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Iluch has happened since ot
last nevrsletter.

The Il easuring Tool market
cotititnies to hold its own and
20035 iz ontrack to peoduce
solid growth for our members.
This was seen in the two key
evetits held in the second
uatter of the year,

The Phoenir meetitgg by all
repotts was a resounding suc-
cess. For the second meeting
i1 a row, the growp as 4 whole
was upheat about the eco-
nomic conditions. Jales were
up atd backlogs were grow-
ing, Confirmation that the
industy is seetnza modest
atid sustaine d upswing.

For those attending, they were
the recipietits of two informa-
tive techinical sessions.
“Introduction to Surface Fin-
ish” preserted by M arty Lo
gatn & Seott Ledger of Mita-
toyo America Corp. and
“Clitnate Control Practices”
presented by Bob Latzelere of
Dieltronic Cotp. Both sessions

wete well preserted and proved
tobe waluable to the group. The
AMTIA thanks them for their
cotutritnation.

Other business topics included
“The Fundamentals of Cus-
tomer Feedback™ and
“Effective Sales Plarming & ts
Imypact on Cotrtact Manage-
ment”. These are titmely topics
atud from the feedback the
group received will be the basis
for mote in depth disoussions in
the fubare.

Dating the social event on Fri-
day evering, the ANMTMA pre-
serted the Taylor Family with a
plague comimemorating Roger
Taylor atud the marsr contribu-
tions that he made to the Asso-

ciatict.

The Board of Directors and
memmber body received amam-
ber of new proposals as to what
steps showld be taken to
strengthen atud grow the AN-
Thi4. The AMTMA has much
to offer the manufacturers of
measuring tools but we also
have alot to share with those
that use thetools. Therefore,
there is the thought that it
opetitnT up the membership to
not ordy marmfacturers of
measuring tools bt also the
users, we could serve a broader
hase that would benefit from
the techiical capabilities of the
group. Thete wete also discus-
Si011s concening me etitng for-
mats and frecuency. One
thought i5 to go to alarger gen-
eral meeting beitg held once a
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develop, be discussed and pre-
setted to the group over the
comitg morths, starting with
the Fall meeting in Las Vegas,
Movember 2-4, 2005,

In April the Quality Expo in
Chicago was held with 11%
highet attendance then prewious
weats, despite having fewer
exhibitors. Ouality Expo con-
titiaes to be a waluable show for
the industyy and keeping it i
able and growing iz a major
cotcem to the show organizers.
Thete has been talk about o
ing the Chicago Cuality Expo
dates to be yeatly opposite
from the IMTSE show in Chi-
cago. The idea is to space out
these two important shows to
prevent sitmilar shows from
beityg too close time wise. Look
for this to take place as eatly as
2007

The Board of Directors and
s elf warnt to thank those
members who helped man the
AMTIWA booth during the
show. A mumber of importart
leads were generated for fitare
themmhership.

W ate anticipating a great Fall
meeting its Las Vegas otn Ho-
wvember 2-4, 2005, Based on the
progratm we have, I am confi-
dent it will prove to be produe-
tive. Check ot the dates and
topics o page 2 of this news-
letter.

~ee You In Las Vegas!
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What's New

Under the Sun?

Las Vegas, Nevada

Join us in Las Vegas for the AMTMA Fall Association
Meeting and make your investment in our association,
our industry, and our companies. In the festive
surroundings of the Orleans Hotel and Casino, you'll enjoy
spectacular views of the glittering Las Viegas Strip and
the sweeping mountain panoramas ringing the Las Vegas
valley. You'll find a wealth of opportunities to brighten
the future of your company. You'll take away technical
ideas, business solutions, and mutual support. Your
participation is important!

The AMTMA Fall Association Meeting is the place to:
Share in the vast amount of information and
knowledge that our members possess
Make new contacts and find inspiration to keep your
business healthy
Hear and see examples of companies who know how
to please customers - and learn their secrets for
SUCCesS
Gain valuable technical information
Discuss the state of our industry—its challenges and
changes—with your peers
Strengthen your bonds with fellow AMTMA members!
We are the voice of our industry!

Here's what's happening at the AMTMA Fall Meeting:
Golf (Optional Event) - Wednesday, November 2
(8:00 am. start time)

Board of Directors Meeting - Wednesday, November 2
(5:00 to 7:30 p.m.) Directors and Past Presidents only
Association Meetings - Thursday, November 3 and
Friday, November 4

Technical Workshop on Nanotechnology

Technical Workshop on Calibration Management
Software and the New Automotive Standard
Presentation on Internet Sales

Presentation on Customer Relations Management
Association Evening Event - Thursday, November 3

Save the dates! We need your participation to make the
AMTMA Fall Association Meeting productive and fun in the
sun! Registration information will follow soon.

AMTMA

1300 Sumner Avenue

Cleveland, OH 44115-2851

216-201-7333

fax 216-241-0105 M M
www.amtma.org
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(o to the Source for Technical Support
By: Hilhard J. Cox, Frank J. Cox Sales LTD.

The Luerican Ieasuring Tool Bdarnfactar-
ers & gasociation based in Cleveland, Ohio iz
ar organization recogrized for its expertise
in the area of dimensional e asuring insti-
ments, precision gages and calibration. For
et thivty wears the movers and shakers in
this industry have been merbers. Their
metmbers marmfacture, calihrate and jor
distribute the wast majority of such products
used in Morth &weries - if wot avound the
world.

The association meets twice yearly at differ-
enit Jocations primarily in the TS24 . Tvleet-
ings feature guest speakers on a wide range
of subjects related to dirnensional metrology
atd calibration. Topics at recent meetings
mncluded:

& Plain ring gage calihration techniques
abrl equiprment

&  DNleasurernent uncertainty

&  Termperature considerations for a cali-
bration ldhoratory

*  The process for accreditation to [50
17025 and AWET 2-340

In addition, the association publishes a
docurent titled "Searching For Zera" which
iz a guide to roeasurernent uncertainty in the
calibration of such eqpuiprnent.  If you don't
hiree a copyr of the second edition that came
ot this year, contact AWTIVI . Tt is a prae-
tical docurnernt that can help to ensure your
calibration procedures are appropriate and
that your uncertainty budgets include all the
elerrients needed to make them realistic.

Lt the Spring meeting in Phoerdx this year,
President George Scheutz suggested that the
association should consider providing raore
suppoit to nsers of metrology equiprnent bey
expanding the Association's merabership to

include thern. This would berefit users and
imdeperdent calibration lahoratories whio
could attend reqular raeetings and hear what
the experts have to say on a wide range of

155118S .

The ENTNIA is the only association of it's
kind in Morth Srerica due to it being privoar-
iy devoted to ditrensional metrology. bsa
result of this, measing problemms, disputes
over technology and standards are openly
discussed with sorne of the best people in the
mmdustry aveaildble to offer coroment

Serninars and workshops are often provided
by AWTIVIE . Insorne cases, they ray oconr
the day before the general meeting to ensure
enough tirne is available to cover any given
topic. Ivlost serinar topics are selected by
association metab ers so they are relevant to
their day-to-day reeasurerment situations and
teeds.

Feeping up to date on specifications and
standards can be a daunting task at tires but
since the ANITIA has a cormeittee to do just
that, the rerwbers knowr what's going to hap-
pen ahead of tire. s would be expected,
LNITIVIE rercber corapaties have represen-
tattves on most standards writing cormmittess
as well to exsure they reflect the worling
world reality.

[ am frecuently asked for traiming and techni-
cal suppon inforrmation regarding gages, and
calibration and have written colurns on this
subiject in the past. Wy personal experience
and that of my ANTIVIA colleagues indicates
that a Int of pecgple want acourate imformation
on rany ditaensional metrology topics. This
proposed change by the AWTTRA would
provide great potential for obtaining such
mformation, training anwd a whiole 1ot raore on

a regular basgis.

If sou use dimensional gases and measuring
mstrments, calibrate thew or pethaps nn an
independent calibration laboratory, o should
consider being a part of the ANTIVE.

GETTING THERE:

The ENTIIA is testing the waters, so to speak.
The guestion is: Are there enough folks at the
user lesvel in this field that would be mterested
in joiring the association? If there are, the
LTITIVE will advise their rmernb ers accord-
mmgly and patt forweard sugzestions that would
enahle wou to join the organization at a reason-
ahle cost.

Lure wou interested? Let the folks at the AN
TIL& ko as so0n a8 possible.

Contact:

The Lierican Mleasming Tool hanufacturers
& gzociation

1300 Surnmer Lve

Cleveland, Ohao 44115

Phone: (216) 241-7333

Fax: (216) 241-0105

wangr arntioa . corm

Womn are not obligated in any way b letting
thern knowr of wour interest. If enough people
are interested the Association will work out the
details. ¥iou willbe advised of those details
later and cav rnake up your mind at that time.

Mow, I have to confeas that Tam a merober of
the AWITIVIE bt this should not be a canse of
concert for wou. Thew keep e restrained at
all meetings and under control at all times -
except when I escape of coarse.

@ Cality Ilagazine b ngst, 2005

United States Cutting Tool Institute Billings Index

MONTH TOTAL BILLINGS INDEX RATIO (2002 = 100}
January 2005 $140,216,166 128 A%
Febhruary 2005 $140,534 359 127.1%
March 2005 $158,139 331 144.1%
April 2005 $146,180337 1333%
May 2005 $144 986,017 130.7%0
June 2005 $155,767 263 140.6%0
July 2005 $131,095,766 118.1%0
2005 Year-To-Date $1.016.919 339 131 8%
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AMTRIA Leal Counsel, J.
Stephen Van Heyde, Baker &
Hostetler LLP

Itn Fehiaty of this year, the national media
broke the stoty that Choice Poittt, & data col-
lection comgpatry, had compromised the per-
aotial data of over 30,000 California consutm-
ers. Choice Point is a pablicly traded com-
patry with over 5000 employees and 60 loca-
tions. Choice Poit claims to be the “most
trusted source and leading provider of deci-
siot-thaking information that helps reduee
fraud atud mdtigate risk™ In reality, Choice
Point maintaineg a dossier on virtually every
S Merican consumer.

Choice Point’s compters were ot hacked.
Crrer a petiod of many months, Choice P oint
routinely sold persoral data concerning con-
sutners to gpproximately S0 dummy compa-
ties setup by scam artists. Then Choice
Point chose not to inform those affecte d urtil
the State of Californda forced Choice Pointto
do a0, Choice Poirt niotified 30,000 to
35,000 Californian’s whose data had been
sold. Califorda iz the only state that requires
disclosure. But Chodce Point did not adsrise
no-C aliforia residents that their personal
data has been compromized.

The Choice Point fiasco has been followed
by a perpetual string of stories itvvolving
financial instibaticns, data collection comypa-
tdes and retailers. Who regulates the activi-
ties of these comparies?

How big is the problem of identity theft?
Htatistics avallable onthe Federal Trade

Comidssion website show that it iz big and
growing bigger. The website shows that in
caleridar year 2004 there had been 635,000
repotted cases of cotsumer frand involving
it excess of $500,000,000 it claims. OF
these 833,000 cases of consumer fraud,
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Identity Theft - J. Stephen Van Heyde

247,000 irvvolved idertity theft. Other sta-
tistics claity that personal data involving
over 11 million have been compromised.

The lack of regulation of entities like
Choice Point is being flercely debated in
Washitigton, At presert, thetre is no single
federal law that govems all uses or disclo-
sures of consumer information. The FTC is
patching together some niles based on its
authority under the Fair Credit Reporting
& ct, the Gramm-Leach-Bliley & ct impos-
g privacy requirernents on financial insti-
tutions and the FTC Aot it self

At present, there is no single
federal law that governs all uses
or disclosures of consumer
information.

The 1998 Tdertity Thefl Asmumption and
Deterrence & ct directed the FTC to irrresti-
gate and mordtor the problem. The grow-
iz raambers of identity thefts and the cava-
lier attitude displayed by Choice Point ard
others have caused several members of
Congress to jump o the consumer protec-
tion bandwagrt. Expect to see multiple
bills that will tegulate data brokers, recpit-
iz notice to affected conmuriers and oa-
tailing disclosure of social seoarity nom-
bets. The first comprehensive data privacy
bill imposing regulation on data brokers
was introduced in late hune by Senators
2utlan Bpecter and Patrick Lealwr. Expect
mmach debate on identity theft and regulat-
itz data collection cotmp aties when Cot-
gress retumes to Washingt o,

In the meartime, what can you and I do to
protect ourselves if we suspect that we are
wictits of identity theft?

I encourage each of youtovisit the FTC
website (waar fte.gov). On the Home
Page, click o “Tdertity Theft™ There are
specific instiactions on what to do if you
thitak: o identity has been stolen.

First, report yrour suspicion at once to one
of three tatiorraside consumer repotting
agenicies. Phote mumbers and web ad-
dresses ate available a the FTC wehsite.
Notification to one of those three agencies

requites the agency to notify the other two.
What are your rights? —

1. You have the right to ask that nation-
wide consumer repotting agencies place
“frand alerts™ in your file.

2. You have the right to free copies of the
information i your file.

3. You have the right to obtain dooaments
from creditors and other business relating
to frandulent transactions made or accoants
opetie d using your personal information.

4. Vou have the right to obtain information
from any debt collector that contacts you.

5. If you beliewe information in your file
results from idertity theft, ywou have the
tight to ask that a consumer repotting
agency block that information from yous
file.

6. Vou may also prevent businesses from
repotting information aboat wou to com-
suther repotting agencies if wou beliews the
information i a result of identity theft.

While there are impottant legal rights, ywou
caty see that resolving theft of your identity
teuHres vigilance, perseverance aud
knowledge of your rights. Accordingto
wictitns, restoring your identity and credit
rating iz a time consuming atd frustrating
expetienice that can affect wou and your
credit rating for weats.

Thete is ather wahiahle information on the
FTC website. Perhaps the most usefalis a
patuphlet entitled “Take Charge: Fighting
Back agairist Identity Theft.”

Review wour bank statements and credit
card statements carefully each month. Do
not divalge personal information over the
phone. Be carefid giving wour credit card
mumber to pay for an internet transaction.
Purchase the software needed to cleanse
vour cotgnater of spiders and cookies.
Lastly, remember the satme advice given to
each of us by George W, Bush — “Be vigi-
lant!™
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How China Will Change Your Business - Adapted from Ted C. Fishman's Book, CHINA, INC.

Fourteen things every enire-
preneur should know about
the capitalist explosion
heading our way. But don't
assume that conceding
China's rise means conced-

ing to China.

China's miracle econo iy can
corne at wou in a lot of ways,
from all directions.

®  DNdention an interest in China

to sponr old friend who owns an
mmdustrial toolmaking shop and
be confides that his factory,
which was started bey his father
abid has hought a coradortable
subutban life for three genera-
tions of his farnily as well as
good wages to hundreds of work-
ets, "is getting killed by the peo-
ple over there "

®  Gtop atthe auto supply store
for windshield-wiper fluid. Half
the store is now a showroom for
grall Chinese motor scooters,
sorne of which look like half
Harlews, others like Ducatis.
Ivlost cost less than $300.

®  Decide af last to plunge into
dizital photograplsr. Photo magza-
zines all rave ahout a sraall new
catriera from Mikorn, an engineet-
ing wonder that can shoot fast,
captures dirnly lit scenes, and
costs half the price of similay
tnackines a year ago. Mikon is
ote of Japan's marcuee brands,
bt when you bring the camera
horne frorn the store wou spot the
words it small print on the prod-
et itself "hlade in China.”

®  Wake up in Santa Barhara,
Calif., one rmorning to a sky that
looks as thongh it is painted a
shiny white. The morring's news-
paper repos that the sunlicht s
playing tricks on something
knowr as the fAsian Brown
Cloud, a mass of dust that has
drifted arrer the Pacific from
China. The clond cortaine parti-
cles of loose earth from defor-
ested land rdxed with arsendc
anrd other ndnstrial pollutants
fromn the courtny's factories.
Powered by the world's raost

rapidly charging large e conomy,
China is an ever increasing pres-
ence and imfluence i our Ires,
corrected to us by the world's
shipping lanes, financial rmarkets,
telecorumunications, and ahose
all, b the globalization of appe-
tites. China sews more clothes
and stitches more shoes and as-
serrhles rmore totys than arg other
nation. It has becorae the world's
largest maker of consumner elec-
tromies, pareping ot more TV,
DVD plavers, and cell phones
than any other country. Lnd raore
recently, it has ascended the eco-
nornie developinent ladder higher
still, rooving uickly and expertly
into biotech and coraputer mann-
facturing. It is buwlding cars
(there are more than 120 anto-
tnakers in China), making parts
for Boeing 7575, and e xploring
space with its own domestically
bmilt rockets.

Lmericans tend to focus on the
bge neguality in trade between
the two courtries. It is a wony
Lomericans help to create by gy
ing ewer more from China's hra-
rning factories. In 2004, the Chi-
nese zold the United States $160
hillion tore i goods than they
bought. Contrary to corrmon
wisdorr, howeser, the trade defi-
cit with China does not mean that
Lomericans are spending down
the national wealth at a faster
pace than ever before. So far,
most of China's gains with
Lomerican bayrers hanee cotne at
the expense of the other countries
that once hored & merican dollars,
especially other Asian econo-
rnies. Lericans -- and the world
-- get miore stuff in the bargain,
Erer since China started on the
capitalist road, opinions dbout is
prospects ke fionratively, and
literally, been all over the map.
The presert mood is a cornbusti-
ble max of euphoria, fear, admira-
tion, and eymicisw. On those
erotions rde great tides of capi-
tal, the strategic plans of busi-
nesses great and small, and the
gravest political caleulations in
the world's capitals and city halls.
Vet fevr working Americans have
a full awareress of China's rise.

Honer conld thes? Mothing like

thiz has ever happered hefore,
and it's ocowrring on the other
side of the globe. Vet Americans
-- particularly argrone robeed in
rnring a business -- need to
kxioowr what is happerdng today in
China and to understand howr
China's fate has becorne mextn-
cahly bound with our own. Con-
ceding China's rise does not
tagan conceding to China. But it
does require acknowledging
sotne Irmportant trathe:

1. China's economy iz much
larger than the official nam-
hers showr,

2. The growth of China's
ecofioihy has hio equal in

modern history,

3. China is winning the
glohal competition for invest
ment capital.

4. China can be a bully,

5. Ching's economy is an
entrepreneutial economy.

£, The most daunting thing
ahout China iz not its ability

tomake cheap cotimuher

goods,

7. China iz closing the re-
seatch and developtment Tap -
- fast.

8. China now sets the slobal
henchinatk for prices.

9. China's growth iz making
rawr materials more eXpen-
sive,

10. Mo company has em-
hraced China's potential more
wigoroualy than Wial hiatt,
11. There are hidden costs
associated with doing husi-
hess it China,

12, Piracyis a problem.

13, China's heawy buying of
1.3, debt has lowered the cost
of motiey in the 1T7.3.

14, Americans and Chinese
have become reliant on each

athet's most controversial
hahits,

1. China's econonwy is much

larger than the official numbers
show. In 2003, China's official
GDF was $1 4trillion. By that
measure, it was the seventh-largest
econotny in the world. Az with
reatly all econoric statistics frorm
China, howeser, that measure iz
suspect. One reason the real room-
ber miay be roach higher iz that, in
cornpetition for developrment funds,
local Chinese authorities have con-
siderable mcentrve to underreport
their grovarth rates to the nation's
central plarrers. Arnother reason is
that the govertenent measures only
Chira's legal e conormy. Its under-
gronnd econorny, made up of hoth
unsavory businesses and rore
roundane ones that lack a goverm-
rent starrp (and tax bill), is enor-
rnoms but urconntable.

Econorists also note that China's
official GDP underplays the tre
size of its economy becanse China
nses the masstve power of its for-
elgn currency reserves to keep the
world price of the yman marching
in lockstep with the dollar. If the
dollar had niot dropped against the
enuro and other world carrencies
orver the past few years, China's
ranking wonld be a noteh or two
higher. Critics of China's currency
policies, including &merican do-
mestic marmfacturers such as steel
rnills, casters, plastics raolders, and
rnactine-tool rakers, argue that
Chiria artificially depresses the
walne of its curreney against the
dollar by az rauch as 405,

& dollar spent in China baays al-
most five times more goods and
services than a dollar spent ina
typical American city like Indian-
apolis. Taking parchasing-power
patity into account, the 1.5, Cen-
tral Intellizence Agenny estirnates
that China's econory looks more
like one with a GDF of $6 .6 tril-
lion. Put avother way, & rakes
rnore sense to think of China's
econory as closer to two-thirds the
size of the 1.5, econoruy than to
one-seventh.

2. The growth of China's econ-
omy has no equal in modern his-
tory. China's economy has grown
so fast that 1t has taker on the
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How China Will Change Your Business -

shioweaze farmns. Sinee China set
ghout refbrrming its econoruy a
generation ago, its GO has ex-
panded at an annual rate of 9.5%.
Countries it the eatly stages of
econordc reform often corme up
faat, bt not like China. The coun-
try 15 closing in on a 30-year mn
charing which its econoray has don-
bled nearly three tirnes. Meither
Japan's nor South Korea's postarar
boom cores anywhere cloge.
Wicholas Lardy, an econornist at
the Institute for Intematinral Eco-
noraics, notes that China grew
mightily ever during the world-
wide econornic doldmres of 2001-
2002,

China iz so corraitted to econormic
gronth that the Chirese often talk
as though they can will it to hap-
pet It is a necessary optirisi that
pervades official Chinese cormrm-
nication. Orville Schell the anthor
of Firfue! Tibed and the dean of the
school of journalisin at the Undver-
sity of Califomia, Berkelesy, draws
a parallel between the unity of
foens the Chinese demonstrated for
atiticapitalisrn and their focus now
on capitalisr. Schell argues that in
both instances there is 4 willing-
tess to swspend logic and see only
bright tomorrows. Both lead to
excess. [n its capitalist present,
China has heen willing to overlook
the dark side of raoderization,
seeing econholdc progress as the
solution to all the country's chal-
lenges. Frer 2o, every titne the
worst is predicted for China's econ-
oy, it seetns to grow faster, create
stronger industries, import more,
ard export more.

3. China & winning the global
competition for invesiment capi-
tal. Ome reason Ching's econotny is
growing so fast is that the world
keeps feeding it capital. Aeccording
to Japan's Besearch Institute of
Eeonorny, Trade and Industry, one-
third of China's industrial produc-
tior was put in place by the half-
trillion dollars of foreign money
that has flowed into the country
gince 1978, In 2003, foreigners
irmvested more in building busi-
nesses it China than they spert
avrwhere else v the world. The

1.5, nzed to attract the most for-
elgn money, but in 2003 China
took a strong lead, pulling in $53
billion ta the 1.5z $40 billion.

With money coraes knowledge.
The catalsytic role of foreigners in
the country is still growing quickly;
envery day China receTves a rover of
BEuropean, Lsiar, and Araerican
experts in ranufacturing, banking,
cornputing, advertising, and engl-
teering. In 2003, the exports and
Ireports by foredgn corpanies op-
erating in China rose by over 40%.
Ilore than half of China's trade is
now controlled by foreign fivmms.
Dlargr of these irgport goods into
the country that thes then roarifac-
ture mto exports. Foreign corpa-
ries hanee paraped up China's trade
volure enough to rake it the
third-largest trading courtry in the
world, belund the U5, and Ger-
rnany and nowr ahead of JTapan,

4, China can be abully, China
cah spend, it can hire and dictate
wages, it can throw old-line cor-
petitors ot of work. In just a three-
year period frora 2000 to late 2003,
for exaraple, China's exports to the
1.5, of wooden bedroom firrdture
clirdhed from $360 million to
nearly $1 .2 billion. During that
tirne, the work force at Arerca's
wooden-furmature factores dropped
by 35,000, or one of eversy thres
wiorkers in the trade. China now
tnakes 40%, of all fiuniture sold in
the 1.5, and that nomber iz sure to
clirah.

5. China's economy is an enire-
preneurial economy. China's in-
dustrial corapetitors, including the
0.5, often misapprehend the
source of Ching's productrve
strength. Thesr fear that another
centrally governed, well-planned
asgault on strategic industries is
being plotted in Beijing. The world
has alveady seen how effectnee the
Tapanese, Koreans, and Taiwrarese
can be when they focus on sectors
thew mean to concuer. Even Chi-
tese governtieht plavmers like to
talk as though they are aping the
centrally coordinated, governroent-
financed assanlts on strategic
global industries that their Ssian

teighbiors havve pulled off crer the
past 40 years. Howeser, in looking
at how Chinese businesses really
take shape -- locally and opporta-
ristically -- Kellee Taai, a political
scientist at Johre Hopking Unover-
sity and a forrer analyst at Dlorzan
Stanlevw, argues that nothing could
be further from the trath. Fora
world fretting over Chinese eco-
noraie corapetitior, the entities to
fear are not govermment planners
bt enterprizes that spring on the
scene lean and raean, planred and
fivariced by irsvestors who want to
make money quickly.

Ln eroblern of the Zhejiang prov-
ince in China is Hong Dongyrang,
ab entreprenenr whose story is now
well-knowm thronghout the comn-
try. Hong was once a school-
teacher. She began making socks in
the 1970z on a horne sewing rna-
chine. At firet Hong 201d them
along the roads near her home. She
opeted a stand and christened her
errhryonic enterprise Ahejiang
Stocking Corapany. Hong's sock
cornpany was predictably copied
et rasse by others. Today, the
province is the Chinese sock capi-
tal, with more than 2,000 corapa-
rdes spirming out eight billion pairs
a year, one-third of the world's
supply. In 2001, the Chinese mak-
ers produced 1% of the socks on
5. feet. Injust two years, sock
Irnports fror China to the 7.5,
Juraped two-hondred-fold and nowr
tnake up T of the 115, market.
Jarres J. Jochum, assistant secre-
tary for export adraivdstration at the
1.5, Departrent of Cormerce, has
nioted that the Chivese marmfactur-
ers cut their prices by more than
balfin 2003 and helped drtve one
in four 115, sock makers out of
buziness.

6. The most daunting thing
about China is not it ability to
make cheap consumer goods. The
Lrerican ecotoray won't crater
just becanse the Chinese can pro-
duee sofas and socks for less than
we can. The Japanese, for their
part, have 1ost the television busi-
tess. The [talians are losing the
fine-silk business. Consumer goods
trade on the swrface of the world's

{continued from page 5)

ecototny and their rovernent is
eagy for the pablic to watch, The
far bigger shift, just now picking
up stearn, Is ooourtng armong the
procducts that raannfacturers and
tnatketers trade with each other:
the infinite raraber and variety of
compobetts that make up every-
thing else that is rnade, whether it
is the hundreds of parts ina wash-
ing machine or coraputer or the
hundreds of thousands of parts in
an alrplane.

The next question is whether any
cornercial technolo gy is betyond
an irarninent challenge from China.

Grrven hioowr cpuickly China is clirh-
ing the industrial ladder, perhaps
the next guestion is whether any
coratrercial technolo gy is beyrond
an irneninent challenge fror China.
Gl Diyrrnant, an Arnerican Israeli
wenture capitalist in Befjing, be-
lievres the answer is that few will
be. One of the cormpardes Diyvroant
works with, a database puablisher
narned fsis Direct, produces an
anrmal China Hi-Tech Directory.
Tracking the directory's mpdates
wear to year gives Diyrnant an infor-
tnal measure of the shifts in Chi-
tese ndnstry.

The first thing one notices about
the directories, he says, is how
romch thicker they growr every year,
particularly in industries where
there hane been large foreign in-
westments. [n 2003, Lsia Direct's
wolune grew considerably fatter in
the sections devoted to China's
dorestic mobile-phone manafac-
turers and suppliers, broadband
coratrnications, and in cornpanies
establishing therase kees in cities
otzide of China's eastern power-
houses. The marfacture and sale
of integrated chips iz also soaring,
along with healthy gains in China's
software and information-services
mnarkets. Then again, esvery section
in the directory has growr, inelad-
ing hiotechnology, serniconductors,
and Internet developroent, areas in
which Chinese firms have newly
established therselres, many now
in partrership with the world's
leading technology-dimven corapa-

nies.
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For his part, Diraant is patting
together an freeestor group to buaild
a Clanese version of one of the
world's most advranced and costly
medical dewices, the magnetic reso-
rance iraging (WEI) rmackine.
"The talent is here to baild ang-
thing," Direant says. "We think we
car dewe lop IWIRIz for shout A0%
of the price they are built for in the
s

1. China i¢ closing the mesearch
and development gap -- fast. The
dhility of American industry to stay
ahead of its international competi-
tion rests orthe national gifts and
resomrces that the 1.5, desotes to
innorcation. The research gap be-
tween the 1.5, and China rervains
wast. In Decernber, Washington
authorized §3.7 billion to finance
ranoteckmolo gy research, a sura the
Chinese govermrnent cannnt easily
match within a scientific infrastine-
tare that wonld itself take roansy
taore billions (and years) to baid.

Tet when it coraes to more main-
strearn applied industrial dewe lop-
taent and innoeeation, the separation
arnong Chinese, &merican, and
other rnltinational firms is be gin-
ring to narvow. Last year, China
spent $80 billion on research and
developraent. The only countries
that spert more were the .5, and
Japar, which spent $252 billion
and $104 billion, respectively. But
again, China forces you to do the
math: China's engineers and scien-
tists usnally rake between one-
sixth and one-terth what Armer-
cans do, which means that the wide
gaps in financing do not necessar-
iy result in equally wide gaps in
ranpower or esults, The T 5.
spert nearly five tirmes what China
cid but had less than tao titnes as
roaty researchers (1.3 million to
T43,0007. Ching's urdversities and
woeational schools will produce
325,000 engineers this wear -- five
tirnes as roany as the 7.5,

For now, the eraphasis in Chinese
lahs iz weighted cverahelraingly
toweard the "D side -- meaning
training for technical eraplosees
and managers. MNevertheless, for-
elgn corpardes are moving quickly

to integrate their China-based labe
into their global research opera-
tions. Ivlotorola alone has 19 re-
search labs in Chira that develop
technology for both the local and
global rarkets. Several of the com-
patr's most imnoeattve recent
phones were developed there for
the Chinese market.

8. China now sek the glohal
henchmark for prices. Biz news
cah be fourd in little places. In its
Moweerdher 2003 cireular, a dryly
written fonr-page publication, the
Clicago Federal Beserve Bank
noted complants from Armerican
rnakers of antormotive parts that
"autornakers had been asking sup-
pliers for the "China price' on their
purchases " The banl's analysts
ohserved that 1.5, swppliers had
alzo been asked by their big cus-
torers to move their factories to
China ot to find subcontractors
there.

Crer ruch of the business world,
the terrn Chira price has since
hecome interchangeable with loow-
est price possible. The China price
is part of the new correntional
wisdom that companies can raone
rearly avy kind of work to China
and find hnge savings. It holds that
any job transferred there will be
done cheaper, and possibly better.

It is plaindy understood that asking
suppliers to lower prices 1s merely
another way of telling them they
onght to be prepared to meet the
best price out of Ching, even if
thesr are making their products in
Tapan or Grermarey. General Mo-
tors, which bagys more than $50
billior wiorth of parts a wear, now
hias a clanse in its supply contracts
that grves its spplier 30 davys to
rneet the best price the company
can find worldwide or risk iravedi-
ate terrmination.

In fact, inthe 1.5 hetaeen 1998
and 2004, prices fell in neatly
every product category in which
China was the top exporter. "The
roanufactured goods that heee
dropped in price the most are those
rnade by China " says W hlichael

Cox, chief economist for the Fed-
eral Reserve Bank of Dallas, citing
figures asservbled by the bank for
its 2003 arrmal report, pablished in
2004. Personal coraputers, the most
outstanding e xaraple, fell by 283,
televisions by nearly 12%, carneras
ard toys by around 234, while other
electrordes, clothing of all sorts,
shoes, and tableware alzo dropped
In price.

9, China's growth is making raw
materials more expensive. Een
as China puts pressure on 1.5,
marafacturers to lower prices, it's
sueezing them from a different
direction. Its woracions dernand for
raw rnaterials has cansed prices to
spike. Copper prices jurped 370
last srear, aluraironrn and zine both
roge ahout 25%%, and oil was up
33%. In 2003, according to the
calonlations of Stephen Roach,
clief e conornist at Idorgan Stanlesy,
the Chinese bought 7% of the
world's oil, a guarter of all alomi-
roarn and steel, rearly a third of the
wiorld's iron ore and coal, and 0%
of the world's cerment. The trend is
for bizger amonnts et to come.

The syueeze is leaving 7.5, mar-
facturers with no altermatmee but to
becorne more productre. Better
machines, software, and achranced
matageraent techrdgues, for in-
stance, now mean that 1.5, corapa-
tdes on average produce far more
per worker than they did a quarter
of a century ago when rannfactar-
ng erployment was high. From
1877 to 2002, productraty
throughout the 1.5, econoray grew
by half, but in marnfacturing it
more than doubled. Swrprisingly,
despite losing hugze nrobers of
wiorkers, 1.5, manufacturers actu-
allyr firished 2003 making rore
stuffthan they did in 2001, Chatpad
was up, if onby bey half a percent.

10. Mo company has embraced
China's potential more vigor-
ously than Wal-Mart. &nd no
cornpany bas been a bigger catalyst
in pushing rarafacturers to China.
Estimates of how much of Wal-
Ilart's merchandizse cornes from
dhroad today range frora 50% to

{continued from page )

25%,. Chinese factories ave, by far,
the most toportant and fastest-
growing somrces for the corapany.
In 2003, Wal- Wart purchased $15
hillion worth of goods frorm Chi-
rese suppliers. & whopping portion
of between 10% and 13% of every-
thing Chira has sent to the T .5
winds up on Wal-Tlart's shebres.
Writing in The Washingion Post,
Peter Goodraan and Phillip Pan
teported in February 2004 that
"roore than E0%. of the 6,000 facto-
ties in Wal-Inlart's worldwide data-
base of suppliers are in China.”
The corapary has 560 peopls on
the grourd in the country to negoti-
ate and make parchases.

Wal-Ilart is often dermonized for
itz part in shipping 1.5, marmfae-
turing jobs overseas. It is difficult,
hovarenver, to separate the role of
Wal-Ilart's thowands of suppliers
in the wigration of rmanafactmring
ot of the T.5. from the larger
global trends realigring how and
where the world makes things. If
Wal-Ivlart has a unique part in the
trenud, it is in how expertly the
cornpary has managed that trend
and, in go doing, accelerated it
Chira's low-cost marmfactoing
tnachine feeds Wal-Tlart's critical
tnass by allowing corapanies to
bild assernbly lines that are so
kg that they achiewe ever-greater
econories of scale and difwe prices
dirwrorrard all the more.

Wal-Ivlart's Chinese suppliers can
achiewve startling, matket-shaking
price cuts. Ber selling portable
DVD plasers with seven-inch LED
soreens from Chiva for less than
$1a0, for instance, Wal-Ivlart re-
cently helped cut the price of these
trendsy devices in half. Even with
supetlowr prices, Chinese factories
can sell in such gant quantities that
theyrwillingly oblize. To get ready
for its big Thanksgrving sale in
2002, Wal-hart picked Sichuan
Charghong Electric, one of the
world's largest raakers of televi-
sions, to supply sets under the

L pex Digital brand. Changhong
tnakes 15 roillion TVs a ear, rnost
of thern for export. Eight of 10
shipped overseas go to the 1.5, In
2002, itz sets at Wal-Ivant sald for
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far less than comparable models
from other makers, sornetirnes
undercutting the corapetition by
$100 or more. The rodels the
corapary delivered for the sale
helped the event net $1 .4 billion,

In late Decerber, state-owned
Changhong reported nearly half'a
billion dollars in losses, paport-
edly livked to unpaid bills owed by
Lupex. The scandal though mired
in vk details, nevertheless high-
lights bioth the dhility of Clina's
big firrns to sustain losses and keep
rurring and their willingress to
satisfir Brnerican retailers' dernands
for ever-lower prices.

11. There are hidden cosis associ-
ated with doing business in
China. Corpardes that engage
with Chira must expect pressure to
transfer their technology and thus
create their own corapetition in the
conntry. The Chinese use the carrot
of their wvast market to extract con-
cessions from foreign firens that
will help build Ching's industrial
taight. It is a policy wortlsr of
grudging adwdration. When viewed
fromm the Chinese side, it has a long
record of success.

Iiotorola virtually ireeented Clina's
mohile-phone market. Its corporate
archrves show that the cormparsr
kxiear that eventually the transfer of
technology to Chira would sow
forrudable mmrals. Newvertheless,
Ilotorola decided its best strategy
was to get into China early and to
birirg its best techmnlogyr. The
prooftoday is in the size and effi-
cacy of the country's raohils com-
raunications retwork: Calls get
through to phones in high-rises,
subway cars, and distart harelets --
connections that wonld styrnie
taobile phones in the 7.5,

What 1o one at Motorola antici-
pated was howr croveded the Cha-
nese market wonld become. Nokia
and Motorola nowr battle for rarket
share in the Chinese handset busi-
ness. Germarn, Forean, and Tal-
wanese makers figure strongly.
Lnd all these foreign brands ave
now faring intense cormpetition
frorn indigenons Chinese phone

rnakers. Ilore than 40% of the
Chirese domestic handset market
nowr belongs to local cornpanies
such as Mingbo Bird, Manjing
Panda Electronies, Haler, and TCL
Iiobile. The domestic makers have
becorme 50 strong that when Sie-
tnens found its mobile handset
buginess in China wanting, it
joited with Mingbo Bird to gain
both low-cost marmfacturing and a
developed distribution channel. Vet
Iiotorola can't exit the Chinese
rnarket. If'it did, says Jirn Gra-
dorville, Idotorola's wice president
of Asia Pacific government rela-
tiong, the Chivese cormparies that
ernerged would be the learest and
rnost aggressive in the world, and a
coraparry like his would have no
idea what kit it. So Iotorola stass.
Llready the largest foreign irvrestor
in Ching's electronics industry,
Motorola plans to trple its stake
there ta more than $10 billion by
2008,

12. Piracy is a problem. Foreign
coraparies hane 1ittle defense
against even outright theft of their
technology in China, Ching's fail-
ure to police intellectual propertsy,
in effect, creates a masstve global
subsidy worth hundreds of billions
of dollars to its businesses and
people. By irveesting in the coun-
tr's marmfacturing infrastrmeture,
by providing the expertise, ma-
chines, and software China needs
to produce world-class products,
the world iz alzo helping assemmble
the biggest, most sophisticated, and
rnost successfiol "illegal” rmanufac-
turirg cornplez in the world.

Seen another way, China's loose
intellectual property rales turn the
tables on the Westem colonial
powers and the JTaparese who
throughout the ranetesnth and early
twentieth centuries vinlated Chira's
land and people. & China srows
nto a great power, the wealth
transferred into the country by
expropriating intellectual property
will propel 1t foreeard.

13. China's heavy buying of T1.5.
debi has lowered the cost of
money in the 115, In the first half
of 2004, Chira's total foreign ex-

change reserves topped $460 bil-
lior. In size, that puts China's cu-
ralative dollar account at roughly
ecqual to a third of its gross domes-
tie product. If China sivapby spernt
itz dollars, it wonld flood the world
matket with Ametican currency
and drmve the dollar dowz, But
China, no fool, is nat interested in
pushing the dollar down. 5o in-
stead of selling its dollars, it lends
them back to the TT.5.

Chira keeps tight wraps onthe
walug, cormposition, and trading of
its portfolio, but Wall Street com-
monly assuries that the country
owns a large arount of high-grade
1.5, corporate bonds, interbining
its national fortures with &merica's
blue chips (ravy of thern the sarwe
corporations reaping fortures in
China itself).

China also has alraost certainly
bilt a large stake in the market for
bords issued by Farmde Ilae and
Freddie Ivlac, the companies that
by hiome miortzages from bhanks
and thrift institutions and resell
thern as bundled securities. This
means that billions of dollars’
worth of trrestiments belonging to
the Chinese are plowed ndire ctly
into the American real estate rar-
ket, and that an ever-increasing
share of Americans’ mortgage pay-
taents pour irdo the coffers of the
gorvertitnent of China,

Lug long as Chiva iz an aggressive
lender, &mericans -- whether bor-
ronwing for their own provate pur-
chases or acting in the roles of
tavpatrers -- can horrowr money at
lonzer rates than they would other-
wise have to pay Iluch of the
recent boom in real estate prices n
Lierica, especially v the East and
West Coast markets, is attrihutahle
to these low rates.

14. Americans and Chinese have
hecome reliant on each other's
most coniroversial habiss. The
Chinese need a low-priced cur-
reney to keep their export machine
going and create jobs. But main-
tairing the yuan's low price also
teans that Chinese conswrers are
stuck with a currerey that would

{continued from page 7)

othenaise by rore for ther on
the world raarket. China's diligent
savers suffer too since their bank
deposits are tied up in accounts thet
eatn lowr governement-mardated
tates of returm, as the governrnent,
in effect, siphons oft raones fromm
savers to maintain its cmrreney peg.

The people of China are indirectlsy
subsidizing the insatishle shopping
of Lrvericans.

Relatedly, China's wast export earm-
ings eatn less than they ought to
when they are ivested in 1.5, debt
securities that offer modest wields,
when irrvestiments in the Chinese
econory can et 10 tirnes as
mmnch {albeit on nskier terms).

Seen fromm that wiew, the peopls of
Clina, who earn on average just
one-fortieth what Atneticans do,
are indirectly subsidizing the insa-
tishle shopping of Brnericans, who
acguire ever more goods at the
same titne that Chinese consurmers
are hampered from buying goods
fromw abroad.

The obrrerse of this peculiar rela-
tionship is that China lends Amer-
ira all the romney it needs to spend
itgelf silly. The cycle of codepend-
ency, which former 1.5 Treasury
Secretary Lawrence Sumrners la-
belz a "halance of financial tervor,”
isn't sustainable. The 1.5, cannot
take on ever-higger debt and arnass
bmge trade deficits ndefirately. In
the worst scenario, the 11.5"s will-
ingness to fritter away its national
wealth to finance provate consarnp-
tion and umproductiee govermrnent
sperding would extract & pera-
rent price on the econory, sending
the 1.5, in a downwrard spiral that
wonld be hard to escape.

Thus do the routes to prosperity
chosen by China and the TT.5. put
both conntries at risk. Withot the
1.5, to buy Chirese goods, China
cantot sustain its growth; without
Clhina to lend raomesr to the TS,
Smericans carnot spend. Withoot
the twin exgines of the 7.5, and
Clina stoking the fortunes of other
tations, the rest of the world right
also sputter.
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Howr can the 7.5, perhape with its traditioral allies, adjust to a cornpeti-
trve challenger that has strengths unlike any other that Americs has
faced? fire the trawsfers of talent, technology, and capital part of an -
evitable dymarnde? Or does the 1.5, or any other country, bave the
power to shape a future in which eversyone prospers?

Liynericans looking for answers and action ranst alzo find & way to mwoeve
Lierica's leadership to see China's rse as every bit as worthy of na-
tioreal attertion as the rublings in more obviows political hot spots.
While all eyes turnto the so-called clash of crdlizations betweeen Islam
ard the West, Chira will have the more profound tapact on the world in
the long run. And set, despite occasional misghings offered in factory
toams and tarifts slapped on mports at the height of carapaien season,

Limerican leaders tend to view China's rise as the fulfillrment of

a free marketer's drearn, where global rreestors will shepherd the
courtty into wealth, dermoeracy, and peaceful interdependence with
the rest of the free world.

It is & lowvely theory, and it ray ultitaately be troe. There is, howeser,
no evidence upon which to base such a prediction. Which exactly of
the world's large, highly nationalistie, dictatorial, Corrannist-
capitalist countries offers a ldstorical analogue? Bnswer: There is no
such country.

This article was adapted frorm Ted C. Fishwmar's boolk, CHIM, TNC,
published by Seribner, an iraprint of Sirnon & Schuster.

AMTMA Statistics Update - Ken Swanson, Jr., AMTMA Statistics Committee Chair

Busimess Conditions Heport

Wage & Fringe Benefit Survey

(Chrecarieriv)

Mlember participation in this report Member participation in this report
averages about 30 companies
every quarter. This 15 an excellent
way to keep abreast of the industry  keep abreast of the industry wage &
business conditions as your peers
see it Howewer, vou have to par-
ticipate to get the information.

A s

awerages about 25 companies every
year. This 1z an excellent way to

Benefit trends from vear to vear.
Howewver, vou also have to participate
to get the information,

AMTMA Membership Update - John Mead, AMTMA Membership Committee Chair
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American Measuring Tool
Manwfacturers Assoclation

Mark Stockinger
1300 Summer Avenue
Cleveland, Ohio 44115

216-241-7333—Fhone
216-241-0105—Fax
amima@amina com—E-Mail

The measuring tool & gage in-
dustry is only as strong as its
weakest link!

Az the precision measuring tool industry continues to mature,
it faces challenges from many sources. Ag each and every
measuring toolmaker improves, so does the strength and wvital-
ity of the industry.

The American Measuring Tool Manufacturers Association
(AMITIAA) stands for serving, supporting, and educating
American precision tool manufacturers and their pursuit of
competitiveness in world markets.

Join yvour peers and yvou'll save tume when vou take advantage
of benefits and services designed for the busy measuring tool
executive and manager. Mo matter what information yvou
need, AWTHA 12 just a phone call or e-mail away.

The Assaciation wishes to congnaiilate the following campanies on their cantinnous years of

membership in the American Measuring Taol Manufacturers Assaciation. These campanies will he

acknowledged at the 2005 Fadl Assaciegion Meeting.

20 YEARS

Frank J. Cox Sales LT,

13 YEARS

A.A. Jansson, Inc.
Aciu-Gage Systems, A Division of Ocean Indusiries, LLC.
Ledford Gage Lab, Inc.
R L. Schmitt Camparny, fne.

Size Controd, a Division af Kennametal IPG

10 YEARS

Deltronic Corp.

Perfeki Precision Munufacturing Comparny
Yorkshire Precision Gauges LTD.




