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II.   INDUSTRY INFORMATION

1.
Organization

Northeast Flange & Transmission manufactures pulleys and flanges for power transmission systems.  There are approximately 35 domestic competitors and a much larger number of foreign competitors.  Many of the domestic and foreign competitors are large multi-billion dollar companies with broad product lines and extensive manufacturing, marketing, and financial resources.  When the number of competitors, foreign and domestic, are totaled, it is clear that there are a great number of competitors and that manufacturing capacity far exceeds market demand.  As a result, the market is highly price competitive, especially for standard commodity products.

The total domestic market for pulleys and flanges used in mechanical transmission systems is estimated to be approximately $100,000,000 per year (source: the Mechanical Power Transmission Association, plus estimates on non-member sales and imports into the U. S. market).  Market growth depends on the sales growth of the end users.  The long-term growth of these customers is estimated to average three percent per year, depending on economic conditions and the business cycle.

2.
Import Impact
Imports from Germany, China, India, and Canada have increased their penetration of the domestic marketplace.  Import penetration, especially for standard commodity-type products, is over 40 percent of the domestic market.  As a result, domestic manufacturers have lost market share and sales volume, employment levels have declined, and there is excess domestic manufacturing capacity.  This puts extreme pressure on price levels and profit margins.  Industry profitability has declined, and several domestic manufacturers have exited the market.

3.
Basic Materials
The basic materials used by Northeast Flange & Transmission are various grades of stainless and carbon steels, aluminum, brass, and plastics, depending on the end users’ specifications and the needs of the product that the pulley or flange is a component of.  These materials are available from a wide range of suppliers.  The sourcing of metals is important since material costs are the second largest cost incurred and material costs affect product costs, pricing, and profitability.  Prices for needed materials have been generally stable.  All competitors pay the same price for the same quantity of material, however, larger competitors who buy in bulk can get lower prices due to economies of scale.

4.
Principal Types of Competition
Products must meet specific specifications, so product quality and consistency is an important issue.  However, for high-volume standard pulleys and flanges, a large number of competitors can and do manufacture to the required specifications and provide prompt, reliable delivery.  To a great extent, these items are commodities and are purchased by end users on a price basis.  For custom-designed pulleys and flanges, a price premium can be obtained.  To participate in this market segment, pulley and flange manufacturers must work with the design engineering staff of the end user to design and develop the appropriate custom product to meet the end users’ specific needs.  This requires a strong application sales effort with the OEM user.  

To a large extent, standard pulleys and flanges are purchased by end users from industrial distributors.  To participate in this market requires a strong presence with distributors.  However, most distributors carry only minimum inventory, relying on the manufacturers to provide rapid delivery.  Also, many distributors will purchase standard products from importers due to price.  They will also sell commodity-imported products on a price basis and attempt to purchase engineered high-value products from domestic manufacturers even though they do not assist in product development and the application sales effort.  As a result, there is little loyalty between manufactures, the industrial distributor, and the OEM user.  This is a major problem for domestic manufacturers.  To alleviate this situation, many domestic manufacturers are selling direct to large original equipment manufacturers.  This puts a major strain on the marketing/sales resources of small companies.

5.
Principal Technology

The manufacturing technology to machine precision pulleys and flanges is well known and available on a worldwide basis. The needed capital equipment, though expensive, is also well known and readily available worldwide. The labor skills to operate the capital equipment are also readily available to domestic and foreign suppliers. As a result, there is worldwide excess industry capacity.  This creates a highly competitive market.
6.
Market Conditions

The major changes in the market served by Northeast Flange & Transmission revolve around standard pulleys and flanges being purchased on a price basis as commodities, imports increasing share of the domestic market, and an increased application sales effort to design new items to meet specific application problems of the larger end users.  Northeast Flange & Transmission’s strongest market niche is in the manufacturing of pulleys and flanges for the transmission systems of small fractional horsepower systems.  As new smaller systems are developed, the need for pulleys designed for the specific application increases.  In some cases, the pulley system can be patented, giving the manufacturer a strong market position.  However, this application sales effort is time-consuming for small competitors such as Northeast Flange & Transmission that have limited engineering and technical sales staff.

