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PRESS STATEMENT 

10 January 2008
Competition Commission prohibits intermediate merger

The Competition Commission has prohibited the proposed acquisition by Ferro Industrial Products (Pty) Ltd (“Ferro”) of Powder-Lak (Pty) Ltd (“Powder-Lak”).

The companies overlap horizontally in their activities to manufacture and supply powder coating in South Africa. The products are used by the construction, white goods (i.e. fridges, microwaves, televisions, phones and other appliances), automotive, architectural and general metal finishing industries. 
The proposed merger would reduce the number of firms in the powder coating – already highly concentrated – market from three to two, giving the merged entity greater than 50% of the market share, said the Commission’s head of Mergers and Acquisitions, Tembinkosi Bonakele. 
“The Commission established that there are weak competitive constraints in the relevant market confirmed by concerns expressed by the merging parties’ customers. Therefore, we concluded that the proposed transaction was likely to lead to a substantial prevention or lessening of competition and higher prices.”
While the parties argued that powder coating could be substituted for solvent-based wet coating, galvanising and anodising, their customers indicated that there are quality and technical limitations inhibiting a switch from powder coating to other forms of coating.  
Further, the powder coating market is characterised by high entry barriers largely due to stringent quality requirements by customers as well as the lack of local technical expertise in the field.  While highly profitable, the market has not attracted new entry for more than 15 years; there are also no potential entrants in the near future. 
Imports are not a viable option for the users of powder coating in South Africa especially for Powder Lak’s customers and would not exert competitive discipline to the industry. 
Finally, the implementation of the proposed merger is likely to remove Powder-Lak from the market, which has not only been an effective competitor but also a potential competitor in various segments of powder coating applications. Powder-Lak alone caters for smaller customers at competitively low prices.      
Though the merging parties proposed several remedies designed to maintain the status quo for a period of two years, the high barriers to entry would continue to limit competition after that.
“A further concern for us was that the expected price hikes in the powder coating market would most likely have been passed on to consumers of appliances and other products where it is used.” 
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