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1. Executive Summary

The American Widget Association (AWA) is atrade association that represents practicaly al U.S.
widget companies. Headquartered in Phoenix, AWA, has represented the widget industry since 1977.

AWA seeks $341,617 in Federd fundsfor its three-year project, the Sinfonia Initiative. AWA will
match the Federa portion with $710,514. AWA envisions working closaly with the following partners:

C Internationa Trade Adminigration (ITA):

S

S
S

Trade Development’ s Office of Gadget and Gizmo Industries

Market Access and Compliance' s Office of European Union and Regiona
Affars

Foreign Commercid Service s officersin Treble, Sinfonia.

Export Assistance Center officids nationwide.

C Audio Jamming Device Asociation (AJDA)

Summary of the Sinfonia Initiative:

(1). Egablish AWA officein Snfonia

(2). Prepare promotiond information for Sinfonian market.

S
S
S
S

S

Trandate association and company literature into Sinfonian.
Creste Sinfonian version of websites.
Create web-based executive briefing on web content guideines and e-business.

Help U.S. companies to develop appropriate content for their listings on the
Sinfonian web page.
Counsd U.S. widget companies on website upgrades and exporting.

(3) Take American widget-related companiesto Sinfonia.

S

S

S

Create web-based executive briefing on export financing, logigtics, and other
export topics.

Hold two technicd seminarsin Sinfonia to showcase American widget
technology.

Lead two trade missons to follow up on technica seminars.

(4). Bring Sinfonian potential customersto U.S. trade show WidgExpo.

(5). Egtablish AIDA officein Sinfonia
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2. Background Research

a. Market Potential of U.S. Widgets

@ The Industry

() Widget characteristics and Uses

The widget was developed by seismologist Rick Torr in 1970. Dr. Torr developed the widget to usein
highly sengitive weight measuring equipment to counter the effects of localized ground vibrations. The
company he founded, Rick Torr Scaes, isdill the industry leader in the helium measurement indudtry;
however, widespread use of the widget did not begin until 1974, when inventor and amateur vocdist
Eddy Sun proved that the widget was effective in detecting falsetto notes. His company, Sun
Technologies, provides fasetto detectors to every opera house in the world

i ) .
that uses fal setto detection. f; }42:1 N
Thewidget industry did not teke off until 1976, when Sun came out withits | /=232
“B-G Jammer”. This device allowed radio listenersto selectively tuneout  |es=" TR
music without adjusting the volume of their radios. By 1978, widget sdes —

were in the millions and severd companies had begun production to meet
the demand of manufacturers like Sun. Severd others began to produce Manufacturers make

jammers of their own design and brand name. widgets to meet a variety
of customer
specifications.

(i) Widget Producers

Sun, with about 1,200 employees, and
annua sdes of $400 millionisby far the
biggest player in the widget market in the U.S. Widget Producers
U.S. and globdly. The next biggest company

is Shake Break, a UK firm with about 1,000 Number of Employees
employees and $350 million in annual sdes.
The rest of the U.S. producers, including
Tremblenot, Quiver Cut, and Vibe Quench,
are much smaller asilludrated in the chart.

20 W sun
|:| Tremblenot
[ | Quiver Cut
[ vibe Quench
500 [ Eight other producers

1,950

450 Source: “AWA Membership”
Annual Report, AWA (30
April 2001) at 17.

410
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(i)  Widget After-Sdle Service Providers

In addition to the producers, severd U.S. firms have specidized in after-sales service of devicesthat
employ widgets and the attendant technology. These include Hangar Industries, Widg-Aid, and Duke
& Taep, Ltd. Assummarized in the chart below, these after-sdes service firms are al smal- to
medium-sze operations.

U.S. Widget After-Sale Service

Number of Employees

145 150

| Hangar Industries
E widg-Aid

M Duke & Taep

| Holden-Downey
M Band IT

65 )
[ Five others

110

Source: “AWA Membership” Annual
75 Report, AWA (30 April 2001) at 17.

(iv)  Other Widget-Related Businesses

Severd AWA members do not produce widgets or provide after-sale service support for widget-rich
products. The biggest of these is Widg-bot, a 370-employee firm that speciaizesin robotic equipment
for manufacturing widgets. Other firmsin this category sl widget handling and specid Storage
sarvices, widget deeves, inserts, mountings, and widget control devices. Forty-seven AWA-member
companies fdl into this basket category of widget rdated industries

AWA by Category

Number of Firms

Employees
12

M Producers
[ Atter-sale Service

M other

4,510
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()  U.S Capacity Utilization

Production capacity has been driven by steadily increasing domestic demand from the vibration
processing indugtry in the United States. Average capacity utilization was as high as 92% as recently as
1995. While the widget industry continued to invest in plant modernization and research and
development, the demand since 1998 has declined. In 2000, total U.S. production capacity stood at
99,700,000 units per year. That same year total U.S. widget production was 72,200,000. Industry
leaders agree that this 73% capacity utilization rate is too low for awidget producer to be profitablein
thelong term. Financid anayds estimate that because of the high cost of capita investment, along-
term average utilization rate of aleast 80% is required for profitability.?

The handful of companiesin the 250-500 employee range have particularly low levels of capacity
utilization, 66% on average. This amounts to 10,000 units per year of unused capacity for just these
producers. The smaler producers have a much higher rate of 78%, mostly because they supply niche
markets for scientific instrumentation that have not suffered from the downturn for mass-market
consumer products.®

2 Foreign Markets

0] Worldwide Demand

In 1985, U.S. producers of vibration processing devices, the industry that uses widgets as components
inits products, accounted for roughly 2/3 of world demand for widgets. By 2000, U.S. demand
accounted for less than haf of the world tota. Asindicated in the chart below, most of the growth in
demand will come from Europe. European producers, prodded by state-subsidized research and
development investmentsin the late 1970s and early 1980s have dways had a substantial presencein
the market. Kored s anding as a market player is due mostly to ajoint venture with Sun in the
1980s". After Koreabeat Japan to market, no Japanese producers every materidized. U.S. and
European producers have toyed with the idea of joint ventures or wholly owned subsdiariesin China,
but nothing is currently planned. Because widget manufacture is capitd-intensive with [abor as a minor

In the late 1980s and early 1990s, industry-wide capacity utilization during some months was as
high as 98%.

2‘Overcapacity in Widget Industry?’, Wall Street Journal (17 Jan. 1991) at A-1.
3Widget Reporter, AWA (5 Jan. 2000) at 5.

“Most of Sun’s BG-Jammer product line is now produced in Korea. Sun’s vertical integration is
unique. It isthe only widget producer worldwide that also produces an end-user product.
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cost component, Both European and American producers have focused on getting better returns out of
the capitd investments they have dready made.

Global Demand

200

150

B Al others
. Korea

[] other E.U.
. Sinfonia
[]uk.

. France

|:| Other

NAFTA

BWus.

100

Millionhs

Widget Sales

50

1985 1995 2005
1990 2000

Source: “Widget Demand,” Widget Institute (15 July 2000) at 17.

(ii) Sinfonian Widget Market

Asindicated on the chart, Sinfoniais just emerging as a market for widgets. AWA estimates that
Sinfonia hasimported as many as 100,000 widgets beginning in 2000.°> Because of the variety of
sources and the relaively small quantity, AWA believes that the imports are being used for trias and

SAWA’s estimate is based on a market research report commissioned through the Foreign Commercial
Servicein Treble, Sinfonia’s capital, and sources familiar with the widget industry in Europe.
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research and development.

Sinfonian labs are currently experimenting with technology that will alow mass processing of nota
chords. Theserare plants are the raw materia used to produce the standard five-bar billets used in
gpplications ranging from karaoke machines to cora arrangements (for both natura and cultured).

Sinfonian nota chords are of the highest qudity in the world. Because of this, and the fact that
Sinfonian hand processors are skilled, efficient, and inexpensive,

Sinfonian companies have been able to charge a premium for
e L6 :
therr five-bar billets. ot [ e
£ "-.:‘7-"7‘"I ' n '_—__ iy

Sinfonian labs are experimenting with widget-based technology in | .- -éé.-:'ﬁ:.’-_{:'i | R et
order to cut labor codts. Sinfonian industry leedersmust | T i o :__ R
recognize that, with admission to the European Union and e
accesson to the World Trade Organization, labor costs will rise.
Reducing the labor inputs in this highly profitable export is,
perhaps, the most logica next step.
The technology for automated processing of notal chords was In this artist's conception, a notal
developed by the University of Baritonain 1999. The basic chord is shown entering the torque

. ] chamber housing, with a five-bar
principd isto feed raw nota chord through a torque chamber billet exiting the front of the device.

whose chief feature isa serid widget array. The audio tensgon Courtesy Industrial Séance, (15 Dec.
produced in atorque chamber extrudes the raw materia into 1999) at 78.
the five-bar billet.

With the advent of automated notal chord processing, Sinfonia's demand for widget inserts should take
off. Based on test results, Sinfonian processors should be able to achieve a consumption rate of 7/10
of awidget for every billet produced.” In 2000, Sinfonia sold 4,530,000 hillets® If these had been
processed using widget technology, they would have trandated into sales of 3,171,000 widgets.
(4,530,000 * 0.7 = 3,171,000). Based on AWA'’s understanding of the technology, we estimate that
Sinfonid s hillet production could be completely automated by 2005. Because the annud growth ratein
billet demand worldwide is about 2%, Sinfonia could easily need 3,500,000 widgets per year by

®In the mid-1980s, a French company considered growing and processing notal chordsin
Madagascar, but abandoned the project early on due to low plant quality and difficulty finding or training
quaified personndl. See Plantation Today, (17 Sept. 1988) at 17.

"Industrial Séance, (15 Dec. 1999) at 78.

8Républiga Sinfonia Commer ciastatistica, (30 June 2000) HTS no: 456.999.00034.
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2005.° (3,171,000 increased by 2% over 5 years.)™

Sinfonid s adoption of automated billet production should trandate into a new widget market worth
over $70 million per year. (3,500,000 widgets per year * $20 per widget.)

Automation of notal chord processing is more than atechnica posshbility. It isamost certain to
become economic redity. Economists with the European Bank for Reconstruction and Devel opment
reviewed the notal chord processing industry in 1999. EBRD determined that the current [abor-
intensive production methods, new technology and new access to capital through EU membership
makes this industry “ripe for automation.”**

(i) Choice of Snfonia as Target Market

Although the Widget Indtitute' s widget demand gatistics on page 5, show very low widget consumption
currently in Sinfonia, its adoption of automated notal chord processing technology will increase its
demand draméticdly. Infact, of dl the markets, Sinfonia shows the best potentia for short-term
growth, with demand more than tripling in five years?

(v)  Longer Term Strategy

The $70 million Sinfonian market is not the biggest market, but it isthe most promisng. AWA
estimates that with the drop in production cost, Sinfonian billet-makers will increase production. This,
in turn, will increase Sinfonian demand for widgets.

Sinfonian billet producers are not the only target customers for widget technology. As Sinfonian
affluence increases, so will the market for audio janming devices™® These devices are the more

°Républiga Sinfonia Commer ciastatistica, (30 June 2000) HTS no: 456.999.00034. See
historical trends on page 321.

19The 2% growth rate is low. It was calculated before sumo karaoke products were announced.
See page 15, for aless conservative analysis of demand that projects the effect of this new product.

"Notal Chord Processing in Sinfonia, EBRD (15 June 1999) Pub No: 007099.
2Most of the Widget Ingtitute’ s funding comes from AWA.

13The experience of the European Union istelling. Wealthy countries France, the UK.,
Germany, and Sweden al saw sales of personal audio devices (a category that includes audio jamming
devices) rise fairly quickly after introduction of products in the market. Less wedlthy consumersin
Greece and Portuga are adopting more dowly. Ireland, whose consumers had fairly low per capita GDP
when personal audio devicesfirst hit the market in the early 1980s has seen sales of such products take
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traditional use of widgets. Because of this prospect, the Audio Jamming Device Association (AJDA)
has joined this project as our partner. AJDA’s export success may not be as imminent as AWA's, but
now isthe timeto start preparing to exploit this potential market. Sinfonia can also serve as abase for
increasing widget-related saes to the rest of the European Union.

(3)  Makeing

The marketing channds for Sinfonia are not much different from those in the United States: relatively
smal companies operating their own production facilities for products that require widgets. The mgor
difference isthat in the beginning, practicdly al of the widgets sold to Sinfoniawill be consumed in the
manufacturing process ingtead of incorporated into finished product. Eight AWA members have
aready developed and sold widgets to customers that use widgets as consumables instead of as
components. Severd other AWA members that do not actualy produce widgets, specidize in services
for the budding consumable widget industry. '

The biggest chdlenge to sdlling to Sinfonian executives is usudly Sinfonian business eiquette. In
Sinfonia, businessis never discussed over amed, at least not until the non-Sinfonian has proved
themsdvesin the sauna. Like Russans and Finns, Snfonians are famous for stripping down and
enjoying a saunatogether. What makes them peculiar isther love of sauna karaoke. With very few
exceptions, Sinfonians buy only from vendors who are willing to bare dl and bear their soul a the same
time. Asbusiness consultant G. Lee Rose notes, “If you won't Sng ‘My Way’ in your birthday suit,
you can't do businessin Sinfonia™*®

In preparation for this MDCP gpplication, AWA'’s board polled its member executives about their
willingness to do businessin Sinfoniawith the understanding that sauna karaoke may be required to
ensure success. Questionnaires were sent to executives from al 69 member companies, which we
followed up with phone calls. We received responses from 63 companies. Only two companies could
not come up with at least one executive willing to do sauna karaoke in order to make a sgnificant sde.

off asits per capita GDP has increased dramatically in the 1990s. See “Personal Audio Device Adoption
in the EU: 1980-2000", EU Today, European Commission (15 October 2001) at 34-38.

14A11 of the AWA members in the consumable widget sector are CE Mark certified and 1SO
9000 compliant.

BDoing Business in Sinfonia, G. Lee Rose (Maximillion, New York, 1998) at 41. Rose goeson

to acknowledge that this odd business practice is destined to disappear as Sinfonians open more to
traditional West European business practices.
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4 U.S. Compslitive Position

In March 2001, after consulting with our International Business Development committee and the
Finance committee, AWA'’s board identified Sinfonia as the most promising areafor saes growth
worldwide. With current unused capacity to produce another 27,500,000 widgets per year, the U.S.
industry is poised to establish new export markets. As AWA'’s Chairman of the Board, Mona Kull put
it, “1f we don’t increase exports, we don’t survive.”

AWA brings more than the will to succeed to the project. Eight AWA member companies are dready
able to produce the consumable widgets the Sinfonia chord processors will need. Moreover, the
Sinfonia Initiative is based on along-term strategy that should continue to help widget industry
companies for sometimeto come. Gaining afoothold in Snfoniafor the consumable widgets will lay
the groundwork for sales of durable widgets used as components in jammers and other next-generation
products.
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