THE GEAR MARKET REPORT

A Time of Tran

AGMA's Economic Consultant, DR,
MICHAEL BRADLEY, Professor of
Economics at DGsorge Washington
University, regulariy reporiztothe AGMA
membership on the gear, market and
focuses on particulzr characteristics of
the overall market thatwill be affecting
companies in the next six months to
two years.

At the end of 2006; Dr. Bradiey
presented a report focusingon the fact
that the US economy in general, U:5.
manufacturing averall, and the gear
Industry specifically were entering-a

time of transition.
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Strong Browth since 2002% Recession

Bapinningatthe depth afthe rmeceesionin 2002,
pookings and shipmentsigrew: at rates well in ek
ces5.0f 1 hefe fang-term rend-fne groweh [ rodghly
3/5% for.gach | until the sgcand fialEof 005

Farthe'gean 2006, shigments of-bith enclosed
prarbmms and open gears hiave again excesdbd
155 prowth for the Uear.  In fack; industn) ship
meqis have hoen verl strong, exceeding (15% ar-
rual grawtly: foshe lastithren pears:  Sumilsrig,
boojings ' have, grown &t above. aversge mies for
thie' past these Years Hawover, in the second Halb
af200E, bookings wers BEgnning o siow amd, (nd
thesecond half of 2006, wers approsimately equa!
o the same;rate 2= he second-half of 2005,

Ur: Bradiey reparted that the eoonomuy-wde-oo:
Aoe mssEure Griss Domestic Froduct

[BOL] g its camponents wers also dedining.
sipnaling slowes growth for manufactiznng and the
goarndlstiy

Cauges of the 2006 Slowdown

e shmer poonomic growih was dig directl) to
four factorss rising inferest rates, & persistent irade
defice, a sharp decling in the housing market and 3
Slwown-in the pvestment: boom. The maost refe
vantof thess for mandfactiing ancthe gear indios:
trij s the slnwdown imvinvestment.

(I Bradley noted that investment is Stranghy i,
fllrnoed bl four factinds: corporate profits, Capecity
constmaints, the tost of borrowing and expectations
foor this futuen:

Logking 1o the future, corporate profits were st
strong bint growlng mare slowlly in the last hall o
Alf0E, The indes of capscity unlzation | pibkished
bef'the Fedaral Heserve Board| excesdsd B0%, thus
showing ofemating espaciny sl constralned . Thi
avaitabilite of labor, anotherimpartant comine it
directly affecting: s company’s abdity to) producs,
cottifled o be hght, a8 messtred by the Unem
progment e, MNear the endiof 2006, unemgoy
ment remained belra: 45% 0l these Inithe. labor
force; ‘available and willing towark. Profits and cat
Pacty appest to sunpart further prowinan imest
MEnt.

The cost of barrowing finterest rates ) was fayon
able, bt ceraainky higher thap' it had:been a tear
eariel. - The outinok for inflation was: ancouraging
BUL-SHll ot at &' level That-alowed the Federal Re
serve Hoard 10 oot (nierest rates: thus-the prime
mte contimued:at st oven Bk

Most analysts expedd the Fedemi Reserve Boarmd
to hodeh [terestirates 3t The durient ledel thenlsh
the flest alf of 2007 Baring anincreass ininfla
o, s the Fad loeering: @iossE@ern i e
LeEdn another positive sign oninvestment

Firali, expactations foe the ' futdne’ ane mlch
{res manily reasirad. | Business managers rel) an
A number.oF ndicators to-helg develkip iheikexpec-
tamnns —the Ped's [ndex of Industral Production
Laading Economic indicators, andine histoncal per
formance of proxies for their sectons,

Hints of the Future — Guides for Industry
Managars

Fortunatedy, On Bradley has analyzed the gear:
g ndustrg overzll 3 well a5 the saetare for open
gears and forenclosed drives, fodeierming statis
ficali) meaninghul [ndicators WWhes guide industg

Enebutives and manapers:

The gear industry tends tofollow.the: pubished
data-for Incustral Production; which has been flat
for the second halfof 2006, and the vakies of meh-
faCiuring sHpmEents, whith wais l;i-sla:'lg BEWING 55
the end of 2006 appraached,

The index of Manufaoturing Capacity Utiization
and the: grawth |erchange ]| in Sliprents:of Non-
Defenss Captal Goodsary mors informative predic
foes of STini in the gearindusing

gy Agril, 2005, Manufctunpg Espacing Lnkiza-
tian had stopped proving | that s capacity was be
coming fessiconstrained-and more avaliable tord
fullthree guartersof 20065 By this measure, for
manufacturing overal|, & skvedowr wasin the mak
g

Specific Markets are Better Indicators of Future
Business

Lngiing-drendr into The avajlable Eponamic-and
market data, Or. Bradléy pointed puf that “driferent
parts of thimanuiactunng sectorhave had diverse
ECONOMIC EXpesences: Thishasimpertant mplca

Important Gear Market Drivers

Open Gear Shipments
1. Contsruction Machinery
2| Mining, Uil B-Gas Machinery
3. Industrisl Machinery

4, Metzlworking Machinery

Enclosed Gear Shipments
1. Conteructian Machinery
2. Industrial Machinery
3. Maverials Handling Machinery

4! General Industrial Conditions
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Ub-seators:
of manufactunng

tis for the twi maln pearn mark

eri sl bmarie

Analyzingthet
machinen] amn
T4 3= Leihg “imiportant gaon market driers"

m s of Constroction Machmen)

=qupment, heddenlified five obthe

OFthe fve sh

and of Indistrial Machiner contibate hesvily to
both opengearsand enciosed drves; while Miring
{0l 8 Gzs Machmeary and Metalworking Machineny
are-mare closely alipned with-open geare. Tha e
s — Matefiats Handimg Mathin

TR Wi SeClc

j ant General Industral Machinary - suppoit eh-

TiDsed pear drives

Imternational Trade —Imports and Exports of
Gearing Products

Intrrmatiofal trade was 3 sourme of strabgth ol
the-pEar industry in 2006, Exaors were-up more
than 20% over 2005; while growth'in impors was

essentialiy at. This fedito'a daclif in (e Hatance

of trade far searng of abeit § 180 million.

What Boes 2007 Hold for Gesr and Gear Box
Manufacturing?

As- ABMAS FeonomicEarstlant fol more than

two decades; [ Bradlelphas followed and arahyzéd
the moatn extensiell) Twice sactiyear hie mests
with AGMA members 1o present-a detalied ok at

rmarket conditions:and how they) lead m s

casl for the industry.. Hes frecasts result from

prediciive models he Bas deyetdped and rafined fiod
poth-opengears an

o andlesed drives
As mEnnoned Goove, Bvel Y inclicatorshowed the
Hio. New oroers foe
ired gnods wate figt for most of 2006 2=
were the twi broad Sectors - nonduab

Imdistry Shownng in thefzof 2
manuf

white non-durables slowsad pradualiy

Brivwth in erders fornan
as Were [rofits{or manufacturng corpoistars) F:
Tu-wide prob

efence pooos

nalhy; Lapacity was jes
T 25 Tht economly sknwed

Avpporting his forecasts. for the: gearng indis
1ry, Br Bradlm | assimes that the zahar
will miove forward with: 1] continiied moderston of
nEorest rates: @ | 3 constrochion equipment siow
down but iot caliapse: 3 | moderate [ 3.55) growth
i Arustrial produttion; and. 4| deceteration || im

3| Economiy

dustnial machinery and ollig
For-the: producton:ofiopen gears, his-outiook is
nng:but with:a sharpe

LTI nl

o overall growth to be s
slmwdown in 20
n-contrast, enclosed dnves:shoukd | prek-ptin

ariy-200P enth thehdustra| prod

thestimuis. C
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