,

EXHIBIT & SPONSORSHIP OPPORTUNITIES

A variety of sponsorship packages — including displays, conference giveaways, advertising and
publicity, signage, tickets, and networking receptions - are available. Companies interested in
showcasing their products and/or services at the SPE ACCE should contact Teri Chouinard of
Intuit Group at teri€intuitgroup.com.
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