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II.   INDUSTRY INFORMATION

1.
Organization and Market Size

Recognition Inc. manufactures a broad line of emblematic jewelry in both base metal and precious metal.  Products range in price from a low of $.50 per unit to as much as $1,000.  All products are made to order to the customers’ specifications.  In substance, Recognition Inc. does not have a standard product line.  Rather, its capabilities to design and manufacture a broad array of different emblematic jewelry products is the company’s product line.  These products are sold to the end user for two major purposes, one: recognition to reward and motivate achievement, and two: promotion to promote the image of the end users’ company.  This emblematic line of jewelry is customized and/or personalized with the end customers’ logo and corporate identity.

These items are sold through a broad distribution network that sells the end user.  These distributors range in size from small one and two person companies with sales levels of $200,000 to $500,000 per year to large distributors who have sales of $50,000,000 to $100,000,000 per year.  These distributors have strong relations with the end user and sell a broad array of products in addition to emblematic jewelry.  The items sold can vary from wearables (T-shirts, jackets, polo shirts, etc.), writing instruments, desk office and business accessories, travel and tote bag, recognition jewelry, and giftware such as crystal and clocks.  A great number of the various products sold can be manufactured offshore at less cost and to an equal quality level of domestic products.  As a result, importers are buying these items in quantity and  then personalize the product in the United States or have it done offshore for sale to the end user.

There are a large number of domestic and foreign competitors that are active in the marketplace.  There is excess industry capacity and, as a result, there is pressure on price and profit levels.  

2.
Import Impact
Foreign competitors from the Far East (particularly Mainland China and, to a lesser extent, Thailand) and from Europe have materially impacted the domestic marketplace.  These competitors enjoy lower direct labor costs, which are the second highest cost incurred by Recognition Inc., and lower administrative costs.  Their product quality is competitive with domestic manufacturers.  With Mainland China obtaining “Most Favored Nation Status” within the United States, it is anticipated that this country will become even more formidable competitor.  As these foreign competitors have increased sales levels and market share at the expense of domestic competitors, the sales, profits, and employment levels of U.S. manufacturers have declined.

3.
Market Size
Recognition Inc. competes in two different markets, the recognition market and the promotion market and both, to an extent, overlap.  The promotion market is essentially the Advertising Specialty Market where products are purchased by end users to promote their name to the consumer, while the recognition market is where products are purchased by the end user to reward employees for service and/or achievement.

Based on data from Counselor Magazine (the industry periodical for the Advertising Specialty Market), the advertising specialty market at manufacturers’ selling price was approximately $9 billion dollars in Calendar Year 2000.  The market for emblematic jewelry, clocks, watches, etc. is estimated to be 4.8 percent of this total or $432,000,000 per year.  This includes items that are not manufactured by Recognition Inc. such as crystal, timepieces, and trophies.  The market for emblematic jewelry, manufactured by Recognition Inc., is estimated to be $300,000,000 per year.  The Advertising Specialty Market has been growing rapidly at 15 to 18 percent per year, but it is extremely sensitive to economic conditions.  In 2001, it is believed that this market contracted by 10 to 15 percent due to the recession.

The market for recognition jewelry is more difficult to quantify since there is no industry association available to accumulate data.  However, this market for items manufactured by Recognition Inc. is estimated to be at least $500,000,000 per year and is growing at 5 to 6 percent annually.  This market is also sensitive to economic conditions and in FY 2001 it is believed that the market growth was flat to a modest decline of 2 to 3 percent due to the recession.

The combined market for Recognition Inc.’s product lines is approximately $750,000,000 to $800,000,000 per year and, while sensitive to economic conditions, it enjoys long-term growth.  Because the market is large and is projected to grow at a faster rate than the GNP, a large number of foreign and domestic competitors are attracted to the market.  Imports have increased share of market at the expense of domestic competitors due to price advantages.

4.
Basic Materials
The basic materials used in production are metals such as 14k gold, 10k gold, and gold fill, sterling silver, precious stones such as diamonds, rubies, and sapphires, base metals such as brass or pewter, and semi-precious stones.  Almost all metals and stones purchased are commodities whose prices fluctuate based on demand.  However, prices have generally been stable, and all competitors pay the same price for the same quantity and quality of material.  Material costs are the largest single cost incurred by Recognition Inc. and average 30 to 31 percent of sales.  As a result, it is essential that needed materials be sourced at the optimum price and terms.  All needed materials can be sourced from a variety of suppliers and there are no current or anticipated shortages.  As a matter of policy, Recognition Inc. aggressively seeks alternate price quotations on needed materials to contain and, if possible, reduce costs. 

5.
Principal Technology

The technology to manufacture emblematic jewelry (both precious and base metal) is well known and readily available on a worldwide basis.  The basic manufacturing skills are stamping, die striking, lost wax casting, polishing, stone setting, tool design, and tool room support.  Also, product design and photography and photo transfer skills to personalize products are important competitive factors.  These skills are readily available or can be easily taught on a worldwide basis.  As a result, it is difficult to become the low cost producer through manufacturing technology or to be able to differentiate the product though the manufacturing process.

6.
Principal Types of Competition

Recognition Inc.’s products are sold into two separate markets: promotion and recognition.  To successfully compete in both of these market segments, products must have attractive styling and finishes, provide the customer with a perceived value, and be priced competitively.  In both markets, Recognition Inc. sells through distributors.  These distributors sell a broad array of products to the end users.

Frequently, the ultimate customer will have a budget for promotional or recognition items as gifts, for sales meetings or recognition for employees, etc., but will ask the distributor for recommendations on what to purchase.  Therefore, Recognition Inc. is competing not only with other emblematic jewelry manufacturers, at the same or more frequently lower price points, but also with other promotional items at the distributor level.  Even if the distributor sells the end user on emblematic jewelry, he will shop the order with other manufacturers to obtain the best price and the highest profit margin.  Because of the large and growing market size, a large number of emblematic jewelry manufacturers have entered this marketplace.  While the market is time-sensitive since the product must be delivered for a specific event such as a sales meeting, imports can successfully compete.  Imported products can be inventoried and rapidly finished to order (imprinted and packaged) per the end user’s specifications.  Many large distributors are importing these items and finishing them to order to maximize their profitability.  

7. 
Changes in the Marketplace

· The market for promotional jewelry (advertising specialty) and recognition jewelry enjoys strong, long-term growth.

· Both markets are subject to changes in the economy and were flat to declining in 2001 due to the recession.

· There are a large number of foreign and domestic competitors.

· Product design and the development of new products are essential for long-term success.

· Delivery times are shrinking, as the end user requires faster turnaround. 

· Imports are increasing their share of the domestic market. 

· While there are approximately 10,000 different distributors, the larger distributors are increasing their share of the market.

· Basically, a growing number of different types of products are competing for the end user’s promotion and recognition dollar.


