
Industry ForecastIndustry Forecast
Prepared for thePrepared for the

Casting Industry Suppliers AssociationCasting Industry Suppliers Association
(CISA)(CISA)
San Antonio, Texas - April 6, 2002San Antonio, Texas - April 6, 2002

byby

Michael J. GallagherMichael J. Gallagher
Equal Parts Ventures - Fort Myers, FloridaEqual Parts Ventures - Fort Myers, Florida
and Hildesheim, Germanyand Hildesheim, Germany



Presentation OutlinePresentation Outline

•• Current conditions and trends in theCurrent conditions and trends in the
general economygeneral economy

•• Demand for metal castings & trendsDemand for metal castings & trends

•• Changes in the foundry industryChanges in the foundry industry

•• Implications for industry suppliersImplications for industry suppliers



In Brief - The ConclusionsIn Brief - The Conclusions

•• Recovery under way -- could be strongerRecovery under way -- could be stronger
than expectedthan expected

•• Positive casting outlookPositive casting outlook

•• Consolidations, closures - effect ofConsolidations, closures - effect of
improved productivityimproved productivity

•• A smaller, more demanding market - butA smaller, more demanding market - but
there are opportunitiesthere are opportunities



A surprising turnaround --A surprising turnaround --



In motor vehicles --In motor vehicles --

U. S. AUTO AND LIGHT TRUCK SHIPMENTS

0.4

0.5

0.6

0.7

0.8

0.9

1.0

1.1

1.2

1.3

1.4

Ma r Apr Ma y June July Aug Sep Oct Nov D e c J a n Feb

M
IL

L
IO

N
 U

N
IT

S

Current Year

Prior Year



And housing...And housing...

Housing Starts

(Million Total Units, Annual Basis)
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Especially as compared to justEspecially as compared to just
a few months ago!a few months ago!

Median Forecast of GDP and Related Items
Percents, year to year, unless stated 

otherwise
2000 2001 2002

Real GDP, chained 
dollars

4.1 1.1 1.3

Personal consumption 
expenditures

4.8 2.7 1.4

Business fixed 
investment

9.9 -3.7 -6.0

Residential investment 0.8 1.2 -1.0
Government 
consumption 
expenditures and gross 
investment

2.7 3.4 3.6

Industrial production 5.6 -3.3 -0.8
Car and light truck sales 
(mil. units)

17.2 16.8 15.6

Housing starts (mil. 
units) 1.57 1.59 1.54

Oil price (West TX 
intermediate, $/bbl.)

30.30 26.00 23.48

Source: Federal Reserve Bank of Chicago, November, 2001



You know what they sayYou know what they say
about pictures...about pictures...

MEDIAN FORECAST OF GDP AND RELATED ITEMS
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We conclude --We conclude --

•• The consumer economy is in reasonablyThe consumer economy is in reasonably
good shapegood shape

•• -- But, industrial production is less of a-- But, industrial production is less of a
factor than it used to befactor than it used to be

•• And, in consequence, investment in plantAnd, in consequence, investment in plant
and equipment is laggingand equipment is lagging



And there is still more to say -And there is still more to say -
--

CONSUMER AND PRODUCER PRICES, 1958-2000
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The U.S. foundry industry inThe U.S. foundry industry in
20022002

•• 2,700 plants, compared to about 3,300 in2,700 plants, compared to about 3,300 in
19901990

•• Continuing attrition - not quite one plantContinuing attrition - not quite one plant
per weekper week

•• BUT some new plants, AND additions toBUT some new plants, AND additions to
capacity - 400,000 annual tons in 2000,capacity - 400,000 annual tons in 2000,
per AFSper AFS



Some recovery in castingSome recovery in casting
shipments, beginning this yearshipments, beginning this year

•Source:
Stratecasts

•Source:
Stratecasts

HISTORIC AND FORECAST U.S. CASTING PRODUCTION, 1997-2011
(Source: Stratecasts)
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But what about the equipment market ?  WeBut what about the equipment market ?  We
need to look at productivity...need to look at productivity...

NONFARM INDUSTRIAL PRODUCTIVITY, 1959-2000
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In general --In general --

•• 1960s - last decade of U.S. economic1960s - last decade of U.S. economic
dominance - spectacular improvementsdominance - spectacular improvements

•• 1970s - energy crisis, inflation,1970s - energy crisis, inflation,
nonproductive government regulations -nonproductive government regulations -
a collapsea collapse

•• 1980s - end of inflation, some1980s - end of inflation, some
stabilization - “Reaganomics”stabilization - “Reaganomics”

•• 1990s - high growth, no inflation, and a1990s - high growth, no inflation, and a
surprising (and not well understood)surprising (and not well understood)
acceleration in productivityacceleration in productivity



A couple hypothesesA couple hypotheses

•• Lean manufacturing, just-in-timeLean manufacturing, just-in-time
inventory management, etc.inventory management, etc.

•• The computer/internet thingThe computer/internet thing

•• But the economists weren’t sure...But the economists weren’t sure...



…Until Cummins and Violante…Until Cummins and Violante
published their paper (Jan.published their paper (Jan.
2002)2002)

•• It It isis the computer: “Technological the computer: “Technological
improvement in equipment and software”improvement in equipment and software”

•• It It diddid accelerate in the 1990s, by about accelerate in the 1990s, by about
50%50%

•• And it affected productivity positively inAnd it affected productivity positively in
ALLALL industries, not just the high-tech industries, not just the high-tech



And, finally, the bestAnd, finally, the best
performers really are gettingperformers really are getting
better!better!



Conclusions: Some limited newConclusions: Some limited new
and replacement capacity, aroundand replacement capacity, around
2003-20042003-2004

CHANGES IN PRODUCTIVITY AS COMPARED TO CHANGES 
IN CASTINGS SHIPMENTS
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And some other suggestionsAnd some other suggestions

•• Focus on the leaders’ business - what theyFocus on the leaders’ business - what they
want and what they needwant and what they need

•• Expect demands for quick payback/high ROIExpect demands for quick payback/high ROI

•• Blockbuster improvements likely to exist inBlockbuster improvements likely to exist in
nay department, and in integrated systemsnay department, and in integrated systems
(broaden the line?)(broaden the line?)

•• Payoff is in electronics, computerPayoff is in electronics, computer

•• Build a foundry “on spec?”Build a foundry “on spec?”


