The DFAR is important to sustain domestic capacity for critical Defense items.
Bearings, especially certain super-precision types, are critical items to the national security.  Easing the DFAR to accommodate commercial bearings may increase efficiency, but could also jeopardize the continued operation of certain critical domestic assets.  The U.S. Ball and Roller Bearing Industry was weakened by the latest recession and the post 9/11 world problems of the airline industry and other equipment.  In addition, demand for Defense related bearings in Europe, Japan and other foreign countries is weak compared to that in the United States, where such demand is stronger.  The U.S. Defense market is an attractive target to foreign located bearing companies, not only for income, but for associated technology and customer contact.  Proceeding with a relaxation of the DFAR should be done with the understanding the some U.S. assets may be lost or withdrawn from Defense participation and increase reliance on foreign sources.  

The U.S. Industry is today a global player in one of the most intensely competitive global industries.  Over the last 20 years, the industry has doubled productivity, incorporated the latest technologies, and improved quality.  The world industry is dominated by few firms, and in recent years has increased concentration production among even fewer players.  Europe is dominated by SKF, a Swedish firm that controls about one-third of Europe and just less than 20 percent of the $20+ billion world market.  German firms INA/FAG merged in 2001, and are nearly as large as SKF.  NSK is the largest Japanese company with about 10 percent of the world market; followed by NTN and Koyo.  These five companies, two headquartered in Europe and three in Japan, hold more than 50 percent of the world market.  Timken is the major U.S. company.  Timken acquired the second largest U.S. firm, The Torrington Company, from Ingersoll Rand in 2001.  Timken is now the third largest company in the world, and the largest supplier to the Defense Department.    

On the trade front, the foreign headquartered international companies have increased their share of the American market from about 5% in 1975 to about 25% today.  They also own nearly 50% of the in-place capacity in this country, up from around 10% 25 years ago.  The latest trade threat is from China; imports grew from a small beginning in the late 1980s to over $200 million in 2004.  While the $200 million is about 1/8 the value of all imports, they account for nearly 30% of the quantity.  This has set a lower price floor that injured the U.S. ball bearing sector, leading to the closing of one of the most up-to-date plants in the country.  The Chinese encroachment into the U.S. market is temporary and will last until their government allows their currency to float and the general wage rates in China settles at a higher level as the economy matures.  Despite this, the U.S. is far more productive than the China industry, although the gap is narrowing.  In addition, Europe and Japan resist importing bearings from U.S. companies and have maintained a large trade imbalance through the years.  It is apparent the playing field is not entirely level, which has negative consequences for the U.S. industry.            
In recent years, employment in the industry declined from 41.8 thousand in the first calendar quarter of 2001 to 33.5 thousand in the fourth quarter of 2004, a decline of 20% (Bureau of Labor Statistics).   Production workers were down 21% from 32.9 to 26 thousand during the same time period.   Meanwhile, imported product rose 25% from $1.35 to $1.69 billion in a U.S. market of somewhat less than $6 billion (Int’l Trade Comm, Dataweb).  (Note that parts imports rose 65% from $244 million to $402 million, indicating the industry has increased outsourcing and become less integrated.)  Exports rose 26% from $1.027 in 2001 to $1.293, however, about half the exports were to Canada or Mexico; in contrast, these two country account for 15-18% of imports.      
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