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WALL AND CEILING INDUSTRY TRENDS REPORT

EXECUTIVE SUMMARY

With funding and support from the Foundation of the Wall and Ceiling
Industry, AWCI partnered with FMI to conduct a comprehensive study
of member industry trends. The findings from this study are intended
to provide market insights that enable member companies and AWCI
to think strategically about the market and their businesses.

Specifically, the study aimed to: FMI first conducted interviews with AWCI leadership and
12 member companies. The conversations helped AWCI
develop an industry survey and ensure that pertinent
topics were included for AWCI's various membership com-

* Gauge member companies’ near-term sentiments
on the performance of the overall economy, the

construction industry and their businesses . .
pany types (i.e., contractors, manufacturers, suppliers).

» Explore areas of increasing importance and strategic

priorities for their companies After the interviews, FMI conducted the electronic survey,

capturing input from 209 member companies. The survey

* Determine top concerns among contractors, questions focused on the respondents"

manufacturers and suppliers

* Economic perceptions
* Assess member companies’ sentiments on

the competitive landscape, current issues and
business operations * Future expectations

* Segment demand

* Strategic priorities

* Innovation and technology

Copyright © 2024 Association of the Wall and Ceiling Industry. All Rights Reserved.
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AWCI MEMBERSHIP
SENTIMENT INDEX

A key component of the study was building the foundation for WHAT IS THE LEVEL OF CONFIDENCE
the AWCI Membership Sentiment Index (MSI). The AWCI MSI IN THE MARKET?

allows members and AWCI to begin tracking industry con-

fidence in a standardized way. The index score is calculated

by assessing:

Members’ overall economic outlook

Anticipated supplier and manufacturer demand over the
next 18 months

50.7

Perceived capacity of suppliers and manufacturers to

address demand over the next 18 months (2024) FMI/AWCI

. . MEMBER SENTIMENT INDEX
Contractors’ expectations for labor productivity over the

next 18 months

Contractors’ perceptions of inputs affecting the cost of
construction for this year compared to last year

Moving forward, AWCI and FMI will be able to gauge changes
in member sentiment and determine potential implications of
improving or declining scores, and how members should con-
sider these implications in their business planning.
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ECONOMIC PERCEPTIONS

When asked about the overall economic outlook, approx-
imately 40% of respondents believe the economy has
worsened since 2023, 40% perceive it as being the same
and slightly less than 20% perceive it as improving from
2023. Several factors contributed to this sentiment,
including the upcoming election and expectations in the
first quarter that the third quarter would be a more favor-
able market.

We reviewed market performance around the last four
presidential election years and found that the market
was soft for one or two quarters before the election and
increased after it. Should that trend continue, we antici-
pate growth in 2025.

WHAT IS THE OVERALL ECONOMIC OUTLOOK?

The overall
economy is

The overall economy

39%

43%

43%
38%

where we do business is

The construction
market is

The wall and ceiling
market is

38% 39%

44% 42%

Worsening from 2023

Chart numbers do not add up to 100 due to rounding.

Remaining the same from 2023

Improving from 2023
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Although all three stakeholder groups perceive the market to be less favorable than or similar to 2023:

e Manufacturers possess a consistently more positive economic outlook than either contractors
or suppliers.

* Contractors believe the economy where they operate is faring better than the overall economy,
but lack confidence in the construction and wall and ceiling sectors.

 Suppliers are the least confident, showing less optimism in the construction market economy
and not much more in the wall and ceiling segment.

* Respondents in the South are more optimistic about the economy than respondents in the other
regions; those in the Northeast are the least optimistic.

HOW DO INDUSTRY STAKEHOLDERS RATE THE ECONOMY?

Improving
On average, respondents do not
see substantial improvement
compared to 2023
Remaining CO— — O —
thesame =~ C T TTTTTETTTEmmEEEEEEEE T — —— CooTTERnEEE
Worsening
The overall The overall The construction The wall
economy is economy where we market is and ceiling
do business is market is
|

Contractor Manufacturer Supplier
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SEGMENT DEMAND

All member types anticipate that data centers and health-
care facilities will experience favorable growth into 2025.
An increasingly remote workforce and growing digital
storage and artificial intelligence (Al) processing are fuel-
ing the demand for data centers, while our aging popula-
tion, need for outpatient facilities and legacy infrastruc-
ture are driving new projects in health care.

Suppliers feel positively about transportation demand and
contractors see opportunities in institutional segments
(e.g., health care and education), with more investment

from the Inflation Reduction Act (IRA) and other govern-
ment incentives. Manufacturers anticipate a significant
increase in single-family residential construction.

Stakeholder groups agree that the office segment will
continue to be challenged by continued remote work
and stalled return-to-office efforts. Additionally, mem-
bers perceive amusement and recreation, religious, and
logistics and warehousing as having less favorable growth
potential into 2025.

IN WHICH SEGMENTS DO KEY PLAYERS EXPECT
THE MOST GROWTH AND DECLINE?

Compared to 2024, which segments will see the greatest growth or demand in 20257

Data Centers

Data Centers

Single-Family

Data Centers

Largest Health Care esrail Transport
|ncrease ReSIdentlal
K-12 Education Health Care Health Care
o Single-Family .
Rel ff
eligious Residential Office
Largest L. . .
Logistics/ . Higher Education
Decrease Warehouse Office
Amusement/
Office Religious Recreation
Contractor Manufacturer Supplier
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DEMAND AND BACKLOG (CURRENT VERSUS FORECASTED)

When asked about the current demand for wall and ceil-
ing products relative to what they forecasted demand to
be for 2024, 68% of manufacturers reported that demand
is at or above the level they had expected, compared to
40% of suppliers.

Thirty-nine percent of contractors says their current
backlog is at the level they forecasted in 2024. How-
ever, 44% indicated current backlog is below what they
expected for 2024.

HOW DOES CURRENT DEMAND COMPARE
TO FORECASTED DEMAND FOR 20242

What is your current backlog What is the current demand for wall

compared to what your company
anticipated/needed backlog to be
at this point in the year?

4%

13%

39%

and ceiling products compared to
what your company forecasted
demand to be in 20247

4%

16%

10%

48%
20%

Contractor
|
Significantly Somewhat
lower lower

Chart numbers do not add up to 100 due to rounding.

Manufacturer Supplier
u u
As expected Somewhat Significantly
higher higher
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FUTURE EXPECTATIONS

Suppliers and manufacturers remain optimistic about the future, with more than two-thirds (67%) of suppliers and more
than half of manufacturers (56%) expecting demand to improve moderately in the next 18 months.

WHAT ARE EXPECTATIONS OVER THE NEXT 18 MONTHS?

Supplier Manufacturer
Moderately worse The same Moderately improve

Chart numbers do not add up to 100 due to rounding.
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CAPACITY PREPAREDNESS AND COMPETITIVE LANDSCAPE

Among the suppliers and manufacturers surveyed, most in both groups indicated that they are moderately or extremely
prepared to meet demand over the next 18 months. However, 56% of suppliers anticipate the competitive landscape
will significantly change over the next 18 months. Respondents note that increased consolidation could cause price
increases and constrain the supply chain.

HOW PREPARED ARE COMPANIES FOR DEMAND AND COMPETITION CHANGES?

How prepared from a capacity standpoint is your company to address demand over the next 18 months?

11% 6%
33%
56%

Supplier Manufacturer

Extremely
prepared

I Moderately
prepared

I Somewnhat
prepared

How do you anticipate the competitive landscape will change over the next 18 months?

Significantly
change

I Moderately
change

Il No change

Supplier Manufacturer

Chart numbers do not add up to 100 due to rounding.
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STRATEGIC PRIORITIES

For manufacturers and suppliers, product and service
expansion are top strategic priorities, while contractors
identify growth among current customers and segments
as their biggest focus.

Contractors favor plans to grow volume with exising
customers as well as increase market share within their
current segments rather than chasing new business or
territories. Manufacturers and suppliers plan to expand
product offerings and services.

The acquisition of other businesses was rated as the low-
est strategic priority across member groups; however, as
companies look to expand product offerings and lines,
acquisitions are cited as a potential way to achieve these
strategic priorities.

WHAT ARE THE TOP STRATEGIC PRIORITIES IN THE INDUSTRY?

Strategic Priorities

Highest
* Increasing volume of work * Introducing new » Expanding our
with existing customers products to the industry product offerings
* Increasing market share » Expanding our » Adding additional
within existing segment product line value-add services
* Increasing product/ » Adding additional * Expanding
service offerings value-add services geographically
* Adding new capabilities * Expanding * Acquiring other
geographically businesses
» Entering new segments
» Acquiring other
» Acquiring other businesses
businesses
Lowest

Our survey showed that succession planning is also top of mind among respondents, particularly when it comes to
developing the next generation of owners. Companies are developing relationships with next-generation owners of
their clients’ firms as well — seeking to understand how they buy, their motivation for running the business and what

influences their decision making.

10
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MARKET CHALLENGES AND CONCERNS

A key dynamic the study sought to assess was how well respondents understand the challenges faced by other
member groups. The charts below highlight the perceptions contractors, manufacturers and suppliers have about
each other’s challenges.

TOP FIVE PRIMARY BUSINESS CHALLENGES ACROSS MEMBER TYPES

O

Contractor

Manufacturer

L )O—O)

Supplier

Economic outlook

Talent availability

People development

Operational efficiency

and productivity

Political environment

Talent availability

Economic outlook

Cost escalations

People development

Political environment

Economic outlook

Cost escalations

Talent availability

Political environment

People development

11
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Manufacturers and suppliers agree with contractors on the top business challenges that contractors are facing,
particularly around operational efficiency and productivity.

Discrepencies between contractors’ perceptions of their businesses and what suppliers and manufacturers see as
challenges began to arise when it comes to relationships, supply-chain, regulation and industry consolidation.

HOW ALIGNED ARE INDUSTRY PARTNERS IN
UNDERSTANDING EACH OTHER’S CHALLENGES?

Contractors: How would you rate your Manufacturer/Supplier: How would you rate
manufacturer/supplier partners’ awareness of your company’s awareness of the challenges
the challenges your company is facing? your contractor partners are facing?

27%
26%
33%
42% U7
31%
11%
22%
) 11%
) 59,
Contractor Manufacturer Contractor Supplier
| | u
Not aware Somewhat Moderately Mostly Perfectly
aware aware aware aware

Chart numbers do not add up to 100 due to rounding.
12



WALL AND CEILING INDUSTRY TRENDS REPORT

MANUFACTURING AND PROJECT DELIVERY

Despite industry dialogue emphasizing energy efficiency
and sustainability, survey respondents indicated that
decarbonization, energy efficiency and recycled materi-
als have had less impact on their operations than other
factors. Although sustainability continues to be a topic
of conversation, it has not significantly influenced how
products are manufactured and projects are delivered.

For manufacturers, supply-chain disruptions, raw mate-
rial inputs and changing building codes are the factors
with the most bearing on their operations. Contractors
also cited supply-chain issues along with government
incentives and design drawing as major influences.

WHAT FACTORS ARE IMPACTING MANUFACTURING AND PROJECT DELIVERY?

Contractor

To what extent are the following
factors impacting how your
projects are delivered?

» Design drawings
* Government initiatives
* Supply chain

» Changing building codes
* Material restrictions
» Prefab/modular requirements

Manufacturer

To what extent have the following
factors impacted your company’s
manufacturing of products?

» Supply chain
* Raw material inputs
» Changing building codes

+ Government initiatives
» Design drawings
* Recycled materials

Moderate

Impact

» Alternate delivery methods
* Energy efficiency

* Recycled materials
» Decarbonization

» Prefab/modular requirements
» Energy efficiency
* Material restrictions

» Decarbonization
+ Alternate delivery methods

13
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PREFABRICATION/MODULAR

Although respondents note that adding new capabili-  prefabrication or modular construction would impact
ties (e.g., prefabrication) is a mid-tier strategic prior-  their businesses moving forward, contractors indicated
ity, off-site construction methods were flagged as an  that exterior wall panels, kitting and milled drywall
opportunity to better address expedited project sched-  shapes would have the greatest impact.

ules and ongoing labor challenges. When asked about how

HOW CONTRACTORS EXPECT THESE MODES OF PREFABRICATION
TO IMPACT THEIR BUSINESSES

Contractors were asked to rank the prefabrication mode on a scale of 1-5.

Exterior

wall panels 3% 19%

Interior

6% 19% % 7%
wall panels

Milled
drywall
shapes

31% 12% 6%

Kitting 24% 1% 6%

Stud

. 15% 2% 4%
rolling

u u
N/A 1 2 3 4 5
(Unfamiliar) (No impact) (Significant impact)

Chart numbers do not add up to 100 due to rounding.
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PRODUCT SUPPLY

According to manufacturers and suppliers, the trends  Self-distribution among manufacturers was relatively low
that are most impacting product supply are chang-  and focused on specialized systems or specific products.
ing requirements of contractors (perhaps related to  Supplier members also face difficulties on the logistics
material restrictions and evolving building codes) and  front, as an industry-wide shortage of certified drivers
the increased demand for direct-to-contractor sales.  has made it more challenging to transport goods.

Manufacturers’ Factor Rating

WHAT HAS THE GREATEST IMPACT ON THE SUPPLY OF PRODUCTS?

High
impact
Changing requirements

of contractors

Increase in direct-

Compressed/accelerated to-contractor sales
project schedules .
Moderate
i t
impac Prefabrication/ Availability of
modularization ’ . . experienced/
growth . certified drivers
Transportation
requirements/
regulations
Low
impact

Low impact Moderate impact High impact

Suppliers’ Factor Rating

Highest impact factors

15



WALL AND CEILING INDUSTRY TRENDS REPORT

CONTRACTOR LABOR AND WORKFORCE DYNAMICS

Contractors expected minimal improvement in labor productivity over the past 18 months, largely due to critical short-
ages in skilled labor and field management — roles representing a large percentage of the total workforce. However,
contractors are more optimistic that labor productivity will improve over the next 18 months, with 28% anticipating

improvement. That said, 46% believe labor productivity will remain the same.

WHAT ARE THE TRENDS IN LABOR PRODUCTIVITY AND WORKFORCE NEEDS?

What has been your
experience with
labor productivity
over the last
18 months?

50%

28%

How do you
expect labor
productivity to
change over the
next 18 months?

2%

Significantly
improved

Moderately
improved

46%

Remained
the same

Moderately
22% worsened

Significantly

A 4% worsened

Chart numbers do not add up to 100 due to rounding.

In which roles is the need for
people most pressing?

Skilled Crafts/Trades

Field Management

Estimators/Project Managers

General Labor
e

Executive Management

16
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INNOVATION AND
TECHNOLOGY

When asked how various technologies/competencies would
impact member companies moving forward, three areas rose
to the top for each member group.

Suppliers indicate that logistics and inventory tracking tech-
nology/software, as well as vehicle monitoring technology,
will have the greatest impact on their businesses. These
technologies can help suppliers better understand their
product movement and delivery, and in the case of vehicle
monitoring, ensure the protection and safety of drivers and
inform customers where their products are at in the delivery
process and when delivery is expected.

Research and development for manufacturers is focused
on how the market is evolving and what products could be
developed to alleviate key pain points and challenges for
customers. In addition, survey respondents emphasized the
role of automation and how manufacturers’ production facil-
ities can better track productivity.

For contractors, building information modeling (BIM) is
becoming a project requirement. Possessing the internal
capabilities and knowledge to effectively utilize these pro-
grams will help contractors improve project delivery. Robot-
ics is an emerging opportunity for contractors in the framing
and drywall space. Contractors are assessing how to best
incorporate these technologies.

Lastly, Al is increasingly impacting members’ businesses.
Currently, members are using it to varying degrees, but
anticipate that further adoption of AI will help them drive
their businesses forward.

17
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CONCLUSION

By achieving a firm grasp of how each member group (con-
tractors, manufacturers and suppliers) is assessing their
company’s economic outlook, strategic priorities, major
challenges and competitive landscape, members can improve
alignment on business priorities. This not only allows the
company to better serve the industry but also strengthens its
foundation for partnerships and ability to address the needs
of each member group. In establishing clarity around strate-
gic priorities, challenges and future market expectations for
each group, companies can work cohesively to best address
the changing needs of the market moving forward.
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PAUL TROMBITAS isa partner in FMI’s strategy practice and leads the building
products sector team. He brings FMI’s unique understanding and depth of experience in the
construction industry to stakeholders in the building products space. Paul works with clients to
develop market strategy and is responsible for leading multidiscipline teams to deliver strategic
market research and insights. His deep construction industry relationships and extensive
knowledge of the nuances of building products help his clients make data-driven decisions to
position their organizations for success. He can be reached at paul.trombitas@fmicorp.com.

JULIAN GOTTLIEB is an associate consultant with FMI's strategy practice He
conducts market research and analyzes and interprets data for clients that occupy the built
environment. Julian is responsible for engaging with contacts to extract key insights, designing
and distributing surveys, and conducting primary and secondary research. Prior to joining FMI,
he worked as a contract carpenter for Northwood Homes in Barryville, New York. He can be
reached at julian.gottlieb@fmicorp.com.

CAMERON WALKER is an analyst with FMI's strategy practice where he conducts

competitive analysis, market research and data synthesis to create deliverables for clients, with a
focus on building products manufacturers. He can be reached at cameron.walker@fmicorp.com.

MAISON JAVAHERIisa strategy analyst focusing on market research, competitive
analysis and due diligence to uncover data-driven insights and create deliverables for client
engagements. He can be reached at maison.javaheri@fmicorp.com.
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FMI

CONTACT FMI ABOUT AWCI

RALEIGH HEADQUARTERS AWCI represents nearly 2,400 companies and organiza-
223 S. West Street tions in the acoustics systems, ceiling systems, drywall
Suite 1200 systems, exterior insulation and finish systems, fireproof-

Raleigh, NC 27603 ing, insulation, prefabrication/panelization and stucco

industries. Our members are contractors, manufacturers

919.787.8400 and suppliers and those in allied trades. Our mission is to
connect people in the wall and ceiling industry to inno-
vate, grow and succeed.

@O

OFFICES

Denver ABOUT THE FOUNDATION
303.377.4740

The Foundation of the Wall and Ceiling Industry was

formed in 1977 to unite and expand the educational and

research activities available to contractors, manufac-

Tampa turers, suppliers and the public in general. It is an IRS

813.636.1364 designated non-profit 501(c)(3) corporation. The Founda-
tion’s mission is to provide resources to grow, research to
inform, and philanthropy to CARE, in support of the wall
and ceiling industry.

Houston
713.936.5400

CONTACT AWCI
ABOUT FMI
QEEOCCEQTLIOGNIS EJ :.II_ERVYVALL FMI is a leading consulting and investment banking firm
513 West Broad Street dedicated to serving companies working within the built
Suite 210 environment. Our professionals are industry insiders who
Falls Church, VA 22046 understand your operating environment, challenges and
opportunities. FMI's sector expertise and broad range of
703.538.1600 solutions help our clients discover value drivers, build

resilient teams, streamline operations, grow with confi-

) ) dence and sell with optimal results.
info@awci.org

www.awci.org
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