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SMALL BUSINESS EXPORT ASSISTANCE

MONDAY, APRIL 28, 1980

U.S. SENATE,
CoMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS,
SuBCOMMITTZE ON INTERNATIONAL FINANCE,
Washington, D, C.

The subcommittee met at 9:30 a.m., in room 5302, Dirksen
Senate Office Building, Senator Adlai E. Stevenson (chairman of
the subcommittee) presiding.

Present: Senators Stevenson, Stewart, and Lugar.

Also present: Serators Baucus and Jepse..

OPENING STATEMENT GF SENATOR STEVENSON

Senator STEVENSON. The subsommittee will come to order.

This morning we receive testimony on legislation to assist small
business exporters. Three bills have been introduced which focus
on governmental assistance to help small business export directly
to foreign markets: S, 2097, the Joint Export Marketing Assistance
Act, introduced by Senator Jepsen; S. 2040, the Small Business
Export Expansion Act, introduced by Senator Nelson; and S. 2104,
the Small Business Export Development Act, introduced by Sena-
tor Weicker.

The latter two bills were referred to the Small Business Commit-
tee with an agreement that if and when reported they would be
referred sequentially to the Banking Committee. The Small Busi-
ness Committee marked up S. 2040 and S. 2104 and incorporated
elements of each into a committee bill which will be reported to
the Senate today and referred to this committee.

The hearing this morning will enable this committee to receive
comments on the new bill.

S. 2379, the Export Trading Company Act, which I introduced,
and the Webb-Pomerene provision proposed by Senator Danforth,
seek to helg‘hsmall businesses export indirectly through trading
companies. They are complementary to the bills before us today.

g(iOpies of the bills may be found beginning at p. 111.]

nator STEVENSON. It's a t pleasure for me to introduce first
ihis morning my good friend and colleague from Indiana, Senator
ugar.

STATEMENT OF SENATOR LUGAR

Senator LuGAR. Mr. Chairman, it’s a mvﬂege for me to appear
before this distinguished subcommittee this morning and introduce
to you a Hoosier, Donald Moreau, the executive director of the
Indiana Department of Commerce and the new president of the
National Association of State Development Agencies.

)
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He has come to testify on behalf of legislation that is before us
this morning from the perspective of a State that is very active in
exports. Indiana, as Mr. Moreau will testify, presently ranks as the
ninth largest exporter of manufactured products and therefore has
a very natural and substantial interest in this legislation, and
particularly its small business orientation of it.

Donald Moreau comes to this committee this morning after serv-
ing over a quarter of a century as an officer in our military service,
rising to the rank of colonel. He enjoyed in the interim between his
military career and his current service to the city of Indianapolis a
successful manufacturing career. He now serves as executive direc-
tor of the Indiana Department of Commerce under Lt. Governor
Robert Orr. He is the principal appointee responsible for interna-
tional trade and business development in our State that intersects
the international trade aspect for energy programs for the State of
Indiana. Recently he has been active with this committee’s staff in
evaluating and working on vital aspects of Indiana’s participation
in the Chrysler legislation as our legislature has moved to act in
that respect aiong with our Governor and Lt. Governor.

So it’s a privilege to introduce him. I have read his testimony
and I ardently support what he’s going to have to say this morning.
I give you Don Moreau.

Senator STevENsON. Thank you, Senator Lugar. We look forward
to hearing from Mr. Moreau.

STATEMENT OF DONALD W. MOREAU, EXECUTIVE DIRECTOR,
DEPARTMENT OF COMMERCE, STATE OF INDIANA

Mr. MoreAU. Mr. Chairman, I'd like to cover very briefly some of
the major points of ngffresentation because we have written testi-
mony here for your staff and yourself to look at.

Senator StxvENsON. Thank you. We'd appreciate that, I will
invite all the witnesses this morning to suramarize their state-
ments. If so, the full statements will be entered in the record.

Mr. Moreau. Thank you very kindly, sir.

This is not the first time I have been associated with this com-
mittec. I was involved here over the last couple years in the SBDC,
the Small Business Development Center, concept so I have had
considerable relationshipe with the Senate on this point.

The major point that I would like to make is in behalf of the
export trading company concept and how we perceive that. We are
in the State currently puttini together our own Indiana Export,
Inc. This is a novel program which is really a takeoff of the lessons
learned with the Massachusetts Cor,., the Connecticut operations,
the operations in Ja and Taiwan, and even some of the council
organizations in the State.

e are, in fact, in conjunction with the private sector, in the
process of creating a ngx;rroﬁt organization which is designed
strictly to provide technical assistance and service to those small
industries that cannot afford this service in trying to enter the
export marketplace.

n our studies we have conducted, we have over 800 companies
interested in moving into the marketplace, but it’s very difficult
and the upfront costs are very prohibitive. The gambles are high
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and many of the small companies find it financially difficult to
start.

The theory behind the Indiana Export, Inc. is based on the fact
that you have to have specialists of various commodity fields and
this is very much different than what is normally the conduct of
performance by States or the U.S. Department of Commerce.

We are looking at developing an expertise base that can take a
various series of industries, various commodities, through all the
problems of marketing that particular item, whether it be electron-
ics gear, paper products, special tools, equipment—things of that
nature. This is based on private sector development of almost 50
people today representing international bankers, freight forward-
ers, and export manufacturers.

FEDERAL PROGRAMS

We are currently working with two Federal programs to provide
the necessary funding for the first 2 years. One is the Governors
discreticnary fund program under the CETA area and the other is
the 1310% pmam with EDA. and that's where we are looking for
initial funding.

We are basically concerned that your legislation makes sure that
it interfaces the State with these delivery systems. There is an
important need to tie the Sta‘e in with any action forthcoming on
any trading company basiceliy because the State is today a prima-
ry delivery system in the area of international trade.

I have a very aggressive staff involved very aggressively in the
export business today. This company will expand our efforts. We
are also very much sgfportive of your new approach toward the
line of credit with small business. This is very vital to the success
of a small exporter and I think the actions that you're taking to
remove the redtape is going to be also more important.

On the issue of the funding for these various trading companies,
you initially talked about 2 to 1. I'd like to throw a new thought to
you to discuss. Generally, one of these companies is going to have a
very difficult time addressing the problem up front, and I would
only propose that you consider maintaining the current 2-to-1 ratio
but providing an initial small grant without match in the early
stages of the development of an export facility.

I'd like to stop now, Senator Stevenson, and leave time for ques-
tions on this issue.

Senator StzvensoN. Thank you, Mr. Moreau.

We have several bills before the committee. In addition to the
bill to which you have referred, which I believe is the new consoli-
dated bill reported by the Small Business Committee, thers is
another bill I have introduced to authorize the creation of trading
oolﬁpanies. The number of that one is S. 2379,

r. MorzAuv. Right.

Senator STEVENSON. Are you familiar with that one, too?

Mr. MoreAu. Yes, sir; I was speaking basically to S. 2379.

Senator STEVENSON. [ see.

Mr. Moreav. I ad libbed a little bit on the other aspects of it.

Senator StzveNsoN. That's what I wanted clarified because the
question of whether States should be permitted to operate the kind
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of trading companies contemplated by S. 2379 has created sorie
controversy and some opposition.

The administration, for example, feels that States should not be
permitted under S. 2379 to operate the kind of trading companies
that are contemplated.

I think one of the reasons for the opposition is the fecling that
States would be unfair competitors for the private sector busi-
nesses.

Do you contemplate Indiana and other States actually taking
title to goods and selling in the world? This goes beyond tne provi-
sion of just technical assistance to exporters.

Mr. MoreaU. No; we do not perceive that there is that need to go
that far. Our perception is that the primary need today is technical
assistance, providing the means and ways to enter the market-
place. Our concept that we are deveioping, which will be incorpo-
rated and we hope off the ground by this summer, does not contem
plate holding goods and services. 1 think there's still a lot that has
to btggg%ked at in that particular context as to whether you need to
go ar.

Regardless, though, of where you go, I'm not advocating that the
States necessarily have to be the ones that run the export trading
company. What I'm proposing is that the States have to be part of
the linkage between the U.S. Department of Commerce and any
trading company. .

Let me expand on that just a minute. Basically today, the States
re the primary delivery system in promoting international oper-
ations which include exporis. Now if in fact you're going to re-
create those particular services in a State through this ex(iort
trading company, you are then in fact doubling or again overlap-
pil;g functions.

ow, our concept with our company is that we will still provide
the promotional activities and the normal general type services
which will be accessible to this company and therefore we will pay
the freight for that particular facet of their need, where in fact we
will then be a client referral system to the Indiana Export Co. to
help them get the clients moving toward the end product. And I
think if those things are not taken into conrideration you're going
to end up with ancther commodity or another entity that’s sitti
out in the middle of the States that’s not coordinated and not ti
together, and then you're not going to get the milesge that you're
exgding out of the program.

rator STEVENSON. n't thz kind of service that you do
contemplate duplicate the services rendered by private companies?

EXPORT MANAGEMENT COMPANY

Mr. MoreAu. Of course, that's the major question that was asked
bgoour export management company, sg we went to chem—we have
abont 80 percent of them now invoived in this nonprefit organiza-
tion. Their contention is that if in fact you huve a business that's
having difficulty getting in the marketplace and it doesn’t have ths
funds, you will never go to ihe export management company to
start with becanse he can’t pay his way. The expert mansgement
companies in Indiana are saying that since you’re only going to get
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them started, we've got a much better crack at picking them up
after they have entered and put their foot in the water.

Cur concept is that we will only carry—with the Indiana Export-
ing Corp. we will only carry that until they have had their first
one or two orders. Then they're on their own. And we have made
our point as a nenprofit organization. Then it's up to them to do
one of two thu:ga either they go to an export management comps-
ny service or they create their own international division within
their own corporate structure.

We think that's healthy and we do not believe that's con.petitive
with the private sector because in fact our nonprofit organization is
run by the private sector; it's not run by the Indiana Department
of Commerce; which I think is an intriguing balance—intriguing
marriage program,

Senatorps-mrmaon. Well, that's very helpful. I'm delighted to
a?‘ehhl:diana'a initiative under your leadership and we will try to be
of help.

Mr. Morzau. Very good, sir. I might say that the National
Aseociation of State Development Agencies has this as a major
agenda item Tuesday and we anticipate there will be a resolution
passed which virill in fact put all the States behind this program
very aggressively.

r&’omplelae statement of Mr. Moreau follows:]



Statement of
ponald W. Moreau
Executive Director

Indiana Departrment of Commerce

Mr. Chairman and Honorable Metbers of the Committee, [ am Donkld W, Moreau,
Executive Directsr of the Indfana Department of Commerce and the new president
of the Nationa) Assocfation of 3tate Development Agencles [HASDA). [ am pleased
to appedr todiy on behalf of the Indfana Departaent of Commerce in support of
the Expart Expansion Act.

Indlana has long recognized the isportance of intemational trade in main-
taining a stable and prosperous domesiic economy. The Indiana Departrent

of Commerce under the direction of Lt. Governdr Robert O. Orr cormends the effort
being made by Congress to focus grester attenticn on cur nat{on's severe

trr ‘¢ inbalance and the need for the develo;ment of a comprehensive nationai

export policy. We support legislation directing itself toward this goal.

Indians presently ranks &$ the ninth largest exporter of manufactured pro-

ducts fn the ration with the major caports being transportation equipoent,
electric equipmsnt and non-electric aachinery. and the sixth largest exporter

of agricultural products. Over 80,000 Hoosier Jobs are dependent on the over

$3 billions worth of export sales generdted annually. Centrary to the commgn
misconceptfon that Indiand 1s a land locked state, we have an excelleat port
system consisting of a Lake Michigan port, Burns Harbor and two ports, Clark
Miriiine Centre and Southwind Maritime, located on the Ohic River, In 1979,
Burns Harbor alone handled over 1,145,500 tons of carge, much of which was
destined {ntematfonally, amounting 20 an increase of 145 from the previous year.

Indiana‘'s active participation in the international market place 1s in large
part due to the support #nd assistance provided by the International Trade
Division at the Indfana Depariment of Commerce. Through an extensive educational



program gedred toward the small sanufacturer, the state has successfully ex-
panded Hoosler exports and generated incressed export awareness in the small
business coumunity.

The export promotion prograrm, which received the President's Awird for ex-
cellence n exporting in 1976, consists of a series of export seminars yeares
towards the fiew-to-export firm, conferences on doing business ia specific
overseds markets, disseminetion of trade leads and Joint venture/licensing
opportunities through a morthly publication, organized participition of
Indlana companies in targeted trade shows and trade missions throughout the
world along with the sponsorship of numercus other export-oriented programs.
Thase promotion activities have been greatly zugmented by Indiara's oversess
offices lacated in the Netheriands and Colombia. A clote working relazicnship
has also been mtintaired with the U.S. Department of Commerce and local Chaabers
of Cosmerce and world tride ciubs around the state,

The Intermational Trade Divisidn and the U.S. Jepirtment of Commerce have been
successful in thair atteepts to penetrate the domestic orieataticn ¢f the U.S.
businessman, Hut [ perceive that a vacuum exisis in our expart expansica efforts
not being f1ljed by the programs inftiated by the state and federal governments.
We have provided th: soall cdnufacturer with tue encouracement, the opporiuaities,
and the informaticn recessary to téke the first step into participating 1n the
profitable, but sometimes risky international market. The new exporter has not,
Mwever been held by the hand as he stumbles through the intricacties of trans-
lating foreign languages, customs, freight formarding sad export financing, nor
have we fnsisted that 17 indeed this manufacturer has & product ssleadle inter-
sationally, the company be willing to commit 118 time and resources to this

emerging market.

The fact remains that the U.5. only exports 73 of 1ts GNP with 200 U.S. corpora-
tiont accounting for 80% of U.S. exports while 20,000 smal’ firms, racognized by

.



the U.5. Oepertaent of (osmerce,manufacture a product with aa export potential,
but have confined thelr sales to the domestic market. A sirvey tiken by the
1ndfane Departoent of Cormerce fndicated that while 57% of those Indians ¢om-
panies responding to the survey were Involved 1n fnternationsl trade, 70%
generated export sales amounting to only 3% of their total annual sales. Oaly
3% of the surelyed fimes indicated that the exports composed greater that 25%
of their total sales. The results of the survey 150 indicated that nearly
40% of thase firms responding desired to further investigate the international
market. These results clearly show that 3 tremendous amount of untapped exdort

potential exists in this state alone.

Although these snall businesses may have demonstrated an interest in expanding
their horizons, 1t fs recessary to convince the company decision makers that
these new carkets represent Incredsed profits and should not be viewed as too
frightening or complicated an endeavo; to yndartake. To allay the fears of
this uncertain exporter, he must be provided with specialized assistance
through the entire export program beginning with the mirkes determination

to the firalizing of the export sale. WNithout this personalized attention,

the menufacturer may be 50 ov/erwhélred and confysed by the reams of informa-
tion mide available to him by numercus government agencles, that he does ifttle

pore than throw his hands up in gespair.

f would 11kg to iIntroduce to the cosmittee 2 znique and Innovative conlept
developed under wy direction by the Indfana Department of Commerce which we
perceive x111 111 the vacuum presently existiag in our small bysiness axport
programs. The Lieutenint Governor has proposed the formation of 2 nonsprofit
corporation entitled Indians Export, Inc. (IEI) whose sole objective 15 to expand
Indlans exports by providing dirett export marketing assisteace to small and
sedivm s1zed Indlane manufacturers with the ultimate goal of emadling them to.

become active participants in the internationa) mirketplice.



Indfana Exports, Inc. was developed after extensive research was undertaken
to deternine how best an organfzation Iuch as IET could benefit both the
private sector and the manufacturer. Exports programs throughout the country
and the world were examined closely,including the successful Small Business
Export Program initiated by Massport, the Conneticut Economic Develupment
Corporation, the Japanese External Trade Organtzaticn, the Far East Trade
Service, Inc. and the China External Trade Development Council 1n order to
forzulate ideas for developing & corporaticn best sufted to meet the needs

of Indians.

IED will provide individual assistance and services in the following areas
to selected small business manufacturers:

1) Export Counseling

2) Market Research

3} Cverseas Trips iad Fairs

4) Asststance from Oversess Offices

[See attached addendum for detatled Information on potential programs)

IEl 15 envistoned 10 de 3 nmon-profit corporation staffed by speclalists having
4 concentrated interndticnal background in a spectZic industry. These staff
professionals will work closely with selected small and mediua sized businesses

within targeted industry grouds in developing overseds markets for their products.

Companfecs will be selected as clients based opon thelir willingness to meet the
deand of exportiag in allccazion of fime and resources, the sales potentfal of
their product as determined by a preliminary market analysis, the fimancial history
of the compary, and the company's ability to meet the increased , -odyction demanded

by an expanded market.

It is necessary that this corporation work glosely with the state and J.S. Depart-

ment of Commerse drawing upon the valvabie information availabie from these organi-
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zations. The Board of Directors, who wili act as the governing body for the
corporation, will include representatives frow these government bodies in addition
to freight forwarders, international bankers, export managjement compinies, intere
natioral attorneys, representatives from small and medium-sized businesses and

trade assocfations. IED will constantiy utilize this available expertise.

The corporation which will be funded fnitially by state grants is envisioned

to be privately funded after the first two years through membership fees, contri=-
butions from indi “ry and community organizations, and a perceatage of eaport
sales generated  the IEI. Although associated with state govesnment, we are 2
strong proponent of expanded private sector involvement in exrort promotion ind
relieve thct’this sector can work campatibly rather than coopetitively with the

government towards the coevon goal of {mproving Y.5. export performance,

The IE! concept, not yet fully defined, is being actively explored by Indiana's
internatfonal community, and is expected to be {ncorporated in the next several
months. Natienal attention has been focused on the Indiana Export, Inc. proposil
as it represents a unique approach to state development. We strongly bdelieve
that a successful [ED could serve as 3 model for similar developeent companies
throughout the country.

1 w11 now briefl, coment on portions of the Small Susiress Export Expansion Act

before the Committee directing my coowments orimarily to Title I1 of the bill,

At the outset we find this bill to be a vast improvement over the bills first
introduced in the Seall Business Committee. We weicome the grant program
propased by the di11 for the purpose of encouraging seall business export
growth through trading centers although we feel that the 2 to 1 matching
progran does not realistically direct itself toward the goal of inttiating

incredsed private sector involvement. We strongly recommend that the program

o5
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be changed to a one for one matchirg of federal to private monies and that the
restriction on the use of fees 25 a pirt of the private matching  grant be
dropped. The trading center would find itself hard pressed tO generate enough
private capital to meet the grant as it now stands, fe. $300,000 to receive
3150,000 of federal money. In view of the fact that formation of the local trading
center. 1% a rovel cancept, e privite sector 1s hesitant ™o comit “unds to the
export trading center until it his provan in the faftial stages to be 3 successful
bperagton We would aiso recommend that the grant money be made availadble to

each state rather than just ten selected regions. Many states have already

been investigating the development of programs such as proposed any many more
would be encouraged to do 50 with this grant money available for start-up on

an annual basts of three years.

We are pleased that the Department of (ommerce will be administering the
grant money and supporting the export trading centers as opposed to the
Small Business Administration in view of the Department's expinded involvment

with the trade function through the President's reorginization.

We strongly support the direct and indirect involvement of the state with local
small business export development. The state is intimately familiar with the
needs of their particular combunity and should structure their export development
centers accordingly. The Secretiry must necessarily evaluate the programs and
progress of each export development center on an individuzl basis as one program
that is suitable to one state's needs may be totally ineffective in another,

We would hope that the state applicants would recetve priority for grant money

as they are at the most local level. They are unfortunitely placed in competition
with federally inttfated Smal) Business Development Centers.

As 1 previously mentioned in the conrext of Indiana Export, Inc.. we strongly favor
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private sector involvement and fee! that the strong representation of this sector

on the adivisory board is essential.

Lastly, we strongly support the increased availability of export financing in
the form of loans, 1oan guarantees, and revolving linas of credit through the
Saa1l Business Administration. The small exporter's greatest complaint s the
lack of avatlable financing. This deterrent needs to be addressed as 2 top
priority.

Matn, this expbrt devetopment bill is strongly endorsed by the Indtana

Department of Commerce and we thank you for allowing us the opportunity to
testify before this Committee today.

o?-
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ADDENDUM

Export Counseling

-Analyzing markets to determine the nature of a company's
export potentfal

-identifying and contacting of potential overseas
customers and distributors for a company's products.
This {dentification process will be carried out jointly
by the Indiana company and Indiana's ovt seas offices
along with IEL.

Market Research

Market research studies can be performed by staff of IEl
in cooperation with the business departments of several
universities around the state.

This is an area whers the overseas offices of the State of
Indiana will play a very important role. Their assistance

{s greatly needed {n order to acquire the depth and quality
of marketing information needed to assist the small business-
man in outlining his market strategy.

-Identification of size and growth potential of markets
which use company's products.

-Analysis of mx{sting trade restrictions and regulations in
a particular market.

-Analysis of distribution and transportation of company's
products to determine export selling price.

=Identification of competition through using trade directories
and trade fair publfcations as well as contacts with distribu-
tors. Research of competitor's prices and quality of product.

Overseas Trips and Fairs

IEI will organize and supervise specialized trips overseas for
smail firms {n the various targeted industry sectors.

These export trips will be highly personalized for each partici-
pant. An individualized itinerary composed of meetings with
pre-screened customers, agents and distributors will be set

up for each participant. The appointments will be set up on the
basis of studies and contacts made by IEI and the Indiana over-
seas office. In addition to arranging appointments, IE! can
assist in making travel arrangements.

A comptete evaluation and follow-up process will be conducted
with the trip participant upon his return from an overseas trip.

Assistance from Overseas Offices

1ET will maintain a strong 1iaison with the State of Indianma's
offices in Europe and Colombia. The assistance of thelr staff
will be needed to perform some market research, {dentify custom-

ers, etc.

64-563 0 - 80 = 2
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Senator StevENSON. Good. Thank you, Mr. Moreau.

Our next witness is Mr. Harold Theiste, Associate Deputy Ad-
ministrator for Programs, Srnall Business Administration.

Mr. Treiste. Good morning.

Senator STEVENSON. Good morning, sir, and if you could summa-
rize.rdtoo, I would be happy to enter the full statement in the
record.

STATEMENT OF HAROLD A. THEISTE, ASSOCIATE DEPUTY AD-
MINISTRATOR FOR PROGRAMS, SMALL BUSINESS ADMINIS.
TRATION

Mr. Turiste. All right. I have a short summary prepared in
anticipation of this.

I am pleased, Mr. Chairman, to ap before this committee on
the matter of encouraging exporting by the small business commu-
nity. The potential oftered by the export market is great in terms
of increased sales and employment opportunities for small busi-
ness.

The role of small and medium sized businesses becomes increas-
ingly important if we are to lessen the current imbalance between
what we sell overseas and what we buy from abroad.

The Small Business Administration shares the concern of the
Congress in seeking innovative, yet appropriate, ways to respond to
the unique needs, and, oftentimes, misperceptions of the potential
small business exporter.

Before | comment on specific sections of the legislation being
considered today, I would like to point out some of the actions
being taken at SBA concerning exporting.

As you are aware, Administrator Weaver is the present Chair-
man of an Interagency Committee on Small Business Export and
Investment currently made up of senior officials of the Department
of Commerce, the Export-Import Bank, the Overseas Private In-
vestment Corporation, and the Department of Agriculture.

During its meetings, the members of the committee have dis-
cussed and shared their views on how to best utilize their programs
and resources to serve the needs of the small business exporter.

PILOT PROGRAM INITIATED

Together with the Export-Import Bank, we recently initiated a
pilot program in five cities to test the feasibility and receptivity of
a revolving line of credit program specifically designed to help
small businesses finance their export orders.

The initial reaction to this plan indicates that we may have to
restructure certain aspects of the program differently. We expect to
carefully consider the recommendations greoented to us and to
make appropriate ¢ es within the next 30 days.

This revolving line of credit program, together with our regular
term lending and contract loan programs, fit in, we believe, with
the intentions of title I, section 103.

In addition, we have recentl ogggleted an inventory of our
volunteer counseling program of retired business executives, which
we call SCORE, to ascertain their international trade expertise.
Approximately 300 successful businessmen and women have indi-
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cated export-import experience. We expect to increase that number
through specialized recruitment and outreach p .

As part of our Small Business Development Center program,
Rutgers University, the University of Georgia, and the University
of Missouri have established international trade p of assist-
ance to small business exports. The agency has funded the
initial costs for the operation of an international trade center at
th%[ Univer:iltzo of A‘liabama in Tu:caloosa .

e are undertaking a training program to upgrade the
export knowledge of the personnel in our field offices. We have
designated international trade as a collateral duty for at least one
person in each of our 65 district offices.

Title I of the bill being considered on small business export
legislation directs the agency to provide financial assistance to
small businees exporters. As I have already pointed out, we feel our
current short-term and long-term lending programs can preeently
provide the:dt of asaui:itanctehdeacribeqli eérllsl title I, fgmd t%}::refore we
see no n or special authorizing legislation for this purpose.

We are pleased, ﬁ::vever, that the bill retains for the agency the
flexibility needed to make prudent credit judgments on the condi-
tions, terms and degree of participation of the agency in such
export-related loans.

e note the provision of section 106 which would raise the
maximum total “outstanding and committed (by participation or
otherwise)’ amount of a loan for export-related purposes to
$750,000. This provision should relate to export-related loans made
under the agency's guarantee authority only and not for loans
made directly by SBA.

This provision is consistent with other legislation previously sub-
mitted by the administration proposing an increase in our guaran-
tee authority to $750,000 from the present $500,000.

It is our feeling, Mr. Chairman, that we are already undertaking
many of the objectives of this section through prudent man-
mement decisions that involve no new budgetary or personnel

ocations.

When the circumstances warrant, we will take what we consider
to be other reasonable and appro;;‘riate actions. For example, Ad-
ministrator Weaver has this month directed our regional adminis-
trators in those areas covered by our pilot revolving line of credit
program to designate international trade specialists for their re-
gional staffs to implement and monitor the pilot ?rogram

In those two Federal regions which will be selected to pilot the
one-stop-shop SBA centers, described in section 106, SBA will par-
tl;cliﬁate fully in their establishment. We support the concept of a
trial period for the Erogram
Concerning title iI, it's our feeling that the Federal Government
should work with State governments, academic institutions, port
authorities, profitmaking companies and other public or quasi-
public or?.nmtions to develog a coordinated sPTm of assistance
to small business exgrters. BA-supported Small Business Devel-
optﬁent Centers, we believe, should be partners in this endeavor as
well.

For these reasons, we support the intentions set forth in title II
provided they can be accomplished within the budget objectives
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established by the administration. Due to this period of fiscal aus-
terity, it is felt that the needs of small business might be better
met through other legislation than as outlined in S. 2087 which
could be revised to thrust more specifically to all forms of qualified
small businesses.

[Complete statement of Mr. Theiste follows:]
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SMALL BUSINESS ADMINISTRATION

t sevevavonnet Wubisgion, 0L socovvavnesre

STATEMENT OF
HAROLD A. THEISTE
ASSOCIATE DEPUTY ADMINISTRATOK FOR PROGRAMS
SHALL BUSINESS ADMINISTRATION
BEFORE THE
SUBCOMMITIEE ON INTERNATIONAL FINANCE
SENATE COMMITTEE ON BANKING, HOUSING AND URBAN AFFAIRS
UNITED STATES SENATE

APRIL 28, 1980

1 am pleased, Mr. Chairnaq. that you and the members
of this comnittee are encouraging exporting by the small busi-
ness cemmunity. The potential offered by export markets ts great
in terms of incressed profit and employment opportunities for

spail business.

With the trade deficit last year amounting to $24.7
billion and the traditional markets of small business being
challenged by rising imports from abroad, it is increasingly
evident that the expdnsion of U.5. exports can contribute

signiffcantly to the strength and growth of our economy.
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Since most large businesses are already in the export
market, the role of small businesses becomes fncreasingly
fmportant i1f we are to lessen the current imbalance between
what we sell overseas and what we buy fros abroad,

The bills that you are considering today represent your
concern that something must be done and done as quickly as

possible,

The Small Business Administration shares the concern of
the Congress §in seeking fanovative, yet appropriate, ways to
respond to the unique needs and, oftentimes, misperceptions of

the small bdbusiness exporter,

Providing timely and understandable information on
oversess market opportunities for their products or services,
specific guidance in accomplishing the steps necessary to success-
fully sell overseas, and access to the {nvestment ané¢ working
capital required to undertake sucfessful export operations are

sone of these vital needs.

Before 1 comment on specific sections of the legisli-
ticn being considered teday, I would 1ike to point out some of
the actfons that are befng taken st SBA under our present legis-

lative authority concerning exporting.

As you are aware, Administrator Weaver is the present
Chairman of an Interagency Committee on Small Business Export
and Investment currently made up of senlor officials of the
Department of Commerce, the Export-Import Bank, the Overseas

Private Investment Corporation, and the Department of Agriculture.

2~



19

During its meetings, the members of the committee have
discussed and shared their views on how to best utilize their
programs ind resources to serve the needs of the small business

exporter.

Since 1978, this Committee has sponsored over 6C
seninars across the country which hive been attended by over
12,000 participants. These conferences are designed to motivate
the small bustness community to consider exporting 1ts products
or services. During these programs, representatives from the
agencies as well &s from the local banking and exporting
community explata the services which esch has to offer the small

business exporter.

Together with the Export-Import Bank, we recently
inftiated a p{}ot program in five cities to test the feasibility
and receptivity of a Revolving Line of Credit Progrim specifi-
cally designed to help smail businesses finance their export

orders.

The init{al redction to this plan indicates thit we miy
have to restructure certain aspects of the Program differently.
Me expect to carefully consider the recommendations presented to

us and =make appropriate changes within the next 30 days.

We hope that our experiences with the Program after six
months and the willingness of the danking and small dusiness
communfities to participate will encourage our expanding this

Program to other parts of the country.

-3~
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This Revolving Line of Credit Program, together with
our regular terx lending and contract loan programs fit in, we
.believe. with the intentions of Title I :k'sl 103,

In addition, we have recently completed an inventory
of our volunteer counseling program of retired business executives
(SCORE) to ascertain their international trade expertise.
Approximately 300 successful businessmen and women have indicated
export-import expirience and are eager to share their knowledge
with other small business people desiring to enter into or expand
their export sgles. We expect to increase that number through

specialized recruitment and outreach prograas.

Recently, the Port Authority of New York and New Jersey
asked some of these SCORE volunteers fn New York who have export
experience to work with them i{n their £DA grant to assist New

York and New Jersey exporters.

*

As part of our $mall Business Devalopment Center
Program, Rutgers University, the University of Georgia, and the
Unfversity of Missour! have established international trade pro-
grams of assistence to small business egporters. Thelir &ims are
very adch sfmilar to those of Title II ;¥L§:3)0|. The Agency
has funded the initial costs for the operation of an International

Trade Center at the Unfversity of Alabam: in Tuscaloosa.

Y 78
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We are also undertaking a training program to upgriade
the export Lnowledge of personnel 1n our field offices. We have
designated internaztional trade as a collateral duty for at least

one person in each of our field offices.

They, together with SCORE executives and othears, will
attend the training program which is designed to acquaint them
with, among other things, the export services of Federsl agencies
and the private sector that are necessary for the small business

exporter to know.

With this basic knowledge, we hope our field personnel
will then be better able to refer addisional small business
exporters to the local Commerce Department office for amore

in-depth export assistance.

We are sure that by taking these steps, we will be
better equipped to work with the Comrerce Department and others
to help increise the number of successful small business exporters

and the aggregate value of their shipments,

The tisk before us all {s & large one. We welcome the
opportunity to work with the Congress, the Commerce Department,
and other Executive agencies in order to bear cur appropriate

share of this important task.

Title 1 of the bill being considered on small
business export legislation directs the Agency to provide

financial assistance to small business exporters. KAs 1 have

e
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alresdy pointed out, we feel that sur current shkort-tera and
langeterm lending programs can presently provide the type of

assistance described in Title !.

We note the provision of Section 106 which would raise
the maxioum total “outstanding and committed {(by participation or
otherwise)” amount of a loan for export-related purpuses to
$750,000. 1t should be made clear that this provision should
relate to export-related loans made under the Agency's guarintee

authority only.

This provision is in keeping with legistation submitted
by the Administration relating to the maximum ceiling s1lowable
on 211 laons made under our guarantee authority which we urge be
reised to $750,000 also. <Concerning Section 105 of the bill, i
have aiready pointed out some of .he efforts being undertaken by
the Agency in providing other export assistince to small busi-

nesses through the Agency's unique counseling programs.

Given current budgetary restraints desired by the
Congress and the President, good management practices ind fiscal
responsibility would indicate the need for continued flexibility
to channel Agency resources and personnel as the Agency sees fit

fn the most efficlient minner possidble.

It i3 our feeling, Mr. Chairman, that we are already
undertaking many of the objectives of this section through
prudent management decisions that involve no new budgetary or

personnel allocations.

S



We have assigned to Agency field office personnel
spectfic responsibility for international trade &s a collateral
duty. Ke are in the process of developing the export training
program which should significantly upgrade our field personnel®s

export knowledge as suggested in this section.

When the circumstances warrant, we will take, what we
consider to be, other reasonable and appropriate actions. For
example, Admintstrator Weaver has this month directed our
Regional Administrators in those areas served by our Revol.ing
Line of Credit Program to designate an international trade
speciatists for their Regional staffs. This person will have the
responsibility, among others, to implement and monitor the
Revolving Line of Credit Program. These personnel positions are

being absorbed from our current allocation.

1n those regions which are not currently participating
in the Line of Credit Program, 2 person on the Regional Admint-
strator's current staff will be responsible on a part-time basis
for coordinating the Agency's programs for small businesses with
the Coererce Department offices and other organizations in the

ares.

In those two Federal regions which will be selected to
pilet the one-stop-shop center described in Section 106, we
support the concept of a trial period for the program. It s
that the Small Business Administration take an active part in the
establishoent, operation, and evaluation of these center: in

coordination with the other 2gencies involved.

-7-
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Title II of the bill authorizes the Secretary of
Commerce to mike grants, contracts, or cvoperative agreements
with quaiified applicants to help small busSinesses develop ard

implement an international marketing progranm.

It is our feeling that the Federal Government should
work with state governments, :cademic institutions, port
authorities, and other public or quasi-public orginizations to
develop a coordinated program of assistance to smill business
exporters. SBA-supported Small Business Development Centers, we

believe, should be partners in this endeavor as well,

While we endorse the purpose of the bill -= to
facilitate increased small business involvement f{n international
trade -- we feel that our existing legisiative authority is

sufficient.

Comwments on 5. 2097

You have asked that ! coament also on S. 2097 as part
of today's hearings.

Aside from the fact that appropriate partnerships and
sole pruprietorships should also be considered for any such
assistance, it s our feeling that the language of the bill
should be zore specific 1n terms of

1} defining the size of the businesses that could be

3ssisted under the provisons of the biil;

2) providing a clearer definftion in Section 4{b) of

what {s meant by "any Federal agency fnvolved in the

product to be marketed:" and

8=
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3) stating whether the “"Federal share of participation”
Section 5(b} is in the form of a grant or 2 loan
{which should have an interest provision and s more
specific payback period).
However, due to this period of fiscal austerity, it is felt that
the needs of small business might be better met through other

legislation; we, therefore, oppose {ts enactment,

We are most willing to work with the Commerce Depart-
ament and with the comaittee to explore appropriate avenues of

financing such export trading company ventures.

Mr. Turiste. Those are the extent of my comments. I have not
commented specifically on S. 2379. I would be happy to answer any
questions you may have rezarding that legislation as well.

Senator StevENsON. Well, you indicated that the needs of all
businesses might be better met by some other method. Did you
have some other method in mind?

PARTNERSIHIP

Mr. Turiste. Well, I was referring to S. 2097 which relates to
partnership between Government and business in establishing an
export marketing program. I feel that SBA’s program for small
buiness investment companies, the kinds of things outlined in
S. 2379 and the authorities of SBA in the SBDC concept, which we
have been supporti.ng. altogether would accomplish many of the
purposes outlined in S. 2097.

Senator StevENsoN. Well, S. 2379 includes guarantees of loans
secured by inventory and export accounts receivable. The authority
in that legislation is similar to authority already being used by
SBA, is it not, under their January 22 program for revolving lines
of credit to small business exporters?

Mr. THrisTE. The concept is similar. However, the provision in
S. 2379 would permit the Eximbank to guarantee loans up to $1
million per loan and $2.5 million altogether. SBA's authority at the
present time is limited to $500,000 total. We have proposed to raise
that to $750,000, but there still would be the gap between $750,000
and $2.5 million.

Senator STevENSON. You referred to a recent reaction to that
Eil:toprogrmn for revolving lines of credit. What has the reaction

n

Mr. Tarste. Well, the pilot program has one ingredient in it
which we felt compelled to place due to our previous experience
with revolving lines of credit loans, and that is we limited our
ggarantee to cover 75 percent of the total loan rather than go up to

percert as our other legislation authorizes. That has come
acroes very poorly in the private sector and the banks and we feel
now we can address increasing that authority for those kinds of
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loans up to our full 30 percent. We think that will overcome some
of the objections and we think we can handle it wisely.

There are other comments that have been made by the banking
community which we think would facilitate the use of the program.
I don’t have them with me. I would be happy to supply that to the
committee, but they have to do with the mechanics of how the
program is administered.

Senator StevENsoN. How much credit was extended under that
program of 75 percent?

r. THRISTE. In the first month we have had few approvals. It's
been in effect for 1 month.

Senator STevENSON, That's the 75-percent limit?

Mr. THrISTE. Yes. .

Senator STEVENSON. And in September 1978, President Carter
said that SBA would end up with $100 million in support of small
exporters over some undefined period. How much of that has been
loaned for that purpose; do you know?

Mr. Tamiste. I would be hap;l)my to provide that information for
the committee as well. I don’t have that with me at the present

time.

See p. 40. g

.genator gerINBON. Now let m;d'ust ask, before I recognize
Senator Jepsen who's here, if you will clarify the Small Business

Administration’s position with respect to the new consolidated bill
that was reported by the Small Business Committee. Are you famil-
iar with that bill?

Mr. Tumistz. Yes, I am.

Senator Strevenson. I didn't understand fully what you said.
What is the SBA’s position with respect to this bill?

Mr. Turiste. Well, first of all, we feel that many of the provi-
gions of the bill are aiready within the statutory authority and
serve to place emphasis as opposed to giving us any new authority.

NINETY-PERCENT GUARANTEED LOANS

For example, the bill would provide us the authority to make 90
percent guaranteed loans for export purposes. It has one feature
which we think makes sense on a pilot basis, to establish two
r?onal one-stop centers so that the Department of Commerce,
SBA, the Eximbank, and other export interested agencies would
work together in having one office that would addrees the small
business export needs, We think that makes sense as a pilot pro-
gram to test. .

In addition, the bill would require SBA to establish individuals
in every region who are expert at exporting and we think that
could be implemented and should be done. We think we have
already taken steps in that direction through identifying individ-
uals in every district office who have that as a special emphasis
and by estall;fml'ung an individual in each of our four regions where
we are festing the pilot program.

b ﬂ&l‘:gnator STEVENSON. I?oea this give you any new authorities, this

Mr, Tuxiste. Yes. One thing would be the increasing the maxi-
mum loan size to $750,000. However, we have already asked for
this authority as a general authority for all of our loans.
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Senator STEVENSON. That'’s the only new authority that you get
under this legislation?

Mr. THrisTE. In our opinion, that's true.

Senator StxvENsoN. But it mandates these regional centers. Does
it mandate anything that——

Mr. Tamiste. It mundates SBA to establish at each regional office
cne full-time expert on exgorts.

Senator STEVENSON. And you agree with that?

Mr. THESTE. Yes.

uS:tngtgr StzvENSON. Does it mandate anything else that SBA
m 0

Mr. TruxistE. It sets up this pilot one-stop center in two regions
as a test and we agree with that as well.

Senator STEVENSON. Anything else?

hMgiu'l‘umm. That is the only thing that is really unique about
the bill.

Senator STEVENSON. It doesn’t do very much. It either mandates
you to do something that you now have the authority to do or
w.._

Mr. Turiste. Well, I'm speaking now from SBA's standpoint.
There’s one major section in there relating to a whole program for
the Department of Commerce to provide grants for the establish-
ment of export assistance companies and I think—not companies—
but export assistance organizations, and that, of course, would be a
new provision and I think the Commerce Department can best
address that.

Senator STEvVENSON. Well, we'll hear from Mrs. Siedman later
about that.

Mr. Theiste, I'd like to recognize Senator Jepsen now. Could you
wait, though, a few minutes because I'm told Senator Stewart is on
hig wax‘Hand would like to ask you a couple questions.

Mr. THrisTE. I would be happy to, Mr. Chairman.

Senator STEVENSON. Now it 18 a pleasure to recognize my friend
and colleague from Iowa, Senator Jepsen.

STATEMENT OF ROGER W. JEPSEN, U.S. SENATOR FROM THE
STATE OF IOWA

Senator JxpseN. Thank gou, Mr. Chairman.

I note from the May oth issue of Fortune that your State of
Illinois was in a see-saw battle, it says, with Calitfornia for the
number one position as an export center.

Senator SteveNsoN. That battle has been going on for years and,
in the absence of my friend on this committee from California, we
win it every time; but Senator Cranston denies it every time.

Senator JEPSEN. As your immediate neighbors to the west, we
want you to know we are on your team and are pulling for you.

Thank you, Mr. Chairman, for giving me this opportunity to
rresent what may well be one of the most important pieces of
egislation or proposals that may be presented this year as far as
the economy of my State is concerned.

As you know—and we share some of the same agricultural
economies in Jowa and Illinois—the agricultural economy in m
State and most agricultural States leaves something to be deaire!,
to put it mildly.
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EXPORTS MARKETING

The combination of inflation and high interest rates, accompa-
nied by the sledge hammer blow of a grain em , presents Iowa,
my State, with one of the most dismal economic futures that Iowa
has faced possibly since the depreesion days. Granted, there is a
certain amount of psychology involved in this which is very hurt-
ful, but typical of Iowans. I have been reinforced in my firm belief
that the only way to approach this is not to be defeated but, rather,
to roll up our sleeves, tighten our belts, and go to work and work
our way out of it. And exports marketing is the name of the game.

The marketplace must provide for our farmers and, of course
the marketplace provides for business and industry as well an
foreign markets are of paramount importance. In Iowa we have a
twin empire state of agriculture and industry. One of our cities,
Cedar Rapids, Jowa, per capita has the highest percen of ex-
ports of any city or town in the Nation. So the expansion of exports
ﬁ atxlx area of paramount importance to the State of Jowa and to our

ation.

Mr. Chairman, the expansion of exports is an area of paramount
importance to the State of Iowa and to our Nation. During the last
16 , Jowa's ex rtmjhhu grown from less than $0.5 billion in
1960 to more than 23.9 billion in 1976. Approximately 20 percent of
Iowa’s manufacturers export more than twice the national average
of 9 lEermmt. trE:fort expansion and promotion is critical to reduc-
ingh e 1978 e deficit of $29 billion. ]

. Chairman, little attention has been given to the small- and
medium-size exporters. I introduced the Joint Export Marketing
Assistance Act, S. 2097, in an effort to assist the smaller exporters
of this country. S. 2097 would offer a program designed to reduce
tha financial risks entailed in initial export market development.
This legislation will provide autpport and help to encourage the
small- and medium-size firms of our Nation to take advantage of
potential exporting opportunities and to commit themselves to a
serious ongoing export program.

T am not an advocate of Government expansion and Government
spending, that is why I am sponsoring legislation that wou.d re-
quire businessmen to return the Government’s money after they
have succeesfully marketed their products in foreign countries.
That is, the Joint Exq;rt Marketing Assistance Act will not pro-
vide a Government subsidy, since repayment of the Government's
share of the marketing costs is required, except in cases where the
new marke effort fails. Individual firms as well as groups of
OIRI:GI'I would be eligible for assistance under this legislation.

ding for joint export marketing assistance was included in
the original 1980 Commerce budget.

Though many ]ix:grm exist that attempt to benefit U.S, export-
ers, my bill can be distinguished from existing programs in
ways as indicated in the fiscal year 1980 congressional budget
submission for joint export marketing assistance.

, First, Assistance—Since potential amall exporters fear high risk
in foreign marketing efforts, this program relieve some of the
financial burden. For example, a small- or medium-size firm may
need to invest between $30,000 and $100,000 during the initial 2 to
8 years of its export development activities before obtaining signifi-
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cant export sales. For a small- or medium-size firm this can consti-
tute a significant financial exposure. To reduce this financial risk
which is not addressed by traditional Government loan programs,
the joint export marketing assistance program will share specified
cost relatinf to initial overseas market development activities with
individual firms or groups of firms on a co:itractural basis. Only
marketing costs that can be specifically related t~ initial develop-
ment of foreign markets for U.S. products are eligible for assist-

ance.

Second. The requirements of the program—As I previously men-
tioned, participants will be required to repay Government costs
based on total sales in the market during a period specified in the
contract. The repayment provisions will be designed to minimize
the poesibility of default by participants. Firms seeking financial
support will be required to prepare detailed development proposals
setting forth a comprehensive market plan that offers a reasonable
prospect for sustained export sales after Government support is
withdrawn. This is an important point because it will help to
insure sound investment and assures a commonsense and responsi-
ble approach to Government involvement in export development.

Third. Eligibility—Only firms with a proven track record and
viable financial assets will be allowed to participate in this export
assistance program. Emphasis will be given to the smaller export-
er.

Mr. Chairman, in these times of recession and high inflation, it
is especially important that we encourage more exporting among
our small and medium businessmen who then can provide more
jobs in this field. If we curtail export promotion efforts in hard
times, overseas markets may not be ready for inore prosperous
times when our businessmen can better afford to export.

When we talk about promoted exports, Mr. Chairman, the busi-
nessmen of Iowa seek a partnership with Government. We must
look for programs that change the role of Government from regula-
tor to partner.

With a little encouragement and a little less paperwork, our
businessmen will more than pay back their Government partner its
investment.

Thank you.

Senator StzvensoN. I thank you, sir.

Section 6 of your bill authorizes to be appropriated such sums as
may be necessary. We ordinarily like to put dollar limits in the
authorizations. Do you have any to suggest?

Senator JepseN. Well, it has been recommended for a $2.5 mil-
lion amount in the fiscal year 1980 congressional budget submis-
sion.

Senator StevENsoN. That was for fiscal 1981? I thought—I guess
tllseaoadministration suggested a figure of about $2.5 million for

Senator JerseN. Yes; and I have their breakdown on that. In this
$2.5 million, they have $70,000 needed for le on the adminis-
trative end of it and the balance of it would be going directly to
provide this assistance service. I was pleased to see that balance of
a 30 .t‘amall part that was taken to work on the administrative
end of i

64-563 0 =90 =3
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The Department of Commerce has also recommended some addi-
tional things pn page 14 of their report on the background for the
Senate Expor? Caucus Status, September 1979, which could well be
and should probably be amended into and considered in this bill.
They have been very supportive of this, Mr, Chairman.

NONCOMPETING CORPORATIONS

Senator SteveNnsoN. Finally, Senator Jepeen, I note that in your
statement there are references to groups of noncompeting corpora-
tions—*The Secretary may enter into cooperative agreements with
groups of noncompeting corporations’—as a basis of research
under section 3—"Groups of noncompeting corporations may pre-
pare and submit proposals and incorporate specific marketing ac-
tions,” and so forth.

Why should that be confined to noncompeting corporations?

Senator JepskN. If it reads in such a manner that it's confined to
that, I think we should—I don't know why it should be. It may be
an error in the drafting.

Senator StevENSON. I think we ought to take a hard look at that
provision. I'm glad you feel likewise.

Offhand, I don't see why it should be confined to noncompeting
corporations either.

Senator JepseN. Thank you. I will have my staff coordinate with
your staff to correct it.

Senator StxvENsoN. Thank you very much, sir.

Senator JxrseN. Thank you, sir.

Senator StzvENSON. Our next witness is Mrs. Herta Siedman,
Assistant Secretary of Commerce for Trade Development. She's not
here. We'll come back to Mrs. Siedman.

Let me, at this time, insert a statement of Senator Leahy in the
record as though read.

[Statement follows:]

STATEMENT OF PATRICK J. LEAHY, U.S. SENATOR FROM THE
STATE OF VERMONT

Senator Leany. Mr. Chairman, I am pleased to have the opportu-
nity to testify today in support of the Small Business Export Ex-
pansion Act of 1980,

I believe this act will equip many small businesses wishing to
export with the tools they need to overcome the formidable obsta-
cles presently confronting them.

As a nation we can no Jonger afford to overlook and neglect our
full export potential. The Small Business Export Expansion Act—
by providing small businessee with educational and marketing as-
sistance, better access to export information and assistance, and a

program for limited financial, technical and ment assist-
ance—represents a giant step forward toward the full realization of
our national export potential.

I especially wish to commend the Senate Select Committee on
Small Busineess for their wisdom in including the “‘encouragement
of increased tourism in the United States” among the purposes of
the act they recently reported.
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Mr. Chairman, I believe that foreign tourism—-that is forelﬁn
travel to the United States—may well be the U.S. product with the
greatest potential for e:gansion in the world market today.

In 1979, international tourism receipts for the United States
were $10 billion, and those receipts sustained an estimated 300,000
jobs in travel-related enterprises. It is particularly appmﬁlriate that

mention this in connection with the Small Business Export Ex.
pansion Act, because a full 98 percent of travel-related enterprises
are small businesses.

America itself is a product with tremendous international appeal
at this time. It is easily obtainable, and it is being sold at a price
which is considerably cheaper than the competition. As you know,
Mr. Chairman, travel expenditures by foreign visitors generate
foreign currency gains for the United States. They should, there-
fore, be viewed as exports and included in all Government export
promotion efforts.

In testimony in support of the Small Business Export Expansion
Act, it has been stated repeatesly that an estimaed 20,000 U.S.
firms could export but do not. I believe another 20,000 of the 1
million firms within the U.S. .ravel industry share this same un-
ta export potential.

or these reasons, Mr. Chairman, I urge that your committee
favorably consider the inclusion of tourism promotion among the
pAuctr.pooes to be furthered by the Small Business Export Expansion

Before I conclude my testimony, I would like to muke one brief
observation with respect to the version of the act recently reported
by the Small Business Committee.

In section 201 of the Small Business Committee bill, Federal
grants to establish small business international marketing pro-
fmmlarerequiredbobematchedona2for1basiu.Ibelieveal
or 1 match is more appropriate, and also feel that the grant
recipients should be permitted to charge a fee for their services to
defray a portion of their program costs.

Mr. Chairman, I will conclude my testimony by thanking you

and the committee for your efforts on this most important and
timely piece of legislation. I look forward to working with you on
the bill in the months ahead.
. Senator StxvENsON. Our next witneeses will be a panel consist-
ing of Forrest H. Boles, ‘gresident of the Chamber of Commerce of
the State of Montana; William Morris of the department of eco-
nomic and community development, Nashville, Tenn.; and Mr.
Robert S. Willard, vice president for government relations of the
Information Industry Association.

Gentlemen, please come forward.

STATEMENTS OF FORREST H. BOLES, PRESIDENT, CHAMBER
OF COMMERCE, STATE OF MONTANA; WILLIAM MORRIS, DE-
PARTMENT OF ECONOMIC AND COMMUNITY DEVELOPMENT,
NASHVILLE, TENN; AND ROBERT 8. WILLARD, VICE PRESI-
DENT, GOVERNMENT RELATIONS, INFORMATION INDUSTRY
ASSOCIATION

Senator STzvEN30ON. Who is miseing?
Mr. Moxrzis. I am William Morris, Mr. Chairman.
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Mr. WiLLarD. I am Robert Willard.

Senator STEVENSON. Gentlemen, if you have statements, we
would be happy to enter them into the record if you would like to
summarize

Mr. Morria?

Mr. Mornis. Thank you, sir. I believe I have given you my
remarks for the record. )

There are two or three paragraphs, four I believe in particular,
that I would like to lift up in response to what we have talked
about this morning in my remarks to the committee.

The second ph on fage 1 relates both to S. 2379—and
when I wrote these remarks, I was working with only S. 2104, and
S. 2040, because I did not get the new information until last night
about 9 o’clock.

Most encouraging of all, however, is the wisdom in the design of
the legislation which recognized that professional help, to be truly
of service, must be offered to these businesses in their own commu-
nities, on a daily basis, and with their individual needs always in
mind. The key is confidence and trust built between the profession-
al advisers and the businesses over a long period of time.

In our judgment, this is very important if we are going to be
successfil in bringing small- to medium-sized exporters into the
exporting arena, It must be done at the local level; it cannot be
done at either the national level or at the State level. It has to be
doffe in the local communities. These bilis addrees themselves to
that particular situation.

On 2, I would like to ask you to look at paragraph 2,
because I think this is something we have done in Tennessee that
we feel will have tremendous impact on our future export market-

m%ndeutandi.ng where Tennessee products could best be sold in
the world has been a prime consideration from the outset for us.
Therefore, we sought to find a way to analyze export sales possibili-
ties for our business through detailed market research.

CONTRACT SIGNED

After extensive evaluation, initial funds were committed and a
contract was signed witk: a nonprofit market research institution to
f_urvey in depth a first grouping of our major exportable product
ines,

The studies currently being done are to be given free of charge to
all Tennessee businesses who can make use of them. In essence the
studies—similar to the U.S. Department of Commerce’s TEMPS
plan—will provide the following:

Based on a United Nations export ecorometric ooﬂuur model,
an analysis of 97 country markets for Tennessee products; export
sales forecasts for these products through 1983; executive summar-
ies of the 12 best export markets per product; and a general outline
of our export marketing strategy.

We think this is a step in the right direction, because one of the
basic problems you have in the exfortingamtodaywith the small
and medium exporter is being able to tell him where in the over-
seas market his product will best sell, and therefore en i
him to make the expenditures necessary to go after that mar,
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On pa? 3, I would call your attention to the third ph:
One further accomplishment of considerable merit is the publica-
tion of a 150-page manual describing the procedure of exporting in
a step-by-step fashion. We regard this manual as one of the best of
its kind published by any State agency today. The manual is given
to all Tennessee businesses at their request at no charge.

This particular manual [indicating}, which I will be happy to
leave for the committee—

Senator StzvENsoN. Thank you. We would be happy to have that
for the use of the committee.

Also, do you have a prepared statement, Mr. Morris? Staff tells
me that we do not have copies of it.

Mr. Mormis. Oh, I'm sorry. I left it with the young lady in the
back office.

Senator StzvensoN. Thank you.

How much longer do you want to go? I don’t want to keep
Senator uStzwart waiting. And Mr. Theiste has a plane to catch,
apparently.

r. Morais. I think in 2 or 3 minutes I can finish.

Senator StzvensoN. All right, why don’t you finish up, and then
we will recall Mr. Theiste,

Mr. Moxnuis. One thing that we are concerned about in the bill as
proposed is the match which is 2 for 1, particularly if you are
talking about a State agencr. We would recommend that it be a
50-50 matching fund, if at all poesible.

The second thing we are concerneu about is the fact that it sets
forth poesibly onlfv 10 areas in the United States who could qualify,
or in eesence only 10 States. We are concerned that this would
limit—would be too limiting in its effect on the various Stale
organizations.

Complete statement of Mr. Morris follows:)
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TESTIMONY OF

®. H, MORRIS, JR.

DEPUTY CoMMISSIONER
DEPARTMENT OF ECONOMIC ARD COMMUNINY DEVELOPMENT
STATE OF TENNESSEE

I wish 10 cormend the Senate for its foresight in the consideration of

proposed legislation to ‘il_'.imla:e tne economy through increased exporting

activity, With s-p:cf?fk ;efcrence Lo states' small business export de;elopnent
prograzs described in $-2184 and 5-2040, 1 would 1ike to acknowledge that

Tennesset sepurts all seasures which address the critical deficiency in professional
export assistance to Aserica’s szaller businesses. Both of these bills require
precisely the action necessary to begin to remove the barriers all too evident

1o business people interested in international trading.

rost encouraging of all, however, s the wisdom in the desfgn of the

legislalion which recogaized (hat professional help, to be truly of ser{rlce. oust
be offered to these businesses In their own coomunities, on a dafly basis and
with their individual needs always in mind, The key §s confidence and trust
built between the professicaal advisors and the businesses over a long period

of tize,

Ke are particularly prowd of the strides thus far taken in Tennessee to
accooplish exactly that. Please allow se to explain in sumiry,. within the
context to the assistiace mindated by these bills, what 1 being doae in our
state today. Soon after Covernor Lamar Alenr;de:“took office & Tennessee Office
of Export Trade Prozotion was created, and Governor Alexander has contimved to
a.Lively support international trade, The responsibility of the Teanessee Office
of Export Tracde Prosotion wis defined to be the implementition, in uhltg;er
manner feastble, of a prograa to involve the state's industrial and agricultural
stctors core successfully in world markets, A ;rery comptent staff was hired,
experienced through both acadealc and practical training in the conbined fields

of expori sanagesent, foreign marketing and international banking., In March of



1579 we officially began, as a government, 1o undertake increased eaporting from

Tennessee,

Understanding where Tcnne.'zsee products could best be sold in the world has

been a prime cons‘ig_e_r.“;l'i‘or': fro= the outset for us. Thersfore, we sought to find
4 way %o analyze export sales possibilities for our businesses through detailed
sarket research. After extensive evaluation, initial funds were coemitted and a
contract wis signed with a non-profit market research institution to scrvey in
depth a firat grouping of our major exportable product-lines. The studies curreatly
being dene are to be given {ree-of-charge to all Tennessee businesses who can make
use of thea, In essence the studies, similar to the United States Depariment of
Coererce's Tavlored Export Marketing Plans (1EMPS), will provide the following.

1) based on 2 United Nations eaport «  ometric computer model, an aralysis of

97 country carkets for Tennessee products, 2) expert sales forecasts for these
products through 1983, 3} execotive sun=iries of the twelve best export markets

per product and 4) a general outline of 2n export sarketing strategy.

We are extresely cxcited about this project because 1t ds a first step in
helping our s2ail businesses understand the demand for thelr producticn abroad.
We further look forward to the day that additional funding can be appropriated

to include studies done on virtually all products sade in Tennessee,
|

Fundamental educatica in exporting has likewise comanded much of our attention.
Fully recognizing the complexity of export pricing, finmancing, shipping, insurance,
docusentation and foreign business customs, we proceeded $0 construct an export
information center in state 90\-fcrment. Relying on cooperaticn with the U.S.
Departoent of Commerce's trade speclalisls, we launched & public awareness blitz

across the state. During the first year of operatfcn in 1579, the staff of the

F4
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state’s export office made over three-hundred industrial calls to estadhish imtial

good working relationships with Tennessve's more proaising small businesses,

Additionally, ten regional export conferences were held in 211 sections of

the state 1o !ntrgducgg{b‘entire coeunities, the proposition of increzsed foreign
trade from Tennes;:it This year we will continue systesatic daily industrial

calls on-site, procote monthly regional conferences 2gain ind experisent with

4 new $dea----one day business courses in exporting held at the offices of sasll
businesses requesting individualized presentations for all their ¢ .ioyees invoived
in international activity, The fintent of this education campaign s cooatant

general and spacific counselling and training.

One further accorplishuent of considerable =erit {s the publication of 2

150-page manual deseribing the procedure of exporting in 3 step-by-step fashion,
We regard this ranu2l 2s one of the best of its kind published by any state agency
today. tThe manual is glven to all Tennessee business on their request at no charge.
wWe are delighted to provide all these ecducational services to our business con-
stituency and hope with sustained monies that continuing isprovesents can be made
end greater nusbers of businesses reached,

Turning to the activities oore directly associated with identifylng and

conticting potential foreignh:ustomers in&.dtstrqu:ors for Tennessee's products,
we are sost plaased with the results that can be reported over the past year in
cur state. We have determined that ours is a role of introductions. By that |
sean we have experienced hird dollar resulls for our businesses by acting as

intersediaries betweea buyer and seller in the marketplace.
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Governor Alexander and ott.r state officials made a personal visit to the
Repudlic of China in Novezber of 1975. The agribusiness and industrial
sectors of Tennessee sfgned this month contracts in excess of 3490 million
with the government procuresent mission from Taiuwza. Tennessee suppliers
of cotton, ¢oal, ._so;r&(g\;: tobacco, and industrial hardware were the bene-
ficiaries. '

X
Thiz work continues at full speed with the ultimate objective always being
that of placing the Tennessee business person in direct contact with the foreign
buyer. We are very cognizant of the wealth of opportunities available to us
through orgnized export sales events abroad. Therefore, we are aggressively
pursuving the sponsorship of United States embassy-sactioned trade missions
{indusiry-Organazed-buvernrent-Agprovedj missions and the international trade
show or ©xhibition under the duspices of the United States Department of

Cocrmarse.

As a matter of fact, our first exhibition wes completed in February of this

year. With arrangesenis made by the state, seven of our manufacturers participated

in Coomerce's lonstruction and Hining Show in Mexico City. They collectively

reported $1.5 million 1n floor sales, projected 2 total of §7 aillion 1n sales

over the next 1 ponths and signed several licensing and repres‘entauon agreesents.
N R 3

Cur first 10GA foreign trade mission is scheduled for June this year. Again

with coprdination froa the state, twelve of our coepenies will travel with us to

Guatemala and lolucbia for one-week of business appoint=enis pre-drranged by the

respective United States ecbassies in those countries. Expori business worth

several millton dollars 15 expccted Lo bz generated from contacts with prescrecned

buyers in those countries.
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The Tennessee Office of Export Trade Promotion's ravel plans presently call

for more preliminary work to be done with the comvercial sections of cur embassies
in Latin America, furope and the Far East this calendar year, With an adequate
budget, more foreggn C:E‘S'dfﬂs will be identified, mors foreign trade missions

% )
scheduled and more® taternational trade shows arranged for our smaller businesses.
1 ]

Ay
We are believers in export trade in this state and again applaud the Senate
Select Commaitiee on S=all Business for its efforts an proposing legqasiation to
fund programs within the states to work patfentiy with small businesses in
fncreasing thelr export interests and export revenues. OQur prograa is new

but we have no difticulity in attesting to its value,

Senator StevENSON. Thank you, sir.

Now if you gentlemen will stay right where you are. Mr. Theiste,
would you return, please?

r. Theiste returns to the witness table.]

nator STEVENSON. Senator Stewart?

Senator STEWART. Mr. Chairman, I would like to say how much I
appreciate the fact that you are holding these hearings today. I
know of your long involvement in the export field and you have
established a record in the Senate that {ou can certainly be proud
of. 1 would like to ask some questions, if I could.

During executive session, the Small Business Committee voted to
give the SBA latitude in settingBloan guarantee levels of up to 90

rcent. Since March of 1980, SBA has had a 75 percent revolving
ine of export credit. However, the Small Business Committee was
repeatedly told that this program was not working, and partially
because of that guarantee level.

In addition, we heard the other day before the Small Business
Committee that you intended to increase the loan guarantee level
to 90 percent. If you do intend to do that—and I would like to know
if K/({Ju do—when do you intend to do that?

r THEISTE We are in the process of drafting a proposal to that
extent right now I would imagine that it will take approximately
15 days for it to go through the necessary reviews, because there
are other changes that we are proposing at the same time. But I
fully anticipate that, as I said to the chairman, within 20 days we
will have that information.

GRANT RECIPIENT FEES

Senator STEWART Should grant recipients be able to impose a fee
that would ultima&lWome a part of the recipient’s portion of
the matching funds? What do you feel about that?

Mr Tueiste. Is this under the provision that would give the
Commerce Department authority to make grants?

Senator STEWART Let's say the Commerce Department got the
authority to make grants. If the grant recipients were able to
imf)oee a fee for their services, would you be favorable, or unfavor-
able to that? This would become a part of their matching fund.
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Mr. THEISTE. Generally I think a fee is a necessary part of any
kind of assistance. When something is offered for free, it does two
things. It demeans the value of the assistance to some degree in the
minds of the recipients; and I think also that it does not ause the
recipient to properly do his homework in requesting the assistance.

I believe, however, that any fees should be as low as possible—
“nominal,” if that is the right word—in getting the companies
started in the analysis of the export requirements.

Senator STEwART. What about the use of the fee by the grant
recipient to become a part of their matching fund? Would there be
any objection to that?

Mr. TueisTE. I would see no objection to that, from my way of
thinking. We have not discussed that particular provision fully
within the SBA.

Senator StEwarT. The White House Conference’s Export Task
Force recommended increasing small business membership on the
President’s Export Council. As the agency advocating the small
business interest, do you feel it is necessary to statutorily mandate
this Council—the President’s Export Council—and small business’
membership on it?

Mr. THEISTE. I think the Council—we have established an infor-
mal working relationship with SBA and Eximbank, the Depart-
ment of Commerce, Agriculture, OPIC. That is working very well. I
see no need at the present time for legislation establishing a more
permanent kind of Council.

We have gone with a proposal whereby the Council would have
the total support of the President through an Executive order. We
also see no objection to statutorily establishing it.

Senator STEWART. Well, of course I certainly would not want to
suggest this—not at this particular time—but Presidents have a
tendency to change from time to time, and your informal arrange-
ment might change.

I think what I was getting at is: Do you think you need some
kind of permanence in the situation, and some kind of assurance to
the small business entities that they would be represented?

There has been a concern in the past on the part of small
businesses that they are not receiving the kind of treatment that
they should receive as far as exporting the goods and services from
time to time are concerned. That is what we are getting at.

Mr. TreistE. I think that would be a positive step. The specific
formulation of the Council at last count I think was 35 members
proposed in the legislation that we are considering. Whether or not
that kind of a formulation would act in the best interests of small
business, or whether it would become something different from
that, I think that each of the agencies involved has a specific role
to play. And I think the relationship with the committees in Con-
gress, continuing to place emphasis on achieving certain objectives
through the administration, and the President and the other mem-
bers of the administration putting emphasis in that direction, the
same thing can be achieved.

A council of that nature, being permanent like that, would still
need the emphasis of the Congress and the——

Senator STEWART. Oh, I understand that. The only thing I am
thinking about is, if you do statutorily react to it, legislatively
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react to it, and make sure that small business has a place there,
then the emphasis you give it from the congressional standpoint
might be a little bit better.

Would more businesses be willing and able to provide hands-on
assistance if the grant program was a 1-for-1 match, instead of a 2-
for-1 match?

Mr. Tuesste. I will have to defer on that question. I think that
the Department of Commerce may have a better feel for that. The
2-for-1 match would individualize the assistance more to the partic-
ular geography. I think there would be a greater involvement of
the organizations involved. They would be more responsive to the
local needs. A 1-for-1 would be one step less than that.

Of course on the other side of the equation, a 1-for-1 is easier to
set up by these companies and easier to get them going. So that is
a balance that I think would have to be looked at more closely
than what I have done so far.

Senator STEwARrT. Which would you favor?

Vir. THEISTE. I typically favor a 1-to-1.

SBA SPENDS $§5 MILLION OUT OF $100 MILLION

Senator STEwWART. Since 1978, SBA has had $100 million to Sﬁgd
on development of exports through the loan program. I have been
told by staff that they have only spent $5 million of that $100
million. Why is that?

Mr Tueiste. That question was asked me by the chairman, and
the number $5 million is the number that we have spent. I do not
know the exact reasons. We have done what we can to interest
small business in the area of exporting. We have had over the past
2 years, roughly 65 regionsl conferences on small business export-
ing, where we have encouraged small businesses to get into the
export business.

e thought by doing that we could stimulate the interest, and
thereby would have more demand for our loan money. The fact
that only $5 million in loans has been made for these purposes may
be due to two things.

It may be, first of all, that the stated purpose of the loan is not
always exporting when some of it will ﬁ(l) to exporting. In formulat-
ing some businesses, it may be for working capital, and part of the
money will go for exporting.

It may be that small businesces are ot getting the word that
there is an emphasis on loan making w small businesses for ex-
porting, even though that word is going out through these confer-
ences. Or it may be that small businesses are not getting into the
export business in as ravid a number as we think they should.

nator STEWART. I understand you have to catch a plane at 11
o'clock and I am not going to keep you any longer, but that answer
just does not satisfy me as to why we have not been more active,
and frankly more aggressive in that area. An expenditure of $5
million out of $100 million certainly does not indicate to me that
we have been doing the job, either through the Small Business
Administration or through oversight, to get more small businesses
interested in exporting.

I would just like a better answer than that.
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Mr. THEISTE. Well, since these are loans, it is not a matter that
we can—it is not spending the money; it is attracting businesses to
come in.

Senator STEwART. Well, then, maybe that is where we have
failed—you, and the Small Business Administration, and those of
us who serve on the oversight committee. It is just something I am
not pleased with.

I don’t want to make you miss your plane.

Mr. TueisTE. Well, my plane is not at 11. I have to leave here at
11if T am %)eing to catch it.

I would ha%gy to explore that further. I don't think we are
going to get any better answer than that, based on the information
that we have. We have put on the conferences in conjunction with
the Department of Commerce and the Eximbank, where we have
promoted—and done it in all areas of the country-—we have pro-
moted the concept of exporting by small business.

Senator STEWART. Well, maybe your joint effort there might have
been part of the reason the small business entities didn’t partici-
pate. Maybe there should have been something done on an inde-
pendent basis. I don’t know, but I think it is something we need to
exfslore, and not necessarily right now.

there anything you oppose in the bill?

Mr. THesTE. Well, there is nothir’lﬁ‘l would say that we opgose
directly. The Office of International Trade is something which SBA
has had established for a number of years. Legislatively mandating
this is something which, whenever Kou legislatively mandate an
organization, you run the risk that the organization is going to be
carried on forever, whether or not it has a purpose. I think in the
case of exporting, that that purpose will go on for many, many
years before we ever come to the point where we have achieved the
Job. So that does not give me a particular problem.

FULL-TIME REPRESENTATIVES

The establishment of full-time representatives in every region is
something that we would like to tie more to result. If we want to
do that, what specific regults are we after? And what we should be
alert to is, given the results we want to achieve, what is the best
way to do that?

e are willing to txg having an expert on exports in each region,
but if that does not do the job maybe there 1s another approach
that should be taken. That is our only concern about that particu-
lar provision.

Senator STewART. You want more flexibility in that area?

Mr. THESTE. Yes. We think that any kind of an aly)roach to
achievin’%hsome pariicular mission should have an end goal in-
volved. This is whal we have done with the establishing of an
individual in each of the four regions where we have the pilot loan
program going on. There we want these individuals to be account-
able for achieving a certain level of small business interest related
to companies that are going into exporting, so that they can justify
their mission out there. And if they don’t do it, either it is because
the organization is wrong, the idea is wrong, or the individuals are
wrong; and we want to be able to assess that. I think the same
would apply for having an individual in every region.
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Senator STEWART. But that is all that you can find that you all
op in the legislation?

g?:.eTHEIS'I‘E. Yes. I just reviewed the titles. Title I establishes
that office. It also give us authority for 750,000 as our maximum
loan size. We support that.

It would establish, or formalize in law what we call our “Bank
Certification Program,” which we support.

Title II has to do with the grants the Commerce Department
n]llakes. I think that Commerce is in the best position to discuss
that.

Senator STEwART. They don’t want to do that.

Mr. THEISTE. Generally we thiuk that having that kind of assist-
ance available is a good thing. We think that the Small Business
Development Centers of SBA can accomplish that purpose.
h"I‘it:le III is the National Export Council. We have no objection to
that. ’

Title IV, I have no knowledge of what that all means. That is the
overseas officers, and that is completely foreign to what SBA does.

Senator STEWART. That's all I have.

Thank you, Mr. Chairman.

Senator STeEvVENSON. Thank you, Mr. Theiste.

Mr. Tueiste. Thank you, Mr. Chairman.

ls'l\gr. Theiste leaves the witness table.]

nator STEvVENSON. Now, Mr. Morris, would you mind moving
over one seat so that I can introduce our colleague, Senator
Baucus, who I believe will introduce the next witness.
Senator Baucus?

STATEMENT OF MAX BAUCUS, U.S. SENATOR FROM THE STATE
OF MONTANA

Senator Baucus. Thank you, Mr. Chairman, Senator Stewart.

It is my pleasure to introduce the president of the Montana
l()3_}lllamber of Commerce who will testify primarily on title II of the
111,

As you know, Mr Chairman, Montana is a small business State.
We do not have large, basic industry as does Illinois or Alabama.
We are essentially an agricultural State very abundant with raw
agricultural products, raw resources which by and large are
:}l-lupped t:ut of the State for refinement and processing elsewhere in

e country.

We do have one industry which is very important to our State.
That is, tourism. It is extremely important to Montana, as it is to
other States in the Union, but I think comparatively more impor-
tant to our State than perhaps most others.

Tourism, as you know, has been hurt because of the energy
crisis, high gasoline prices, and inflation. It is for that reason that
we are looking toward solutions to solve that basic problem which
we face in our State.

It is my pleasure to now introduce Mr. Forrest Boles, nicknamed
“Buck Boles,” from our State of Montana, who I think has done a
terrific job in representing not only the chamber of commerce, but
our State in helping to promote a good, solid economy.

Mr. Chairman, it is :,:H‘ pleasure to introduce Buck Boles.

Sepator STEVENSON. Thank you, Mr. Baucus.
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Mr. Boles, if you have a prepared statement, we would be happy
to enter it in the record if you would like to summarize.

Mr. BoLes. Mr. Chairman, I am sorry but I do not have a formal
statemert to present. It will be verbal.

Thank you, Senator Baucus.

Mr. Chairman, members of the committee, I am pleased to be
here, and I appreciate the opportunity to make some comments to
you in regard to this piece of legislation.

As the Senator mentioned, I am going to be commenting primar-
ily on title II. Export in Montana is a growing effort in general. We
do export grains to the Pacific rim countries in large quantity. We
have some small businesses in Montana that are in the export
business. We export irrigation pumps all over the world, and Big
Bud tractors.

EMPHASIZE INTERNATIONAL TOURISM

As Senator Baucus mentioned, tourism is the third largest indus-
try in Montana. Last year we experienced a downturn of 25 to 30
percent in that industry. So we have begun to emphasize interna-
tional tourism as a measure to increase that business.

Right now there is a joint effort between the State of Montana
and the private sector to encourage tourism from Canada. The Old
West Regional Commission is promoting tourism in Europe for the
five Old West States, and we of course support that effort.

The Montana Chamber of Commerce is working to form what is
called a “friendship service” to coordinate the several exchange
programs on the international scale—the people to people program,
the friendship force, the YMCA exchange program, and others.

It is our thought that this amendment added to the bill by
Senator Baucus in the Small Business Committee would be very
helpful to the tourism industry and to Montana. We hope that you
would give that favorable consideration.

We realize that in this time of budget balancing and an economy
that is on the downturn, that this kind of program deserves a lot of
attention but we hope that you would favorably consider it.

We favor the program, in additicn, because it does require the
individual aEplicant to match two-for-one with the Federal Govern-
ment. We think that that assures a strong commitment by that
applicant and assures a more successful program.

nator, that concludes my remarks. Thank you very much.

Senator StreveNsoN. Thank you, sir.

Senator Baucus, you are wef;:ome to join us up here, if you would
iike. What I would propoee to do next is go to the final member of
the panel, and then come back to all of the panel members.

Senator Baucus. Well, thank you, Mr. Chairman. As you know, I
do have commitments that were previously scheduled. I do appreci-
ate the opportunity very much.

Senator STEVENSON. k you, sir.

Then, Mr. Willard?

Mr. WiLrarp. Thank you, Mr. Chairman.

My name is Bob Willard. I represent the Information Industry
Association. We have submitted a prepared statement. I under-
stand that it has been included in the record, and I will just
present a summary of the statement at this time.



44

IIA is a trade association cotn;frised of 128 companies, both large
and small businesses, with total annual information business rev-
enues exceeding $1.5 billion. Qur members are in all phases of the
informatjon business—collecting, organizing, packaging, distribut-
ing, wholesaling, and retailing information, and providing informa-
tion technology equipment, and services. We have described some
of our companies in our statement and have included a list of our
full membership. )

We very much appreciate the opportunity to ippear before you
to present our thoughts on the Small Business Export Expansion
Act of 1980. We have devoted a lot of attention to the subject of
export ex¥ansion in the past year and a half. We have observed a
number of disincentives to exporting.

INFORMATION ASPECTS OF THE BILL

We feel that this bill represents an imyi)ortant step toward remov-
ing some of these disincentives, especially in the area of financing
and Government redtape. The lack of adequate information on
international trade opportunities is of course another disincentive
to exporting. We would like to concentrate our comments on the
information as of this bill.

Stated simfp_ y, our position is that the export information re-
quirements of small business can be met by the existing informa-
tion marketplace, and that government entities should not compete
in this marketplace with commercial information products and
services.

A number of cur member companies are providing right now the
type of export information that the market place has shown there
is a need for Many of the customers of these companies are small
businesses. Other member companies are ready to develop and
offer additional information ﬁroducts and services, that their entre-
preneurial skills tell them the market will demand in the future.

These companies have invested, and will continue to invest, their
own capital at their own risk to develop information services to
meet the needs of the export community. We want to make sure
that they can continue to meet this need, and that no well-inten-
tioned Government ﬁrogram to provide similar information will
compete unfairly with them.

. T would like to discuss this problem of Government competition
tp the marketplace just a little before commenting on the legisla-
ion.

You may know about a recent SBA report entitled “Government
Competition: A Threat to Small Business.” In it, there are a
number of examples of direct economic competition by the Govern-
ment with small, private, for-profit enterprises.

The authors of the report conclude that the preference for the
private sector has declined, with no satisfactory reason. They sug-
gest that it is important that Congress mandate by statute or
resolution the preference for the private sector as national policy.

We think this is especially important in the areas of information.
Government, with its long tradition of dispensing information, is
too willing to establish new information activities when some
public servant feels a certain information service is deficient in the
marketplace. We feel such activity is unwarranted.
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First of all, there is no reason to spend public funds to create and
market an information product when there is a good chance the
private sector can be encouraged to provide it.

More importantly, a Government entity competing in the infor-
mation marketplace can drive other competitors out and can lead
to a situation where the Government is the only source of informa-
tion. This completely eliminates the opportunity for the diversity of
information sources that this Nation throughout its history has so
consistently sought to provide.

John Shenefield, the Assistant Attorney General, has discussed
the problem of Government competition. ntially, he said that a
Government enterprise, with its access to capital and day-to-day
financing, will probably never lose.

Put another way, the information business that goes head to
head with Uncle and his deep pockets is sure to come out
second best.

There is certainly a role for the Government with regard to
making information available, however. This subcommittee should
seek e«tio establish that role insofar as export information is con-
cerned.

Charles Schultze, now Chairman of the Council of Economic
Advisers, has offered some suggestions in his book, “The Public
Use of the Private Interest.”

He,observes that when the Government decides to intervene to
accomplish some social good—for example, we might suggest the
provision of export information—we usually tend to see only one
way of intervening. That is, for the Government to do it itself,
instead of creat‘i)r;? incentives so that the private sector would
accomplish the goal.

How can we apply this observation and the attendant concept of
incentives to the private sector to meet the public need for export
information?

The first step is the most important. It is one which this subcom-
mittee can directly address in the context of che legislation. That
is, the removal of disincentives.

We stronﬁly urge that the committee make it a clear part of the
legislative history that the intent of the Small Business Export
Expansion Act is not to authorize or encourage the development of
large, ~entralized, Government-owned-and-operated export informa-
tion data bases.

The next steps are not so clear, nor may they be within the

urview of this subcommittee while dealing with this bill, but we
o give some examples of possible incentives in our statement.

In summary, we urge this subcommittee to acknowledge that the
need for export information is real, and the best way to assure its
widespread availability is through the Government's encouraging
private-sector commercial operations.

Let me now offer some comments on the bill.

The bill legislatively mandates an Office of International Trade
within the Small Business Administration. We are encouraged by
the provisions which talk about providing access to export informa-
tion. Providing access to information is critically different from

roviding the information itself. It should be the congressional
intent that the proposed Office of International Trade be fully

645430 =80~ 4
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aware of the multitude of export information products and services
available from private commercial sources, and be capable of advis-
inﬁ_hpotential exporters on the use of such products and services.
e Office of International Trade should not be expected to
develop and market such products and services themselves. In this
ard, we would especially urge that the reference to specific
information Programs in the Department. of Commerce—specifical-
ly, the Worldwide Information & Trade System, and the World
Tre e Data Report, WITS, and WIDR—should be deleted from the
ill.

WITS is a very controversial p: that we have been in-
volved with for the past 18 months. Our prepared statement, along
with our testimony on the WITS fiscal year 1981 appropriation
request, goes into this subject in detail. The substance of our posi-
tion is that WITS will indeed compete directly and subetantially
with private-sector offerings, while costing the government $20 to
$25 million in its first 5 years.

We do not know if there will be a WITS mﬂ-&m in the future,
or if s0 how it will be put together. We do think it would be a
serious mistake to refer in law to a program that has never been
fully examined or authorized by Congress.

On the other hand, we believe it would be very constructive if
you could add some langusge that clearly indicates to the new SBA
office its responsibility to use private-sector information sources.

In our statement we also suggest report language that would
reinforce the concept of reliance on private-sector information
sources. Where lists and directories are called for, we suggest that
they be obtained from private sources. Where reports are required,
w§ ask that they be published only if they are unavailable else-
where.

Where training is required, we urge that the training include an
exposure to what information services are available in the informa-
tion marketplace.

With regard to both the Advisory Boards established in title II
and the National Export Council in title III, we believe they would
be greatly enhanced with the addition of individuals who have
experience in collecting and putting to use export information. We
would be glad to identify such individuals. .

We also suggest for the National Export Council a Committee on
Export Information. The De ent of Commerce has already
indicated a willingness to explore this auﬁ.ion within the Presi-
dent's Export Council, but so far there has been no action.

This concludes our observations on the Small Business Export
Expansion Act of 1980. We hope that our s ions can be incor-
porated in a bill that will be reported out of your committee. We
would certainly support such a bill. . L

ain, we thank you for the chance to testify on this legislation,
and I would be glad to answer an& uestions.

[Complete presentation of Mr, Willard follows:]
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Yice President, Government Relations
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Mr. Chairman, my name Is Bob Willard,
and [ repcesent the [wformation Industry
Associstion, a trade association compeised of
128 companies with annual infoemation busi-
ness revenves exceeding $1.5 billion. There
are large companies In our membership, but &
good number of our members are in the eate-
goey of small business. Our members are in
all phases of the information business: col-
lecting, organizing, packeging, distributing,
wholesaling, retalling, and providing Informa-
tion technology equipment and secvices. In-
cluded in our memdership are A. C, Nielsen
Company (the television rating company
headquarterad in Northbeook, Mlinois), Dun &
Bradstreet, Inc. (which malntains in
Parslopany, New Jersey a database of 4
million busincss establishments), Lockheed
Infoemation Systems and SDC Search Serviee
(two International datadase distzRution ser-
vices with headquarters in Palo Alto and
Sants Monica, Califocnla  respectively),
Warner-Edduson Associstes, Ing, (an informs-
tion retailer whose president was a delegate
from Massachusetts to the White House Con-

ference on Small Business), Institute for
Sclentifie Information, Inc. {an indexing and
document delivery service [n Philadeiphls),
Information Handling Services (s micropub-
lishing and datadase developing company in
Englewood, Colorado), and Ergosyst
Associates, Inc. (sn information conwuiting
fiem In Laweence, Kansas), A full list of our
membership is attached,

We very much sppreciate the oppoctunity
to appear before you to peesent our thoughts
on the *Small Business Export Expansion Act
of 1930" as marked up by the Senate Select
Committee on Stnall Pusiness last week, We
have been very concerned with the subject of
export expansion for the past eighteen
months. The bill before this subcommitteels
an impoctant step toward solving the serious
balance of payments situation facing this
nation, We feel that the {inancial assistance
portions of the bill, specifically the
expansion of the guaranteed loan program,
the creation of & revolving line of credit
peogram  for export [financing and the
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matching grant for small business inter-
hationa! markeling programs '=ven al the
$150,000 level per program), can encourage &
tumber of new-to~exporting small businesses,
as well as already-exporting small businesses,
to play an [ncreased role in this countrys
international trade. We also believe the two
Jocation pllot approach to the "onc-stop
information center on Federal Government
expoet assistance and financing programs
availadble to small business™ will provxde en
opportunity to experiment with diffcrent
ways to avold the burcavcratic runaround
that can face a small businessperson who is
attempting to determine what [federal
assistance is available.

We would hike to concentrate out com-
ments on the information aspects of thus
bill. Stated simply, cur posiiion is that the
export Information requirements of small
business can be met by the cxisting informa-
tion marketplace, and that govoenment cati-
ties should not compete In this marietplzee
with commereial [nformation products and
seryvices. A number of our member com-
panies are providing tizht now the oo of
export information that the marketplace has
shown there *s & nced for; many of the cus-
tomers of these companies are wasll busi-
Resses. Other member companies are rewdy
to develop and offer additionnl infermation
produels and services thal thig entrepre~
neurfal skills tell them the mathet will
dernand in the futvre. These comsunsy huve
fnvested and will continue to iavest their cun
capital to develop nfermmiion sepvices to
meet the needs of the expat com runity.
Obviously they cannol compate on 8 cosl
basts with programs undeewritten at the tan-
payers® expense and survive,

We are concerned thet the chjective of
Impeovinn export infoemation available to
small business can have as an gamtended
result the camsge or dastruction of other
businesses, small as well as large, which cur-
rently peovide such information as o suceess

[ul enterptise. Therefore, we urge that the
Congress be particularly sensitive to this ob-
Jective of the bill under consideration,

Before turning attention to speaific eles
ments of the legislation, let me expand on
this point of government compelition in the
Information marketplace. The Small Busi-
ness Administration has just (in March) pub-
hshed a report entitled "Government Gompe=
tition: A Threat to Small Business,* (We
would contend that this report would lose
none of its amport if its title concluded "A
Threat to All Business.™} The fssue identified
fn the repest §s "the use Government has
made of its authotity to ereate tex-supported
instrumentalities which engage in direct
cconomie competilivn with small, peivate,
for-profit cnterpeises. The authors of the
report conclude that the preference for the
private scetor has deehned with no satisfac-
tory reason and they suggest that “it is im-
poriant that Conjrcss mandate by statute or
resolutton the pacfezence for the private sce=
tor as national policz”

Too ofter, in our odinion, fovernment
sgengies determing that some necd existe,
Immodiateldy, steps are tacen Ly that aZency
to et the need itsvelf. This is especialiy
true in areas of information, peinclially
becguse government clams a time-honoted
teadition of bainz aa information providar.
Yet &» commercial enterprises bocome more
involved 1a infarma~tion handling aclivities,
there 1. 1o reason foe government 1o 2xpend
its resources in such activities.  In lact,
there is & very sironsg reacon for government
not to be tavelved in such activities, Infor-
maltion ks mo<t veluable nhen it is availadle
fromy & divernity of sources. The quality,
sccutrey, completencss, timehiness, etg. of
one information produet s best tested
xzansl & competing, similar product, It is

a3 traditional belief in the value of multple
formation sources tinat has led to the ¢n-
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couragement of diversity in beoadeasting,
newspajiers, education, and 3¢ on. The pres-
ence of the Government as a competitor in
the Information marketplace can have & very
¢hilling effect on this objective of diversity.

John  Shenefleld, Associste Attocney
General, when he was head of the Antltrust
Division at the Department of Justice, spoke
about the problem of government competi-
tion in general. "It has proveii exceedingly
diffieult for politiclans and buresucrats,
when the government owns & particulsr
e. .erprise, not to manipulate the prices
charged by such an enterpeise for & variety
of usually well meaning purposes....,” he
observed. “Even the most fnefficient and
wasteful of government enterprises will
never lose. For such enterprises have aceess,
of course, to sources of capital and day-to-
day financial nourishment quite independent
of thelr commerclal cperations.”

Put another way, the information business
that goes head to head with Uncle 3am and
his deep pockets Is sure to come out second
best. If the peivate commercial source can-
not compete, the government remalns the
cnly source of informaticn, and with that
situation you lose all chance of diversity.

What should the appecach then be® What
fs the role of government in meeting the
public gos) of assuring access Lo a diversity
of needed information (moce specifically, in
the context of these hearings, needed export
information)? Charles L. Schultze, now
Chairman of the Council of Economic
Advisers, discussed the subject in lectures at
Harvard Urnlversity in 1976 and expanded
vpon It the next year in a dook entitled The
Public Use of the Private Interest. When the
government JSecldes it should inlervene to
sccomplish some social good (for example,
we might suggest, the provision of export
information), It was Schultze's cbservation
that ®ws usually tend to see only one way of
intecvening — namely, ramoving a set of
declolons from the decentralized and incen-

tive-oriented private market and transferring
them to the command-and-control techniques
of the government bureaucracy. ... Instesd
of creating incentives so that the public
goals become private interests, private
Interests are left unchanged and obedience to
the public goals [s communcsA”

How can we apply this observation and the
attendent concept of incentives for the pei-
vate sector to meet the public need for
export information? The first step is the
most important and it is one which this sub~
committee can directly address in the
context of the legislation, that is, the
removal of disincentives. We strongly urge
the subcommittee to make it a clear part of
the legislative history that the intent of the
Small Business Export Expansion Act Is not
to authorize or encourage the development
of large, centralized, government owned and
operated export information databases.

The next steps ate not so clear, but will
more easily fall in place after the first. The
Commission of European Communities is
facing this issue now. ln & meeting with the
Buropean Committee of this Association,
P. L. van Yelze, Directorate General, Scien-
tifie and Technical Information and Informa-
tion Mansgement, deseribed some recent
developments, |le repotted on a workshop of
the Eurcpean Information industry which
developed some recommendations that would
have applicablity to the American situatien,
for cxample, reducing subsidies which create
unfavocable conditions for free compatition,
and encouraging peivate enterpeise to take
over and market information services devel~
oped by government programs and subsidies.
Also, in his talk, van Velze Wentilied addi-
tional incenlives such as including in educa-
ticaal curticula the subject of using infor-
mation services, organizing publicity cam-
paigns on the value of information, and
offering tax deduction and accelerated
deprecigtion allowances for information
fnvestments,
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Such incentives are probably beyond the
purview of the lepslation curtently under
consideration, but nevertheless the subcom-
mittee should tuke cognizance of the issue.
The need for export information is real and
the best way to asure its widespread availa-
bility is through the government's encour-
aging of private sector commercial opera-
tions.

* 08 9 s

Let me now turn my attention to the four
titles of the Small Business Export Expansion
Act of 1980,

Title 1

We will focus first on that section of Title
1 of the bl which creates & new Sectlon 16
of the Small Business Act that establishes an
Office of Internationsl Trade within the
Small Business Administeation. We are en-
couraged with the provisions of paragraph
(bX1) which talks sbout providing aceess to
export Information (aithough we cautioa that
the modifier "complete” is very difficult to
spply to an entlity as potentially unbounded
as "export Information.®) Providing access to
information fs critically different from pro-
viding the Information itself, It should be
the Congressional intent that the proposed
Office of Interrational Trade be fully aware
of the multitude of export information prod-
ucls and services avalladble from private
commercial sources and be capable of ad-
vising potential exporters on the use of such
products and services; the Office of Inter-
national Trade should not be expected to
develop £nd mirket such products and sere
vices [tsell.

In this regard, we have some specific
changes to the language of the peoposed
Section 16 that we would urge this sub~
committee to consider and implement. First,
and of most eritical iroportance, the reler-
ence to specitic information programs in the
Department of Commerce — "the world-wide

information and trade system and world
trade data repocts” (WITS and WTDR) —~
should be deleted from the bill. Our industey
has been negotiating with both the Depart-
ment of Commerce and the Congressionsl
Appropriation committees on the subject of
WITS for the past eighteen months, The sub~
stance of our position is that WITS will
indeed compete directly and substantially
with private sector offetings. Congress, in
appropeiating $4 million for WITS In FY 1980,
endorsed report language which sald:

The conf, :¢ess are agreed that the
Industry «d Trade Administration
will fully {nvsive the private Infor-
mation industey In the development
of WITS. The conferees also expect
the Industry and Trade Administza-
tion to insure that private sector
efforts are enhanced and that ITA
does not duplicate or compete with
the private sector. (House Report
96-402)

We recently testified before both House
and Senate Appropeiations subcommittees
with regard to Commerce's tequest for conm
tinued WITS funding for FY 1931 at the same
$4 milllon level. The thrust of our testimony
was that we see little to no evidence of a
sincere effort on the part of the Department
of Commerce to comply with the full intent
of the Congressional report language. We
also stressed that at & time when budget con-~
cerns are paremount, it is far moce effective
and ellicient to use exwsting information ser~
vices than for government (o spend money
duplicating what already exists in the private
sector. We will not repeat all the points of
our testimony now, but | am providing the
committee coples of the testimony peesented
by us and by two of cur member companies.

There may or may not be a WITS program
[n the future depending on the will of the
Approptiations committees and the Congress.
(5deally, there should be & WITS that is built
on a strong foundatlon of private sector
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information capabilities.} Nevertheless, we
think {t would be & mistake to include in
statute a program that has never been fully
examined or authorized by Congress, other
than through sppropristions, and we there-
fore urge you 1o delete the phrase that
beging "including..” from See. 16(LXIXNA)
Instead, we would ask that you conclude this
subpatagraph with the phrase "and assistance
in obtalning expoct infoemation from privete
stelor sources.”  This statement would
clesrly indicate to the new SBA Office Its
responsibility to use peivate sector infor-
mation sources.

Report language would be heipful In re-
inforcing the concept of reliance on private
sector Information sources with regard to
ather sspects of this new Section 16, In sub-
paragraphs (B) and {C) of Sce. 16(b¥1) there
ate roquitements to maintain & Dist of
sources of export financing and & directory
of organizations that provide export infor-
mation and assistance, See. 16(0X3INB) aiso
calls for & similar directory on a reponal
batis. We urge this subcommitlice to make
¢lear that it is not necessary for SHA to
collect and orgamize such information itsell
[ & reasonably cquivalent information
product is avaladle from tbe marketplace.
Similerly, in subsection {(BXIXD), thete is a
cequirement to prepare and publish reports
that SBA "determines to be necessary,” such
necessity should only be determined if simi-
lar reports are not already avalable from
some other sousce.

Subparagraph (Al of Section 16(6X2) s
andther atcs where we suggest a speaifie
language change in the bill that would recog-
nize private sector services. We suggest Lhis
subparagraph should read ™A) assist smell
businesses in cblawting expott Information
and assistance from other Federal depart-
ments wnéd  agencies and from private

commerelal sources:” (new language un-
derlined),

As a [inal comment on Lhis proposed new

Section 16, we would encourage you to
include In the report language an explanation
of the ‘raimng required by subsec=
tion (BXIXE). Spearfic reference to training
in availability and use of private commereial
information services and products should be
ineluded.

Title

Our comments on Title Il are himited.
With regard to the advisory board called for
in Section 201{c), we feel it would be helpful
to include In the membership at least one
information specialist, specifically one
versed in export and other business related
information.  This requirement should be
stated at least in report language. We would
be happy to recommend candidates for these
boards.

Concerning Seetion 203, we would simply
urge that the Congress make clear that the
intent of this section 15 to share management
information on the efficient and effective
operation of the small business internationsl
marketing program, «nd should not be inter~
preted as justification for estabhishing a
farge, centralized clearinghouse of export
information.

(An sdditional obscrvation is prompted by
the reference to "fees collceted from recip~
ients of such assistence” in See. 201(d).
Throughout the legislation, there i3 no ex-
plicit reference to fees being charged to
reciplents of export assislance, but we
assume that such charges are implicit, based
on the User Charge Statute (31 US.C. 433a)
and OMB Crrcular A-23. We do not intend to
discuss Lhis concept at any ‘ength in our tes~
timony; however, we would bring to the
attention of this subcommittce & recent GAOQ
report, entitled "The Congress Should Con-
sider Explocing Opportunities to Expand and
Improve the Application of User Charges by
Federal Agencles* (PAD-30-2%, March 23,
1980). This report acknowledges that "User
charges can help reduce general Federat tax
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colleqtions by partially substituting for taxes
and by reducing the demand for goods and
services whose productien is curren'ly fi-
nanced by genetat tax recespts.” Equally im-
portant, In our opinlon, 15 the fact that when
user charges are set for government products
and services at a level roughly cquivalznt to
their cost, 1t is more hikely that any competi-
tion between the ghvernment and private
sector entitics providing similar goods and
services will be on a more equitadle basis.)

Title 11

We applaud the statutory cstablishment of
the National Export Couneil In Title il
Here we have two suggestions. First, be-
cause of the eritical nature information plays
in preparing a company to export, it would be
essential to have included among the "eigh-
teen private aitizens™ called for In
See. 305a¥4) individuals who have firsthand
knowledge of the information business, We
would suggest that at least three of the
membets represent Informstion activities
that either colleet or ptovide access 1o
export information, and again, we could pro~
vide the President rames of quahfied indr-
vidusls., Second, slong these same lines, we
would suggest that In addition to the sud-
ordinate commitless identilied in Seclion
302(d), thece should be & commitlee on
export infoemation which weould serve as a
forum [or diseussing such tssues as the role
of the private sector, the needs of users of
export information, how to use information
to cut through government redlape, ¢ie.

Title IV

Finally, we would suggest some legstative
history for Title 1V that echos our carhee
point on traiming. This title, which provides
the job description for overseas commercial
officers, wisely direats the Secretary of
Commerce to design traiming sesstons for the
commercial officers (Seetion 402).  We
strongly urge that this training include an
exposure to private commerciai information
sources. Qur industey would certainly work
with the Department in developing such a
program.  Seeondly, again repeating an
carhice point, we would request that the
semiannusl reports to the Secretary from the
commercial officers, required by Seee
tion 405(c), not be used es pstification for
information collection activivies in compe-
tition with American private sector compa-
nies. Rather, we would hope thal whenever
possible Lhe commercial officer can mect the
requirements of this section by incorporating
infotmation collected by the private sector,

This ¢oncludes our observations on the
"Small Business Export Expansion Act of
1980." We hope that our suggestions ¢an be
incorporated in n bill that will be reported
out of your commitiee; we would certainly
support such a bill.  Agsin we thank you for
the chance to testily on this tall. 1 would be
glad to answer your questions.
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TESTIMONY
OF THE
INFORMATION INDUSTRY ASSOCIATION
CONCERNING THE REQUESTED APPROPRIATION
FOF. THE
WORLDWIDE INFORMATION AND TRADE SYSTEM (WITS)
BEFORE THE

SUBCOMMITTEES ON STATE, JUSTICE, COMMERCE, AND THE JUDICIARY
COMMITTEES ON APPROPRIATIONS

UNITED STATES SENATE U.S. HOUSE OF REPRESENTATIVES
March 31, 1980 April 1, 1980

We appreciate the opportunity to appear before this subcommittee to discuss with
you our concerns on the continung efforts of the International Trade Administration of
the Department of Commerce to see that valuable trade information 15 made avarlable to
potential exposters,

The lafocmation Industey Association is a trade association, founded in 1968, that s
comprised of 128 information companies with total arnual information bustness revenues
exceeding $1.5 billion. There are large companies in the membership, but a good number
of our members are in the category of small business. Qur members are in all phases of
the information business: collecting, orgenizing, packaging, distributing, wholessleing,
retailing, and providing information tzchnology equipment and services. Companies such
as Dun & Bradstreet, Find/SYP, Information Handling Services, Journal of Commerce,
and McGraw-Hill are included in cur membership; a full listing ts attached to this state-
ment. Some of our members have a direct Interest in the Commerce Department
appropriation but most, if not all, share a common concern over establishing a govern-
ment information program clearly In competition with private sector efforts. It is this
point we would like to discuss today.

Specifically, we want to focus on critical issues in the development of a large
scale, computer-based information system which has been identified as WITS, the

Worldwide Information and Trade System. Qur Association focused on this matter esrly
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on, and made our concerns known to you last year. Some of these concerns have indeed
been addressed as reflected in the confercnce report language accompanying last year's
appropriation bill.
The conferess are agreed that the Industry and Trade
Administeation will fully involve the private [nformeation
fndustry in the development of WITS. The conferees also
expect the Industry and Trade Administration to Insure that
private sector efforts are enhanced and that ITA does not
duplicate or compete with the private sector. (House Report
96-402)
Althowgh addressed, our concerns have not diminished. Comments and actions by the
Department of Commerce indicate that they intend to go forward and develop WiTS on a
basis which would largely igncre the existing information produsts, systems and services
developed by a significant number of companies, large and small, in the private sector.
Commerce would then sell the information to recover their investment costs, investment
costs which would not be required if the products of industry were used. As a result, the
incentive for American business to Invest in developing new information products,
systems and services, and to improve existing products, systems and services, would be
thwarted if a taxpayer supported, government sponsored system is allowed to go forward.
These actions do not meet the mandate of your report language.
s s e
Before proceeding, however, let me assure you that we are in full agreement with
the objectives of President Carter's Admimstration with regard to improving the inter-
national trade picture. The disincentives to exporting are many and we believe more
attention should be focused on these. For example, in a statement on February 27th, the
President discussed five major export disincentives: "uncertainty as to the application or
interpretation of the Foreign Corrupt Practices Act; overlapping antiboyeott laws and
regulations; foreign poliey export controls such as sanctions in support of human rights;

nuclesr materials export controls; and restraints on conventional arms sales to foreign

countries.” With regard to the problem of small business entering the international
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marketplace, a number of specific impediments have been identified. In Commerce
Department testimony before the Senate Small Business Committee on March 13th, the
small businessman's difficulty in obtalning financing to begin export sales and the
problem of coping with complex regulatory reporting requirements, both in the U.S. and
in the destination market were discussed. Last year when the Secretary of Commerce
traveled around the country to discuss exporting, she heard directly from small business
that one of the major impediments to their exporting was government redtape. When
representatives of small business came to Washington last January for the White Houss
Conference on Small Business, the recommendations given highest priority by the group
addressing Interiational trade were in the areas of tax policies, expanded Eximbank ang
Small Business Administration finarcing programs, unification of diverse government
export services, establishment cf a cabinet level trade admimstration, and grant pro-
grams to encourage expoct support techniques. The small business marketplace is the
justification for WITS. But small business did not identify WITS as a mugh pricity need to
stimulate internstional trade. WITS may be "nice to have” but with our nation's tnflation
rate and extraordinary interest rates for money, "nice to have® iteuis have no place in
the fiscal year 1981 budget.

Of course access to Information about potential markets 15 an important element in
exporting. In the March 13 Commetce testimony, it was stated that potential exporters
"seek specific data on the market for their products, specilic trade leads, and infor-
mation on the cultural and marketing practices in the new market.” We applaud this
recognition of the importance that information plays in the exporter's decision. Where
we have difficulty, Is accepting the Commerce Department's techniques for improving
access to this Infoemation,

In our letter to Chalrman Hollings on July 12, 1919, we stated that "We oppose &
government owned and operated data base [nformation business created at taxpayer

expense which duplicates and competes with private sector data base services."
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Moreover we endorsed funding at the House approved level of only 20% of the $5 million
requested by Commerce. After lengthy consideration, the House and Senate agreed to a
funding level of $4 million, but they included in the report language the striet instrue-
tions concemning how this appropriation could be ysed, that we quoted earlier.

We were very pleased with this mandate contained in the report language. We felt
that it gave an affirmative requicement to the Department of Commerce to work with
the private sector in dev wping WITS. Comimerce has not always complied with this
requirement. Clearly, the Information Industry Association has established itself as a
party of interest In the development of WITS, out at times during the past months,
Commerce has taken steps without "fully involv{ing)® us. Meetings were held and docu-
ments were issued with little or no attempt to assure that I1A was informed. Obviously,
if Commerce is to comply with the Congressional directive, one step, at a minimum, is to
communicate directly with us on all significant developments.

Commerce did communicate directly and formally with us on a few occasions, and I
would like to discuss these contacts. First, we received a letter dated October 30, 1979,
proposing a method for including private sector data in one of the WITS files. Briefly,
this p.vposal suggested that potential information providers could include In their bid an
estimate of "possible lost revenues which the vendor might have realized from direct sale
of 1ts propaietary data to WITS users.” [A distributed this letter to interested members
who responded directly to Commerce. Signiflicant in the response was the fact that If
such & procedure was followed, an established company that had commercial activity to
protect would necesarily submit a larger bid than a new company would, and would
therefore be excluded from participation.

Although this Commerce proposal was not deemed wotkable by cur members, it is
interesting to not- . 4% our member companies have offered an altecnative proposal, that
15 to develop ne entire WITS program st their own risk and cost without development
cost to the government. The offer noted that the WITS program would be developed to
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the specifications of the Department of Commerce and the marketplace. The member
companies asked only one thing of the Department of Commerce; that one thing is for
the Department of Commerce to subscribe to the industry developed WITS program on a
multi-year basis, This offer was rejected by the Department of Commerce.

Another contact between the Department and us developed & [ew days before
President Carter submitted his FY 1881 budget to the Hill. A meeting was set up
between members of the Internationsl Trade Administration and members of the indus-
try. This meeting which continued on three separate days resulted in a series of state-
ments which the Industey would like to see applied to implementation of WITS, but on
which there Is still some disagreement. Follow-on meetings will be held as soon as the
Department of Commerce takes the necessary steps to announce n the Federal Register
that suzh meetings will be held. Commerce is glso exploring the possible establishment
of a subcommittee to the President's Export Committee to continue to deal with ques-
tions of Information policy in exporting. We look forward to hearing from Commerce on
continuing In this veln.

LI I I

Although our principal concern with the development of WITS is the competitive
Impact on the Information markeiplace, as we Indicated above, we also would like to
draw to this subcommittee's attention some serious prodlems we have identified re-
garding the Commerce Department’s method of implementing this program.

WITS & & "majoc system® as defined by OMB Circular A-109, and by Commerce's
Implementing oeder (DAQ 208-3). As such, Commerce is required 1o consider all alterna-
tives which would meet the "mission need”. The mission need is stated in the following
objectives of WITS:

"1) to promote U.S. exports by delivering foreign market in-
formation, purchase leads, and U.S, suppller information to the
appropeiate usets, either directly or via Intermediaries.

(2) To build upon current ITA information programs, thereby
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embracing the effectiveness of ITA efforts to promote American
exports.”
These objectives were stated in the WITS feasibility study dated June 29, 1979,

The development cycle prescribed by OMB Circular A-109 then requires Commerce
io "allow competitive exploration of alternative system design concepts in response to
mission needs” and to "rely on private industry™. Furthermore, the Circular, {n paragraph
11, states that "Care should be exercised...not to conform mission needs or program
objectives to any known systems or products that might foreclose consideration of alter-
natives.”

Yet, Commerce's development studies have focused on only two alternatives, both
of which represent essentially a single technology — a predefined computerized, data
base management system. The caly difference is whether the system will be operated on
in-house hardware or contracted hardware.

Commerce must, if it is to avoid a sham analysis, consider a variety of alternatives
for meeting the mission need. As examples, we offer the following slternatives to a
centralized data system:

a)} distributed data processing, employing a local storage,
switching network, possibly incorporating both government
and private sector nodes;

b)  batch processing [or overnight or delayed delivery from
large-scale central storage;

¢} batch routlng of inquiries for response by peivate
enterprise;

d)  mierofilm-based inquiry, retrieval and storage systems, (1)
with pa ADP requirement or (2) with automated indexing
and/or referral;

e}  papet-copy stocsge with or without automated Indexing
and/oe referral;

1) Increased staffing, while relying on current systems;

g) Improved versions of the current systems, with or without
stafl reallocations.
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These alternatives are very real, and realistic. The single-minded spproach
adopted by Commerce thus far is admittedly within the capabllities of current tech-
nology. However, Is it cost-effective? Is it the right mix of technological capability for
the current state-of-the-art for export promotion? In these hearings last year, then
Assistant Secretary Well stated that this was a trial-and-error environment, that the
kinds of Infocmation necessary were as yet uncertain; that the eventual costs of the
system are unknown; and that no quantification of the benefits has been attempted.

In summary, WITS management has allowed the consideration of only one set of
alternatives, not the competitive study of a number of {deas that is required by common
sense and the Executive Branch's own regulations.

s 8 8 8

A prime tenet In the data processing field is that if you sutomate a bad system, you
end up with an automated bad system. Commerce has made it clear that some of their
information services such as AITR, TOPS, and other available systems are not working
well. The reascning Is that the data is not accurate, not timely, and not used. In oeder
to correct these problems, WITS is being promoted as the ultimate solution. However, it
Is emsential to note that:

o No changes are proposed in the staff who sre generating,
submitting, entering and recelving this data,

¢ Locsl entry puts the onus of currect and timely date entry
on the same personnel who are contributing to the quality
of current data systems.

©  No continuing training program s deseribed or budgeted in
the cost profections.

o Existing systems sre not distinetly different from WITS In
terms of thelr data content apd referral techniques. Yet
Commerce has criticized these systems as Inadequate,
If the Department cannot make the individual, partisl systems work effestively after a
number of years of operation, how then can we expect Commerce to develop and operate

a new, desmatically larger system that Is technologically quite complex?
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A recent GAO report covered an analysis of nine major ADP system develcpment
eftorts. Of these, eight had serious problems. On the average, the systems cost twice as
much and took twice as long as originally estimated for completion. In the same study,
GAO surveyed 163 contractors and 113 agency project officers. Over half of the respon~
dents indicated cost overruns were common, while almost two-thirds indicated calendar
overruns were common. This data does not engender confidence in the Exveutive
Branch's ability to define, develop, mansge or control sophisticated ADP efforts.

» ® 0 0

The commercial service has a current staff of 900 in district and foreign offices.
Only 260 of these oificers are based domestically, trying to promote exports from
300,000 manufacturers and many hundreds of thousands of distributors and service organ-
izavions. If one assumed that WITS' $5 million were invested in additional stafl, a 65%
increase in staff effort would resuit. Can WITS do better than that in terms of ultimate
elfectiveness?

We believe WITS, if ever developed, will cost =33, take longer, and not signifi~
cantly increase export development. We belicve that, in the meantime, trade informa-
tion may suifer because private enterprise will not invest in new products, services or
competition against the government's entry into the marketplace. We believe that this
development may well also result in competition against private industry domestically.
We believe that WITS must be scrapped.

L I I R ]
Before concluding, we would like to suggest that there are some f{undamental
questions that Congress must consider before appropriating any further funds for WITS.
o What will the full cost of planning, developing and oper-
ating WITS be over the full system life cycle? How much
of this will be recovered by user (ees?

0 What is a reasonable estimate of the number of new expor=
ting companies and the number of companles increasing
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their exports as a result of WITS? Who will these com-
panies be? What will the dollar volume of the new expor-
ting activity come to?

o How will government compensate private sector owners of
proprietary Information used in WITS? How will the gov-
ernment be compensated for private sector use of govern=
ment-generated information?

o  How strong is the commitment to coniract out all of the
various stages of WITS development (e.g. data collection,
malntenance, dissemination, ete.)?

o What "secueity” provisions will be included in the system to
assure access only by authocized users? What specilically
will be done to prevent the system from beirg used by

overseas manufacturers to [dentify potential American
customers, as opposed to suppliers?

¢ ¢ > 02

Clearly, the Department of Commerce has programs of significantly higher impor-
tance and criticality than the development of WITS. The success rate of the Department
of Commerce in developing information products is very low when considering the
Textile Informatics Management System, the American International Trade Register, the
World Trade Data Reports, ete. Already, the WITS development effort is behind schedule
and, consequently, it is probably over budget.

We strongly recommend that the FY 1931 appcropriations for WITS be eliminated
and that the resources and energies of this effort be redirected to other current and
more critical problems.

Thank you.
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STATEMENT BY

MOBERT BECHTEL
EXECUTIVE VICE PRESIDENT
THE DUR & BRADSTREET CORPORATICN

My name {3 Robert Bechtel. I am an Executive Vice President of
The Dun & Bradstreet Corporation. Dun & Bradstreet is the world's
leading company engaged exclﬁgively in developing and disseminating
business information. 1 am responsible for the operaticns of our busi-
ness information subsidiaries, both in the United States and throughout
the world. Prior to my present position, I wi President of Dun &
Bradstreet International, Ltd., the subsidiary responsible for our
foreign operations. We have operated overseas since 1857, and have
6,000 employees In 150 cities abroad.

I am here to discuss a Departaent of Commerce project, the Worlde
wvide Inforzaticn and Trade System, called WITS. This program is ingended
to enhance U.S. exports by providing helpful information to U.5. compa-
uies interested in marlets abroad, and also by providing more informazion
about U.5. products and cospanies to potential customers overszaas.

For many decades, & fundamental function of DiB's worldwide
business information services has been to foster international trade.
For example, we cow supply export-related information services to more
then 9,000 U.S. businesses; we have information readily available on
nore than 5,000,000 foreign businesses in more than 100 countries.

We understand and share the goal of providing better information to
increase American exporrs.

Our concern s that the Department of Comserce, in developing
WITS, 1is pursuing & course vhich v1ll be exceptionally and unnecessatrily
costly to taxpayers vhile falling at the same time to provide the best

possible service to exporters. Moreover, the government will be competing
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unfsirly vith many private companies. We would like to suggest an
alternative course which we believe, based on our extensive cxperience,
will provide better service at far lower cost.

One of the basic deficiencies In the Department's plan for WITS
is that it tends to reinvent the wheel. That is, the plan calls for the
Department to build and maintain, at taxpayer expense, government cwned
and operated data files although substantfally similar {nformation ==
indeed, zuch more — already is available more economically in the
private sector. Obviously, gathering data that already exists is costly
and wasreful.

Your committee recognized this problea during Congressional con-
sideration of the Department's budget last year. In approving & reduced
appropriation for WITS, the Senate-House conference committee could
hardly have given a clearer mandate. The cocmittee stated in its Teport:

"The conferees are sgreed that the Industry and
Trade Adpinistration will fully involve the private
information industry in the development of WITS.
The conferees also expect the Industry and Trade

Mainistration to ensure that private sector effores

a1¢ enhanced and that ITA does not duplicate or

compete with the private sector.™ (Ewphasis added.)

1 an testifying today because the Department has not responded to
this Congressional directive vith regard to the information industry.
Although the Department has planned to contract with the private sector

to provide for s.orage and distribution of information contained in the
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WITS system, it continues to insist upon ¢reating govermment data banks
that patently will do what Congress told the Department not to do ==
that is, substantizlly duplicate and compete with similar files in the
private sector. While we sppreciate that the Departsent has been quite
willing to meet with us and with the Information Industry Assoclation to
discuss the matter, we can detect no firm, substantizl change in the
Department's original design for WITS, despite the Congressional directive.

Let me explain further, Under the Departzent's propo~al, the
Department would either contract with a priviate vendor to supply certain
specified itexs of information about foreign companies in cach relevant
foreign country, or unlertake to gather this information itself. The
data from the vendor, of course, would be limited to the Department’s
rigid specifications. This information then would be incorporated into
the Depariment’s WITS datz system. The Department would draw upon this
government-owned and controlled information base to respond to inquiries
{from exporters and potential exporters.

The Department contends that it is following the Congressional
mandate because it may contract with a private vendor for the information
in some countries. But the Department would then use the information it
purchased to compete with the vendor who suppliied it, or other vendors
vho are already serving U.S. exporters.

The Departzment has acknovledged, In a letter to the Information
Industry Association, that private companies with large existing in-~
formation services to U,S. exporters may suffer substantial losses in

revenue &8 thelr customers obtain information from W1(S rather than
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through the private sector. The Department has suggested a strange,
catch-22 solution to this problem. It has indicated that companies
could fnclude their anticipated losses In the price they bid for the
contract to supply data to WITS. The trouble, of course, is that the
wost qualified companies with the most accurate, up-to-date information
for WITS ~=- the companies with the most existing export-related business
== would have to add the most substantial sums to their bid price to
protect against the projected loss of revenue. This would make it
virtually impossible for them to bid successfully against foreign com-
panies or others which have nu' .ovided information to U.S. exporters,
a4 thus would have no pertinent existing revenuzs to recover in their
bid pti.rr’/

Moreover, all companies that are unsuccessful in thelr bids, or
companies that choose not to bid, obviously would have no opportunity
vhatever to offset their losses to taxpayer-supported competition from
WITS.

To compound the protlem, the Departzent has made clear that
foreign .ompanies may receive the avards to supply information te WITS.
Thus the U.S. Govermment would become importers in & program designed to
assist exporters. These same foreign firms, streagthened by the avards
from the Depariment, can then better compete with American firme in
foreign markets, further reducing the flow of taxable dividends to the
United States,

A brief review of the situstion in 2 single country is {llustrative

and informative. In a pilot project ix France, the Department already



has contracted to pay 2 French firm to supply 28 ftems of data, the
items specified by the Department for the WITS program, on 4,600 Freach
companies. Yet Dun and Bradstreet, established in France in 1882,
already delivers annually 128,000 reports on 90,000 French companies.
We have paper information f£iles readily avallable on 238,000 Freach
businesses. We have & separate, special computerized file on 30,000
French companies, from vhich we can extract highly selective informa-
tion.

The Depariment has emphasized that the DB files do not contain
eight of the 28 items the Department has specified for WITS. OQur
experience is that these cight items are seldom required by customers
and th2 cost of keeping them availsble and up to date at all times
exceeds any benefit. It Is far more etonomical to obtain these itens on
a vhen-needed basis, which we can readily do.

The net resulr in this exazple is that the U.S. government is
paying a French firz to supply data to be placed in a govermment com=
puter file to be used to compete with an Aserican firm vhich already has
vast quantities of similar information on many more cowpanies,

Altogether, the WITS pilot program has a goal of updating the
Department's information on 24,500 companies in nine countries. DB
already has a computerired file on 118,600 companies in these same nine
coyntries, all of the data continually updated.

The Department also has contended that it will not be competing
wvith private business because WITS will serve mediur-sized and suall

businesses which are too suall to utilize existing private scrvices,
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Whether WITS will attract significant numbers of new exporters is, of
course, highly speculative, Jnd cur experience with thousands of ex=
porters leads us to be doubtful. The Department itself has no estimate
of the additional exports to be expected from WITS, and thus has no
cost-benefit analysis, At any rzte, the fact is that &8 p;;cent of
D&B'c U.S. customere for international information services are medium-
slzed to small businesses, the targets for WITS.

The Department's concept for WITS is, indeed, a strange approach
to complying with the Comzittee's command "to ensure that private sector
efforts are enhanced." Perhaps stranger still, the Department has con-
tended that the mere fact that funds wvere appropriared last year for
WITS signifies that Congress has approved and authenticated the Depart-
ment's plan for WITS. This rationale overlooks the fact that in
approving the appropriation, Congress called for z change in course
which is not yet evident.

Apart from the issue of duplication and government competition
with private business, ve are convinced that the plan for WITS is
unnecessarily expensive. The Department is planniag to file in ita
computerized, on-line system more information than many exporters are
likely to need. Certainly most potential exporters will not need 211 of
this data on an instantly retrievable basis. The more detailed the
information, the wmore gostly it is to gather, store and keep up to date.
1If this information is going to be accessed only a small percentage
of the time, then it is unlikely that it pays to have it in the system.

This is especially true £f the need for the data is not time critical.
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A potential exporter interested in identifying foreign prospects is
really not interested initially in bank and trade references. He is
involved in a marketing effort, and he needs the computer first to
suggest a prospect list and then to narrow it down. Once a relationship
starts to develop, there is time to gather the less-often-used, more
detafled data. But in WITS all these e¢lements are given the same pri-
ority. They are all treated equally, gathered and stored at the same
time, and available on=line. We think this is costly and wasteful.

The fact thac WITS will use tax-pzid funds to substantially
duplicate and compete with private services might be less objectionable
1f the end vesult were to provide the best feasiblevservice to American
exporters, but this is nor the case. I would like to turn now to an
slternative design for WITS, which we have suggested to the Departzent,
wvhich would provide more and better information to exporters and would
enhance, not undermine, the private sector.

Under this plan, WITS would simply link its computer system with,
or otherwise arrange to use, the existing computerized files of private
companies vhich have stores of information that could be useful to
exporters. The government would place its own non-duplicative infor-
mation directly in ‘he WITS computers, as would any smaller companies
with relevant information not stored in computer systems.

An exporter or potential exporter would contact the Department to
outline Lis interests and needs, Trained Commerce officers would provide
him expert advice on the types of information available from different

sources and help the user select the information that would be most
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useful. The Commerce officer, employing a remote terminal, could then
order the desired information from the private sector computer files
and/or WITS' own data banks.

The Department, of course, would play an important role in
informing the business community about the system and encouraging its
use, as part of the Depaxtment's export expansion program. The Depart-
ment also would make an fcvaluable contribution by maintaining and
operating the systez for delivery of information to users.

This plan would maintain & truly competitive marketplace, where
the WITS user could choose information vendors on the basis of quality
and cost. The plan would provide for easy entry of new vendors and/or
new information services. Each vendor would continue to bear the
expense of creating his own file and maintaining it up to date. This
would provide a substantial saving to taxpayers. We are well avare of
the costs of creating and maiataining the kinds of files needed for
WITS, and they are not small. From our experience, the true annuzl cost
of gathering and keeping up to date the amount of data is likely to
exceed the appropriation requested for WITS. And under our proposal,
211 information suppliers would have a fair opportunity to compete to
provide the best service at the lovest cost.

WITS, then, would have instantly available at nominal cost a
nassive anouot of information to serve the needs of exporters — far
more information about more cowpanies at far less cost to the Department

than the contract system planned by the Department. Since the WITS
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systen wve propose would generate inquiries to the private sector, com
panies would 1ink thelr dats banks to the WITS system at very little or
no expense to the Department. While users would pay a fee for inquiries
to the private sector dats banks, the fee would be much less than they
would pay for a similar inquiry now. The private firms could charge
less because Commerce would assume most of the responsibility for
markezing the sfs:en and 21l of the expense for delivery of the infor-
mation to the Individual user.

We are convinced the fees for inquiry into the private data banks
would in no way be s0 large as to deter use, even for small business.
In the unlikely event that fees should become a problem, it would seen
entirely appropriate for WITS to subsidize the fees patd by users, as 2
sound investment tovard the public policy goal of ex;ort expansicn.

The system also would offer exporters a far more flexible range
of information. Under the Department's plan, WITS would offer only
specified bits of information. Under the system ve suggest, Commerce
officers would have literally at their fingertips virtually all the
Televant information within the {nformation banks of government and
business. The Department's offfcers could perform an enormously
valuable service ip helping WITS clients tailor inquiries to their
specific needs, paying for no more than they need.

For example, an iuftisl inquiry might order limited information
about a relatively large number of companies; from this base, the user
could seek more detailed information on a few of the more promising

companies. If the user is primarily interested in financial information
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about & foreign cowpany, the Inquiry can be limited to that; if the
exporter is interested primarily in product information, the inquiry
might go to a different source specializing in that area. There would
be no need for fixed, rigid forms that night ccver more information than
needed in one field bdut not enocugh in another field. Modern information
handling technologies could easily be programsed to perform the highly
flexible service we have in mind.

Ve believe the information already avaflable from the combined
resources of the private sector and govermfiu.. Would answer virtually
all user needs. 1f, as the Department contends, experience would show
gaps In existing dats banks, that would indicate a market the private
sector probably would be anxious to develop; or the government could
develop any needed additional information through its own staff or by
contract, &t a fraction of the cost of the current Department plan.

The slternative system we suggest obviously fulfills the Congres-
sional directive: it entails a cocperative program enhancing the
services provided by both government and business, avoiding duplication
or competition between the two sectors. Even more ifwportant, it would
provide the maximum information for export expansion in a uniquely
flexible foraat, at far less cost to taxpayers.

® k& & A Kk &

We balieve it would be a sericus mistake to permit WITS t¢ con-
tinue on its present course. Before the first operaticnal stage of WIIS
is put in place, there is time to redirect the program to make it

consistent with the intent of Congress as expressed in the Conference
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Committee report last year. Accordingly, we respectfully urge the
Committee, while continuing funds for planning, to defer funding for the
first operationsl phase of WITS until the Department has redesigned the
program to make efficient use of existing and future private data bases,
and not duplicate or cowpete with them. By serving such notice now, we
believe the Committee could assure that WITS will be developed in ways
that reach its full potential for efficient, effective service in pro-

noting American exports.
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TESTIMONY oF ERIC RIDDER

Before the Subcommittee on State, Justice,
Commerce, the Judiciary and Related Agencies
House Committee on Appropriations
for the U.S. Department of Commerce's
Worldwide Information and Trade Systen

April 1, 1980

Mr. Chairman and members of the Subcommittee, my name is Eric

Ridder. I am the publisher of The Journal of Coomerce, the daily

business newspaper of the Knight-Ridder news chain. I am also

the publisher of The Export Bulletin, a weekly report on ald) U.S.

exports, and the U.S. Exporters/U.S. Buying Guide, a directory of

U.S. exporters. .

I appreciate the opportunity to testify today about the
Department of Comnerce'’s Worldwlde Information and Trade System
{WITS). I am concerned as a newspapernman and a businessman., As
& businessnman, I am concerned that my company, whiéh has invested
its own capital and creativity to develop a product, is now
facing competition from the Federal Govermment. It 1=
fundamentally unfair for the governmsnt to compete with private
business with a produ * caplitalized and subsidized at taxpayers’
expense. At a time when the Congress and the President are
desperately searching for ways to cut the budget, 1% 1is
inconcelivable to me that the Adainistration continues to seek
funds for a multi-nillion dollar project which does little more
than duplicate and compcte with private sector information
services.

A3 a newspaperman, I am alarmed about the First Amendaent
implications of WITS. Publications simply cannot compete with

the Jovernment as a major competitor. Suppliers of pudblic

information, such as our publicatiens, could scon disappear. The
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creation of a government monopoly is as chilling and detrimental
to & free preas as a prior restraint on publication.

Commerce claims that private export information services are
o0 expensive and that they do not offer in one place all the
necessary information. This rationale for WITS could Just as
easily be used by the govermment éo Justify the establishment of
& goverrment newspaper to compete with a daily newspaper,
Certainly, the Miami Herald does not pudblish all the news some
people might desire. And we do have to charge for the paper.
Does this mean the government would be justified in setting up
its own newspaper at a cheaper price? Armed with the WITS
rationale, there are virtually no limits on what the govermment
could do.

The free exchange of information through a free and
competitive press 1s a fundamental liberty. It is an
indispensable condition of nearly every other form of freedom.

The mere possibility of government competition will have a
very real chilling effect on publications such as The Journal of
Commerce. If that competition becomes a reality, the
implications are even graver. Who will be able to compete with
it? We will wake up one day and press activity wil) bde
controlled by the government as competitor.

Of course, the Pederal Government has always collected
information about {ts citizens, the economy, and our resources,

in conjunction with the performance of legitimate government
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functions. Much of this information has been made available to
'the public. This is a basic and important government role.
However, WITS differs from these traditional activities in one
fundamental way. The WITS information will be actively and
sophisticatedly marketed in direct competition with the private
sector, rather than simply being made avalladble to the interested
public.

Moreover, much of the data for WITS is baing collected
solely for the purpose of setting up this competitive system. i
am aware that Commerce claims it does routinely collect the WITS
information for other government purposes. This aimply is not
true. Just a few months ago, the Department sent out a 14 page
questionnaire tc approximately 300,000 businesaes to collect the
information on U.S. exporters needed for WITS. If the govermment
already routinely collects such information, why was such an
extraordinary massive mailing necessary? The answer is that WITS
is far more than the mere dissenination of information 1t
collects for real governmentzl functicns.

The Journal of Commerce provides & number of publications
;hd services designed for the exporting public. Our services
have been designed to serve the small and nedium-sized coxpanies
as well as the large sophisticated ones. Since 1827 The Journal
hes been tabulating and pudblishing information on U.S. forelgn
trade. In 1976, as a result of substantial and costly research,

The Journal decided to publish a comprehensive Exporters
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Directory/U.S. Buying Guide. The price of the Directory is only

$150. The Directory contains information on more than 38,000
.5, firms and their products, The first version of the
Directory was published in 1977, and a 1979-1980 version of the
Directory has Jjust recently been issued, The Directory has been
very well received. Although our major customers are U.S.
companies that provide services to exporters, we are also
beginning to build-up a good-sized foreign market. For exaaple,
the Japan Trade Mission is one of our major clients, Our sales
to overseas markets has fncreased 80% in the last year.

The WITS file on U.S. suppliers will virtually duplicate our
Directory information. The degree of overlap of the information
can be seen from the attached chart. Once WITS 13 operational,
it can be expected to cut deeply into the market for The
Journal's Directory.

Even though the WITS file on U.S. suppliers is designed with
the foreign customers in mind, our domestic clients will have
easy access to WITS., Why should they continue to buy our
information when they can get it nmore cheaply {rom a Federal
program capitalized and subsidized by taxpayers' dollars?

The Journal of Commerce has invested substantial capital in
developing its export information services. Collecting the
initis} data for the Directory was a major undertaking, and
maintaining the Directory information requires substantial

resources. The Journal employs 175 people in its forelgn trade
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information program, the majority of whom collect, verify, and
process the inforzatlon offered in the Directory and elsewhere.
Information for the Directory 1s continually updated based on the
information we collect for the Export Bulletin. Every day we

check the shipper's manifests on exports leaving all U.S.
ports. If this infommation reveéls an exporter who 1s not listed
in the Directory, we contact the exporter to obtaln the
information for the Directory. Obviously, the nore names and
information contained in the Directory, the more valuable it 1is
as an information product. Thus, there 1is a definite incentive
for The Journal to be as thorough and accurate as possible. This
kind of incentive does not exist for a government information
aysten such as WITS.

WITS' adverse competitive effect on The Journal is not

linited to the Exporters Directory. The Journal offers other

export infomation services, specifically the Export Bulletin and

its Export Information Tabulation {EXIT), which may be affected

a3 well, The Export Bulletin 1s a weekly report of domestic

cargoes leaving U.S. ports. It lists actual snipments by
product, shipper, quantity shipped, U.S. port of exit, nase, city
and state of the shipper. The EXIT service provides
substantially the sanme information on tape. Both the Export
Bulletin and EXIT are used by companles to identify U.S.
conpanies who are exporting. According to the Department of
Conmxerce, WITS will keep up-to-date information on U.S.
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companies' export experience. Presumably this means who is
shipping what, where, and when, Computer listings of this
information will be available upon request.

Department of Comnmerce officials have sought to quiet our
concerns about possidble duplicatlion and competition by assarting
that while WITS will compete with the Directory, 4t will not
cozpete with the Export Bulletin or EXIT. The Journal disagrees

with this assessment. Many of The Journal's Export Bulletin and

EXIT customers may‘rind they can obtalin the same information at
lower costs from WITS. .

WITS has various implications for The Journal's current
developntent plans. The Journal realized that a hard bound
Directory had limitations, 30 we invested substantial capital to

have our EXIT and Directory information computerized. The EXIT

data will be accessible by computer from anyplace in the world by
June 1, 1930 and the Directory by 1981.

Because WITS will be accessible through remote terminals,
and because the WITS data base will be so similar to The
Journal's data base, WITS will compete directly with this new
service,

Moreover, WITS will have a chilling effect on any future
expansion plans of The Journal. Expansion of information
services requires a subatantial commitment by a private
business. People must be hired, new data collected, and new

computer or other communifationa equipment leased or purchased.
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All this costs money. PFaced with the prospect that the
government may step in and take one's market, any prudent
publisher will think long and haprd before undertaking anything
new. The loser in all of this is the free marketplace,
Expansion will not occur; innovation and improvements will conme
less quickly or may not come at all, All of this will be the
dicect result of WITS.

As 1 mentioned earlier, the Department of Commerce Justifies
its WITS activities on two separate grounds. Both are deficient
in & nunber of respects., First, Commerce ¢laims that no single
service in the private sector offers all the data which will de
offered through WITS. Thls {2 true. However, the Justification
is based on two very questionable assumptions., The first is that
all of the information slated for WITS 13 essential 1f exports
are to be increased. Since Comzeprce has Just initiated its
survey of patentlal WITS users to deternmine what information is
needed, it is highly presumptuous of them to make any clainms as
to what kind of information i3 essential. Interestingly, loreign
users surveyed in connection with anothgr Commerce project
characterized some of ithe WITS 1nformation as superflucus.

The second assumption is that all essential export
information must be availadle from a single source. While one-~
stop shopping might be convenien%t, Commerce has never docunensed
the necessity for this. Moreover, 1f the assumption is true,

Comuerce has fallced to adequately study the possibility of

64-563 0 = 83 ~ 7
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serving as a broker or clearinghouse for information from the
private sector. This would avoid the necessity of Commerce
duplicating the private sector's information while providing
assistance to the public at the same time,

The other najor Jjustification for WITS is that private
sector information services are too expensive for small and
nediwi-sized companies, vho may be potential exporters. If this
statement is correct, which we dispute, then there must be a
better solution than having the government make the substsntial
capital outlay to duplicate what the private sector already
offers Jfust so it can sell it more cheaply. HNot only is it
unfalr to the private sector, but is a gross waste of taxpayers'
money, It would be far less costly to simply subsidize small
companies' use of existing services 1f Conmerce's claim is true,

I resent the fact that the Commerce Department has tried to
portra; the private sector as serving only large corporations and
big businesses. The Journal has consistently offered inexpensive
services geared to the small inexperienced exporter as well a3
more sophisticated services for the experlenced exporter. Many
of our customers are small and nediun-sized conpanies. 1I
strongly contend that these small businesses are far better
served by a frec and competitive marketplace than they will be by
& govermient nonopoly.

The WITS project is symptonmatic of a very deep seated

problen at the Department of Commerce. The Department seems



83

-9 -

unable to recognize that information 1s & product, Just as shoes
or clothing or any other manufactured good. The private
inforsation industry is & multi-billion dellar industry. While
the Department would not consider golng into competition with the
shoe industry, it 1s not the least bit hesitant to compete with
the private information sector.

Information collected by The Journal under a freedom of
information request showd Just how casually the Department made
its decislon to undertake WITS. While giving lip service to the
idea that it did not want to compete with the private sector, the
Department made very little effort to determine precisely what
services are offered in the private sector before Lt designed
WITS. That effort was virtually nil with respect to services
providing information on U.S. exporters., In a two hundred page
report on business needs in export marxketing, the Departnent
spent barely a page discussing directories of U.S. firms. The
report acknowledged that scme of these directories recelve wide
c¢irculation abroad, but it completely falled to recognize that
WITS would comprte with such directories in both the donmestic and
the foreign market,

In light of the najor problems posed by WITS, I urge this
Subcomnittee to deny the Departnent of Commerce's appropriation
request for WITS. This does not mean that the objective to

increase exporta through better information services should be
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sacrificed. The objective can be accomplished through
cooperation with the private sector.

The Department should be instructed to reevaluate its design
for WITS and use existing publication services as the basic
building block for WITS. Such an approach would be far more
efficient because it removes the need lor the government to spend
roney duplicating what already exists in the publishing and
information sector,

This approach has another major advantage: a competitive
marketplace. Thls means that the imagination and innovation of
the private sector will continue to be available for export
information. With the private sector, the incentive to
constantly lmprove and upgrade the quality of the service always
exists., With WITS as planned, those incentives will be lost,

Most importantly, this approach eliminates the very real
threat to press freedom from the government as an information
competitor. By saying no to WITS, this Subcomnmittee will be
reaffirning the importance of a free information marketplace.
Government domination or control of information dissemination is
not compatible with the concept of a free soclety. It would be
unacceptable to sacrifice our First Amendnment principles under
any circumstances. It is absurd to sacrifice them for a project

as unnecessary and costly as WITS.



WITS Duplicaticn of Journal of Commerce Services

Xind of Journal of
Information NITS Commerce ®
Firm Nsme yes yes
Address' yes yes
Telex yes yes
Cable yes yes
Key Company Contact
for Export Marketing yas yes
Telephone yes yes
Year Firm Established yes yes
Description of Firnms
Export Staffl yes no
Pirms Experience in
Exporting yes yes
Firms Annual Sales yes yes
Annual Export Sales yes no
Number of Employees yes yes
Nato Bidder Qualificaticn yes ne
Poreign Marketing ObJectives yes ne
JForeign Markets Selling To yer yes
Foreign Markets
Interested In yes no
Utilization of Department of
Conmmerce Assistance Prograns yes no
Firm is & Subsidiary yes no

Type of Business yes yes
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Brand Names/Trademarks yes no
Products or Services yes yes
Bank References yes yes
Trade References yes no

Poreign Sales
Representatives yes neo

Other Information About
Company (300 word limit) yes no

Port of Exit no yes

International Freight
Forwarder no yes

& All of the listed information i3 not available on every
corpany because certaln companies have been unwilling to have
such information published.

Senator STEVENSON. Thank you, sir. Don’t foreign governments
collect and disseminate export information to the private sector?

Mr. WiLLARD. Yes, sir.

Senator STEVENSON. Along the lines of WITS?

Mr. WiLLARD. Yes, sir.

Senator STEVENSON. Well, aren’t we at a disadvantage by not
doing so ourselves?

Mr WiLtarp. No, because we have put together a different ap-
proach to meeting public needs. I think we have proven over the
200-year history of this Government that the best approach is to
provide incentives for the private sector to dc it, and then to let
them go ahead and compete and get a best product out, rather
than relying on what might be called the least objectionable prod-
uct.

Senator STEVENSON. Well, we would not be here today if 200
years of experience, including the terrible experience of the last 6
years, had not demonstrated that the private sector as it is cannot
cut it.

Now, I agree with you about disincentives, and I hope we can do
something to get rid of disincentives. But I guess maybe the prob-
lem I am having is understanding what you refer to by the incen-
tives that we should be offering.

You want access to information, but you do not want the Govern-
ment to disseminate the information. I do not see what the differ-
ence is.

Mr WiLLArp. Edgar Griffiths, the president of RCA, recently
gave a speech in Geneva. He said. “If you provide a man with a
fish, you feed him for today. If you provide him with the knowledge
about how to fish, you feed him for a lifetime.”

We would like the Government’s role to be showing individuals
how to use the multitude of information products that are availa-
ble, and then let them go at it. One of our member companies, Dun
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& Bradstreet, in their appropriation testimony suggested that there
might be individual circumstances where a potential exporter
really needs some export information and demonstrates that he
cannot afford it from the private sector. :

SUBSIDIZE POTENTIAL EXPORTER

Then perhaps the best approach is to subsidize that particular
potential exporter, and let him buy a competitively available prod-
uct, rather than having the Government create a competitive prod-
uct that will drive out the other ones.

Senator STeveENSoN. Incidentally, Mrs. Siedman is prepared to
demonstrate the WITS system after this hearing in the office right
behind me. If the witnesses would like to stay for that demonstra-
tion, they are welcome to do so.

Mr. Boles, is your primary interest this morning in making sure
that tourism is made eligible for the title II grants in this bill? Is
that what your principal concern was?

Mr Bores. Yes, sir, Mr. Chairman. I support that amendment
offered by Senator Baucus. I also feel that the bill itself has merit,
in the short time I have had to review it. We are interested in
international trade, other than the promotion of international tour-
ism.

Senator STEVENSON. Yes; and your feeling is that it is ambiguous,
or it does not include tourism?

Mr Bores. Well, I believe that Senator Baucus’ amendment was
specifically directed at including tourism in the eligibility for those
grants and loans.

Senator STEVENSON. I see. I see. And it was adopted. That is what
I didn’t understand very well.

Mr. Morris, do you have any response to the comments of Mr.
Willard about competition from the public sector? I assume that
applies to State governments as well as the Federal Government?

Mr Morris. Yes, sir. First of all, I should have introduced myself
to you. I am deputy commissioner of economic development, and I
gpollcogize for the fact that my testimony has not gotten to your

es

Senator STEVENSON. That was our fault.

Mr Morris. I was a small businessman for some 30 years, before
taking leave of my senses some 12 months ago to join the State
government. [Laughter.]

So, I start out being a small businessman first, and a State
employee second.

I think the answer to that lies in the information available in
some States by the private interests is in much greater abundance
than it is in a lot of other States. I think you have to look at the
availability and the cost.

I believe in the free enterprise system, but the biggest problem
we have in exporting today with a small- and medium-sized export-
er is that it is inlinitely easier for him to add a manufacturer's
representative to work another State than it is to get involved in
the export arena We have to do something to make it possible for
him to make that first shipment. Once he makes that first export
shipment, then you will not have to bother with him anymore.
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Many times, they will not pa}y; the necessary fees to gather the
information that they need. That is why in Tennessee we are
trying to do that for them, to help them make that first shipment.
Once they make that first shipment, then they will be working
with the free enterprise system and with the established companies
from there on.

Senator STEVENSON. What do you do to help to make that first
shipment? Do you provide them with information?

Mr Morris. As | mentioned, we put together a book that literal-
ly takes a person who has never exported in his life, and takes him
by the hand and leads him through all of the steps to become an
exporter Included in there is the fact that he can work with export
management companies, he can work with freight forwarders. We
go this route.

Another thing we do, we hold seminars in the communities
throughout the State. One of the problems you have with a region-
al seminar is the people who need to be there do not come. What
we do is go into the individual communities.

On top of that, if we have a manufacturing concern that we and
he cfaerceive has an overseas market, we will go into that company
and take three or four of the people out of our office and literally
train his people and get them to have the knowledge to make that
first expor: shipment.

These are the things we are doing. As I mentioned in my testi-
mon]{, we are doing research now so that we can establish what
markets are available for Tennessee industries ¢verseas, and which
are the best products we have to sell overseas.

Mr Chairman, I think it takes a commitment not only on the
part of the Federal Government, but it is going to take a real
commitment on the part of the States if we are to be successful in
the export arena.

Senator STEVENSON. Right.

Is that unfair competition, Mr. Willard?

UNFAIR COMPETITION

Mr WiLLARD. Senator, I don't think so. I recall what one of the
earlier witnesses said; Mr. Moreau indicated the idea of a partner-
ghip I don't think we are trying to characterize WITS as an issue
that is defined in black and white. We are taking the stand we do
with the current generation of WITS as being something which has
been conceived—we received the first document on it in August of
1978. That document defined a system which would be set up in a
way that we saw ag definitely competitive with what our individual
members were doing.

We talked to Congress about the appropriation last year and the
appropriation was reduced from $5 million to $4 million, and very
specific language was added to the appropriation—~not to the appro-

riation itself, but to the accompanying report—saying that the
nternational Trade Administration should cooperate with the pri-
vate sector in developing WITS, should enhance private-sector ca-
pa?_itl_ities, and should not compete with or duplicate private-sector
entities.

We have been working together with the Department, or trying
to at least; but so far we do not really feel that there has been &



89

full-scale commitment to the concept that Congress directed last
year. We still see descriptions of the system exactly as they were
1% years ago.

e have been working with them. We have proposed joint brief-
ings. We have proposed the idea of a switching mechanism where,
rather than the Department of Commerce collecting the data itself
and marketing it, they would have a computer facility that could
interconnect with private sector capabilities and provide access to
that information without having to reproduce it and compete with
it.

But this is not as Commerce designed the system originally, and
there does not seem to be a willingness to change the design of that
system.

Senator STEVENSON. That sounds like a big subsidy. The taxpay-
ers collect the information, and then the private sector sells it.
How do you respond to that?

Mr. “;'lu.Ann Well, no, Senator. That is one of the oldest red
herrings.

I am familiar with your activity, for example, in the Earth
Resources Information area. Obviously the pricing of information is
a very complex thing. There is the collection activity, but there is
the equally valuable—in fact maybe more valuable—idea of adding
value to information. That is, of getting it to where it is needed; to
adding to it other information that makes it & more intelligible or
more useful product.

These activities have economic costs attached to them also. In
some cases, Government information is indeed collected by the use
of public funds. Then information companies come and massage it,
market it, and get it out to where it 138 needed. They have added
value to it, and that is what they are charging for.

In other cases, the information is being collected absolutely inde-
pendently of any Government activity. Again, from the appropri-
ations testimony that Dun & Bradstreet offered, it was pointed out
that in the pilot system that you will have exhibited in the
office behind you, the information collected in France was collected
by contract with a French company instead of Dun & Bradstreet
which has been over there for 80 or 90 years. This results in an
outflow of dollars to a foreign country in order to promote exports
by this country.

Senator StevENsON. How about the Trading Companies, S. 2379?
Should States’ port authorities and the like be authorized to own
and operate trading companies?

Mr. WiLLARD. Senator, I am not familiar with that legislation. I
would say in general the idea of a cooperative partnership arrange-
ment between the various entities is absolutely essential to im-
prove the export conditions in this country.,

Eaat%r STEVENSON. Mr. Morris, do you have an answer to that
question?

Mr. Morris. My feeling is that using the States as an assistance
referral agency, as we are doing, is more practical. I think the
export marketing concept would be better off left in the private
sector.

Senator STEVENSON. There are some who feel differently. The
port authorities I think feel differently.
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Mr. Morris. Yes, sir, one of the things I would want to mention,
in our State—and I feel sure this is the same in every State—we
are having to go to the manufacturer and sit across from his desk,
and show him, and bring him literally into the export arena. And
there is no substitute for that.

Senator STEVENSON. Thank you very much, gentlemen.

Our final witness is Mrs. Herta Seidman, the Assistant Secretary
of Commerce for Trade Development.

STATEMENT OF HERTA SEIDMAN, ASSISTANT SECRETARY OF
COMMERCE FOR TRADE DEVELOPMENT

Mzrs. SEipMAN. Good morning, Senator.

Senator STEVENSON. Good morning. Welcome back.

Mrs. SEipMAN. Thank you.

I have entered testimony for the record. If you will permit me, I
will just go briefly through some of the salient points.

Senator SteveNsoN. Thank you. Your full statement will be en-
tered in the record.

Mrs. SeipMAN. First, comments on the draft bill. Commendably,
the draft bill seeks to take a concrete step in the effort to introduce
small and new-to-market firms to the world of exlporting. The
Commerce Department’s view, however, of the new legislation in
this vital area must be tempered by the realization that we are
living in an era of fiscal austerity.

Secretary Klutznick is firmly committed to improving the De-
partment’s services in the trade area, and believes that existing
programs are sufficient to achieve these objectives. But he also is
1n full agreement with the President, that, in these difficult times,
we must seek economies throughout the Government and accom-
plish our objectives in ways that do not create demand for addition-
al resources.

OPPOSE PROGRAM OF GRANTS

For that reason, we oppose the program of grants to state and
local government entities that is authorized in title I.

As to section 104 of the bill would statutorily create in the Small
Business Administration an Office of International Trade and
would charge that office to carry out functions identical to those
carried out by the Trade Development Organization of the Depart-
ment of Commerce.

Although the bill calls upon the administrator to work with
Commerce in carring out the functions of this new office, we
%Epose the statutory creation of such an office. The President'’s

ade Reorganization established Commerce as the central agency
for trade implementation precisely so that duplication of functions
and interagency conflicts over the provision of services would be
eliminated.

Section 106 of the act would establish the one-stopshop concept
under SBA aegis. As stated in Deputy Assistant Secretary Peter
Gould’s testimony on March 18, 1980, we endorse the one-stop-shop;
however, we intend to accomplish this administratively within our
existinf trade development ﬂrograms and through the use of WITS,
which I would be happy to show the committee later.

We also oppose the National Export Council title of the bill. It
would create a national export council heavily weighted toward
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Government participation, and would mandate the inclusion of five
small business private sector representatives. We believe that the
already existing President’s Export Council, constitutes an effective
means of addressing the concerns reflected in this proposal.

As to the Commerce Department’s commercial oftices overseas
title, we also oppose it as unnecessary. It would establish a com-
mercial officer corps within the Department of Commerce. The
President’s trade reorganization that was approved by the Congress
last year already transferred responsibility for commercial repre-
senfation from the Department of State to the Department cf
Commerce on April 1.

We have moved swiftly to establish the FCS, the Foreign Com-
mercial Service, within Commerce. We have built the basic ele-
ments of a new personnel system for the service operating under
the Foreign Service Act authority.

Commerce has full and independent control over this personnel
system, as it does of the bti‘gggt and personnel transferred to the
Department. Currently the is operating .n 65 countries of the
world with 162 American offices and 487 foreign nationals.

We are also integrating the commercial attaches with our other
trade development functions. Qur objective is to create a world-
wide, full-service marketing assistance corps. Progzams and person-
nel of the FCS, the domestic field offices of the Commerce Depart-
ment, and the Washington staff will be linked and their activities
targeted more precisely on our greatest export opportunities.

This section of this bill also would mandate functions of the FCS.
Recently, the Secretaries of Commerce and State sent a cable to all
embassies with FCS officers, setting forth the functions of the
Foreign Commercial Service. A ccpy of that cable is attached to my
testimony.

LEGISLATIVE CONSTRAINTS

We believe that the functions specified in the cable parallel
closely those outlined in the proposed bill, but we believe it is
unwise to place formal, statutory constraints on the executive
branch. Some flexibility to shift priorities on the margin as needs
and demands change is desirable. The Foreign Commercial Service
is and must be fundamentally a trade promotion corps, and the
Department of Commerce is committed to that idea.

to Senate bill 2097, which provides for the establishment of a
joint export marketing assistance program between the Depart-
ment of Commerce and “industrial corporations or groups of non-
competing corporations with limited experience in exﬁorting," we
support the concept of creating such a partnership. However, we
already pro such a partnership in our 1980 budget, which
unfortunately did not . Therefore, although we support the
concept of the bill, we do not feel that it is practical at this time.

Thank you.

Senator SteveNnsoN. Thank you, Mrs. Seidman.

I have a question from Senator Stewart. He is referring to
S. 2040, and S. 2104. The question is: If there were to be a grant
syogram in the final version of this legislation, do you have any
tléf:dr:gces with the provisions for the grant program as it now
8 ?
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Mrs. SEipMAN. State and local?

Senator STEVENSON [continuing). To the bill that was reported,
the consolidated bill reported from the Small Business Committee.
Have you had a chance to look at that?

Mrs. SEIDMAN. No; I have not.

Senator STEVENSON. Well, maybe we better get that answer from
yon in writing My impression ig that the Small Business Commit-
tee attempted to accommodate all the Commerce Department’s
problems with those two bills. I think what Senator Stewart wants
to establish is whether there are any problems, except for the
funding problems.

Mrs. SeipmaN. T would be delighted to answer that in writing.

Senator STEVENSON. So, maybe you could take a look at it. It has
just been reported.

Mrs. SEipMAN. I have not see the final version.

Senator STEVENSON. It was ordered to be reported on Friday, so
that is certainly understandable. But if you could take a look at it,
and just let us know if there are any problems other than the
funding problems, that would satisfy Senator Stewart and be help-
ful to all of us.

Senator SEIDMAN. Yes, sir.

[The following was received from Mrs, Seidman for the record:]

Question. Do you have any problems, other than funding, with the Nelson
Weicker bill?

Answer. Your question quile rightly recognizes that the Commerce Department’s
enthusiasm for new leguslation 1n this vital area 18 tempered by the reahization that
we are living in an era of fiscal austerity Thus, we have not expressed support for
the program of grants to atate and local entities.

Cur cther major problems with the bill include the titles on the National Export
Council and the Commeraial Officers Overseas. On the latter, we believe that since
the transfer to the Commerce Department on April 1, 1980 of the 162 commercial
officers, we have moved swiftly to establish the FCS as a business-oniented cormmer-
cial service that meets the goals of this title. Already. we have built the basic
elements of a new personnel system for the FCS operating under Foreign Service

Act authorities. We also are integrating the FCS functions with our other trade
davelopment activities.

The National Export Council title is not that different from the existing Pres:-
dent’s Export Coune:! to warrant statutory creation We belteve the ~urrent makeup
of the PEC represents a broadly-baced consensus cn export wssues. Membership
includes two firms with sales at or below $5 million As more and more small
businesses begin exporting, more can be inicluded on the PEC perhaps as early as
1981 We are, of course, committed to the private sector image of the PEC.

As for ane-stop shop, we believe we can implement the concept administratively,
through troiming our field office people to better understand about other agencies’
programs and by inciuding information on other agencies’ programs in the WITS
data base We could also consider detailing personne! from other agencies to serve
in our field offices The important thiny, for administrative efliciency’s sake, 1s that
if one-stop shop 18 leguslated, 1t should be done through the Commerce Department.
Commerce has more of the programs that export-minded amall businesses are
interested in and it has expori-trained personnel To establish a whole new oper-
&tion within ancther agency’s structure would be inefficient, duplicative and inoon-
sistent with recent efforts to centralize operational trade responsibilities.

Senator StEvenNsoN. Now you heard Mr. Willard's coinments
with respect to WITS. Is there anything you would like to say in
response?
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WITS—ONE-STOP SHOP

Mrs. SEipMAN. Well, several points. First, we feel that WITS
basically provides a lot of the services of the one stop shop through
its data files.

We feel that we can also make it available at 4 competitive cost
to small business. During the past year, it has been my impression
that the Department of Commerce has been in communication
with the firms of the industry trying to negotiate a mutually
acceptable form of cooperation.

It is the present intention of the Department of Commerce pres-
ently that we should establish a partnership with the information
industry. And since my arrival at Commerce in February, I have
and will continue to negotiate with the industry so that we can
establish that partnership.

It is our intent to use, purchase, or in every appropriate way
cooperate with them as to the existing data bases which they have.
However, we would also like to be able to retain flexibility as to
those data bases which are not available through the private
sector Therefore, we could arrange to either subcontract or gather
the information ourselves as to those bases.

But certainly we want to promote the partnership. There is no
intent within the Department of Commerce of making it a Com-
merce-only effort.

Senator StevENnsoN. With respect to S. 2097, the Joint Export
Marketing Assistance program, is there anything wrong with that,
as drafted, besides the funding?

Mrs. SiepmaN. Well, I believe that in our previous testimony and
in our 1980 budget submission, the one major difference between S.
2097 and our proposal was that there was a shorter loan repay-
ment schedule, I believe this would entail a 9-year repayment with
repayment to starting only after the fourth year over a period of 5
years We had recommended a much shorter repayment schedule.

Senator STEVENsON. Why should this be confined to groups of
noncompeting corporations? Noncompeting. I asked that question
of Senator Jepsen and he did not think it should be.

Mrs. SeipmaN. Well, perhaps ——

Senator STEVENSON. You are familiar with that?

Mrs. SEipMAN. Yes, I am familiar with it. I have a feeling that it
may be because of certain Department of Justice considerations.

Senator STEVENSON. Well, that is what I sort of suspected. Simi-
lar considerations in the other contexts, are getting worked out.
Therefore, maybe they should get worked out here, also.

Mrs SeipMaN 1 think that if one could perhacfs apply something
g_f; the Webb-Pommering approach, then it would not be anticompe-

itive.

Senator StevENsoN. Well, maybe as you are implying we could
find a way in this case to go ahead, as we did in the Trading
Company context. We solved that problem.

en will the programs and personnel of the Foreign Commer-
cial Service, the Commerce District Field Offices, and the Washing-
ton office be fully integrated?

Mrs. SEIDMAN. Integrated as to management?

Senator STEVENSON. As opposed to linked.



94

Mrs. SeipMaN. [ don’t quite understand the difference of termi-
nology between linked and integrated —may I explain?

Some have thought the integiation of the Foreign Commercial
Service into the Commerce Department meant the integration of
the personnel systems. To me integration means an integration of
the delivery system, namely the domestic offices of Commerce,
programmatic elements within the Washington setup, and the For-
eign Commercial Service.

The integration of the two personnel systems is not something
we plan to do, nor has it been mandated to do.

Senator STEVENSON. Among the problems faced by small export-
ers, you cited the difficulty they have securing credit to begin
export sales. They also have difficulty obtaining working capital.
What do you think should be done, if’ anything, to help them get
working capital?

Mrs. SetoMAN. Working capital? 1 believe there is an SBA pilot
in that area certainly as to financing, collateralized by inventory
and accounts receivable, I imagine.

If thet develops successiully, I think it probably would be the
best vehicle.

Senator STEVENSON. The SBA witness earlier indicated that no
funds had been used for that program. Zero. Zero dollars.

EXIMBANK GUARANTEE

Mrs. SeibMAN. Well, certainly Eximbank cannot be used.

Senator STEVENSON. What?

Mrs. SeipMAN. Eximbank probably cannot be used for that be-
cause of the minimal dollar limitations.

Senator STEVENSON. Exim'’s guarantee authority could be used to
guarantee loans for inventory financing and accounts receivable.

Mrs. SEtbMAN. Right.

Senator STEVENSON. Do you think that is the way to go?

Mrs. SEIDMAN. But then certainly the appropriations for Exim
would have to be increased substantially.

Senator STEVENSON. Yes. Well, counsel is reminding me that
there is plenty of guarantee authority, Exim guarantea authority.

Mrs. SEiDMAN. Senator, as you will remember through the
Export Trading Co. bills, we were quite-~1 believe the present
Export Council recommended that Eximbank loan guarantees be
increased or be used to do this.

Senator STEVENSON. Yes. And what is your view of Title II,
which provides the grants for small business international market-
ing programs, apart from the new fiscal austerity problem? Are
Federal grants necessary for such programs? Would they signifi-
cantly expand U.S. exports?

Mrs. SemomaN. For this to be completely effective, I do feel it
would require an enormous amount of money to be made available
for any of these international marketing programs. And unless
such an enormous amount of money can be provided, we feel that
perhaps it is not the most recommended form.

Senator STEVENSON. How much are we talking about?

Mrs. SEipMAN. Well, sir, with a $27 or $28 billion deficit, for the
program to bring enough small businesses into the exporting arena
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to have an immediate and significant role in reducing that deficit
would require an enormous subsidy.

Senator STEVENSON. Of how much?
| Mrs. SEIDMAN. In the ideal world, $1 billion, I would imagine, at
east.

Senator STEVENSON. But the figure the Commerce Department
came up with for the Joint Export Marketing Assistance program
tlgga is embodied in S. 2097 was, I believe, $2%4 million for fiscal

Mrs. SEIDMAN. That is small, too. [Laughter.]

We also feel that the use of WITS would help in that area,
together with our own marketing assistance programs which would
be targeted on the greatest industry potential and the greatest
market potential.

Senator STEVENSON. Well, when you look over this consolidated
bill, you might also comment on its adequacy. ! am told that the
total authority is $1.5 million?

Mrs. SEIDMAN. $1.5 million.

Senator STEVENSON. $1.5 million in grants is nothing.

Mrs. SeipMaN. Which is very low.

Senator STEVENSON. Yes, that is even lower.

I gather your general feeling is that with the existing services,
coupled with the profit incentives and new opportunities that
would be created by the Trading Company legisiation, is about as
much as could be done during this era of austerity?

Mrs. SEiIDMAN. You see, even to do a marketing strategy requires
a lot of information. For these companies to come and request
grants and subsidies, they would need a lot of support to obtain the
information for their marketing program. That in itself would
require a lot of money.

Senator STEVENSON. Theré would be an awful lot of overhead——

Mrs. SeipMAN. That is right.

Senator STEVENSON {continuing). For a relatively small amount
of the grant.

Mrs. SEiIpMAN. And certainly to do them individually would
dilute one's efforts. To do them for an industry grouping, or a
product grouping, in a particular market or a particular region of
the world would certainly improve the economies of scale.

Senator STEVENSON. Well, staff tells me that the Small Business
Committee thought that starting at this low level was what the
Commerce Department wanted and felt was appropriate. It could
go up in subsequent years.

Mrs. SeipMAN. That may be so. I have only been in Commerce
since February and I'm only just beginning to deal with such
budgetary realities.

Senator STEVENSON. Well, I have no more questions. There may
be a couple more.

Mrs. SEIDMAN. May we show you WITS?

Senator STEVENSON. Yes, by all means. I have invited the other
;\_ritnesses who have testified to come back and see the demonstra-
ion.

Thank you, Mrs. Seidman.

Mrs. SEipMAN. Thank you, sir.
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Senator STEVENSON. We will meet in the antechamber behind
me.

The subcommittee is adjourned.

[Whereupon, at 11:27 a.m., Monday, April 28, 1980, the subcom-
mittee was adjourned.]

[Complete statement of Mrs. Seidman and copies of the bills
being considered at this hearing follow:]
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Mr, Chairman, I am pleased to appear before this Subcommittee
to discuss the Involvement of small businesses in exporting and
to comment specifically upon (1) Senator Nelson's Draft Bill of
the Small Business Export Expansion Act of 1980 and, (2)

S. 2097, which address this issue,

This Hearing Is an Indication of growing Congressional concern
about our unsatisfactory international balance of payments,
The Department welcomes this interest, as well as your
continuing perscnal interest, Mr, Chairman, In seeking wavs to
rectify this sericus national problen. We look forward to
working with your Subcommittee toward the related goal of
increasing the Involvement of small businesses in exporting.

BACEGROUND

The large and continuing imbalance in our i{nternational trade
poses a serious and long-term threat to U.S. economic and
national security., In 1979, the United States recorded a $24.7
billion deficit in our trade balance: a slight improvement from
the $28.4 billion deficit of 1978.

A major part of the problem, of course, is the steadily rising
price of imported crude ofl. Last year, despite a decline in
domestic consumption, we still spent $60 billion on foreign
ofl. Moreover, our ability to reduce significantly our imports
of foreign manufactured goods and compodities 1s limited if we
are to continue to satisfy hmerican consumer demands and to
support an open international trading system,

In my judgment, the only viable means of correcting our
international payments imbalance ig to expand greatly the
volume of U.S. exports. To accomplish this goal, more American
firms--especially swall businesses-~-must begin exporting in the
decade ahead,

€64-5630~80 -8
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The Commerce Department estimater that 8-10 percent of the
approximately 300 thousand ranvfacturing firms in the United States
export. Most exporting firms are omall or medium-sized. Indeed,
Comuerce estimates that about 70 vercent of U.S5, exporting firms
each have fewer than 100 employees. On the other hand, only a small
fraction of all exporting firms--perhaps 1,000-2,000
companles--accounts for nearly 90 percent of U,S. exports,

Solvina ocur trade problem will be helped if the small husiness
compunity can do more in the way of exporting. Those which already
have entered exporting can be encouraged to do more, and the 20,000
or sc firms which we belleve could profitably enter exporting should
likewise be encouraged to do so.

To accomplish the latter goal, several serious barriers for the
small, would-be exporter must be overcome,

- First, amaller firms must be convinced that exporting can be
profitable, OQur research and expezience both indicate that the
attractiveness of the U,S, market is a significant obstacle to
increased export participation by smaller firms. Many larger
firms begin to export only after their domestic markets have
been saturated, For small firms, however, market saturation, {f
it occurs at a}l, will lead owners to seek other domestic
markets, not overseas outlets. Demponstrating the profltability
of exporting to smaller firms, then, is among our most important
tasks,

= Second, we In government must recognize that smaller firms are
ofteri inhibited from exporting by the different languages,
cultures and legal systexs thev encounter in foreilqn markets,
Newly exporting firms can also be overwhelmed bv the complex
regulatory and paperwork requirements of both the United States
and the destination markets.

- Third, many small f£irms kpow little about potential foreign
markets and even less aboyt where to go to get information.
without doubt, the principal need of would-be exporters is
concrete information on prospective foreign markets, They need
speclific data, specific trade leads and specific information on
thekcultural and marketing practices In particular foreign
markets,
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- Pourth, small businesses often experience difficulty in securing
the credit necessary to begin export sales., Because the
strangeness of a forelgn market frequently raises the perception
of risk, many banks often require unrealistically firm
assurances before lending caplital to small businesses for export
production.

= Fifth, the smaller firm usuallv needs clear, step-by-step
guidance on the "How-To's" of 2xporting. Learning how to
negotiate a contract in a speclfic forelgn country or how to
fill out export documents can make exporting seem a much less
frightening prospect.

Commerce programs have traditionally served the small exporter,
Indeed, about three-quarters ¢f the demand for our informpation
program emanates from small or medium-sized companies., 1In our
District Offices, about SO0 percent of the buslness counselina
offered on export matters is glven to firms witl fewer than 50
erplovees; another 20 percent or so goes to firss with between
£0=100 emplovees. More than 60 percent of all :he participants in
g?mme:ce overseas promotional events are small and medium-sized
ms,

We administer a wide variety of trade promotion, business counselinyg
and worldwide export information programs, We offer new exporters
on-the-spot exposure to foreign markets through overseas trade fairs
and missions. Moreover, through Commerce District Offices (and
through many state and local government programs) individual
exporters can be led by the hand through their first export
transactions,

In short, small businesses have alwrys been--and will continue to
be==the primary consumers of Commerce export Services,

We recognize the Need for improvesents and are working toward
achieving them, Many of the orograms themselves merit a close
review. In fact, such a review has been ongoing throughout the
tenure of this Administration, both In Washington and in our
District Offices. Though we recognize that much remains to be done,
we are confident that we are on the right track.,

In addition, I believe that the President's recent reorganization of
governnent trade functions provides the opportunity for us to
izprove our performance even more, Bv consolidating operaticnal
responsibility for all trade functions in Commerce, we will now be
able to build an integrated Departmental delivery system for the
cormzmercial information and in®ividualized assistance that szaller
companies require.,
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Permit me to elaborate on several of the concrete steps we are
taking In this connection,

Through the facilities of the Econonic Development Administi stion,
the Comuerce Department ia in a position to make loans and grants to
meet the combined objectives of job creation and export promotion.
In 1979, for example, EDA funding of export related efforts amounted
to $6.7 million in loans and $2.5 million in grants. These funds
supported, among other efforts, an extensive textile, apparel, and
footwear export expansion drive and export promotion projects of the
New York/New Jeraey Port Authority. We {p the International Trade
Administration are working closely with EDA to develop grant=- and
loan-making procedures to ensure that the export programs funded by
EDA are closely meshed with Trade Developmant activities in ITA.

EDA is prepared in 1980 to supply a somewhat larger amount in qrants
and a significantly larger amount in loans for irade facilitetion
programs through its trade adjustment assistance, distressed area
and other programs. Similar levels of activity are feasible in the
future if funding for thosé¢ programs continues. EDA, depending on
its resources, is Interested in giving continuing support to
export-related programs. The Regional Commissions, the Minority
Business Development Agency, and other Commerce entities also are
potential sources of similar funding efforts., Commerce, in other
words, is looking within its existing resources for ways to channel
grant and loan funds to the export promotlion effort, including the
sort of state-government pilot vprojects envisioned {n the Draft Bill,

We also Intend to ensure that Commerce District Offices are
satisfactorily integrated at the local level, We will insist that
Fleld Representatives be aware of relevant programs in other parts
of the Department, and that they also be able to communicate the
Department's overall capabilities as they relate to the District
Office's particular constituency and area,

Further, we belleve that the exporting efforts of small
businesses--1ike those of all exporters--will be aided by Commerce's
assumption of responsibility for the new Foreign Commercial
Service, The Service will be responsible for trade promotion and
U.S. commercial representation in the 65 nations of the world which
are our largest trading partners. Forelgn Commercial Officers will
be specifically charged with identifying the best marketing
strategies for promoting U,S. exports to thefr respective countries,
seeking out specific trade opportunities in those nations and
providing on-the-spot advice and assistance to U.S. businesses. FCS
activities will be coordinated with the trade promotion activities
~f my office in Washington, as well as with the U.S. Commercial

=rice District Offices. The result will be a service delivery

-em which fullv integrates both its foreign and its domestic

fonents,
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Second, we are committed to the "One-Stop-Shop™ concept for
exporting assistance, Rather than expecting the small
businessperson to find their own way through the bewildering maze of
Federal export assistance and financing programs, we intend to
ensure that there be one place In the government where a potential
exporter can find ocut precisely where to go for help. This we can
achieve administratively; there Is no need for legislation in this
areg,

rinally, Commerce's newest export promotion program, the Worldwide
Information and Trade System (WIT3), will soon become operationsl in
severnl District Offices and Foreign Service Posts abroad. WITS
will be a computerized repositorv for all kinds of expoerting
infcrmation, including specific trade leads, marketing information
and background data for both U.5. exporters and potential foreign
custoners,

WITS will allow us to provide more Individualized assistance than
ever before, The "Business Contact File,” for example, will enable
a Commerce Trade Specialist to direct an exporter to the specific
individual at SBA, Eximbank, OPIC, local Chambers of Commerce, State
agencies or private businesses who can answer a particular question
or provide a needed service,

COMMENTS ON THE DRAFT BILL

With the foregoing background in mind, let me turn to those Bills on
which you have specificallv asked that I comment,

Comnmendably, the Nelson Draft Bill seeks to take 2 concrete step In
the effort to introduce small and new-to-market firms to the world
of exporting. The Administration also supports the concept of
creating a partnership between Frederal, state and local government
agencies in the provision of marketing and information assistance,
We believe that all three levels of government should and must olay
an active role In this important enterprise,

The Comeerce Department's view of new legislation in this vital area
must be texpered by the realization that we are living in an era of
fiscal austerity. Secretary Klutznick 1s firmly committed to
improving the Department's services in the trade area and beljieves
that existing programe are sufficient to achieve these objectives.
But he also i in full agreement with the President that, in these
difficult times, we myst seek economies throughout the government
and accomplish our objectives f{n ways that do not create Jdemands for
additanal resources, PFor that reason, we oppose the progran of
grants to State and Local qovernment entities that is authorized in
Title I. Due to the need for budget stringency, our position on
this proposal remains the same as in the Department's earlier
testimony on the Draft Bill given by Peter Gould, Deputv Assistant
Secretary for Export Development, before the Senate Small Business
Committee on March 13, 1980,
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Section 104 of the Act would create in the Small Business
Administration an Office of International Trade and would charqe
that office to carry out functions i{dentical to those carried out by
the Trade Development organization in the Departnent of Commerce.
Although the Act would call upon the Administrator to work with
Commerce in carrving out the functions of this new office, we oppose
the statutory creation of such an office, The President's Trade
Reorganization established Commerce as the Central Agencv for the
execution of trade programs preclselv so that duplication of
functions and Interagency confllcts over the provision of services
would be eliminated, Commerce has worked, and will continue to
work, with SBA to ensure that our services are fully avajlable to
snall firms, We welcome the opportunity to make SBA Fleld personnel
aware of our programs to that they mav better advise their clients
on the export services of the Department of Commerce. The
Department's previous testimonv on S, 2040 noted that we will
continue to expand our efforts to bulld close working ties with SRA
in the Fleid. But we do not agree that establishing statutorily a
competing and overlapping staff in SBA to carry out funckions
already performed {n Commerce will result in better service to small
firms. Rather, the resulting confusion probably would cause a
deterioration in services,

Section 106 of the Act would establish the One-Stop-Shop concept
under SBA aeais. As stated above, we endorse the One-Stop-Shop:;
however, we intend to accomplish this administratively within our
existing trade development programs, The Cocmmerce Department is
prepared to pursue an alternative approach that we believe can
accomplish the objectives of the One-Stop-Shop without requirinag
significant new resources, That is to combine an improved training
effort across Federal agencies, to ensure that Commerce specialists
are expert in other agency programs, with the new computerized
Worldwide Informaticn and Trade System to provide specific referrals
to individuals in Federal agencies or other organizations who can
answer the exporter's specific questions., Moreover, we oppose
setting this up under SBA because it would duplicate existing
Comnerce prograams,

NATIONAL EXPORT COUNCIL TITLE

We oppose this Title, It would create a Natlonal Export Council
heavily welghted toward governrent participation and would mandate
the inclusion of five small business private sector
representatives, We believe that the President's Export Council,
which already exists, constitutes an effective means of addressing
the concerns reflected in this proposal. The current makeup of the
President's Export Council (PEC) was developed with the objective of
obtaining a broadly-based consensus on export issues, Menbership
currently includes representatives of business, labor, agriculture,
and federal and non-federal government, including two firms with
sales at or belcw $5 million. The Council is chaired by a private
sector member, und the majority of the seats is held by
non-government representatives,
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Since the PEC Is essentially an advisory body, we feel strongly that
it should continue to mafintain this private sector image, We
therefore do not endorse this Title,

CCMMERCE DEPARTMENT = COMMERCIAL OFFICERS OVERSEAS TITLE

We oppose this Title. It would establish a Commercial Officer Corps
within the Department of Commerce, As part of the pPresident's Trade
Reorganization that was approved by the Congress last year,
responsibility for commercial representation ebroad already has been
transferced {rom the Department of State to the Commerce

Department. On April 1 of this year, the Poreign Commercial Service
began operations in the Department of Commerce. This permanent
change in the agency assigned responsibility for this function, was
emhbodied in Reorganization Plan Number 3 of 1979, which has the
effect of law and cannot be zltered without Congressional
concurrence. This reorganization reflects the President's and the
Department's commitment to build a stronger Foreign Commercial
presence in U.S, tmbassies, and to integrate the Comnercial Corps
fully into the Trade Develooment functions of the Department, 1In
light of this developzent, we coppose these provigsions in the
proposed legislation because they are unnecessary.

We have nmoved swiftly to establish .he FCS within Commerce.

Already, we have built the basic clements of a new personnel svstem
for the Service operating under the Foreicn Service Act

authorities, Commerce has full and independent control of this
personnel system, s it does of the bLudget and personnel transferred
to the Department., Currently, t%e FCS is ooerating in 65 countries
of the world, with 162 American Officers and 487 Foreign Nationals
reporting to the Departrent,

We also are Integrating the Cormercial Attaches with cur other Trade
Development functions. OQur objective is to create a worldwide,
full-service marketing assistance corps. Programs and persconnel of
the FCS, the Dorestic Field Offices and the Washington Staff will be
linked, and their activities taroected rore precisely on our gecatest
export opportunities,

This Section of the nill also would randate functions of the FCS,
Recently, the Secretaries of Co-xerce and State =ant a c3hle to all
Trepssies with PCS Officars cektina Jorth *he fonctis~g of the FOR,
Aogciy of ¢ oar gxble fg oy astad, Ma Malilve 103t 0 T grtoasg
zpacifizd in 2 o2 sorelial Slosely tiore oarti T A e
prooosed Rill., Sut we Selicve it is vawise to »lace togislative
constraints on the Congress and the Fxecutive Branch, Sore
flexibility to shift priorities on the ravgin, 2s neads and demands
change, ia d~sirabie, Indcd, the P9 w1l also awoport the
seatotion of woarism,  HowLver, ohe A7 ig, aad it ey,
fundarentally a trade orosotlon cores, and this Dapacti-ont i3
cormitted to that idea,
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Commerce and State also have reached full and written agreement on
the granting of prerequisites and ranks to FCS Officers, and State
already has been granting without hesitation our requests for
titles, which by law may be granted only by the Secretary of State,
A copy of this Memorandum of Understanding i{s attached to my
testimony., Because of the relationship that has been established
between State and Commerce, and because Commerce has full control
over the persconnel and budget of the FCS, we are satisfled that all
of the objectives of these portions of the proposed Biil have been
achieved, For this reascn, the legislation is unnecessary and we
oppose {t,

COMMENTS ON S, 2097

S. 2097 provides for the estahlishment of a Joint Fxport Marketing
Assistance Program between the Department of Commerce ard
"Industrial corporations or groups of non-competing corpecrations
with limited experlence in exporting®. This legislation provides a
mechanism by which proposala for an active overseas comprehensive
market development plan submitted bv business, can be subported with
*Seed Money" from government on a matching basis, This would enable
individual companies or clusters of firms manufacturing like
products, to substantially reduce financial risks assoclated with
start up export sales programs and market development expenses.

In addition, qualified applicants are required to develop a detailed
marketing plan which has the potential for success as determined by
the Department, Finallv, the Bill specifles that an applicant
entering into a cooperative agreement has five vears to repay the
Department, beginninc the fourth year after a project has been
coepleted., This means that funds advanced under this program
usually would not be entirely repaid until the ninth year,

Mr. Chalrman, please let me relterate that the Department supports
the concept of creating a partnership between government and the
private gsector In stimulating the entrance of new exporters,
particularly small and medium-sized businesses, into international
trade. 1In fact, the bDepartment of Commerce proposed a program in
its rY '80 Congressional Budget submission similar to the prograz
proposed in S, 2097, The program was not, however, included as part
of the Administration's PY '81 budget request, One major difference
in our proposal was a shorter loan repavment schedule.



However, Mr. Chairman, (aga’n) the Commerce Department's view of
this new legislation must be lempered by this period of fiscal
austerity. PFor this reason, I cannc =support S, 2097 since its
provisions »ould require additional federal funding.

Mr. Chairman, I hope I have made clear mv Department's commitment to
providing the indiv{dualized assistance that smaller companies need
if they are to compete successfully In the world market. We look

forward to working with Congress and the husiness communfty in this
effort.
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MEMORANDUM OF UNDERSTANDING
betvween the
Departnents of State and Comrerce
Regarding the Administration of the
Foreign Commercial Service

The President's Trade Reorge .fizztion Plan 3 of 1979 transfers
to the Department of Cornmerce (DOC) responsibility for the

functions performed in full-time trade promotion and comzescial
positions abroad,

The Departrent of Commerce will create a Foreign Commercial
Service, using Foreign Service Act authorities, administered by
the Department of Commerce in accordance with the Act. This
pemorandur of understanding sets forth a framework, agreed upon
by the Departments of State and Commerce, for certain aspects
of the establishment and operation of the FCS once the
reorganization Is in effect.

Personnel of the Foreian Commercial Service

A total of 162 positions in Commercia) Officer Skill codes in
the Department of State will be transferred to Commerce. Also,
431 to 494 positions for Foreign Service National employees
vorking seventy percent or more of their time in commercial
representation activities, will be transferred to Commerce.

The Forelign Commercial Service will utilize the avthorities of
the Foreign Service Act of 1946 and associated Executive Qrders
and otrer authorisies., The proposed Foreign Service Agt of
1975 will be amended o provide Comrerce with the sarme
auvthorities granted to other agencies using the Act (Section
202). The Departzent of Comnmerce Foreign Commercial Service
will be responsible for the recrujtment, training, assigarent
and sareer development of permanent Foreign Commercial Service
officers and raticnals in the FCS, The FCS will adhere to

State's unified system of salary and benefits for national
erplovees,

On tre date on vhich the reorganization takes effect, the
carsercial officers and Foreign Service nationals currently
occupring the positions referenced above will report directly
to the Department of Comnmerce. Commerce will have the
avthority to assign thesec positions to any country in the world
within overall per<e~nel ceilings and in accordance with MODE
procedures, In the interests of sound managezent, however, the
Dapartrers of Ce==wre¢ 3groes that 211 such o¢cupants of th.ze
»~eiticns 2ay corpiete tnedir schuduled tours of duty. In izs
*resion, Comzerce ray offer Foreign Service Officers in such

tions zdditional FCS tours after completion of present
enrents.



To facilitate the transition, Commerce will accept details by
State Into FCS positions of a minimum of 105 State Depattnent
Forelgn Service officers from the Economic/Commercial cone in
the first year of the Service's extistence, a minimum of 90
officers in the second year, & minimum of 75 in the third year,
and 60 In the fourth year., Included in accounting for these
positions will be any State Department Foteign Service Officers
vho permanently join the Foreign Commercial Service, Commerce
vill establish mutually agreeable procedutes governing
conversion to the FCS of those Foreign Service Officers who
wish to do so.

The existi~~ exchange agreenment will continue in force, and
efforts wi  be made to carry it out on a reciprocal basis.

Iin the fourth year, the two agencies will evaluate their
experience under the Memorandum of Understanding and the
Exchange Agreement and develop arrangements for ongoing
exchanges at all levels on a mutually-agreed, reciprocal basis.

Adninistration of the Service

The Department of Commerce will have final authority to approve
the assignment of State Department officers 1nto positions in
the Foreign Commercial Service. Each departxent will
participate in all decisions affecting assignment of those
cfficers performing comzercial functions overseas.

Cormerce will be a full member of the Board of the Foreign
Service. Commerce will continue to participste in irspections
of the commercial function including responsibility for the
recomendations arising therefrom, The Officer Evaluaticn
Report Instructions will be revised to enable Commerce to
contribute to the evaluvation of cofficers ocverseas engaced in
comxercial wvork. Each department will have f{inal authority to
prepars evalpation reports on cfficers serving in its service,

The budget resources of the Foreign Comzercial Service will be
=anaged by Commerce, The Departzent of State will provide the
Foreign Conmercial Service with adrinistrative support overseas
through the Forelgn Affalrs hAdministrative Service program,
Comzerce will continue to utilize the Foreign Service Institute
for training in accordance with the Foreign Service Act as
amended. Comamerce will, however, continue its activities for
training Foreign Service Kationals and for briefing and
training rumbers of the co=~apsial gervice abraad.

The Departrent of Commerce will participate fully in all MODE
exercises.
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Commerce will have telegraphic and other direct communication
with its officers overseas and will have conirol of the
reporting workload levied on the Foreign Commercial Service,
without prejudice to the responsibjlities of the Secretary of
State and Chiefs of Mission. Instructions from efther .
Department vi)l be subject te joint clearance when the
substance of such instructions has a bearing on the
responsibilitivs of the other Department. Commerce and State
will develop joint procedures for administering the workload
placed by Cormerce on State Department officers in countries in
vhich no Commerce officer is present.

Rank, Title and Privileages

The Departrment of State will accord full dipliomatic status and
all diplormatic privileges, including diplomatic passports, to
members of the Foreign Comzercial Service on the same basis as
applicable to menbers of the Foreign Service. The same
enployee benefits and other services (medical, insurance,
schools, etc,) which apply to State's Foreign Service personnel
by lav or regulation will be granted to the personnel of the
Foreign Comzercial Service overseas.

The senior Foreign Commercial Officer in cach country will
report directly to the Chief of Mission/DCHM and at diplomatic
missions will be a member of the Country Team, To enable
Foreign Commercial Officers to carry out the full range of
their responsibilities with maximum effectiveness, they alse
should have necessary ranks and titles, Therefore, the
Depart=ent of S:ate will progess in accordance with the Foreign
Service Act, as amended, Comrercial Counselor title and rank in
each country in which a cormerclal positon is established by
Comxerce and cccupied dy an officer at the equivalent of the
current grade FSC-3 or above.

L2 ) ‘%\Q«J\ S

Lother H. Hodges, Jl. Ber R. Read
Under Secretary of Coaze:ce Under Secretary of Stase
for Manageront

Septerker 26, 1979
Date




109

hoTHOx
Lory

LEU L A TR PN L AP I P

BEELASSYFIED
DEPARTWENT UF COMMLIERCE

ML G M
ERANNRRRENT WM AU M ERRANAR R A RASRE XS RN KA KH v Wl X %
Slde 8 1y e 2
WD CLLE L MIF Nl Ry W AP N2 e
VRO MIL DAY DR MYE RN VHE i b
LRI LW T I T TN
- -

o) ST MM S5 mOn N YR el
TN A ¥ M ) WY
10 " N 2

L i TR { R LTIy
SPPECVER 21 N APATLY

68 10a Ralnzgrss

Com T8 (aatiaegsrans
tmata "

L N F

[ WITR T

COw AL 37, padai

10 BT

SunmmrmuzEnusiurs g 5309
P i v g '
[LRI14iF LAY
THTE AL Bl auf COnZu bl OS5

ML rh)ne

LAY SV Mk

SORERECVEE CAry wata ) iy LU I RYT A N L8 11
[4 1IKE w1

AL atqd g, @»

TAIEY TORlTICHL €7 el W T TRREKCH SO RIIA e, 1]

B e gttt toewa
LeL A BETAIRLLY F N LT TR B I Y
L RN IR T T LI AN

L LR R R 20 P F N L 4
BGtin b P BGIN 2™ £ % 2, » .
O Dot Mw BB D0 el 2NN W BTG R
LaU R LI 10 DR LT

L
£, 0

Y LI I T O L L
FEL .t Eah o
I TN I L U
o N o r aSa % M MRS Mal e M *

FERAM 07 I L maSnd B AAEAD B At yn f tu Bt
[ LI Ll [ LEYS XTI 1T WYY AN W 2 )
LN |

o P R S LR 1 A LY
Ien § DI SN T NI KT R 14 L} ™

| P A A LS L LA I LN
[ R T TN ] L L
| L8 S I T oo x

(LIS EE S '

14 1

LI LA FO PR

LA R SR M e :
LI T I DI T T A A i€
(LTI TR T S ST TR .
L D AL S R U R IR T
TR R KL RERA iatater, o F

e,
LI A ROM R, kLW, ey
LI AR NN L T R N L N T

NICeS

H DR
TELEGRA
L S 1] LS R N3
e ar 4 D Mo w boe (e la Yl
LR Y U U U e R VN P e
PR MOk 0k PROALY SN,

§ I Foeltoin achh Cauelt B0 PLATMACE T 15T i0n
Toom 41nth GiEMNS vo Vo ancatiy o CRESY Hant

En 111 8 Ruitele Witk BOLY wran Yofun Satpe L T
CHOBiEke LNGCE WHILE 19 S0 23 by, Phusuly
SERPIEY RDVR B EOWINGIN A TS ang [ AT
Hiatibed 81 TR POUTE 2 e B33 WHAOUEE N 4 BF
FAPLLNE VHAer il COLIS 0% 0 Suvde o maagtonet @7
FAREAR ATIIIES B DLSPMNTIN NNE CecfF & B Stape
MINCEY TP B NRIRC CORLEY ViOE Br, (EBD 2 BEETHAN
O I0L LI£0a3Y hud B LRIE0RE 1Y 0y [ifres £ & 11
Dz L L L L RTT RN T TR TY

[ LT Ny 8 T 177

L3
Pl frla b & OO w0 Ty ARy "%
LA R LIAR [0 N BT U T T b TR
Vot 0w BELAY 1 PRSNIPS MYe Batul ardales iy &G ¥y
LRI CUN- 8 U8 U TUT
L]

(AR L U 3 TE JO TR TIRTTEN WYPTely e owigy
SREAT Ibw & POMLEMAT [ETHIARY 41 WITH ToE
BECALSSerct gy av) ll*ll"lll(t"-w LB {NIRHE
ST I ORI e | M gGaTI0n &
SETACKITY Sl RUIPORTIREC TN VALY Wiy (0o, f WHEIRE &)
PEIT D RIMIIC TR BOSMANES U Cratorl Paduitk 0g
BECCA 50 TaliD CHAGIINTS  JOMTACDMEG CaR(lY iy
BITNDE ru A0S MTa3g E3g matuiihia, PRV G
Fulading LML, Gad YehiiNS PR don [T T8 [TLRY
SSTTATE AT A IR M g VEr LifR g Yy tivringe,
LU R ER T {17

b TR w PCNYE PR By L Bl 8 Y
Fum 250 M BB R G 0 4 gy

i R LT O N I B 1T L
= | BN i ' i ¥
[ B 1 Fax ko4 M-I

IUI L LR O - 1] R W SV T T T R
UL RPN U I T P IRTT

I U LY D IER -3 SR N R T AT L]
LU BERLI S-S FEV I SR R LT -
LRI T AT A BT S S L1-J el

Ll S T N 1] o PR N
LU N N A R T T W

HE LT Yea A0 paniNen, PrELLTMY s [y L0 { g T3
A ps s e *11 R Tk A
GBI by il g™ g m g aee faany

LA TR Bl PLE © [T LR JUR ST T P
LT S T RV B B
AR | P x LI a
oy LRI AT 4 ] 1 L 13
L A I Y an 100 s 2
LI L B B ¥R L
P e I TR
» o ey,
® X L 8
. LY P
. + MK L LY |
LN e Wa Te L WKV B all B 5T
LI B ohad ¥ 2 BELT BYaal K § L LRk
L3I S ' VO LLN I i N 1)
n a P ERRELAEE S Y
ol A
BRI el N wrg Yt kX

PO W W bw Ma g

.

ICLASSEFIFD



110

BICLASSIFIED
DEPARTMENT Gi COWIERCE

LU A T S 1 LL7 N LYY [ERTLIN 3 ]
[T RISy T SR T L T R 41

e Po R SETPLRATTVONE EOF OF TETE POOTINS M

R Lot MRS Bl ok BT Romcl

PN & LOLF O 3 DU Felieiig L

FRALE & BAJCA PLANLNE

33 B PRIVINT WVOEAS BorEel 10 Y DRAX PROnaTibe
Fasriatils, Sece &3 MRv RsaTimna; MARRTNA0g CINYCES,
AN FIART, oo JRIa(ls MWL PA0Y MRILEE  RONIRE
OEELAS SUPPIRY, MAPYILY LB A3MIRUITAATION OF

"

WAl IRG P M ar 2o h TEASE PEOAOT 10 RSTaRG[Y  Bala 2%
e pILKI Mol JALE o arp
VLG Erthis  FEPETT 1T CaavidY e T
WL LTIy ISR A0 Bt BNV OF CAPiaTaand Y
et L 840% TUTLED 06 0Lt ERtadl  FROEY
APPEWRAYE SPeCaT TR JUaRY CPwsleiel g 4Tel? TR
FAEVENTAT e COOPT bt TaC1R SelItERTIRE M TININILS

H R (MR It I I lade CaTolRin 2bE
DSl wmaTiom BETrINiLl Apbpad Iuwllll WOkt Buitd
DGR ALYANE SAS TRAE TeRR(R MATEN Axh {1 ATER PROCRES
WAL UERL LI R RMI WL IevRYE seclent ELLEt i
SUPSINIAE WPRATE dad BIMIEEIS W WTh KPCRatits, 83
DO ATV IR RN S R R
LT MBI (RTLRE B Nl I v
ENTEPTAIS PR3OL1n 1 YE SOTAUSE OV NF Chratitw TLANIGLS
oY ann Danl B masall CEwEECIA. ROTAnNilY A
avattia

10 91 M8Taet PIYWR & Tavatt CARTHASHY ChATLY
A PRESRCE Pl f s BOSYANCS M (FDGRRY parif]

Lo SULICIU L Ll TR D T 1 ]
PRMLE, (AT iTried O BTSLR COARBL FRBIRmY

[T AL N PR TR TUET- W L N ] 1]
FEOAZY LR 2 CNE T PR A Yon Y S T b
BI3%5e Wk WOLHERERD B ML EN LT TL B e '
(8- 75 LA NET S R PR L LTI T B 1 N
PEIT LY Di%uc B0 "0 R AT RIS Mg g o
EafCa), Avd, &3 LPPAOPRIAN, COMCT PESAeSuiPnln
Crifnd

LI B Bl b S ETIL R T
Ual "0 ety v o 0

p!nr'“ pues
nwl. nhd

TELLG

n
fpn
i ome



111

£

96T CONGRESS
15T SESSION S. 2040

To amend the Small Business Act to increase assistance to small businesses in
exporting.

IN THE SENATE OF THE UNITED STATES

NoveMBER 26 (legislative day, NOVEMBER 15), 1979

Mr NEeLsox (for himsell, Mr. HuppLEsTON, Mr. CuLver, Mr. Bavcus, Mr.
Stewart, and Mr. LEvis) introduced the following bill, which was read
twice and referred to the Committee on Small Business

A BILL

To amend the Small Business Aect to increase assistance to
small businesses in exporting.

1 Be il enacted by the Senate and House of Representa-
2 tives of the United States of America in Congress assembled,
3 SecTION 1. This Act may be cited as the “Small Busi-
4 ness Export Expansion Act of 1979".

5 TITLE I-SMALL BUSINESS EXPORT EXPANSION
6 ASSISTANCE

7 Sec. 101. Section 7(d) of the Small Business Act is
8 amended by adding at the end thereof the following new

9 paragraph:
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“(3A) The Administration is authorized to make
grants to a qualified applicant to encourage the devel-
opment and implementation of a small business inter-
national marketing program. Each qualified applicant
under this title may receive a grant not to exceed
$150,000 annually: Provided, That no more than one-
third of the total funds received under this section may
be used for the purpose of hiring personnel.

“(B)(i) To be eligible for a grant under this para-
graph, an applicant proposing to carry out a small
business international marketing program must submit
to the Administration an application demonstrating
that, at a minimum, program services will be provided
to small business concerns through outreach services at
the most local level practicable; on the date of applica-
tion, the applicant has an established working relation-
ship with at least one international marketing office;
the smell business international marketing program will
provide market analyses of the export potential of
small business concerns, training and advice on export
pricing, shipping, documentation, financing and busi-
ness customs, identification of and development of con-
tacts with potential foreign customers and distributors
for small business and concerned products, arrange-

ments and sponsorship of foreign trade missions for
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small business concerns to meet with identified poten-
tial customers, distributors, sales representatives, and
organizations interested in licensing or joint ventures,
and a plan describing how export promotion activities
undertaken as part of a grant shall be coordinated with
export promotion activities and progress administered
by the Department of Commerce.

“(ii) Each small business international marketing
program shall & full-time staff director 1o manage pro-
gram activities, and access to export specialists to
counsel and assist small business clients in interna-
tional marketing.

“(C)(i) Each small business international market-
ing program shall establish an advisory board of nine
members to be appointed by the Governor of the State
in which the applicant is located. Not less than two-
thirds of the members of each such board shall be
small business persons or associations representing
small businesses.

“(ii} Each advisory board shall elect a chairman
and advise, counsel, and confer with the staff director
of the small business international marketing program
on all policy matters pertaining to the operation of the

program (including who may be eligible to receive as-

64-563 0~ 80 =9
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sistance and how to maximize local and regional pri-

vate consultant participation in the program).

“(D) The Adiministration shall maintsir a central
clearinghouse to provide for the collection, dissemina-
tion, and exchange of information between small busi-
ness international marketing programs.

As used in this paragraph, the term ‘applicant’ means a State
agency or instrumentality thereof, or Administration-desig-
nated Small Business Development Center, or any combina-
tion of such entities, which will carry out an international
marketing program; and the term ‘international marketing of-
fice’ means a facility located in 2 foreign country which can
identify potential foreign customers, establish contact with
such customers or distributors, and assist in the management
and sponsorship of foreign trade missions for small business
concerns.”,

Sec. 102, Scction 20 of the Small Business Act is
amended by adding at the end thereof the following new sub-
section:

“(h) There arc authorized to be appropriated to the Ad-
ministration $7,650,000 for each fiscal year 1980, 1981, and
1982 to carry out the program provided for in section
T(d)3).".
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TITLE II—EXPORT PROMOTION CENTERS

Sec. 201. Section 4(b) of the Small Business Act is
amended by redesignating subsection 4(b) as subsection
4(b)(1) and inserting at tt e end thereof the following:

“(b)2) The Administrator, after consultation with the
Secretary of Commerce, the Export-Import Bank of the
United States, the Internal Revenue Service, and the Over-
seas Private Investment Corporation, shall establish a single
Export Promotion Center in each regional office of the De-
partment of Commerce. The Export-Import Bank of the
United States, the Internal Revenue Service, the Overseas
Private Investment Corporation, and the Administration
shall each designate at least one full-time employee to serve
as such agency’s full-time representative in each such center.
Each person designated by the Administration shall be famil-
iar with the needs and problems of small business exporting
and shall serve without regard to the provisions of title 5,
United States Code, governing appointments in the competi-
tive service, and without regard to chapter 51, and sub-
chapter III of chapter 53 of such title relating to classifica-
tion and General Schedule pay rates, but at a rate not less
than the rate of GS-15 nor more than the rate of GS-~17 of
the General Schedule. Each Export Promotion Center shall

serve as a one-stop information center on Federal Govern-
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ment export assistance and financing programs available to
small business.”.

SEc. 202. (a) Not later than six months after the enact-
ment of this Act, the Administrator shall report to the Senate
Select Committee on Small Business and the Committee on
Small Business of the House of Representatives on the prog-
ress made in implementing the provisions of this title.

(b) The Administration shall establish a plan for an eval-
uation of the international marketing program which may in-
clude the retaining of an independent concern to conduct
such an evaluation. The evaluation shall be both quantitative
and qualitative and shall determine the effectiveness of the
program in developing and expanding small business exports.
Such evaliation shall be submitted to the Senate Select
Committee on Small Business and the Committee on Smsll
Business of the House of Representatives by January 1,
1981, and annually thercafter.

TITLE III-—-SMALL BUSINESS EXPORT
FINANCING ASSISTANCE

SeEc. 301. Section (a) of the Small Business Act is
amended by striking the word “sale:” and inserting in lieu
thereof “'sale, or exports:”.

Sec. 302. Section 7(a{(3) of the Small Business Act is
amended by striking the period at the end thereof and adding

“, except that participation by the Administration shall be 90
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1
per centum of the balance of the loan for export purposes
which is outstanding at the time of dishursement.”.

TITLE IV-—-SMALL BUSINESS INVESTMENT

COMPANIES

Sec. 401. Title IIT of the Small Business Investment
Act of 1958 is amended by adding at the end thereof the
following:

“SecC. 320. The Administration, in its discretion may,
by contract, make commitments to guarantee qualifying in-
vestments by small business investment companies licensed
pursuant to this Act, subject to the following conditions:

“(1) Such contracts shall be limited as to each such
company to a specified aggregate amount of the guaranteed
portions of qualifying investments not to exceed the amount
of such company’s combined private paid-in capital and paid-
in surplus. The aggregate amount of guarantee eligibility of
cach such company shall not at any one time exceed the
amount specified in such contract less losses paid by and
claims pending against the Administration, and the Adminis-
tration's share of balances of such guaranteed investments
remaining outstanding.

“(2) Such guarantees shall be granted only with respect
to initial investments in eligible small business concerns, and
with respect to subsequent investments made in the same

concerns, after the effective date of this section, and shall not
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exceed 50 per centum of each net investment loss, taking
into consideration all recoveries and distributions received by
such company, based on actual disbursements not exceeding
the limitation of section 306(a) of this Act, without regard to
anticipated profits.

“(3) Such guarantee shall be granted only with respect
te an investment in & small business concein which is or will
be engaged in 8 regular and continuous export business oper-
ation. In guaranteeing qualifying investments under this sec-
tion, the Administration shall give preference to new-to-ex-
port small business concerns which have demonstrated that
their product(s) are capable of penetrating the markets into
which they are exported. For purposes of this subsection, a
‘new-to-export small business concern’ means (I) any small
business concern which has not had direct or indirect export
sales in excess of $1,000,000 in its five most recent fiscal
years, or (2) any small business concern which has had no
export sales in its three most recent fiscal yvears.

“(4) To qualify for a guarantee, each such investment
shall require the prior written approval of the Administration
as to the eligibility of the investment pursuant to this section.
Each application for such approval shall be accompanied by a
guarantee fee of 2 per centum of the amount guaranteed,
such fee to be refunded by the Administration in the event of

disapproval or failure to consummate the investment. The
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Administration shall act upon each such application within
fifteen working days from its receipt of such application. The
Administration shall by regulation prescribe the form and
content of such application.

“(5) If such company or any other person be determined
pursuant to section 308(d) or 309 of this Act to have violated
or failed to c&mply with any provision of this Act or of regu-
lations prescribed thereunder, the Administration may, in its
discretion, in additior: to any other right or penalty to which
the Administration may be entitled, void such contractual
commitment, or suspend its effectiveness until such time as
such violation or failure to comply has been cured.

“(6) Subject to the foregoing, the Administration shall,
within ninety days after any claim of loss is filed with the
Administration under the guarantee, pay to the claimant in
cash the Administration’s pro rata share of the guarantced
amount. The filing of a certificate of loss shall be presumptive
evidence of the loss and the amount thercof. As a condition
precedent to such payment, such company shall assign to the
Administration the securities subject to the guarantee.”.

Sec. 402. The table of contents of the Small Business
Investment Act of 1958 is amended by inserting after ““Sec.
319.” the following:

“Sec. 320, Expont “nancing.”.
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To establish s joint export marketing assistanco program wathin the Department
of Corametce to stimulate export promotion activities.

IN THE SENATE OF THE UNITED STATES

Deceseer 7 (legislative day, NovEuBER 29), 1979

Mr Jersex (for himself and Mr, RoTi) introduced the following bill; which was
read twice and referred to the Committee on Banking, Housing and Urban Affairs

A BILL

To establish a joint export marketing assistance program within
tha Department of Commerce to stimulate export promotion
activities.

1 Be it enacled by the Senate and House of Representa-
2 fives of the United Stales of America in Congress assembled,
3 That this Act may be cited as the “Joint Export Marketing
4 Assistance Act of 1979".

5 FINDINGS AND PURPOSE

6 Sec. 2. [TO BE SUPPLIED)]
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ESTABLISHMENT OF PROGRAM

Skec. 3. (a) The Sceretary of Commerce (hereinafter re-
ferred to as the “Scereiary”) shell estabilsh a program in
accordance with the provians of this Aci .o pro.sate export
marketing activities for domestic industry.

(b) The Secretary may enter into cooperative agree-
ments with industrial corporations or groups of noncompeting
corporations with limited experience in exporting to develop
foreign markets for their products which would require a
minimum two-year effort upon the approval of a proposal
from such corporation or group of corporations in accordance
with section 4.

(c) Upon entering an agreement pursuant o subsection
(b) the Secretary shall direct specific market research for the
products involved in foreign markets to—

(1) measure the opportunity for particular ele-
ments of the product field;
(2) determine advantageous methods of pursuing
opportunities; and
(8) to indicate the potential term of activity and
the prospects for success.
MABRKETING PROPOSALS

SEC. 4. (3) On the basis of the research under section 3,

interested industrial corporations or groups of non-competing

corporations may prepare and submit a proposal incorporat-



W O -~ o &

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

122

3

ing specific marketing actions, a timetable for such actions
and such other relevant information as the Secretary may
require to the Secrctary for approval,

(b) Propussls submitted under subsection (a) shall be re-
viewed by the Sccretary and the Small Business Administra-
tion and any Federal agency involved in the product to be
marketed.

FINANCIAL AGKEEMENT

SEC, 5. (a) The Secretary of Commerce after approving
a proposal submitted under section 4 may enter into an
agreement with the entity which submitted such proposal to
share the cost of such marketing for a period not to exceed
three years,

(b) The Federal share of participation in such agreement
shall not exceed 50 per centum of the ressonable costs of
such program.

{¢) Any agreeme‘nt entered into under this section shall
require that the entity entering into the agreement shall
repay the Federal share over & five-year period beginning at
the expiration of the Federal participation.

AUTHORIZATION OF APPROPRIATIONS

Sec. 6. There are suthorized to be appropriated to

carry out the provisions of this Act such sums as may be

necessary.
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To increase export opportunities for small businesses.

IN THE SENATE OF THE UNITED STATES

DECEMBER 10 (legislative day, NovEMBER 29), 1979

Mr. WeIckeR (for himself, Mr. Havakawa, Mr. Scisntr, and Mr. PRESSLER)
introduced the following bill; which was read twice and referred, by unani.
mous consent to the Select Committee on Small Business, with instructions
that if and when reported, it then be referred to the Cormiltee on Banling,
Housing and Urban Affairs

A BILL

To increase export opportunities for small businesses.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
SHORT TITLE

SECTION 1. This Act may be cited as the “Small Busi-

Sgc. 2. (a) The Congress finds and declarcs that—

1
2
3
4
5 ness Export Development Act of 1979”,
6
7 (1) a strong export policy is essential to the kealth
8

and well-being of the United States economy;
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(2) exports of goods and services, which will sur-
pass $250,000,000,000 in 1979, account for one out of
every six jobs in the manufacturing sector and 10 per-
cent of the gross national product;

(3) every hillion dollars in new exports is estimat-
ed to provide forty thousand jobs;

(4) there is increased and fierce competition in in-
ternational markets to United States goods and
services; .

(5) small businesses, which account for 43 percent
of the gross national product, account for no more than
10 percent of all United States export sales;

(6) Federal Government programs are not respon-
sive to the necds of small business for export education
and development of overseas marketing opportunities
necessary to insure that small businesses realize their
potential; and

(7) it is in the national interest to systematically
and consistently promote and encourage swall business
participation in international markets.

(b) It is therefore the purpose of this Act to encourage

and promote exporting by small businesses by—

(1) providing educational and marketing assisiance

to small businesses;
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(2) insuring better access to export information
and assistance by upgrading and expanding the export
development programs of the Small Business Adminis-
tration;

(3) upgrading and expanding the export develop-
ment services of the Department of Commerce, making
them more responsive to the needs of small basinesses;
and

(4) establishing a National Export Council which
shall advise the President and the Congress on matters
Jf export trade and make recommendations for expand-
ing United Staies exports.

TITLE I—SMALL BUSINESS ADMINISTRATION
EXPORT DEVELOPMENT PROGRAMS
OFFICE OF INTERNATIONAL TRADE

Sec. 101, The Small Business Act is amended by
redesignating sections 16 through 21 as sections 17 through
22, respectively, and by inserting after section 13 the follow-
ing new section:

“Se¢. 16. (a) There is established within the Adminis-
tration an Office of International Trade, which shall imple-
ment the programs pursuant to this section.

“(b) This office shall promote sales opportunities for
small business goods and services overseas. To accomplish

this objective the office shall—
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“(1) provide small businesses with access to cur-

rent and complete export informstion by—

*(A) making avaiialls. at the Administration
regional offices, through cooperation with the De-
partment of Commerce, export information, in-
cluding, but not limited to, the world information
and trade system and world trade data reports;

“(B) preparing and publishing quarterly re-
ports concerning market conditions, sources of fi-
nancing, export promotion programs and other in-
formation pertaining to the needs of small export-
ing firms. These reports shall be made available
to all Administration field offices for distribution
to small businesses;

“(C) maintaining & current list of financial
institutions that finance export operations; and

“(D) compiling a current directory of all
Federal, regional, State and private sector pro-
grams that provide export information and assist-
ance to small businesses.

“(2) provide assistance to States and other enti-

ties through the small business export development
grant program authorized under section 7(dX8);

“(3) promote through cooperation with the De-

partment of Cominerce, greater small business partici-
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pation in trade fairs, shows, missions, and other do-
mestic and overseas export development activities of
the Department of Commerce; and

‘“(4) provide technical advice to Administration
personnel involved in granting loans, loan guarantees,
and providing other forms of assistance to small busi-
nesses engaged in exports.

“(c) To facilitate delivery of export information and as-

sistance to small businesses, export development specialists

10 shall be assigned to each Administration regional office. Such

11
12
13
14
15
16
17
18
19
20
21
22
23
24

specialists shall—

“(1) assist small businesses in obtaining export in-
formation and assistance from other Federal depart-
ments and agencies;

“(2) maintain & current directory of all programs
which provide export information and assistance to
small businesses within the region;

“(3) encourage financial institutions to develop
and expand programs for export financing; and

“(4) counsel small businesses interested in pursu-
ing export sales, including the providing of information
concerning available financing, credit insurance, tax
treatment, export duties, potential markets and market-

ing assistance, and other pertinent information.”.
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SMALL BUSINESS EXPORT DEVELOPMENT GRANTS

Sec. 102. Section 7(d) of the Small Business Act is

amended by adding at the end thereof the following new
paragraph—

“(3)(A) The Administration is authorized to make
grants to any State government or other entity (herein
referred to as the ‘applicant’) to assist in establishing
and operating small business export development pro-
grams. These programs shall provide information and
assistance to small businesses concerning export fi-
nancing and credit insurance, marketing, management
companies, export associations, trading companies, tar-
iff barriers, duties, licensing, overseas buyers, and for-
eign travel. The Administration shall require 2s a con-
dition to any grant made pursuant to this paragraph
that the applicant has already established an overseas
office which shall provide the necessary cocrdination
and assistance to successfully operate a small business
export development program.

“(B) Grants made pursuant to this paragraph
shall not exceed 50 percent of the total cost of & small
business export development program, and in no case
shall exceed $150,000 in any one year. During the
two fiscal years immediately following enactment of

this paragraph, the Administration shall limit grants
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hereunder to one applicant located in each of their ten
regions.

“(C) An applicant may apply to participate in the
program by submitting to the Administration for ap-
proval a plan which shall include—

“() the geographical area to be served by
the program;

“(i1) the number of firms to be assisted;

“(iii) the domestic and overseas staff required
to administer the program;

“(iv) & description of other existing export
programs and resources available to the applicant
and their proposed utilization in establishing the
program; and

“(v) procedures for accomplishing the
following:

“(1) determining a small business’ ex-
port potential through market identification
and analysis;

*(2) counseling small businesses in ex-
port pricing, financing, i surance, shipping,
documentation and foreign business customs;

“(3) identifying and contacting potential
foreign customers and distributors for 2 small

business’ products; and

€4-361 0 = 80 - 10
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8
“4) arranging and sponsoring foreign
trade missions for participating small busi-
nesses to meet with potential buyers, distrib-
' utors, sales representatives and organizations
interested in licensing and joint ventures.
“(D) The Administration shall develop a plan to
evaluate programs approved under this paragraph
which shall—

“(1) determine the impact of small business
export development programs on small business;

“(2) determine the amount of export sales
generated by small business export development
programs;

*(3) make recommendations concerning con-
tinuation and/or expansion of the program and
possible improvements in the program structure.

For the purpose of this evaluation, the Administration
is authorized to require any small business export de-
velopment program or party receiving assistance under
this paragraph to furnish it with such information as it
deems appropriate. Such evaluation shall be completed
and submitted to the Senate Select Committee on
Small Business and the Committee on Small Business

of the Iouse of Representatives by October 1, 1982,
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“(E) The authority under this section expires on

October 1, 1983.”.

AUTHORIZATIONS

Sec. 103, Section 20 of the Small Business Act is
amended by adding at the end thereof the following new sub-
sections—

“(h) There are authorized to be appropriated to the Ad-
ministration $1,500,000 for each fiscal year 1981, 1982, and
1983 to carry out the program provided for in section 7(dX3)
of this Act.

“(i) There are authorized to be appropriated to the Ad-
ministration $750,000 for fiscal year 1980 and $1,500,000
for each fiscal year 1981, 1982, and 1983 for the purpose of
carrying out the programs authorized by section 16 of this
Act.”.

TITLE H-COMMERCIAL MINISTERS, COMMER-
CIAL COUNSELORS AND COMMERCIAL
ATTACHES

GENERAL PROVISIONS

Sec. 201. In order to develop, maintain, and expand
international markets for the products and services of the
United States; to insure the promotion and protection of
United States trade and commercial services abroad for
United States trade and commercial interests around the

world; to provide trade and commercial services abroad for



o

W CO -1 O Ot e W

10
11
12
13
14
15
16
17
18
19
20
21
22
23

132

10

United States firms and businesses and trade and commercial
organizations; and to sccure trade and commercial informa-
tion useful for the espansion of exports of United States
products and services, the Secretary of Commerce (hercin-
after referred to in this title as the “Secretary™) is authorized
to appoint such commercial ministers, commercial counselors,
and commercial attaches, who shall be employees of the De-
partment of Commerce (and who shall report to the Under
Secretary for I~ternational Trade), as the Secretary deter-
mines to be necessary to carry out the purposes of this title
and to assign such commercial ministers, commercial coun-
selors and commercial attaches to service abroad,
TRAINING OF COMMERCIAL ATTACHES

SEec. 202. Upon appointment, commercial attaches shall
participate in training sessions designed by the Secretary, in
cooperation with the Department of State, the Foreign Serv-
ice Institute, and other Federal agencies, to study export and
import programs and to examine the needs of United States
businesses for export information and assistance. As part of
this training program the Secretary shall assign each attache
to a field office of the Department to work in conjunction
with the Department's field personnel responsible for imple-

mentation of export programs.
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RANK AND PRIVILEGES

Sec. 203. Commercial ministers, commercial counsel-
ors, and commercial attaches assigned to posts abroad shall
be sccorded the same rank and privileges as those of other
ministers, counselors, or attaches in United States embassies
and consulates.

RELATIONSHIP TO DIPLOMATIC MISSION

Sec. 204. Upon the request of the Secretary, the Secre-
tary of State shell regularly and officially attach the commer-
cial ministers, commercial counselors, and commercial atta-
ches appointed and assigned hereunder to the diplomatic mis-
sion of the United States in the country in which such com-
mercial ministers, commercial counselors, or commercial at-
taches or other personnel are to be assigned by the Secre-
tary, and shall obtain for them diplomatic privileges and im-
munities equivalent to those enjoyed by Foreign Service per-
sonnel of comparable rank and salary.

FUNCTIONS AND DUTIES

Sec. 205. Commercial ministers, commercial counsel-.
ors, and commercial attachés appointed and assigned abroad
by the Secretary under the title. and other personnel em-
ployed under their direction, in furtherance of the purposes
set forth in section 201 and in accordance with regulations
prescribed by the Secretary, s]ml! have the following fune-

tions and duties:
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(a) Trade and commercial services, including, but

not limited to—

to—

(i) protection and promotion of United States
trade and commercial interests and investments,
including industrial property rights, within their
districts;

(i) current market oriented assistance to
United States firms and businesses visiting or op-
erating within their districts;

(i) appointments and introductions for
United States business persons visiting within
their districts;

(iv) assistance in pursuing trade oppor-
tunities;

(v) assistance, when appropriate, in the ad-
justment of trade and commercial disputes invelv-
ing United States firms or commercial and finan-
¢ial interests; and

(vi} assistance to other United States Gov-
ernment agencies or State agencies, and 1o firms
and businesses with respect to trade missions,
trade fairs, and other international trade and com-
mercial exhibitions.

(b) Export promotion, including, but noc limited
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(i) the promotion of United States exports
and commercial interests in their districts; and

(ii) the creation, within the scope of their du-
ties and as appropriate, of a demand for United
States products and services in such districts.

(c) Semiannua! reports to the Secretary including,
but not limited to, the following information:

(i) market conditions, commercial develop-
ments, and economic climate within their districts,
emphasizing changes between reports;

(i) implementation of and compliance with
the provisions of multilateral and bilateral trade
agreements with the United States by the govern-
ment, agencies, or instrumentalities of the country
to which they are assigned;

(i) specific industry and commodity condi-
tions;

(iv) foreign law and business practices affect-
ing United States trade and commercial interests;
and

{v) trade opportunities on an industry by in-
dustry besis.

(d) Maintain and make available current data on
the commercial standing and capacity of foreign firms

within their districts.
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(¢) Other functions and duties as the Secretary
determines to be necessary and proper fo' achieving
the purposes of this title.

ASSIGNMENT TO UNITED STATES

SEC. 206. Any officer or employee appointed and as-
signed to a post abroad pursuant to this title may, in the
discretion of the Secretary, be assigned for duty in the conti-
nental United States, without regard to the civil service laws
(and without reduction in grade if an appropriate position at
the employee’s grade is not available in any agency of the
Department of Commerce) for a period of not more than
three years.

OFFICE SPACE, EQUIPMENT, AND ADMINISTRATIVE AND
CLERICAL PERSONNEL

SeC. 207. The Secretary of State, upon request of the
Sccretary, shall provide office space, equipment, facilities,
and such other administrative and clerical services as may be
required for the performance of the functions and duties of
the commercial ministers, commercial counselors, and com-
mercial attachés appointed and assignzd abroad under this
title, and other personnel employed under their direction, ap-
propriate to Foreign Service officers or other personnel of the,
same rank and salary. The Secretary is authorized to reim-
burse or advance funds to the Secretary of State for such

services. The Secretary is authorized, in accordance with ap-



o2 o

L8

O O - Sy &

137

15

plicable law and regulations prescribed by the Secretary to
employ locally such United States nationals or other person-
nel, as the Secretary deems necessary to further the purpose
set forth in section 201 of this title or to the exercise and
carryirg out of the functions and duties of the commercial
ministers, commercial counselors, and commercial attachés
and other personnel appointed and assigned abroad under this
title.

AGENCY, SERVICES, PERSONNEL, AND FACILITIES

Sec. 208. Upon the request of the Secretary of Com-
merce, each Federal agency r:ay meke its services, person-
nel, and facilities available to the commercial ministers, com-
mercial counselors, and commercial attachés appointed and
assigned to a post abroad under this title in the performance
of their functions and duties. The Secretary is authorized to
reimburse or advance funds to any such agency for such serv-
ices, personnel, and facilities so made available.

PERFORMANCE OF FUNCTIONS IN FOREIGN LOCALITIES

Sec. 209. Each commercial minister, commercial coun-
selor, or commercial attaché appoir »d and assigned under
this title to a United States diplomatic mission abroad, may
carry out the functions and duties authorized hereunder in
such other nations as the Secretary, in consultation with the
Secretary of State, may determine to be necessary and prop-

er in order to carry out the purposes of this title.
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REPORTS AND DISPATCHES—AVAILABILITY TO
INTERESTED GOVERNMENT AGENCIES

Sec. 210. The reports and dispatches prepared by the
commercial ministers, commercia! counselors, or commercial
attachés appointed and assigned abroad under this title shall
be made available to the Department of State, the Small
Business Administration and to other interested agencies of
the Government.

REPRESENTATIVE ALLOWANCES

SEC. 211. Any commercial minister, commercial coun-
selor, or commercial attaché appointed and assigned by the
Secretary to a post abroad under this title, under regulations
prescribed by the Secretary, may be authorized to receive a
representation allowance in an amount to be determined by
considering—

(1) the extent to which such commercial minister,
commercial counselor, or commercial attaché can effec-
tively use such funds to further the purposes of this
title;

(2) travel and cntertainment expenses customary
in the private trade for persons of comparable rank and
salary; zad

(3) the customs and practices in the netion to

which he or she is assigned.



0w W = OO e W D

[T T I T T T R S Y R R
D = O W O =3 O Y e N = O

139

17
ALLOWANCES AND BENEFITS

Sec. 212. The Secretary may, under such rules and
regulations as may be prescribed by the President or his des-
ignee, provide to the commercial ministers, commercial coun-
selors, and commercial attaché appointed and assigned under
this title, allowances and benefits similar to those provided by
title IX of the Foreign Service Act of 1946. Leaves of ab-
sence for commercial ministers, commercial counselors and
commercial attaché appointed and assigned under this title
shall be on the same basis as is provided for the Foreign
Service of the United States by the Annual and Sick Leave
Act of 1951,

ADVANCE PAYMENT FOR RENT AND OTHER SERVICES:
FUNDS FOR COURTESIES TO FOREIGN REPRESENTATIVES

Sec. 213. In any foreign country where customs or
practices require payment in advance for rent or other serv-
ice, such payment may be authorized by the Secretary in
accordance with regulations prescribed by the Secretary,
upon consultation with the Secretary of State. Funds availa-
ble for the purposes of this subchapter may be used for ex-
tending courtesies to representatives of foreign countries,

when so provided in appropriation or other law.
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TITLE II—NATIONAL EXPORT COUNCIL

ESTABLISHMENT AND MEMBERSHIP
SEec. 301. (a) There is created in the Executive Office of
the President a National Export Council (hereinafter referred
to as “the Council”’). The Council shall be composed of the
following members:

(1XA) the President;

(B) the Secretary of State;

(C) the Secretary of the Treasury;

(D) the Secretary of Agriculture;

(E) the Secretary of Commerce;

(F) the Secretary of Labor;

(G) the United States Trade Representative;

(H) the President and Chairman of the Export-
Import Bank of the United States;

(I) the Administrator of the Small Business Ad-
ministration;

(2) three members of the United States Senate,
designated by the President of the Senste and three
members of the United States House of Representa-
tives designated by the Speaker of the House;

(3) no more than fifteen private citizens represent-
ing business and industry, agriculture and labor to be

appointed by the President, including at least five
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small business persons who are actively involved in ex-

port trade; and

{4) three Governors of States or territories, desig-
nated by the President.

(b) The President shall be the Chairman of the Couneil
and shall preside over the meetings of the Council, In his
absence he may designate a member of the Council to preside
in his place.

(c) The Secretary of Commerce, with the concurrence of
the Chairman, shall appoint an Executive Director.

FUNCTIONS

Sec. 302. (a) The Council shall serve as a national ad-
visory body on matters relating to United States export
trade, In carrying out such functions, the Council shall—

(1) survey and evalute the export promotion and
dovelopment activities of the communities represented
by the membership;

(2) identify and examine specific problems which
business, industrial, and agricultural practices may
cause for export trade;

(3) examine the needs of business, industry, and
agriculture to expand their efforts; and

(4) recommend specific legislative and administra-
tive solutions to these problems and needs.

(b) The Council shall—
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(1) act as liaison among the communities repre-
sented by its membership and may provide & forum for
those communities on current and emerging problems
and issues in the field of export promotion and develop-
ment, and

(2) encourage the business, industrisl, and agricul-
tural communities to enter new foreign markets and to
expand existing export programs.

(c) The Council shall provide advice on Federal
plans and actions that affect export promotion and de-
velopment policies which have an impact on those
communities represented by its membership.

(d) The Council may establish an executive com-
mittee and such other subordinate committees it con-
siders necessary for the performance of its functions,
The chairman of a subordinate committee shall be des-
ignated by the Chairman of the Council from among
the membership of the Council. Members of subordi-
nate committees shall be appointed by the Chairman,

ADMINISTRATIVE PROCEEDINGS

Sec. 303. (a) The Secretary of Commerce shall provide

22 the Counctl, including its executive and subordinate commit-

23 tees, with administrative and staff services, support and facil-

24 ities as may be necessary for the effective performance of its

25 functions.
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(b) Each member of the Council, including its executive
and subordinate committees, who is not otherwise paid a sal-
sry by the Federal Government, shall receive no compenss-
tion from the United States by virtue of their service on the
Council, but all members may receive the transportation and
trave! expenses, including per diem in lieu of subsistence, au-
thorized by law.

ANNUAL REPORT

Sec. 804, The Council shall transmit, not later than
March 31 of each year, to the Congress, a full report on its
activities.

AUTHORIZATIONS

SEC. 305, There are authorized to be appropriated such

sums as may be necessary to carry out this title.
o)



