Factories Grapple With How Fast to Ramp Up 

By KRIS MAHER 

Timken Co. stands at a crossroads, along with thousands of other manufacturers gearing up for recovery, trying to decide which orders it can fill without overextending itself, and raising anxiety among some customers who might be left out.


Timken employees in Canton, Ohio, use a crane to move a bearing housing slated to become part of a wind turbine in China.  "Everyone wants to ramp up," says Mike Arnold, executive vice president of the company's bearings and power-transmission group. "But nobody wants to overcapitalize," he says. "It's a very tough call."
Any mistakes could be costly. Bringing idled capacity back online too quickly can damp prices, as is beginning to happen in the steel industry.  Yet opening the spigot too slowly can lead to shortages, forcing companies to put workers on overtime or otherwise scramble to placate customers. Corning Inc., which slashed its inventory during the recession, was caught off guard recently when brisk auto sales fueled demand for its emissions-control filters and devices.To supply its Asian clients as quickly as possible, Corning has had to pay substantially more to ship the parts by air, rather than sea. 

Manufacturers caught in a similar bind have fueled a boom in FedEx Corp.'s premium international air-delivery service. Tight industrial capacity has forced many companies to trade up to the service to ensure timely deliveries to foreign customers, FedEx said last week. 

Companies were quick to lay off workers, idle`factories and sell unprofitable businesses during the recession. In April, U.S. manufacturers were operating at just 70.1% of their potential capacity, up from a low of 65.1% last June, but well below their historical average of 80.8%. 

Getting capacity back up and running isn't easy. Rehired employees who have been out of work a year or more typically need some retraining. Production equipment may also need to be recalibrated and tested. 
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A worker at the Timken Technology Center in Ohio prepares a pillow bearing for testing.
Chipmakers have been cautious about expanding capacity, which has given them more leverage to raise prices. But it has created shortages for companies like Flextronics International Ltd. The Singapore-based electronics company said tight supplies and delays in receiving components it uses in its products reduced its revenue by about $150 million to $200 million in the first quarter. 

Xerox Corp. said it has had problems with several of its own electronic-components suppliers that can't deliver parts as quickly as needed. 

"We've done a few self-help things, reusing some components, rather than put all the pressure on the provider," says Ken Syme, vice president of global purchasing at the company, which is based in Norwalk, Conn. 

"We play a juggling game every week," says Gretchen Zierick, president of family-owned Zierick Manufacturing Corp. in Mount Kisco, N.Y., which makes electronic connectors that go into controls for thermostats, furnaces, lighting and appliances. 

Ms. Zierick says that one of her best customers called earlier this year with a rush order for a custom circuit-board component. She says she didn't want to restart a second shift, not only because it would mean higher utility and administration costs, but also because she expects the economy to slip back into recession. 

Instead, to make what her customer needed, she stopped making a product for another customer, because she could satisfy that order for more-basic components from inventory. Within days, however, a rash of new orders whittled her inventory of 1.5 million basic components down to nothing. 

Ms. Zierick still isn't convinced that it's time to restore a second shift. "Everybody is struggling to play catch-up, and doing it tentatively, because we're not sure how much of a recovery is out there," she says. In the meantime, she has been able to raise prices selectively and expects to raise them across the board to make up for higher-priced copper and brass, used in thermostats and other products. 

Even some companies that are adding capacity are doing it slowly. Lubrizol Corp., which makes lubricants, plans to break ground on a new $200 million lubricant additives plant in China in the fourth quarter. Production there will begin in 2013 and will be phased in over several years to avoid creating overcapacity.

Timken, which laid off about 20% of its work force during the recession, says it has been approached by customers asking whether the Canton, Ohio, company could deliver enough bearings if demand doubled. "It's very easy to answer a specific question from one customer," says the company's Mr. Arnold. "When you have 27,000 who are asking the same question, and they might need the same product at the same time, it's a very difficult question to answer."

Timken's ring-shaped tapered roller bearings deliver power and help reduce friction in many kinds of machines—from automobiles to wind turbines to construction equipment. Mr. Arnold says Timken is restoring production capacity at a deliberate pace, focusing on the customers and markets it considers strongest. Right now, that includes wind-turbine makers.

Most Timken plants can make bearings for more than one industry. Heavy-equipment makers Komatsu Ltd. and Caterpillar Inc. and wind-energy producers, for example, might be buying very similar products. When emerging industries like wind energy start competing with older ones, "customers are much more willing to pay more for what they need," says Mr. Arnold. 

James Dugan, a Caterpillar spokesman, says Caterpillar doesn't comment on individual suppliers. In general, he adds, it is concerned about its suppliers' ability to ramp up to provide Caterpillar with critical components and supplies. "We've had a very sharp focus on [readiness] since the end of 2009," he says. 

Write to Kris Maher at kris.maher@wsj.com 
http://online.wsj.com/article/SB10001424052748703302604575294604002361446.html?KEYWORDS=factories+grapple  

Questions for Class Discussion

1. What are the key operational issues faced by Timken Co. and Zierick Mfg. Corp.?

2. Should either or both company increase capacity?  If so, by how much?
3. What would you recommend  these companies do to succeed?
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