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Stainless Forging Industry, Inc./Diagnostic Survey & Adjustment Proposal


II.   INDUSTRY INFORMATION

1.
Organization and Market Size

Stainless Forging Industry, Inc. competes in a segment of the total forging market.  The majority of Stainless Forging’s sales (85%) are forged stainless steel fittings and flanges to the pipe, valve, and fitting (PVF) market.  This market is highly cyclical and, to a great extent, dependent on the petrochemical, refinery, and public utility markets, which are the major end users of stainless steel forgings and flanges.  The market for stainless steel forgings is over $100,000,000 per year and is estimated to be growing at 6% to 8%.  The size of the PVF market for stainless steel flanges is estimated to be over $125,000,000 and is also projected to be growing at 6% to 8% per year.  Stainless Forging does manufacture carbon steel forgings, but this is a small percentage of its total volume, and it has only a fraction of 1% of the total carbon forgings market.  There are many domestic and foreign flange and forgings competitors.  The flange market is essentially a commodity market with many competitors manufacturing products of comparable quality.  The market for stainless steel forgings and fittings for PVF accounts is rapidly becoming a commodity market. 

2.
Import Impact
Imports from India, Korea, Spain, Mexico, Japan, and the Philippines are major factors in the domestic PVF flange market, and imports from India, the Philippines, and the Pacific Rim are major factors in the stainless forgings PVF market.  An anti-dumping suit has been filed by domestic manufacturers against India.  Imports from foreign sources have increased market share at the expense of U.S. manufacturers, which has put pressure on prices and profits, and has resulted in reduced industry employment.  Imports are projected to continue to grow in future years due to substantially lower wage rates and related costs such as OSHA and EPA.  Furthermore, the U.S. dollar has increased in value compared to most foreign currencies.  This makes imported products even less expensive and more attractive to domestic purchasers.

3.
Basic Materials
The basic materials purchased by Stainless Forging are stainless steel, carbon steel, and titanium in various grades and alloys.  The most common material is the 300 series stainless.  These materials are purchased either as billets or forgings bars, and Stainless Forging will typically have 1,000,000 pounds or more of raw material in inventory stock.   Steel is a basic commodity whose availability and price fluctuate with demand.  All competitors, however, pay the same price for equal quantities and qualities of material.  When steel becomes scarce because of increased demand, all competitors quote extended lead times.  However, due to its large inventory position, Stainless Forging can frequently quote faster lead times when the needed raw material is scarce.

4.
Principal Types of Competition
The PVF market for stainless steel forgings and flanges is extremely price competitive.  This is especially true for flanges, which often are considered a commodity. Since flanges are sold through industrial distribution, it is critical to obtain key distributors that inventory in-depth standard products for prompt delivery.  Given the commodity nature of the product, however, these distributors tend to purchase from the lowest cost suppliers whose products meet industry specifications.  A large number of foreign and domestic flange competitors do supply products that meet the industry’s quality standards and specifications.  While somewhat less of a commodity, PVF stainless steel forgings are also extremely price competitive.  These products generally are sold directly to OEMs, so reliable delivery is also a major factor.  Many domestic and foreign competitors can and do provide quality products and reliable delivery.  As a result, price competition is intensifying.

5.
Principal Technology

The technology to forge metal is well known and readily available worldwide.   The technology involves drop forgings, metal pressing, metal machining, grinding, and the needed inspection equipment to ensure product quality and integrity.  The capital equipment needed to perform these operations is expensive.  Market entry is difficult due to the cost of capital equipment and the fact that there is excess capacity. Excess industry capacity, with the excessive cost of idle capital equipment, results in price cutting to utilize idle factory capacity.  The needed labor skills to operate the capital equipment are readily available to both foreign and domestic competitors.
6.
Market Changes

With the increase of the U.S. dollar, foreign imports have become more attractive.  This has put price pressure on domestic manufacturers and has made end users substantially more price conscious.  The major end users for Stainless Forging’s product line are chemical plants, refineries, and utilities.  Due to rigid environmental regulations, there is no major market in the U.S. for the construction of new plant capacity in these industries.  Therefore, the market is largely a replacement market for valves, flanges, and fittings that wear out in these plants.  However, there is one major new plant being planned in Texas that would use substantial ($1,000,000,000) pipe, valve, and fitting products in stainless and carbon steel.
