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HEARING ON SMALL BUSINESS EXPORTING
AND THE SOUTHERN CALIFORNIA ECONOMY

THURSDAY, AUGUST 28, 2003

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON TAX, FINANCE AND EXPORTS,
COMMITTEE ON SMALL BUSINESS,
Long Beach, CA

The Subcommittee met, pursuant to call, at 10:10 a.m., at the
Long Beach City Council Chambers, 333 West Ocean Boulevard,
Long Beach, California, Hon. Patrick J. Toomey [chairman of the
Subcommittee] presiding.

Present: Representatives Toomey and Millender-McDonald.

Chairman TOOMEY. Good morning, everyone. The Subcommittee
on Tax, Finance and Exports’ Field Hearing on “Small Business
E)fiporting and the Southern California Economy” will come to
order.

At this time, the first order of business, I would like to recognize
the gentlelady from California for the purpose of an introduction.

Ms. MILLENDER-MCDONALD. Thank you so much, Mr. Chairman.

Let me first welcome you to the City of Long Beach and welcome
you to the 37th Congressional District. This is my chairman, who
works with me in the Committee on Taxes, Finances and Exports,
and he has been a jewel.

He has traveled throughout the Midwest this whole week and he
is coming in from Denver, one o’clock this morning, so we are so
pleased that he joined us and really accommodated my request to
have this hearing.

Welcome, Mr. Chairman.

I also want to recognize the great Mayor of this city who has
come this morning—her tight schedule—to welcome you and to
bring greetings to you.

At this time, I would like to recognize the Mayor of our City of
Long Beach, Mayor Beverly O'Neal.

Ms. O’'NEAL. I don’t know where to stand.

Ms. MILLENDER-MCDONALD. I know. That’s right. Typically
you're up here.

Ms. O’NEAL. I want to welcome you to Long Beach. I look around
and I see familiar faces, so I know that maybe many of you live
in this area. However, for those of you that are with us to be on
the program—and this looks like a distinguished group right here.
It looks like they are all profound and have good things to say to
us, along with those in the audience.

Welcome to the City of Long Beach. Our city is an outstanding
city. We are changing every day. If you look out the front of our
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building, you see growth and new residents. Also you see things
happening near the waterfront, so we are not static.

However, we are having a very bad budget crisis, and I was de-
lighted that the topic that you have had two items that were going
to be discussed today, and that was small business exporting,
which is something that we want more of in this particular area,
because there is no place in the United States better than the Los
Angeles/Long Beach area for small business exporting, and then, of
course, the Southern California economy.

So we are very proud to have the Congresswoman from the 37th
District represent our area. She’s very concerned about what’s hap-
pening in Southern California, especially the area that she’s re-
sponsible for, which probably is the most important part of Cali-
fornia.

I'm sorry, Juanita, if you've got friends in here that think I'm
bragging. I am.

She’s representing us very well. She is doing a good job making
sure that people are aware of the needs, of the challenge of being
in this area where we have so much happening with the ports, and
finding—I think the nation is finding this out even more so since
9/11 and also since the port lockout, when people are finally real-
izing that this is the largest complex in the United States with the
ports of Long Beach and Los Angeles.

So what you're going to hear this morning if you are a small
business person is very important to you because you are in the
right place. They have directories—if you need to have 10 million
rubber gloves, where to find them in the world, or whatever it is,
service or product that you have that you would like to make sure
the world knows of.

So we are here to help you in the city, but especially today, I
want to thank Congresswoman dJuanita Millender-McDonald for
bringing an august group together.

You would think that there would be millions of people that
would want to know about this, and you are the smart ones out of
those millions, because for one of you, there are probably 10,000
people that would like to know a little bit more about this, so I con-
gratulate you for being here and for being part of the day, and I
congratulate the august panel that we have for the two panels
today.

And I especially want to thank you, Congresswoman, for being
part of this very important aspect of Southern California, and espe-
cially in the City of Long Beach.

Chairman TooMEY. Thank you.

Ms. MILLENDER-MCDONALD. Thank you so much, Madame
Mayor.

Ms. O’'NEAL. Thank you.

Ms. MILLENDER-MCDONALD. Let’s give her a round of applause.

Protocol has it, I turn it back to the chairman.

Chairman TooMEY. Thank you very much.

Well, good morning. Thank you, Mayor, and I would like to
thank in addition the City Council people who made this facility
available to us. We are very grateful to have this facility today.
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I'm looking forward to examining the issues of small business ex-
porting, and particularly how that interrelates to the Southern
California economy.

First, I want to thank my ranking member for our Sub-
committee, Congresswoman Juanita Millender-McDonald, for invit-
ing me to Long Beach, California, to be here today.

First of all, I have enjoyed working with you since we first start-
ed working together, and I have to say I admire your passion and
dedication to this community and to your constituents.

The gentlelady from California and I come from different parts
of the country, we come from different political parties, we have
different voting records, but there’s one thing we definitely share
in common, and I know that she feels a very passionate commit-
ment to try to help foster an environment that will maximize op-
portunity for small business owners, for small business managers,
for small business employers, and for people who have the dream
of one day becoming successful in small business.

I have seen her work consistently to try to advance that cause,
especially for the people of Southern California, so I congratulate
her for that, and I would just share with you my pleasure in work-
ing with her.

I will also say that I think of all the Committees in the House,
it’s entirely possible that our Committee, the Small Business Com-
mittee, is the one most suitable for teaching a few lessons in bipar-
tisan cooperation.

There probably aren’t any other Committees in Congress that
work as well together as this Committee does, Democrats and Re-
publicans, from absolutely opposite ends of the ideological spec-
trum, geographical spectrum, and any other way you choose to look
at it. We have consistently, I think, been able to find common
ground and work to achieve the same aims, which is to help foster
the success of small businesses.

My home state is over 2500 miles away from where we are today,
yet there are a number of similarities between Pennsylvania and
California. Both large states, although California is certainly the
largest economy in our nation, Pennsylvania is not terribly far be-
hind, in sixth place.

We both have dynamic economies with vast natural resources,
strong agricultural communities, and businesses that range the en-
tire spectrum of everything that we do in this great country.

Another critical part of each of our country’s—each of our state’s
economies is the ability to export our products to other places. Both
of our states, and the entire country now, relies heavily on the op-
portunity to export our goods and services.

So I think it’s important that we focus on exporting opportuni-
ties, and in that context, I think it’s important that we consider
ways to reduce the trade barriers that currently make it difficult
and sometimes impossible for our small businesses to export their
products.

Last year, after a protracted discussion, Congress passed the
Trade Promotion Authority Act. Now, I think reasonable people can
disagree over whether that’s the best way to open up other mar-
kets. I happen to think it’s going to be an effective mechanism for



4

opening up foreign markets to U.S. Producers and U.S. Service pro-
viders.

When you think about it, the American market, generally speak-
ing, is extremely open, arguably the most open market in the world
to the importation of foreign-sourced products and services. And
what I hope our goal is, and I think our goal is, under the Trade
Promotion Authority and the agreements that should result there-
from, is to reduce the trade barriers overseas so that we can have
the same reciprocal kind of relationship that foreign economies
enjoy in terms of their access to the United States.

I think the Chilean and Singaporean Free Trade Agreements
that we passed earlier this year are examples of just such agree-
ments. I think these agreements are good news for Pennsylvania.
I hope they are good news for California, as well.

I wanted to share with you one little anecdote or little example
of why I think, for instance, the Chilean Free Trade Agreement
will be very helpful in my home state of Pennsylvania, and it arises
from a discussion that I had about this agreement in Philadelphia
last year.

It was an event hosted by the Chilean Ambassador to the United
States, and the agreement had not yet been completed, but what
we discussed was the fact that in Philadelphia, which of course has
a substantial port, ships routinely arrive all winter long laden with
Chilean fruits that are produced, of course, during our winter and
their summer, and these are then transported throughout the
northeast.

These very same ships turn around and leave the port of Phila-
delphia largely empty. There are relatively few manufactured prod-
ucts that get on those ships. The main reason for that is because
until now, Chile had very high tariffs on American manufactured
goods, and the tariffs were so high, in fact, that it was prohibitively
expensive to sell our products into Chile.

It’s my hope that with this agreement and the dramatic reduc-
tion in tariffs that’s in this agreement, we’ll be able to pack those
ships full of products that are manufactured in my home state,
Pennsylvania.

That’s just one example of how I hope this agreement is going
to be helpful, certainly to my state, but I hope broader throughout
the entire country.

The other thing that’s important for us to focus on, I think, is
to examine just how challenging it is, especially for small busi-
nesses, to access foreign markets. I can tell you it’s tough for big
companies to figure out how to get into a foreign country and pro-
vide the products and services and make that a viable business
model.

It’s really, really hard for a small business to figure out the com-
plexities, the hurdles that are often imposed, and the programs and
the manners and the customs, just to figure all that out when
you're armed with a very small staff and maybe only a Web site
to refer to. It’s a huge challenge.

I think it’s important for us in the Small Business Committee in
Washington to try to find ways that we can help facilitate that, so
that our small businesses can enjoy the benefits of these trade
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agreements and have the opportunity to sell their products over-
seas.

Having said that, I'm very much looking forward to the testi-
mony of the distinguished witnesses, and again I want to really
warmly thank Ms. Millender-McDonald for her kindness that she
has shown to me, for inviting me here to her district to have the
opportunity to get this input.

At this point, I would recognize the gentlelady from California
for her opening testimony.

Ms. MILLENDER-MCDONALD. Thank you so much, Mr. Chairman,
and again, thank you for being here and for accommodating my re-
quest to have the second congressional hearing here in the 37th
Congressional District. Of course, last year, we had the same type
of hearing in the City of Carson, so today we are here in the City
of Long Beach.

Before I give my statement, I just want to recognize some of the
elected officials or persons who are representing elected officials in
the audience.

Of course, my dear friend and councilman for this great City of
Signal Hill, of which I had the pleasure of being with for two hours
yesterday, Councilman Larry Forrester. Thank you so much for
being here. We have Sharon Wiseman representing
Assemblywoman Genny Oripaza’s office. Thank you so much for
being here. And Pilar Pinell, who is representing Councilwoman
Bonnie Lowenthal’s office. Thank you so much for being here.

It is great to have my colleagues represented with their staff
and, of course, the councilman from Signal Hill being here.

I'd like to acknowledge the staff on both sides, the Republican
staff as well as the Democratic staff. Some of them flew in from
Washington to be with us today. My two staff members and I'm
sure the Chairman’s staff members also flew in, because they are
from Pennsylvania.

It gives you an opportunity to see just how staff constantly is
working with us, even in the month that we have had off, but they
call it “district work days,” and, in fact, it has been district work
days.

The Chairman being here today, really his presence here under-
scores the interest that he has in international trade, not only in
his state of Pennsylvania, but in the state of California and
throughout this nation.

We recognize how important small businesses are to the econ-
omy, and we are all really grappling with an economy that’s kind
of sluggish at this point. In order to build the economy, we have
to look at small business, so I would like to thank him for being
here this morning.

I would like to also thank the distinguished panel for being here
this morning, those who have traveled from afar and those who
have just traveled a couple of miles here on these very busy free-
ways to get to us this morning. We thank you and we look forward
to your testimony.

We know that this is the 50th anniversary of the Small Business
Administration, and this gives us a time to have a marker, a time
to reflect on SBA’s history and a time to look at the future role of
the SBA.
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We commend our Administrator, Hector Barreto, who has really
set into gear a very provocative type of seminar that’s going to be
in Washington in the latter part of September, to talk about the
future of small businesses and where we go from here.

We know that over the past decade the world has become a
smaller place. Business transactions that once took weeks to com-
plete are now finished in a matter of minutes or even seconds. The
international marketplace has grown by leaps and bounds, and no
sector has been more important to the growth than small busi-
nesses.

Small and medium-sized manufacturers make up 93 percent of
all exporters in the nation, provide 9.5 million jobs and account for
30 percent of total U.S. Growth since 1989.

The purpose of today’s hearing will be to examine the impact of
tariffs levied on foreign nations, by foreign nations, on small and
medium-sized exporters in the Southern California region.

Here Southern California sits with the two largest ports that
make up the port system in the country and the third largest in
the world. We can 1ll afford not to look across the waters to see
how small businesses can be impacted by foreign companies. But
we must do that and look at—we must do that in the sense of look-
ing at the impact of tariffs levied on small businesses here in this
country.

This hearing will also explore ways in which local, state and fed-
eral authorities can assist SMEs in their effort to compete on a
level playing field in the global marketplace. Such assistance in-
cludes financial loan assistance, mentoring, technical assistance,
and partnership agreements.

Export activities is critical to the 37th Congressional District, es-
pecially since the ports of Los Angeles and Long Beach neighbors
it.

I'm a strong supporter of fair, balanced and open trade, and cur-
rent tariff and tax regimes employed by some of our international
partners hinder this from taking place.

According to a recent study by the Public Policy Institute of Cali-
fornia, the complete elimination of tariffs by California’s foreign
trade partners would increase the State’s manufacturing exports by
24 percent, or $27 billion. That’s a lot.

In addition, the Public Policy Institute of California reports that
by comparison to other U.S. Firms, California businesses rely heav-
ily on exports, accounting for 10 percent of California’s output, as
compared with 7.6 percent of the rest of the nation.

It is for these reasons that I am holding this hearing today, to
investigate ways Congress can help Southern California-based
small manufacturers and link them with government, private and
other entities that can offer technical and financial assistance. I'm
also here to help all of the exporting businesses of Southern Cali-
fornia compete.

The first item that needs to be addressed to ensure SMEs can
continue to compete internationally is the current World Trade Or-
ganization decision. This ruling found several of our nation’s tax
provisions to be subsidies and in violation of International Fair
Trade Rules.
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Failure to address this issue will trigger sanctions of over $4 bil-
lion in tariffs per year on American exported goods. This clearly
would be detrimental, not just to this nation’s economy, but espe-
cially to the economy of California.

To correct this problem, I am working with Small Business Com-
mittee Chairman Manzullo, which I agree with the Chairman, he
has been an outstanding chairman. We have worked so well with
him, albeit he being a Republican, but that’s what the people sent
us to Congress to do, work in concert with both sides, and he has
been just a yeoman in helping to try to bring the two sides to-
gether, along with my chairman.

I'm also pleased to be working with the Subcommittee Chairman
Crane and Ranking Member of the Ways and Means Committee
Representative Rangel to pass H.R. 1769, legislation that will ad-
dress the World Trade Organization concerns over the current for-
eign sales corporation extraterrestrial [sic] Income exclusion—what
a mouthful—their tax structure, and replace it with an entirely
new tax structure containing provisions to benefit U.S. Manufac-
turers through a permanent tax reduction.

Small and medium manufacturers are the engines that drive our
nation’s economy, and I'll look forward to hearing the witnesses
testify as to how we can help this sector create the new jobs that
are sorely, sorely needed in America.

Thank you, Mr. Chairman.

Chairman TooMEY. Thank you very much.

At this time I would invite the witnesses from the first panel to
take their seats at the witness table, and when they have done so,
I will recognize the gentlelady from California to provide introduc-
tions for our first two witnesses.

Ms. MILLENDER-MCDONALD. Thank you so much, Mr. Chairman.

We have with us today two experts. They are fellows, research
fellows, from the Public Policy Institute of California. We have
Howard Shatz and John D. Haveman, both of them research fel-
1(;'WS from the Public Policy Institute of California. Welcome, both
of you.

I think you are going to have to come to the podium to speak.

Chairman TooMEY. What we will do is I'll recognize you each,
one at a time, and then if you could just bear in mind we are allo-
cating five minutes for oral presentation of your testimony. Any ad-
ditional written testimony is welcome.

After each of you have provided your testimony, then we will pro-
ceed with questions, and at the conclusion of that, we will invite
the second panel to begin.

I take it you are Mr. Haveman?

Mr. SHATZ. Mr. Shatz.

Chairman TOOMEY. I am incorrect. I apologize.

I would at this time welcome and recognize Mr. Shatz for his tes-
timony.

STATEMENT OF HOWARD J. SHATZ, PUBLIC POLICY
INSTITUTE OF CALIFORNIA

Mr. SHATZ. Thank you very much for the opportunity to be here.
My remarks are based on research conducted at the Public Policy
Institute of California, which is an independent nonpartisan re-



8

search institute. We don’t take positions on legislation, rather we
provide objective information to policy-makers and the public as
they consider policy issues.

Today I will discuss three main topics. First, I'll give you a pro-
file of California’s globalization. Second, I'll connect this to small
businesses. Third, I'll briefly talk about some issues of trade assist-
ance that are relevant to California in particular.

I measured California’s globalization based on three modes—for-
eign direct investment, port activity, and trade. You can’t say that
California is the most globalized or the least globalized state, be-
cause there are many dimensions. What I conclude, however, is
that California participates strongly in the global economy on those
dimeansions that are among the most, the newest, or emerging
trends.

Foreign direct investment is what I'll start with. That’s cross-bor-
der investment to control a business, a supermarket like Gigante
in Southern California or a chip manufacturing plant like the Intel
plant in Costa Rica. Compared to the rest of the United States,
California actually has less outward foreign direct investment.

It is strong in some industries, such as wholesale trade, and im-
portantly, technology and manufacturing industries that use pro-
duction sharing, which is again a newer phenomenon in inter-
national trade where different components are made around the
world and assembled in yet another location under the control of
one business group.

In terms of inward foreign direct investment, firms investing in
California, again California is much like the rest of the nation, and
on some dimensions has even less FDI relative to its size. That’s
trade.

Ports, California plays a key roll in U.S. Trade. As the Congress-
woman mentioned, we have the ports of L.A. And Long Beach,
which are combined the third largest container port in the world,
but we also have the air export gateways of LAX and SFO, which
actually handle more trade, more exports by value than the two
seaports, and were number seven and eight in the United States,
so California’s airports are very important in international trade.

Finally, I come to trade. I'll concentrate on goods exports, even
though services exports are quite important to the state.

Manufactured exports are the stars of California’s globalization.
They are large, relative to California’s size, and they are large rel-
ative to the size of its manufacturing sector.

Although they are heavily tilted towards technology industries,
nearly every California manufacturing industry relies more on ex-
ports than those same industries in the rest of the U.S., either
through direct exports or by manufacturing the inputs that get put
into those exports by other firms.

In Southern California, that’s relevant because this region broad-
ly defined has about 63 percent of the state’s manufacturing em-
ployment, and when we look state-wide, those manufactured ex-
ports from the whole state support about 10 percent of California
private employment, compared to about 7 percent for the rest of
the United States.

So to sum up California’s globalization profile, there are five
points. One, we rely more on Asia than does the rest of the U.S.
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Two, services play an important role in our globalization, services
exports. Three, we fit into global shipping, not just through our
seaports and our land borders, but our airport. Four, we’re part of
a shift in worldwide trade patterns towards production sharing.
Five, our manufacturers depend very heavily on exports.

Now, how does this relate to small firms? Well, in the U.S., small
businesses are involved with about 30 percent of all merchandise
exports.

What’s interesting is that many of the small businesses that are
involved in these exports are not the manufacturers, but whole-
salers and other trade facilitators. This is quite important for the
small manufacturers, which often don’t have the staff or the time
to investigate foreign markets.

In California, more—small manufacturers make up a higher pro-
portion of all exporting manufacturers than in most other states.
When you look at all the small businesses involved in exporting,
about 94 percent of all exporters located in California are small
businesses.

. I'll conclude with some notes on trade assistance policy in Cali-
ornia.

Insofar as federal assistance can help exporters, the environment
in California may be extremely inviting, and that’s because under
the current State budget, most of the State’s export assistance pro-
grams are being scuttled, creating a gap.

Research on trade assistance programs has shown that public/
private partnerships or collaborations tend to work best, and there
are, in fact, many groups remaining in the state, mostly at the
local or regional level, so new forms of coordination might be most
welcome at the time.

To summarize, California’s manufacturing companies rely on ex-
ports a great deal, and many of them are small businesses. At this
point in California, because of the demise of the State’s export pro-
grams, there may be a rare opportunity for federal agencies to
rethink their links to other trade organizations in the state.

Thank you.

[Mr. Shatz’s statement may be found in the appendix.]

Ms. MILLENDER-MCDONALD. Thank you.

Chairman TooMEY. Thank you very much.

At this time I will recognize John Haveman from the Public Pol-
icy Institute of California also.

STATEMENT OF JON D. HAVEMAN, PUBLIC POLICY INSTITUTE
OF CALIFORNIA

Mr. HAVEMAN. Thank you very much, Representatives Millender-
McDonald and Toomey, for having me here today at this important
hearing. I'm very honored to be here.

My remarks, as were Dr. Shatz’s, are based on research pub-
lished by the Public Policy Institute of California. This research
that I produced several months ago describes the impact of federal
trade policies on exports of manufacturers, primarily from Cali-
fornia, but both from California and the rest of the United States.

What I will do in my remarks is extend the results that were
produced in that report to include results for small and medium-
size enterprises, in particular in Southern California.
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What I'll do first is go through the various federal trade policy
initiatives and describe what they mean for exporters in California
and describe what they mean for small and medium-size enter-
prises in the state, as well.

The current administration is very active in pursuing the open-
ing of markets abroad. It’s arguably the most aggressive adminis-
tration since that of Franklin Delano Roosevelt in the 1930s in that
pursuit.

Its aggression has taken the form of three prongs, three different
levels of negotiations. The first level is that of a multilateral liber-
alization under the World Trade Organization. The second level is
regional liberalization. The Free Trade Area of the Americas is a
prominent example of that. The third level is simple bilateral
agreements, agreements between the United States and just a sin-
gle other country.

For just a moment, I want to step back and talk a little bit about
the importance of small, medium-sized enterprises in Southern
California, because that will help put some of the results that I'll
discuss later in some perspective.

As Dr. Shatz mentioned, roughly two-thirds of all establish-
ments, all manufacturing establishments and manufacturing em-
ployment, is located in Southern California. And by “Southern Cali-
fornia,” I mean that part of the state below the sixth standard par-
allel.

Small and medium-size enterprises make up about 60 percent of
Southern California’s manufacturing employment and 90 percent of
the establishments in manufacturing in Southern California. So in
terms of employees, they number approximately 650,000 in small
and medium-size enterprises in Southern California.

Now, the administration’s Foreign Trade Liberalization initia-
tives, as I mentioned, begin with the multilateral liberalization or
negotiations under the Doha Round in the World Trade Organiza-
tion.

As the Representative mentioned earlier, success in these nego-
tiations can hold great promise for California’s exporters. The
President, in fact, tabled a proposal that would eliminate all of the
tariffs in the world within the next 10 to 15 years, and what I
found in my work is that this could lead to an increase in Califor-
nia’s exports of 24 percent, approximately $27 billion, in the year
2000 [sic].

This contrasts relatively favorably with the results for the rest
of the country. The rest of the country would experience an in-
crease in exports to the tune of only 20 percent, about 4 percentage
points lower than for California. So these negotiations are, in fact,
arguably more important for the state of California than for rest
of the country.

Where are these exports going to go? Well, obviously, the bulk of
these exports are going to be made up of high technology products.
That’s what California tends to export most prominently. Also ben-
efitting will be transportation and chemicals industries.

As Dr. Shatz mentioned, Asia is very important for California,
and liberalization of foreign markets will lead to a very substantial
increase in California’s exports to Asian markets.
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In Southern California, manufacturing enterprises can expect to
receive a boost in the demand for their exports to the tune of be-
tween $11- and $14 billion. Small manufacturing enterprises,
though not necessarily engaged in exporting, could expect to see an
increase in demand for their products to the tune of $6- to $8 bil-
lion, as well. So these negotiations are very important for Cali-
fornia, and Southern California in particular.

At the regional level, there are three prominent initiatives. One
is the Free Trade Area of the Americas, another the Central Amer-
ican Free Trade Agreement, and the third is a free trade agree-
ment with the countries of the South African Customs Union.

Now, the Free Trade Area of the Americas is the largest and
most significant of these, leading to a potentially $4 billion increase
in California’s manufactured exports, or an increase of about $1 bil-
lion in the demand for goods produced by Southern California’s
small and medium-size enterprises.

The CAFTA, Central American Free Trade Agreement, and for
FTAA with the SACU countries, are both much less important,
each leading to an increase in maybe $100 million in demand for
the products of small and medium-size enterprises.

Bilateral agreements, recent signings, as mentioned, are Singa-
pore and Chile. Very important agreements. Although Singapore is
the eleventh largest export market for California products, it’s not
likely to be terribly important for the exports of manufactured
goods from the State; however, for exporters of services, which are
very important to the State, this agreement holds great promise.
And for those wishing to invest abroad, it should liberalize invest-
ment in the Singapore market significantly.

Chile, not a major market for California’s exports, but we will
certainly see more California goods flowing to Chile.

Ongoing negotiations are Morocco and Australia. Morocco has
never and will not likely import very much from California in the
event of a free trade agreement. Neither will new initiatives with
Bahrain and the Dominican Republic lead to significant increases
in California’s exports.

In every case, these regional and bilateral agreements are much
more important for other states in the United States than for Cali-
fornia. In fact, the benefits on a percentage basis for the rest of the
country are double those what they are for California.

It’s the WTO that holds the most promise for California’s export-
ers, given that it includes important markets for California’s prod-
ucts, those being Korea, China, Taiwan, India, the European
Union, and Japan.

In summary, the prospects for significant liberalization in the
next decade exist, but they likely represent only a fraction of the
potential of liberalization that could benefit California’s exporters.
Much of the liberalization will be outside of the manufacturing sec-
tor. In particular, the European Union and the United States seem
to be coming to terms on reducing agricultural subsidies and other
domestic support programs, which should open foreign markets for
both.

Trade and services will also likely experience some liberalization,
which is important for California’s small and medium-size service
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establishments. Most of these benefits, however, are very hard to
quantify at this time.

Of the benefits that I have been able to quantify, they suggest
that a more commercially based approach to the selection of liberal-
ization initiatives would yield greater benefits for California’s small
and medium-sized enterprises than does the current agenda. In
particular, Asia includes very important markets, and the current
liberalization initiatives largely neglect them.

If California is to benefit from liberalization abroad, the peculiar-
ities of its trade flows need to be given voice or California will be
left out of the liberalization bonanza that the rest of the country
may experience.

The current agenda, unfortunately, is not one drafted with Cali-
fornia’s interests in mind.

Thank you very much.

Chairman TooMEY. Thank you.

[Mr. Haveman’s statement may be found in the appendix.]

Chairman TOOMEY. I'll begin the questions. If I could, I'll start
with Dr. Shatz.

My first question is to follow up on a point you made that sur-
prised me very much, and I was hoping you might shed some light
on this. You indicated that California has—if I understood you cor-
rectly, and correct me, please, if I'm wrong—but that California has
experienced less foreign-direct investment from overseas into Cali-
fornia than, I take it, the nation has as a whole.

I find that surprising, because I would think of California as hav-
ing many advantages, and I wonder, are there policies in place that
make California a less attractive place to invest on the part of for-
eign businesses and investors than other states, and if so, could
you shed some light on those?

Mr. SHATZ. California has less relative to the size of its economy,
and I measure that in two ways, the only two ways, really, that
are available to look at the State level.

One is in terms of the value of property, plant and equipment
owned by foreign enterprises, and in that, California is much lower
than the rest of the U.S., compared to the size of its economy.

The other way to measure it is the number of employees, and in
that respect, California is about the same as the rest of the United
States; the number of employees relative to total employment.

Chairman TOOMEY. Isn’t the total dollar value of investment,
whether it takes the form of plants and equipment or some other
form of investment, isn’t that the best total measure of foreign di-
rect investment?

Mr. SHATZ. It depends, because it depends on the industry. For
manufacturing, manufacturing will have more property, plant and
equipment;

Chairman TOOMEY. Sure.

Mr. SHATZ [continuing]. Because they will have much more ma-
chinery, so you would expect—I haven’t looked at this explicitly,
but you would expect that in those states that have received high
levels of auto-related investment, there would be very high levels
of property, plant and equipment.

Now, California happens to receive as a share of its total foreign
investment lower levels of manufacturing investment. We receive
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higher levels of investment, or there are higher levels of employ-
ment in wholesale trade, probably related to the ports, and prob-
ably related to California’s large market.

We receive higher levels of investment in information industries.
Those include movies, software, again, related to California’s spe-
cialization.

And third, services—scientific, professional and technical serv-
ices, again, probably related to the high level of education in some
parts of the California population.

So the question, then, is what’s keeping out the manufacturing
investment, or why are manufacturers going elsewhere? It’s a big
country and there’s lots to choose from. If you’re going to make an
automobile, you can just as easily make it in Alabama or Pennsyl-
vania and ship it to California as you can make it in California.

The question is, are there policies in California that are discour-
aging manufacturing investment? That I haven’t looked at explic-
itly. Certainly, California’s manufacturers believe that the state’s
business climate is not as conducive to them as other states are for
manufacturing. So there may be a connection there.

Foreigners have much more choice, though, when they choose
within America. Right? If you’re in California, you are more likely
to choose California.

Chairman TooMEY. Thank you.

I have a question for Dr. Haveman, as well.

You indicated that the—again, correct me if I'm paraphrasing
you incorrectly—but my sense was that you believe that California
will benefit from a general liberalization of the trade regimes, from
the lowering of tariffs generally, but in your opinion, the order in
which these agreements are likely to transpire may not benefit
California as early as some others, and I'm sure you are aware that
there are many factors that go into figuring out which agreements
you're able to reach, and in which order, and there’s a very complex
political dynamic to what can be accomplished in this regard.

I was interested to note your optimism on the prospects of a lib-
eralization of the agricultural, really the horrendous lack of any
kind of free trade in agricultural products all around the world,
and the United States is almost as guilty as many other countries.
I wish I shared your optimism that the European Union was truly
intent on making substantial progress, but I hope you are right
and I'm wrong about that.

My real question for you, you talked about the specific, and you
quantified the expected benefits in terms of the dollar value of in-
creased exports should tariffs be reduced or eliminated in a variety
of contexts.

My question is, when you make that analysis, when you do your
numbers, are you looking at the net effect of the trade agreement;
in other words, are you taking into account the fact that when we
reach these agreements and the foreign countries dramatically
lower their tariffs—typically we have some modest reduction in the
low level of tariffs that we still have, as well, and that reduction
in domestic U.S. Tariffs could, of course, invite additional competi-
tion from overseas to the domestic producers.

So are you looking at the net effect of trade flows when you look
at these agreements?
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Mr. HAVEMAN. I must confess that, no, I'm not. I fully admit that
exports are but one piece of a very complicated policy mosaic that
involves impacts on domestic labor markets, prices, the environ-
ment here and abroad. What I've tried to do with this report is sim-
ply bite off a small piece of the puzzle.

Chairman TOOMEY. Sure.

Mr. HAVEMAN. In future work, I hope to address the domestic
issues.

Chairman ToOMEY. Would you believe—is it safe to generalize,
is it fair to generalize that with respect to the countries that we
have recently struck trade agreements and those that you listed as
likely candidates, that as a general matter, the tariffs that they im-
pose on American goods are much higher than the tariffs that we
currently impose on their goods, and that the likely outcome of the
reduction in tariffs is greater opportunities for American exports?

Mr. HAVEMAN. Absolutely. The United States is roughly on a par
with the European Union in terms of its average level of tariffs.
There are a handful of countries throughout the world—Singapore
is one—that have virtually no tariff barriers to trade.

The remaining countries, almost to a one, impose larger tariff
barriers than does the United States, so any lowering of tariff bar-
riers jointly between the United States and another country will in-
volve a greater liberalization of foreign markets than it does of the
U.S. Market.

Chairman TooMEY. Thank you very much. I'll be happy to yield
to the gentlelady from California.

Ms. MILLENDER-MCDONALD. Thank you so much, and thank the
two of you for being here this morning.

It is interesting to know, and we do know that California relies
heavily on Asia markets, and yet at this point we have seen a de-
cline in Asia activities. It seems, and correct me if I'm wrong, but
given the current economy in Asia, especially Japan, is that still a
reliable market for us in terms of international trade?

Mr. HAVEMAN. Oh, I think absolutely it is. In the next 20 years,
Asia is going to experience dramatic growth. They are also going
to experience dramatic decline. In the mid to late 1990s, there were
significant economic difficulties in the region—now they are under-
going another set of economic difficulties.

The World Bank, and most of the people that I've spoken with
believe that Asia will continue to be a major source of economic
growth in the world, and also a significant market for U.S. And
California exports.

Ms. MILLENDER-MCDONALD. And, of course, China has always
been the big elephant that we tend to want to continue to engage
in.
If you say that California is prone to be—and let me digress for
a second. This administration is very aggressive in terms of multi-
lateral, bilateral agreements with different countries in terms of
international trade, but it seems to me like California would fare
better with a multilevel or lateral, I should say, agreement than
that of bilateral.

If that is, indeed, the case, in what countries can we look to out-
side of Asia to par with us on this multilateral, given I think Dr.
Shatz said, I guess, African countries, and of course areas in the
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Americas, but what other countries can we look forward to in terms
of aggressively investing, having more foreign investments come
from overseas to especially California?

Mr. HAVEMAN. Maybe I'll leave the foreign investment question
for Dr. Shatz.

But in terms of multilateral versus regional agreements, it’s not
all regional agreements that will not be beneficial for California. It
happens to be the set that’s chosen now.

In my remarks I removed, to save time, mention of APEC, the
Asia Pacific Economic Cooperation Forum. This a very important
forum for California, very important forum for liberalizing and
maximizing the potential of California’s exporters.

In my report I estimated that the expansion of California exports
with success simply within the APEC forum of their original liber-
alization agenda would have amounted to roughly $19 billion,
which is a good chunk of the $27 billion potential out there, and
this is with Asian countries.

However, APEC has been derailed in recent years. It was de-
railed in the mid-1990s because of the economic crisis in Asian
countries, and now it’s being turned more into a security organiza-
tion than an organization to promote economic development, per se,
so I would still maintain an emphasis on Asian countries for Cali-
fornia.

Ms. MILLENDER-MCDONALD. In the past, Mr. Haveman, the Chil-
ean government employed capital controls to protect its economy
from the destabilizing impact of speculative capital flows and finan-
cial crisis. Many governments, including the Chilean government,
have used such capital controls quite effectively, and even the
International Monetary Fund has conceded that these controls can
be legitimate and beneficial.

In your opinion, why do you believe the Administration pushed
for the implementation of free capital flow, rejecting the idea of
capital control?

Mr. HAVEMAN. A very important question.

It’s my view, really, that the beauty of capital controls is very
much in the eye of the beholder, and generally the perspective of
the country that’s trying to protect itself from the damage that can
come from overinvestments, speculative bubbles and what have
you, they view capital control much more favorably than do coun-
tries outside who wish to invest within, because inevitably capital
controls will reduce, to the extent that they have an effect, they
will reduce the flow of capital inward.

So one answer to the question is that it’s in the best interests
of the United States to allow capital to flow freely into these coun-
tries, as we are nontrivial investors in Chile.

Another answer is that how you feel about capital controls de-
pends on the outcome of some benefit cost analysis. There’s no
question there’s a cost to the countries that impose capital controls,
and I believe the Chilean government would readily admit that
there is a cost.

Capital inflows are instrumental in providing for economic devel-
opment within a country. Limiting the inflow of that capital will
reduce economic development to levels below that which you might
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otherwise expect it to be. Still you are protecting yourself from
things that are not inevitable, but do seem to occur periodically.

So the United States is both looking out for its own interests and
has a different take on the benefit cost analysis of capital controls
than does the Chilean government.

Ms. MILLENDER-MCDONALD. Thank you so much.

Can either one of you provide for this Committee some export
control reforms that you would like Congress to implement?

Mr. SHATZ. Unfortunately, I think neither of us has done serious
research on this, and we like to speak from research.

Ms. MILLENDER-MCDONALD. Okay.

Mr. SHATZ. But I would speak from basic economic principles,
which is that any export controls have to take account of the prod-
ucts that foreign companies make and can export as well, so I'm
not familiar with the detail of the current programs, whether they
really take account of what French, German, Japanese manufactur-
ers are able to make and export, but that certainly has to be a part
of any reforms, if that’s not being taken account of fully right now.

Ms. MILLENDER-MCDONALD. Well, you know, the President has
imposed some controls on steel coming from international, because
of the steel market that we have and how it has really just
slumped, and of course Bethlehem Steel closing, and yet you have
a lot of car manufacturers who are saying that they really need to
have that steel that’s coming in from the foreign market, and we
are trying to control that and the President has done very well in
doing that.

What is your take on that?

Mr. SHATZ. From California’s perspective, California is a steel-
using state more than it is a steel-making state.

Ms. MILLENDER-MCDONALD. Absolutely.

Mr. SHATZ. So any controls on steel imports would end up most
likely hurting California more than helping it. I haven’t thought
about this in terms of the nation as a whole. So that’s my view on
steel, primarily because California is much more of a steel-using
state.

Ms. MILLENDER-MCDONALD. Absolutely.

Mr. SHATZ. Compared to the rest of the U.S.

Ms. MILLENDER-MCDONALD. As compared to the Chairman’s
state.

Mr. SHATZ. Right. And actually the ITC, the U.S. International
Trade Commission, will be coming out with two studies in a month
or two looking at both sides of the issue, looking at the effect of
the safeguards on steel-making companies and the effect of the
safeguards on steel-using companies, so that should be quite inter-
esting.

Ms. MILLENDER-MCDONALD. Interesting, absolutely.

Mr. Chairman, thank you.

Chairman ToOMEY. Thank you, and I'd like to thank both wit-
nesses for your testimony. I really appreciate it. I enjoyed your
comments.

At this time I would invite the witnesses from Panel Two to take
their seats at the witness table.

Ms. MILLENDER-MCDONALD. Mr. Chairman, while the others are
coming up, I would like to thank Mr. Haveman and Dr. Shatz for
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their input into this hearing today, and I just want you to know
that Mr. Haveman holds a B.A. In economics from the University
of Wisconsin, Madison, and an M.S. And Ph.D. In economics from
the University of Michigan, Ann Arbor.

So, Doctor, thank you. And Mr. Shatz also holds a Ph.D. In pub-
lic policy from Harvard University.

So we just want to let you know the stellar panelists that we
have here today with us.

Chairman ToOOMEY. At this time, then, I'll recognize the
gentlelady from California to make the introductions of the wit-
nesses on our second panel.

Ms. MILLENDER-MCDONALD. Thank you so much, Mr. Chairman.

Again, the second panelists include Mr. Adalberto Quijada, who
is the Deputy District Director for the United States Small Busi-
ness Administration. We have Dr. Lawrence Spinelli, who is the
Director of Communications for Overseas Private Investment Cor-
poration. Ms. Julie Anne Hennessy, the Director of Export Assist-
ance Center for the U.S. Department of Commerce, and there is a
fourth panelist, which is—I do not have him—Mr. Greg Davis will
come momentarily after the other three have spoken.

Just a little bit of background. Mr. Quijada serves as the Deputy
Director of the United States Small Business Administration, the
Los Angeles office, which is the largest SBA district office in the
country, covering Los Angeles County, San Bernardino—Santa
Barbara, Ventura Counties, and it leads all 70 district offices na-
tionwide in financing small businesses and the acquisition of gov-
ernment contracts.

Ms. Hennessy is—she joins us from the U.S. And Foreign Com-
mercial Services, joined that group in 1995 and became the director
of the West Los Angeles U.S. Port Assistance Center in 1999. In
addition to her role as director, Ms. Hennessy assists small to me-
dium-size companies with their international marketing efforts.

She has been very active in promoting international trade in the
Los Angeles area and is currently on the board of advisors for
Women in International Trade, Los Angeles.

Dr. Spinelli is the Director of Communications, as I said, of the
Overseas Private Investment Corporation, OPIC. Dr. Spinelli is re-
sponsible for all public diplomacy activities, including Small Busi-
ness Outreach, and OPIC’s New Partners Program.

Prior to joining OPIC, Dr. Spinelli was the Vice President of Cor-
porate Communications at the National Alliance of Businesses. He
received his undergrad degree from Drury University, a Master’s
Degree in Government from Georgetown University, and a Master’s
Degree and Doctorate in history from New York University.

Thank you all so much for being here.

Mr. Quijada will be the first one.

Chairman ToOMEY. I would just remind our panelists that the
testimony is for five minutes, and if you have extended remarks,
we’d be delighted to include them in the record in a written form.

At this time, I'll recognize Mr. Quijada.
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STATEMENT OF J. ADALBERTO QUIJADA, DEPUTY DISTRICT
DIRECTOR, LOS ANGELES DISTRICT OFFICE, U.S. SMALL
BUSINESS ADMINISTRATION

Mr. QuUIIADA. Good Morning, Chairman Toomey and Congress-
woman Millender-McDonald. I'm honored to testify before the both
of you this morning and to discuss how the SBA can help small and
medium-size exporters effectively compete in the global market-
place.

Allow me to first say that Administrator Hector Barreto asked
that I convey his personal good wishes to both of you, and that I
underscore his sincere commitment to continue the work, to work
closely with your Committee on the many important challenges
that today’s small businesses face in this nation.

Again, I'm Adalberto Quijada. I'm the Deputy District Director
for the SBA’s Los Angeles District Office, and our office covers the
Los Angeles, Santa Barbara and Ventura counties.

I'm proud to report that under the leadership of, I know, a good
friend of yours, our District Director, Alberto Alvarado, who, by the
way, sends his regrets that he cannot be here today.

Los Angeles continues to be acknowledged as the outstanding
capital axis division among the SBA’s 100 field offices and 70 dis-
trict offices.

I'd like to take a quick moment to present our local management
team, who is here today at the disposal of your constituents. They
will be available to answer any questions that the audience may
have. I'd like briefly—if they could please stand so your constitu-
ents know who they are. We brought the whole team this morning.

Ms. MILLENDER-MCDONALD. Thank you all so much for being
here. What a great team.

Mr. QUIJADA. Absolutely.

Now, I’d like to address the primary components where Los An-
geles, as you said, Congresswoman, has led the nation successfully.
In terms of access to capital, over the last four years, SBA Los An-
geles has provided $3.2 billion to nearly 10,000 businesses. It has
helped to create or retain an estimate of over 97,000 jobs in our
tri-county service territory. Over the last three-year period, we
have provided $128 million in financing to 381 businesses in your
37th Congressional District.

Insofar as technical assistance, this past year alone, SBA Los An-
geles has reached over 18,000 individuals and has conducted over
120 training sessions, including minority and women business own-
ers. SBA Los Angeles most definitely through our partnerships
with the many community-based organizations is fully committed
to continuing to provide these workshops and seminars and one-on-
one consultations.

In terms of procurement through our procurement program of
year-round workshops, seminars and conferences, we are able to
successfully inform our small minority and women-owned busi-
nesses on how to access federal procuring agencies and prime con-
tractors. We are proud to report that in California’s 37th Congres-
sional District, $8 million of government contracts were awarded
this past year.
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Export assistance—and, by the way, we do have our inter-
national trade specialist, Mr. Martin Zeelander, who is available
for any questions after the hearing.

I'd like to now address how the SBA is prepared and committed
to directly assist existing and prospective exporters. We have a di-
verse set of international trade programs that range from export fi-
nance to export promotion activities. In the interest of time, I'll go
over them very briefly.

Our three finance guarantee programs include the Export Work-
ing Capital Program, which provides a 90 percent guarantee up to
$1 million, and the funds can even be used to purchase inventory,
raw materials or labor that is directly related to the export sale.

The next program is International Trade Program—International
Trade Loan Program, excuse me. And this program provides a
$1.25 million guarantee on fixed assets and working capital financ-
ing.

The third is Export Express, and it’s by far the most flexible ex-
port financing program within SBA right now. The loan amounts
up to $250,000 may be used for any purpose, which will enable the
business to enter a new export market or even expand an existing
export market.

With respect to export promotion, the SBA has established the
following programs. One is Trade Mission Online, and this is an
Internet Web site program that enables firms to register their
products and services online. It also provides access to a com-
prehensive database of U.S. Companies and foreign companies as
well. It also, very importantly to these companies that are involved
in exports, it facilitates participation in foreign trade missions.

ETAP is one of our other export promotion programs, and that
stands for Export Trade Assistance Partnership. This is a program
that provides effective and measurable assistance in the form of
training to small businesses that wish to enter the global market-
place.

Our last is ELAN, which stands for Export Legal Assistance Net-
work, and this program provides initial legal consultation to small
business exporters, and the attorneys that provide the service are
volunteers for the Bar Association.

Insofar as export successes for the Los Angeles area, we are also
very proud to say that we have led the country, Los Angeles that
is, in export financing, approving 43 export loans for $24.1 million.
That is twice the output of the second place office in the country.
In fact, we have been the number one SBA office nationwide for
four of the last five years, approving a total of 193 export loans,
totaling $73.2 million. And I'm pleased to report that in your 37th
Congressional District, since 1992, we have approved 22 export
loans for $10.3 million.

Ms. MILLENDER-MCDONALD. I'm sorry. How much?

Mr. Quisapa. 10.3.

I'd like to share briefly a success story in your congressional dis-
trict, and this is BDS Natural Products. They are located in the
City of Carson. They are an industry leader in supplying quality
raw materials to the food and beverage industries. They employ 26
workers and they specialize in the manufacturing, exporting and
importing of botanical powders, herbal teas and spices.
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Export markets include Canada, Australia, Thailand, Indonesia,
Singapore and Vietnam. Our district office has financed three loans
in excess of $1 million, two of which have involved export financ-
ing.

In closing, I would like to reiterate that it’s been an honor and
a pleasure to be here today, Chairman Toomey and Congress-
woman Millender-McDonald, and I affirm our commitment and
that of Administrator Barreto to build a more efficient and effective
SBA, one that helps businesses grow and prosper and ultimately
contributes to stronger and healthier communities.

We intend to continue to work closely with your local staff and
to address the concerns not only of your office, but that of your
business constituency. We intend to continue to maintain our
record of achievement in your congressional district. At 37, we have
had a great partnership and we look forward to a continued work-
ing relationship.

Ms. MILLENDER-MCDONALD. Well, I can say I really do miss Mr.
Alvarado, but you have very ably stepped into his shoes today.

Mr. QUIIADA. Thank you.

Ms. MILLENDER-MCDONALD. Thank you very much.

Chairman TooMEY. Thank you very much, Mr. Quijada.

[Mr. Quijada’s statement may be found in the appendix.]

Chairman TOOMEY. At this time I'll recognize Ms. Julie Anne
Hennessy for her testimony.

Ms. MILLENDER-MCDONALD. You’re playing musical chairs like
we do in Congress.

Before you get started, Ms. Hennessy, let me just recognize an-
other one of my colleagues who has sent his representative here,
Adrian Garcia, representing Assemblyman Allen Lowenthal. Thank
you so much for being here.

Thank you, Ms. Hennessy.

Ms. HENNESSY. Yes. Good morning.

Ms. MILLENDER-MCDONALD. Good morning.

STATEMENT OF JULIE ANNE HENNESSY, EXPORT ASSISTANCE
CENTER, U.S. DEPARTMENT OF COMMERCE

Ms. HENNESSY. Good morning, Chairman Toomey and Congress-
woman Millender-McDonald.

I am honored to be here today to highlight the important work
that the U.S. Commercial Service does on behalf of America’s small
businesses. Thank you for granting me this opportunity.

I hope that my testimony today will show what the U.S. Govern-
ment, namely the U.S. Commercial Service, can do to strengthen
and protect our small businesses, and in turn the very jobs that
our economy depends upon.

The U.S. Commercial Service plays an important role by pro-
viding trade education programs to U.S. Entrepreneurs and assist-
ing companies to prepare their products and services for sales in
markets beyond our national borders. In the age of electronic com-
merce, all markets are potentially global markets.

The U.S. Commercial Service is the Department of Commerce
agency that focuses on helping small and medium-size businesses
sell their products and services globally, and in partnership with
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our other commerce agencies protects the interests of American
business abroad.

We have special emphasis on minority-owned companies, women-
owned firms and companies in rural communities. We have a
worldwide network of offices and trade specialists that help small
and medium-sized U.S. Firms realize their export potential.

U.S. Commercial Service officers are posted in over 150 locations
abroad and 107 U.S. Export assistance centers throughout the
United States to provide one-on-one assistance.

Whether a company has never exported before and needs help
with the basics of international business, or if a company is an ex-
perienced exporter looking for a new international market, we are
there to help. We offer basic export consulting, market research,
matchmaking services, advocacy towards foreign governments on
behalf of U.S. Businesses, help on treaty compliance issues and nu-
merous business creation opportunities and trade missions and
trade events.

Just a few of the important programs that we offer to small busi-
nesses to promote exports are the Gold Key Service, Buy USA,
International Buyer Program, and Flexible Market Research, and
I'll just summarize these briefly for you.

The Gold Key is a customized service for finding and vetting po-
tential agents, distributors, sales representatives, and business
partners abroad for U.S. Businesses.

This service assists in locating and vetting foreign partners, like
distributors and sales representatives. More specifically the Gold
Key provides, among others, customized market and industry brief-
ings with U.S. Commercial Service staff in advance of business
meetings. We offer prescreened appointments with potential sales
representatives and business partners. We offer market research
on the company’s industry sector, and if needed, assistance with
travel, accommodations and interpreting services.

Our Buy USA program is an international electronic market-
place, a one-stop export assistance Web site that brings U.S. And
international companies together to export U.S. Products and serv-
ices. Buy USA integrates the one-on-one export counseling of U.S.
Commercial Service with business-to-business online technology,
critical for competing in today’s global E-economy. The site offers
a small business the ability to find an international business part-
ner, identify sales leads, and make a transaction.

Our International Buyer Program recruits and brings more than
125,000 foreign buyers to the U.S. To visit more than 25 major U.S.
Trade shows each year. Our overseas trade specialists organize the
foreign buyer trips, the buyers usually come in delegation groups
and are ready and willing to purchase goods and services, Amer-
ican goods and services.

They only need to be matched up with the right U.S. Company,
and that’s where we come in. We help organize meetings and pro-
vide matchmaking services and business counseling to help these
small businesses generate sales to these ready and willing foreign
buyers.

Our flexible market research provides small businesses access to
customized market research at a price they can afford. This service
allows small businesses the opportunity to receive market research
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and data that is unique to their situation and needs. This service
gives reliable answers to their questions about specific markets,
prospects for their products and services.

In addition to these programs, the Commercial Service counsels
businesses on the entire range of export promotion and finance
services available to U.S. Businesses from the government.

Furthermore, we have strong partnership with the Small Busi-
ness Administration and the Export-Import Bank. This allows the
U.S. Commercial Service to assist small businesses in finding the
working capital and finance programs they need to begin exporting
for the first time or extend the number of foreign buyers to which
they are selling.

Whenever possible, we partner with the private sector to improve
the overall benefits to U.S. Companies and local economic develop-
ment. We rely on the 56 District Export Councils located through-
out the country, the majority of whose members are from the pri-
vate sector, and they help us set our priorities based on what they
believe businesses need.

Demand for our services from the private sector is very strong,
and we expect it to continue as more and more companies engage
in global commerce as a winning business strategy.

In fiscal year 2002, the U.S. Commercial Service counseled
110,777 clients, which produced over 11,000 successful export sales.
This had a dollar value of $23 billion—of the 11,000 successful ex-
port sales, 5,384 of these were successful sales for companies al-
ready exporting, but reaching a new market in a new country. 734
were successful export sales for companies that had never exported
before. Small and medium-size companies produce 90 percent of all
successful export sales.

Let me tell you about two of the many Southern California com-
panies that the U.S. Commercial Service helped to make new ex-
port sales, bringing revenue and jobs to our local economy. Value
the Sun Labs, located in Congressman Millender-McDonald’s dis-
trict, has been a client of the U.S. Commercial Service for almost
five years.

Over the years they have used a variety of our programs and
services, including market research and contact lists, and for about
two years Value the Sun Labs has found it advantageous to adver-
tise in the Commercial News USA, which is our marketing publica-
tion that is distributed worldwide to foreign buyers.

Approximately 99 percent of the Value the Sun sales are due to
exports. Seven years ago their sales amounted to under $10,000.
Now, due to consistent marketing, follow-through and seeking valu-
able trade assistance, their sales have reached $3 million.

Custer Company, located in Long Beach, is the leading manufac-
turer and international supplier of downhole oil field instrumenta-
tion, including electronic pressure and temperature sensing tools,
electronic logging tools, samplers, et cetera.

The president of Custer Company met a delegation from the
United Arab Emirates that was led by one of our commercial spe-
cialists to a trade show in Houston, Texas, in May 2001. This dele-
gation included 40 of United Arab Emirates’ top business execu-
tives and national oil company officials. Through the meetings ar-
ranged by our commercial specialists with their delegation, Custer
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Company has reported that they made about $2 million of sales to
a UAE company.

In conclusion, we at the Commercial Service have helped thou-
sands of small American businesses become major players in world
markets. We are proud to have strengthened these companies and
supported them as they add stable, high quality, well-paid jobs to
their communities. We're proud of our commitment to entrepre-
neurship, and we look forward to strengthening that commitment
by continuing to work closely with businesses throughout the coun-
try and to give them the tools they need to compete and win in the
global economy.

Thank you.

Chairman TooMEY. Thank you very much, Ms. Hennessy.

Ms. MILLENDER-MCDONALD. Thank you so much.

[Ms. Hennessy’s statement may be found in the appendix.]

Chairman ToOMEY. At this time, I'll recognize Dr. Spinelli for his
testimony.

STATEMENT OF DR. LAWRENCE SPINELLI, DIRECTOR OF COM-
MUNICATIONS, OVERSEAS PRIVATE INVESTMENT CORPORA-
TION

Dr. SPINELLI. Thank you, Mr. Chairman, Congresswoman. Thank
you for giving me the opportunity to appear here today to discuss
what the Overseas Private Investment Corporation can do and in
fact is doing to help America’s small businesses participate in the
global economy through overseas investment.

I'm particularly pleased to have this opportunity, because I think
OPIC is probably one of Washington’s best-kept secrets. We're a
small agency, only 200 people, and to the extent that people have
heard of us, they usually confuse us with OPEC, the oil cartel, and
considering the high cost of gasoline these days, that’s not really
a good thing. So thank you for this forum and this opportunity.

The fact of the matter is, really, that for over three decades,
OPIC has been the primary U.S. Government agency which is fo-
cused on supporting private sector investment in the developing
world. By providing loans through our financing program and offer-
ing protection against political uncertainty, through our political
risk insurance program, OPIC helps U.S. Businesses to invest in
more than 150 countries in promoting economic development at the
same time in those countries, while also serving important foreign
policy objectives.

Because OPIC charges market-based fees for the products we
offer to businesses, we are actually able to do all of this at no net
cost to the U.S. Taxpayers, which we are very proud of.

Locally here in California, OPIC, over those three decades, has
provided over $5 billion in financing and political risk insurance to
California companies investing overseas. These projects are ex-
pected to generate $10.6 billion in total U.S. Exports and support
over 40,000 U.S. Jobs. At the same time, California companies are
supplying over $1 billion in goods and services to OPIC-supported
projects.

These are companies that might not even know that they are ac-
tually part of the global marketplace, because they are supplying
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an OPIC project and, in fact, half of the California suppliers to
OPIC projects are small businesses.

When Dr. Peter Watson became OPIC’s eighth president, after
being appointed by President Bush to that position and confirmed
by the Senate in 2001, he initiated an effort at OPIC to sharpen
OPIC’s focus and better direct our resources towards fulfilling the
agency’s development mandate.

The goal was to better foster economic development abroad while
strengthening the U.S. Economy at home by focusing more closely
on those companies and those countries that cannot access private
financing or political risk insurance.

A key element in this refocusing effort was to create new oppor-
tunities for small businesses. I am pleased to report to you that in
a very short period of time, the agency has created an impressive
record of accomplishment in meeting this objective. In 2002,
through diligent effort, 67 percent of OPIC-approved projects were
for small and medium-size enterprises.

To expand on this commitment, two important programs were
launched last year. First, OPIC has joined with the Small Business
Administration in an initiative that will better coordinate the capa-
bilities and offerings of our two agencies. Secondly, we also have
joined in a memorandum of understanding with the U.S. Commer-
cial Service to also use their forces throughout the United States
and throughout the world to help spread information about OPIC.

So I'm particularly pleased to be part of this panel with my two
colleagues from those two important agencies, and I might add that
we also work very closely with the Export-Import Bank.

The second effort we launched was the creation of the OPIC
Small Business Center. The Small Business Center, the SBC, was
created to meet the needs of companies with revenues of less than
$35 million. We felt it was very important that we do something
to focus on the smaller businesses who are looking to invest over-
seas.

While many of these companies recognize the growth opportuni-
ties overseas, they often find it particularly difficult to get financ-
ing for overseas investments from the private sector. Small busi-
nesses are also particularly vulnerable if a host country govern-
ment takes a hostile political action that interrupts their business.
Unlike a big company, they can’t wait two or three or four weeks
or a couple months for political problems to be resolved, and that’s
what this small business center can help to address.

The SBC can provide up to $10 million in financing and $15 mil-
lion in political risk insurance, and I think most important of all,
what the Small Business Center does, it has really improved our
customer service to small businesses by offering a streamlined
process with a 60-day turnaround time.

We have made a commitment if we get a completed application
from a small business, we will turn it around in 60 days, and I
think that’s important, because as you know, to a small business
time is money. It’s critical that the government, government agen-
cies be responsive and recognize that. As a result, I think OPIC is
making it easier for small businesses to access our programs.

The response has been overwhelming. We launched this program
in March, already we have over 30 projects that we have approved
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through the Small Business Center, and we have many, many
more in the pipeline. These projects are in almost every region of
the world. They range from helping a U.S. Small business group
expand an airline in the Caucasus to helping a Miami-based small
business expand its network and information security operations in
Latin America.

I'm pleased to report that we do have, actually, a California
project in, in our Small Business Center. We are providing a $6
million loan to RiceX, a biotech company based in El Dorado Hills,
California, for the establishment of a plant in Nicaragua which will
provide a rice-based nutritional drink to children in the region.

Building on these efforts, Dr. Watson announced on July 28th
that OPIC was creating a new department focusing on small and
medium-size enterprises. The Small and Medium Enterprise De-
partment ensures that the structure of our finance activities also
reflects the new reality and the new commitment.

If you came to OPIC five years ago, you would not—as a small
business, I don’t think you would have found this a particularly
user-friendly place. We had a reputation as a place that helped the
big guys, not necessarily the small guys.

We have changed that sort of corporate culture. We have turned
it around. Dr. Watson’s commitment is already bearing fruit in
terms of real projects, in terms of people’s attitudes, and I guess
there is no better proof of the pudding than the fact that just very
recently, the Small Business Exporters Association presented Dr.
Watson with its special achievement award for his

Chairman TOOMEY. Dr. Spinneli

Dr. SPINELLI. Yes?

Chairman TOOMEY [continuing]. I'm enjoying your testimony. I
just want to point out that we are running over considerably, so
could you just—.

Dr. SPINELLI. I'm sorry. I'm just about to finish.

Chairman TOOMEY. Great. Thank you.

Dr. SPINELLI [continuing]. Gave him their small business—their
special achievement award for his path-breaking efforts on behalf
of small and medium-size companies, so we continue to be com-
mitted to small businesses.

To the small businesses who are in the audience here, there is
a brochure in your packet about OPIC’s Small Business Center
with a telephone number and our Web site.

Thank you.

[Dr. Spinelli’s statement may be found in the appendix.]

Chairman TooMEY. Thank you very much to each of the panel-
ists for their testimony.

I'll begin with—actually, I have two questions and I'll ask them
both at the same time and just invite the panelists to respond.

Mr. Quijada, one question I had for you, my first question was,
if you could comment on, if you have the statistics, the rate of in-
crease in small business exports in this region, in the region that
you are responsible for, if you have any figures on whether it’s by
market share or by volume or, you know, is there—I guess my real
question is, are we making measurable progress in terms of seeing
more small business exports, and is that growing at a pace greater
than the rate of growth of the economy, for instance?
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My second question is both for you and Mrs. Hennessy. It actu-
ally sounds as though your missions are extremely similar, one in
the Department of Commerce and the other in the Small Business
Administration, and I'm just curious, how do you distinguish be-
tween the missions that you have? What’s different about the func-
tions that you play with respect to facilitating exports for small
businesses?

Mr. QUIJADA. To answer your first question, I do not have those
figures readily available, but I would be pleased to supply those to
both of your offices.

To your second question, I think that both our agencies at some-
times possibly we may be doing and reaching out to the same con-
stituents, the same small business customers, if you will. SBA is
very specific about the kinds of services that it can deliver to our
constituents, rather our small business customers, and I outlined
those in my testimony.

Whereas in access to capital and technical assistance and in gov-
ernment contracting opportunities, I don’t know if you would like
to add to that?

Ms. HENNESSY. Yes.

Chairman Toomey, just to reiterate, we—in my testimony as
well, I reference the fact that we work very closely with SBA and
Ex-Im not do anything with financing, so we are aware of their
programs, we can advise our clients about several of their pro-
grams, but always with the intentions that we would bring SBA
and Ex-Im to the table with us.

We are solely dedicated to international marketing. In other
words, we are out there from the commercial perspective. Mar-
keting, helping companies market, identify buyers, identify dis-
tributors and advocating on their behalf, but we would always
work with Ex-Im and SBA to bring in that financing component so
that the exporter has a complete package.

Chairman TooMEY. Okay. Well, thank you very much for that
clarification.

I'll be happy to recognize the gentlelady from California.

Ms. MILLENDER-McCcDONALD. Thank you, Mr. Chairman.

Mr. Quijada, you mentioned that you have given—Los Angeles
has 43 export loans that you've given to the Los Angeles area, and
in fact 22 of those export loans have been in my district of the
37th. Am I correct in noting that?

Mr. QUIJADA. Yes, that’s what I said.

Ms. MILLENDER-McDONALD. If that is the case, then tell me, of
those 22 export loans, what small businesses are we talking about?
Are we talking about mostly women-owned businesses? Are we
talking about businesses that exceed 50 employees?

You know, there are so many definitions to small businesses,
really, so what small businesses are we talking about that you
have given this $10.3 million to in my district, with a breakdown
between services and manufacturing?

Mr. QUUADA. With your permission, if I can invite our Inter-
national Trade Specialist, so that .

Ms. MILLENDER-MCDONALD. Of course you can, yes. Right.

Unidentified SPEAKER. Good morning. Thank you.

Ms. MILLENDER-MCDONALD. Good morning.
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Unidentified SPEAKER. I don’t have all that statistical data here
available. I certainly could provide that, but I did some research re-
garding some recent financing we did in your district, Congress-
woman.

Over the past five years, we have approved eleven export loans
for $4.7 million, and of those eleven businesses, seven of them are
owned by Asian-Americans, one by a Hispanic-American. I don’t
have the specific breakdown of the nature of the business, but I
would be—.

Ms. MILLENDER-MCDONALD. Could you provide that for me at a
later time?

Unidentified SPEAKER. Certainly, before the end the day.

Ms. MILLENDER-MCDONALD. I perhaps put you on the spot on
that, but I do want to really engage fully in the small businesses
in my district who are exporting, because we both know that, or
I know that, small businesses tend to be a little reticent about ex-
porting, and the more we can get them engaged in that, the better
off we are, and especially those small businesses that for the first
time are beginning to engage in international trade, and so we
really do want to know who they are and from what backgrounds,
ang whether it’s service or manufacturing that they are espousing
to do.

Mr. Quijada, you know, recently the U.S. Chile Free Trade
Agreement was signed by the SBA with the Technical Corporation
Service of Chile and the Chilean Economic Development Agency to
promote programs that will help small businesses and medium-size
businesses in both countries.

Now, it has been said by the previous panelists that Chile is not
a large market here in California, so how would this benefit our
local small businesses?

Mr. QUIJADA. Again, that’s a question that I would—that is very
specific to our Office of International Trade headquartered in
Washington, and I know that Mr. Manny Rosales, Deputy Adminis-
trator, has testified on that.

I would gladly also provide you with the specifics of that, as
again it is specific to the Office of International Trade, not at the
local {?Vel, but I would like to provide you with that information,
as well.

Ms. MILLENDER-MCDONALD. I would be happy for you to do that,
because again, I want to really pinpoint just where we are in terms
of these overtures that are being made by the Honorable Rosales,
as well as others in the SBA.

Mr. QUIJADA. Yes.

Ms. MILLENDER-MCDONALD. Your online Internet service, which
has this vast database, how much outreach are you doing to the
minority communities, and especially women-owned, black-owned,
Asian-owned, Latino-owned businesses? And you say training is a
part of this online service; is that the case?

Mr. QUIJADA. In all of our programs within SBA, whether it’s at
the field offices or at headquarters, we have a strong commitment
through the partnerships, whether it’s our colleagues at other gov-
ernment agencies, as well as community-based organizations and
chambers of commerce and the like, to reach out to the new and
emerging markets.
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So we have, again, a commitment from the very top to the field
offices, whether it’s Pro-Net or other firms that are contained
there, or any of our other online databases. We have, again, a com-
mitment to reach out to those specific markets, because we know
the need to continue to work closely with them and, again, to work
closely at the local level with those organizations that represent
those businesses as well.

Ms. MILLENDER-MCDONALD. Well, I would be interested to know
the emerging markets in those businesses that are aspiring to ven-
ture into that.

Ms. Hennessy, in your testimony, you said that you recruit and
bring in some 125 foreign buyers to the U.S. To visit more than 25
major U.S. Trade shows each year. How many businesses, small
businesses, benefit from this particular program? I do love “Buy
U.S.” and that slogan, but how many businesses are we really talk-
ing about in terms of benefiting from this program?

Ms. HENNESSY. Well, because these buyers, these international
buyers, come into the domestic trade shows—as an example, I was
just recently just in—I can illustrate this, I think, to the point that
I—I was recently at a show back in Philadelphia at the AACC
show, which is a very, very large clinical diagnostic show.

Because that was mostly U.S. Businesses that were exhibiting
there, we were also there with foreign buyers, with foreign buyer
delegations, so as these foreign buyer delegations are out walking
around the floor talking to exhibitors, in essence, there is a poten-
tial for any small business on that showroom floor to be able to
meet with that foreign buyer.

Ms. MILLENDER-McCDONALD. Well, of course, the potentiality is
there, but we need to talk about really hard numbers here.

Ms. HENNESSY. But then what we do is, then we have programs
that are set up that actually we prearrange appointments with
these foreign buyers and also with our commercial specialists that
come over.

And so I would say on any given show, perhaps they may have
had appointments with 50 to 60 small businesses that were there
at the show—and that’s just a rough estimate, depending upon the
size of the show, depending on that company’s particular interest
in that market, et cetera, but usually we are always at these
shows, we are always taking around our commercial specialists and
their businesses, so on any given day, as I mentioned, we could
perhaps impact between 50 to 75 businesses, perhaps.

Ms. MILLENDER-MCDONALD. What I'm interested in, and it has
to be very clear, that the women-owned businesses are the most—
the highest growing businesses in the country. They are producing
the jobs that are necessary, creating those jobs, and we need to
know, I need to know specific facts on how they are impacting your
“Buy USA” and your other projects that you've given to us so that
I can be clear on are we really doing a good job in bringing small
businesses into this whole notion of international trade and export-
ing.
So I need to know that—to just read your different testimonies,
they are very glowing, but I need to have some specifics as to
where our companies, especially in this region are, in terms of your
product, your sale, your services.
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Ms. HENNESSY. And I would be happy to provide that. I can tell
you, Congresswoman Millender-McDonald, that our focus at the
Commercial Services, especially here in Los Angeles, because of the
diverse nature of Los Angeles, the majority of companies that we
work with are usually minority-owned, ethnic minority-owned,
women-owned businesses, tremendous numbers, and I'd be happy
to provide them for your district.

Ms. MILLENDER-MCDONALD. Please do that.

Ms. HENNESSY. Sure.

Ms. MILLENDER-MCDONALD. The last question I have, Mr. Chair-
man, is for Dr. Spinelli.

Dr. Spinelli, globalization is making the international market a
necessity for small businesses, as we all know; however, nearly
two-thirds of smaller exporters sold their goods and services to only
one foreign country.

In your opinion, what are the problems that prevent smaller ex-
porters from exporting to multiple countries?

Dr. SpINELLI. Well, I think because of the focus of OPIC on in-
vestments—if I can answer the question in just, in sort of in terms
of investment—I think one of the great inhibitors often is the con-
cerns that people have on the political risks that they are facing.

We know if we, you know, if you get involved in the United
States, you know what you’re facing in terms of a political system
and all of those complications. I think oftentimes it’s very chal-
lenging as people look to different parts of the world, and, you
know, they tend to follow where there’s some good experiences

Ms. MILLENDER-McCDONALD. All of these countries are political
systems, aren’t they?

Dr. SPINELLI. Excuse me?

Ms. MILLENDER-MCDONALD. All countries are political systems,
aren’t they?

Dr. SPINELLI. Right, but there are different levels, you know, of
whether or not your rights as an investor or if youre—you know,
the rule of law is respected if there are things like transparency,
if there’s an arbitrary tax system. All of those things which you
don’t deal with when you're, you know, getting involved domesti-
cally in a business. You just worry about commercial—you have to
then worry about political risks.

I think that a lot of times that that’s very offputting to people.
It’s a formidable barrier, so they will tend to go where other people
go and, you know, it’s difficult to strike out. You know, one of the
things that we try to do, and the whole reason for us of offering
political risk insurance is to help to mitigate some of those risks;
that you create at least somewhat more of a level playing field.

Ms. MILLENDER-MCDONALD. Thank you.

Thank you, Mr. Chairman.

Chairman TooMEY. Thank you very much.

I'd like to thank the witnesses from the second panel very much
for your testimony and for joining us this morning.

At this time I would invite the witnesses from our third panel
to approach the witness table and take their seats.

Ms. MILLENDER-MCDONALD. Let me recognize one of the great
councilwomen who represent this great City of Long Beach, Coun-
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cilwoman Laura Richardson is in the House. Thank you so much
for being here, Councilwoman.

Yes, give her a hand.

I hear, Mr. Chairman, that Mr. Greg Davis is here, so now that
we have a portable mike, maybe we can have all four folks come
up and speak on this last panel.

Chairman ToOMEY. Certainly.

Ms. MILLENDER-MCDONALD. Thank you all for being here.

Chairman TOOMEY. Are we still waiting for our fourth panelist?

Ms. MILLENDER-MCDONALD. Is Mr. Greg Davis here?

Chairman TOOMEY. Yes.

Ms. MILLENDER-MCDONALD. And we have Mr. David Josephson,
1(\)/111{' Chris Wacker and, of course, I know Ms. Patricia Unangst.

ay.

Chairman TooMEY. All right.

At this time then I will recognize the gentlelady from California
for the introductions of our third panel.

Ms. MILLENDER-MCDONALD. Thank you so much.

I have all of these very sterling backgrounds of all of these great
people. Of course, a longstanding friend and outstanding woman is
Patricia Unangst. She serves in dual capacity as Executive Director
for the Carson/Lomita/Torrance Work Investment Network and the
manager of the Workforce Development Division of the City of Tor-
rance.

She has been really absolutely out front in terms of small busi-
nesses. And the CLT WIN is a strategic alliance of business, com-
munity and governmental organizations that facilitate the training
and placement of local work force.

Mr. Chris Wacker is the Senior Vice President of Sales and Mar-
keting at the LaserFiche Document Imaging here in Long Beach.
He plays a key role in product development and developing the bar
channel at this company, this imaging company. He has been in-
strumental in marketing LaserFiche as a seamlessly integrated im-
aging text processing and document databased system for Ralph
Parsons.

He established his own videographics and photography business,
utilizing state-of-the-art computer graphics and video equipment.
He has a Bachelor’s degree from Hofstra University in New York.

Mr. Josephson is the Western Regional Director for the Export-
Import Bank of the United States, and he’s responsible for mar-
keting the insurance and guaranteed products of the Export-Import
Bank to exporters and banks in the eleven western United States.

I'm sorry, Mr. Davis, we did not get anything from you, but you
are a man in your own rights, Director of Economics Development
for the Office of Planning and Research, and you will start off.

Thank you.

Chairman TOOMEY. I would like to welcome all of the witnesses,
and once again just remind everybody to please keep your com-
ments to five minutes. Any extended testimony is welcome. We will
include that in the record.

At this time I'll recognize Mr. Davis.

Mr. Davis. Thank you, Mr. Chairman.

Briefly, yes, I am currently the Director of the Governor’s Office
of Planning and Research Economic Development Unit.
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Ms. MILLENDER-MCDONALD. Great.

Chairman TOOMEY. Good.

Mr. DAvis. And I am also the past Director of Export Develop-
ment for the State of California.

Ms. MILLENDER-MCDONALD. Great.

STATEMENT OF GREG DAVIS, DIRECTOR, ECONOMIC DEVEL-
OPMENT UNIT, GOVERNOR’S OFFICE OF PLANNING AND RE-
SEARCH

Mr. Davis. Chairman Toomey, Ranking Member Millender-
MecDonald, and distinguished members, thank you for your invita-
tion to share some brief comments with you about small business
exporting and the Southern California economy.

As this Subcommittee is well aware, the interests and challenges
of small business are often distinct from their larger counterparts.
I applaud the work of this Subcommittee to seek out particular
needs and opportunities facing small business with regard to ex-
porting to ensure proper consideration of this critical element of
our State’s economy.

It is especially appropriate to conduct a hearing on this issue
here in California, because we are home to approximately 25 per-
cent of all U.S. Exporting companies.

It is increasingly important for small business to take advantage
of the opportunities and markets available through international
trade. With 96 percent of the world’s population and 67 percent of
global purchasing power outside the U.S. Borders, the small busi-
nesses that rely exclusively on business from domestic sources are
mi%sing out on a vast untapped market afforded by international
trade.

Moreover, since every $1 billion in trade supports approximately
11,000 jobs, small business participation in international trade pro-
vides impressive benefits to the California economy.

I'm here today to discuss what the State Government’s role has
been in accelerating the successful entrance of small business into
export activity.

California’s main entity for domestic and international economic
development has been the Technology Trade and Commerce Agen-
cy. The agency was created in 1993 to serve as a central location
for the State’s domestic and international programs. With head-
quarters in Sacramento and regional offices around the state, the
agency was designed to serve the needs of the State’s small and
medium-size businesses.

Within the International Trade and Investment Division, later to
be called the Global Economic Development Division, the agency
managed various programs designed to assist companies looking to
expand their business overseas and to promote California’s location
for foreign-direct investment.

The objective of these programs was economic development with-
in the state, leading to the ultimate goal of creating jobs. In addi-
tion, these programs ensured that California had an international
presence fitting for one of the world’s largest economies.

Programs managed by the Technology, Trade and Commerce
Agency included the Office of Export Development, over which I
presided, the Office of Business Investment, the California Export
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Finance Office, twelve international offices of trade and investment
overseas, the California Office of Mexico Affairs, and the California
World Trade Commission. A brief description of each of these pro-
grams is provided in the written testimony that I submitted.

The California Department of Food and Agriculture runs the ag-
ricultural export program. The California Energy Commission man-
ages the Energy Technology Export Program and the California
community colleges continue to provide trade services through four-
teen centers for international trade development located through-
out the state. These programs are funded and will continue to
serve the California SME in the foreseeable future.

Unfortunately, due to ongoing state revenue deficiencies, most of
the Technology, Trade and Commerce Agency’s international trade
programs have undergone drastic budget cuts, and the agency itself
only has funding available for the remainder of this calendar year.
If the programs mentioned before are to continue, new sources of
funding must be secured.

It is important that an economy as significant as that of Cali-
fornia maintain its involvement in international economic affairs.
As the global economy continues to recover from the recent slow-
down, California companies will see greater opportunities for sales
of their products and services in the international marketplace.

From the emerging markets of Latin America to the State’s num-
ber one overall export market of Asia, we anticipate fertile ground
for California exports and strong growth for California SMEs,
which can be enhanced with proper assistance.

All the export successes experienced by California SMEs have a
direct correlation of bottom line impact at the federal level and on
the U.S. Economy.

With an economy that represents 13 percent of this country’s
GNP and approximately the same percentage of its exports, the
U.S. Economy could directly benefit from an increase in trade sup-
port for the California business community.

Alternative models of program funding are a concept that has
proven successful. One model that is currently being utilized in
both Florida and Michigan is the Public Private Partnership that
I believe Dr. Shatz mentioned earlier. The partnership is organized
as a corporation and run like a business, funded partly by state
government and partly through private donations to manage the
state’s economic development programs.

Chairman TOOMEY. I'm sorry. Time has expired. If you could just
bring your comments to a conclusion, I would appreciate that.

Mr. Davis. Absolutely.

In closing, I'd like to mention that it is the diversity of California
industries and export markets, over 222 in the year 2000, that play
a significant role in California’s economic success. California is
home to several leading industry clusters, and although we have
seen a decline in total exports from the State’s record of nearly 120
billion in 2000, California continues to be a top exporting state.

A point worth mentioning is that these export values do not in-
clude trade and services. The services sector counts for approxi-
mately 80 percent of the U.S. Total GDP, and over one-quarter of
U.S. Exports. California is a leader in most of the top ten U.S.
Service exports.
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Thank you very much.

[Mr. Davis’ statement may be found in the appendix.]

Chairman TooMEY. Thank you very much for your testimony.

At this time I'd like to welcome and recognize Mr. David Joseph-
son.

STATEMENT OF DAVID JOSEPHSON, DIRECTOR, WESTERN
REGION, EXPORT-IMPORT BANK OF THE UNITED STATES

Mr. JOSEPHSON. Mr. Chairman, Representative Millender-
McDonald, and members of the Commlttee I'm happy to join you
today here in Long Beach, only a few minutes from our main West
Coast office, to represent the Export-Import Bank of the United
States. Thank you for inviting me to testify about our efforts to
support small business throughout the country, and in particular
in California.

Ex-Im Bank provides competitive financing solutions so that
businesses large and small can export. Ex-Im Bank exists to assist
in the financing of U.S. Exports, thereby helping to preserve and
support jobs here in the United States.

The bank does this by helping finance the export of U.S. Goods
and services through direct loans, loan guarantees and insurance.
These transactions do not compete with private sector financing, as
the bank fills the void when commercial lending institutions are
unwilling to support a transaction without Ex-Im Bank’s involve-
ment. In addition, any transaction we support must offer a reason-
able assurance of repayment as we are not an aid agency.

These are transactions that would not go forward without the
bank, due to the competitive support provided to foreign companies
by the export credit agencies of Europe, Canada and Japan, or be-
cause the private sector may not want to take the risk in a par-
ticular country.

Consistent with the Organization for Economic Cooperation and
Development—the OECD—arrangement, Ex-Im Bank is able to en-
sure that U.S. Exporters are able to compete on the basis of price,
quality and delivery of goods and services without unfair advan-
tages of subsidized financing from competing exporters in other in-
dustrialized countries.

These U.S. Export transactions that Ex-Im Bank supports from
every state in the nation take on particular importance during dif-
ficult economic times.

During fiscal year 2002, Ex-Im Bank supported $12.9 billion of
U.S. Exports to markets around the world. We approved 2,154
small business transactions, which represented 85.6 percent of all
of our transactions for that year. These transactions included one
loan totaling $27 million; 71 guarantees totaling $313 million; 323

working capital guarantees totaling $532 million; 1,759 export
credit insurance policies totaling $910 million.

It should also be mentioned that Ex-Im Bank provides significant
indirect support to small businesses. While this support is not part
of the 20 percent small business set aside mandates, small busi-
nesses are benefiting greatly.

We recognize that small business provides the greatest source of
job growth in the U.S., and we continue to improve our small busi-
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ness programs and services. We are successful because we listen to
our customers and to our partners.

Today I want to speak of the two most commonly used products
at Ex-Im Bank. It’s the Working Capital Guarantee and the Export
Credit and Insurance, then I'll also speak a bit about our outreach
and marketing.

Ex-Im Bank has a longstanding commitment to providing pro-
grams and services to small businesses. Over the past few years,
we have seen solid growth in one of our programs, the Working
Capital Guarantee.

When we recognize that small businesses, particularly those
owned by minorities and women, face a number of hurdles in ob-
taining commercial financing; when credit tightens, small busi-
nesses tend to be more adversely affected than larger companies.
Small businesses typically lack capital, collateral, and the financial
history to persuade banks to issue a loan. And often when a small
business begins to compete in the export market, it lacks produc-
tive capacity and finances to produce the export.

Loans made under Ex-Im Bank’s Working Capital Guarantee
Program can be used for the cost and expenses of manufacturing
the export item or providing a service. In fiscal year 2002, we ap-
proved $684.8 million in such loans, 77.6 percent of these loans
supported small businesses.

These loans supported approximately $2.4 billion in export sales.
Our working capital program has grown 76.6 percent since fiscal
year 1998.

By increasing the coverage of working capital loan guarantees for
minority and women-owned firms from 90 percent to 100 percent,
we have given them greater access to financing for pre-export costs.

Our export credit insurance is almost exclusively used by small
businesses. In fiscal year 2002, we issued 1,656 of these policies to
small businesses, and this was 89 percent of the total number of
such policies. These policies protected exporter sale to foreign buy-
ers, primarily on a short-term basis.

We have several types of policies, including one for very small
businesses with limited export sales and experience, and this policy
has extra benefits, such as no first-loss deductible, a simplified pre-
mium rate schedule, and special financing features.

Outreach, three years ago we began to coordinate much more in-
tensively with our sister agencies, the Department of Commerce,
the SBA, OPIC, and the Trade and Development Agency.

Ex-Im Bank and its programs are projected across this country
through eight regional offices, and five of these offices are co-lo-
cated through the United States Export Assistance Centers, the
USEACs, and we have placed our Ex-Im Bank offices in strategic
locations—Miami, the District of Columbia, New York, Chicago,
Houston, and four in California.

Chairman TOOMEY. Mr. Josephson, your time has expired. If you
could just wrap up your comments, I'd appreciate it.

Mr. JOSEPHSON. Yes. I'd like to conclude and say that we are
proactively marketing our products to achieve small business goals,
and we would also like to ask your support for our mission by shar-
ing our message with your constituents.
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Ex-Im Bank and I are at your service, and whatever we can do
through seminars in your district, Madame Congresswoman, to
meet with groups or companies at your request. We are here to
help make exports happen.

Ms. MILLENDER-MCDONALD. Thank you.

Chairman TooMEY. Thank you very much for your testimony.

[Mr. Josephson’s statement may be found in the appendix.]

Chairman ToOMEY. At this time I would like to welcome and rec-
ognize Ms. Patricia Unangst.

STATEMENT OF PATRICIA D. UNANGST, EXECUTIVE DIREC-
TOR, CARSON/LOMITA/TORRANCE WORKFORCE INVEST-
MENT NETWORK BOARD

Ms. UNANGST. Good afternoon, or morning.

Thank you, Congresswoman, for your earlier kind remarks.

Just to let our newly recognized guest, the Chairman here from
Pennsylvania—my roots actually go back to Eastern Pennsylvania,
my family, so it’s part of your district.

Chairman TOOMEY. Yes, it is.

Ms. UNANGST. My great grandfather was the canal master, so he
had an extremely important position in your town back then.

Chairman TOOMEY. And an important position in trade——

Ms. UNANGST. Exactly.

Chairman TOOMEY [continuing]. Because that’s how we used to
get products to market.

Ms. UNANGST. That was the initial trade, so interesting connec-
tion that just happened to be.

The Congresswoman told you a little bit about our agency. I
won’t go over all that’s in the testimony, but we are a public/pri-
vate partnership, primarily funded by the Federal Work Force In-
vestment Act. We operate the job training programs for the cities
of Carson, Lomita, Torrance, and under a major contract with the
City of Los Angeles, we operate for the Port of Los Angeles area.

So we do touch upon a vast majority of the businesses affected
in this area, and our focus is one of economic development business
services, as well as job seeker services.

The square miles, we cover approximately 84 square miles, a
population of over half a million, so as you know, L.A. Is a very
dense, a very populous area, so even though we are a small part
of it, we cover a vast industry, of which there are 17,000 companies
located in our district, our service area, and 92.9 percent of those
employ 50 or less individuals, so it’s primarily a small business
market.

The major industries include aerospace defense, medical services,
transportation, refineries, business services, hospitality and, of
course, the Port of Los Angeles.

How can we help? Economic development services, we are a con-
necting agency to many of the agencies you've heard here today.
We connect business with those services. We offer recruitment
services and we offer work force development services, on-the-job
training, placement, things like that.

One interesting thing that I came across in preparing my re-
marks for the Committee today was the publication of Mr. Shatz



36

from the Public Policy Institute, where his report on globalization
discusses the impact to jobs, and that’s a really critical factor.

I'll just quote from his report, “The effects of international trade
and global integration cannot easily be separated from the effects
of other economic trends. In particular, technical change that fa-
vors employment of highly skilled workers. However, the policy
prescriptions for mitigating widening income gaps are the same for
trade-induced and technology-induced change.”.

That’s an interesting correlation.

“These prescriptions are to improve the educational opportunities
and the education of the population and to maintain a social safety
net for workers displaced by economic change.”.

One of the unfortunate aspects of my business is that we deal
with the laid-off workers that are affected by these policies.

Again, I won’t go over in detail, but I will mention that the gen-
tleman from the State talked about one of the fourteen centers
dealing with international trade development that are located at
community colleges. One of those, Congresswoman, serves your dis-
trict, and that’s the one based at El Camino College, and a very
close partner of ours in many of our activities.

In conclusion, I'll just mention some of the recommendations that
we have for your Committee to consider as you look at trade policy.

At the federal level, agencies and individuals need to commu-
nicate with one another and let the local level know what you're
doing, to work together, and give us clear direction. Our biggest ob-
stacle at the local level is conflicting federal agency policies.

Decision-makers need to take into account the impact that shifts
in trade or tariff policies have on jobs, the quote I gave you earlier.

Mr. Hanover’s [sic] Study, in fact, I believe you asked a question
specifically on jobs impact and he indicated that that needed fur-
ther study, and that’s exactly what we are saying. It’s often not
considered, and the impacts are both positive and negative.

Some of these policies impact jobs. While they might decline on,
say, the production end, they increase on the service end, but
there’s got to be the balance, and then there’s got to be the eco-
nomic balance. Are those jobs being created, value-added, good-pay-
ing jobs, as opposed to the entry-level jobs?

And then, finally, adequate funding needs to be available to
agencies such as ours to help local areas cope with the impacts and
the shift in industry labor needs. We can only help if we receive
adequate funding.

So with that, I'd just like to conclude and mention that attached
to my testimony is a business guide for incentive programs in our
region. It was actually prepared by one of the partner agencies that
we work with, the South Bay Economic Development Partnership,
and so that’s attached and it’s in everybody’s packet.

Thank you.

Chairman TooMEY. Without objection, that will be included in
the record. Thank you for your testimony.

[Ms. Unangst’s statement may be found in the appendix.]

Chairman TOOMEY. At this time I would recognize Mr. Chris
Wacker.
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STATEMENT OF CHRIS WACKER, SENIOR VICE PRESIDENT,
LASERFICHE DOCUMENT IMAGING, LONG BEACH, CALI-
FORNIA

Mr. WACKER. Good morning. My name is Chris Wacker. I'm a
Senior Vice President for LaserFiche Document Imaging located
here in Long Beach.

We are a software development company. We help businesses
and governments around the world manage their paper, electronic
records—and electronic records through a suite of innovative prod-
ucts.

Our company, which is the major division of CompuLink Man-
agement Center, was established in 1987 in Torrance and bought
its world headquarters building here in late 2001.

Our employment base has grown by nearly 40 percent in the past
20 months to 140. Our initial focus was to serve the Municipal
Government market, where we now have a 60 percent market
share. In later years, we broadened our outreach to the federal,
commercial and international markets, where our products are
widely used and accepted.

LaserFiche is used in the Army, Navy, Air Force, Marine Corps,
the CIA, FBI, Secret Service, State and Homeland Security Depart-
ments, as well as other agencies. In the commercial arena, finan-
cial services, health care, real estate, insurance, accounting, and
law firms in the U.S. And internationally use LaserFiche.

Your interest today is in studying how the Federal Government
can assist small businesses wishing to export their products. About
20 percent of our LaserFiche business is done outside of the United
States. This figure could potentially be much higher, but until the
past several years, for reasons of sales and distribution, we elected
to devote most of our resources to the domestic market.

Today the world is ready for LaserFiche Document Imaging, and
we have scores of resellers around the world and four corporate
employees stationed abroad in the UK, Australia, Brazil and Peru.
Because our software is recognized as improving business processes
and productivity abroad, it is widely accepted by end-users around
the world.

Computer resellers also see the opportunity LaserFiche offers in
their countries and are joining us at a record pace.

Among our concerns abroad are protection of our intellectual
property, currency fluctuations and occasional visa difficulties re-
stricting travel by our resellers, customers and employees.

Regarding intellectual property protection, we have developed a
large number of internal safeguards. These include staying out of
countries where software piracy is tolerated. Nonetheless, the prob-
lem of software theft remains a critical problem for LaserFiche.

Put simply, illegal copies of software is a larger risk to companies
like ours than burglars breaking into our offices, since unlimited
copies of LaserFiche intellectual property can be stolen without our
knowledge. The potential loss from unrealized sales is enormous.

The United States is increasingly becoming dependent upon tech-
nology exports as a key part of American trade. Our government
must work with the world community to rigidly protect American
companies’ intellectual property from theft in foreign countries.
This is our highest priority.
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Many nations where we do business experience daily currency
swings, making it difficult for exporters to price their products to
be competitive. This is an historic problem, but we encourage the
Treasury and State Departments to encourage our world trading
partners to take necessary steps to stabilize their economies and
currencies.

Our international business depends also on the easy passage of
our overseas resellers, customers and employees to the U.S. For
training, consultations and to consummate sales.

New security programs have made travel more difficult. We re-
quest help to enable our international business partners, cus-
tomers, employees to come to California quickly for timely training
and meetings.

I appreciate the opportunity to present this testimony on behalf
1(')1f LaserFiche, and would be happy to answer any questions you

ave.

Chairman TooMEY. Thank you very much for your testimony.

[Mr. Wacker’s statement may be found in the appendix.]

Chairman TooMEY. I'll begin with just a few questions that I
have. My first question is actually for Mr. Josephson.

As you are no doubt aware, I think it was last year, Congress
passed and the President signed a new Ex-Im Bank reauthoriza-
tion legislation, and as it happens, I sit on the Financial Services
Committee and on the Subcommittee that has jurisdiction over
that, and had some hand in drafting some of the provisions, actu-
ally one of which is not terribly popular with the folks over at Ex-
Im Bank, but that’s besides the point.

My question is, overall and on balance, do you have any worries
or concerns about implementing the new provisions and the new
reauthorization legislation, or are you confident that it’s going to
be pretty much business as usual?

Mr. JOSEPHSON. Can you hear me okay?

Chairman TOOMEY. I can hear you.

Mr. JOSEPHSON. Good.

Let me just give you a little sort of a background answer to it.

Of course, we are a sunset agency and our charter is reviewed
about every four or five years by Congress for renewal, and we
have been successively renewed every year since 1932.

You know, with each renewal, there are changes to the charter
and things that have been added; for example, economic impact
issues must be more closely examined now, and environmental
issues also.

I would say that, you know, the question is a little bit above my
pay grade, to tell you the truth, but I would say business is going
on as usual. I mean, I have our up-to-date numbers that we have
done this year to date, and we are on track for a similar year as
we did last year.

Chairman TooMEY. Okay. Maybe I should just be a little more
specific.

Do you have any reason to believe that anything in the new leg-
islation will curtail your ability to execute the transactions that
you'd like to be engaging in?

Mr. JosEPHSON. Well, legislation by nature curtails our ability to
transact and so, for example, you know, economic impact issues do
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curtail the speed with which we can transact, and things in our
charter are such that we may not compete with the private sector.
This limits what we can do. It makes us slower to respond to a fi-
nancial need and a requirement.

So I guess what I’'m trying to say is that the simpler—in inter-
national trade and finance, or even in domestic finance, the simpler
that one can make the process, the quicker it goes, and of course
time is money in business. And so, you know—well, I think that’s
my answer.

Chairman TooMEY. Thank you very much.

I have a question for Mr. Wacker as well.

First, I'm just impressed. I always enjoy learning about a busi-
ness model that would never have occurred to me in a million
years. I congratulate you on the success in discovering and devel-
oping this niche that you have.

You pointed out some very important concerns that we in Con-
gress, I think, need to be very concerned about—intellectual prop-
erty rights protection, currency fluctuation is obviously something
much more difficult for us to control, but we can indirectly influ-
ence, and I think we should very strongly encourage stable cur-
rency policies on the part of our trading partners.

My question for you is—it strikes me that your product could be
described as either a product or a service. It’s probably both. But
are there any of the trade agreements that we are currently con-
templating, any countries with which you would like to be able to
pursue business, but in which there are tariffs or other nontariff
barriers to your product?

Are there any specific areas where it would be helpful to your
business for us to focus on reaching a either bilateral or multilat-
eral trade agreement? Any country you have in mind? Any mecha-
nisms that are used to keep your products out? You know, what
should we be doing on the trade front to help you sell more prod-
ucts overseas?

Mr. WACKER. Well, to my knowledge, in the countries in which
we do business, we don’t encounter tariffs. What we do encounter
is—well, we have offices in these four countries, and in those coun-
tries, it’s often difficult to take cash out of the country. That’s
where we run into governmental restrictions and taxation.

Chairman ToOMEY. When you say it’s difficult to take cash out,
do you mean to repatriate profits for an American subsidiary that’s
overseas, or are you referring——.

Mr. WACKER. Yes, that’s correct.

Chairman ToOMEY. Do you actually have subsidiaries in these
countries?

Mr. WACKER. Yes.

Chairman TOOMEY. So you have got investments there, you have
profits there, and you face capital flow constraints in terms of mov-
ing that capital where you need it to be. Is that a fair .

Mr. WACKER. That’s correct, yes.

Chairman TOOMEY. Well, this is one of the disincentives to for-
eign investments that countries impose upon themselves, and of
course, as you know, that continues to be a priority in our trade
negotiations, but I appreciate that.
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I'm happy to yield and recognize the gentlelady from California
for her questions.

Ms. MILLENDER-McDONALD. Well, I tell you, this has been quite
an interesting panel, and, in fact all panels have, but Mr. Wacker,
your intellectual property comments really struck, I think, the cord
of both the Chairman and this Ranking Member, because often-
times when we do legislation, we protect the larger companies, but
we do not look at the smaller companies in protecting you against
intellectual property.

This is something that I think Congress has to look at with ref-
erence to that, and then your capital flow and capital control is
what I spoke with Dr. Haveman about. That is, indeed, another
issue that we need to look at with reference to small businesses
and the flow of capital or the control therein, in terms of your
working with different countries.

I think, Mr. Chairman, that is something that we need to per-
haps revisit as we return back to Congress next week, so that we
can ensure that businesses such as your company, which is a niche
company and certainly one that is very innovative, will not come
up against some of the problems and some of the issues that—per-
haps through legislation we can perhaps clear the way for you.

I would like to impose upon my Chairman to have us engage in
that conversation with the Committee when we return back.

Mr. WACKER. Well, thank you, Congresswoman.

If I might add, also, as a small company, we don’t have the mus-
cle or the clout that larger companies like Microsoft does.

Ms. MILLENDER-MCDONALD. Of course not, right.

Mr. WACKER. So any help you could give us would be——.

Ms. MILLENDER-MCDONALD. Absolutely. This is what my consult-
ants and I were just—you saw me talking back and forth, and as
we listen to you, we are talking back and forth, because we are not-
ing some of the things you are saying so we can return back to
Washington and engage in conversation and dialog on it. Abso-
lutely, we have taken that under advisement.

Mr. WACKER. Thank you.

Ms. MILLENDER-MCDONALD. Mr. Davis, thank you so much for
representing the Governor’s office here today.

My question to you, if manufacturing jobs have left and are leav-
ing, as they are at a rapid pace, and going to other countries, and
high tech has reached an all-time low here in California, what
countries and markets can California look to for international trade
in creating the jobs that we need here in this region?

Mr. DAvis. Always an interesting question to attempt to answer.
I can really give you what my opinions on this are and from what
I have seen, as opposed to trying to give an administration view
on it.

Obviously, I think it was stated many times here today that
right now our greatest trading block is with Asia and the opportu-
nities that we foresee in Asia are numerable and very, very fruit-
ful, we believe.

The industries in this state continue to blossom. The technologies
that continue to emerge are in the IT and Telecom sector, but real-
ly looking towards more emerging and industries that are sort of
in those nascent stages at this point, like the life sciences.
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For example, the Governor mandated in his inaugural speech the
Life Science Initiative. It has been going on throughout the state
to help not only promote and stabilize, but build on the leadership
that this state currently has in the biosciences. Summits have been
held in San Francisco, San Diego, Los Angeles, and currently
there’s going to be one September 30th in the Sacramento/Davis
area.

The idea behind these are to build ten-year strategic plans re-
gionally and then to take that and develop a state-wide strategic
plan, so as far as trying to directly affect positive growth in exports
for specific industries, and two specific markets, those types of pro-
grams are in place and are being worked on as we speak.

Ms. MILLENDER-MCDONALD. In speaking with the two, the initial
two panelists from the institute, Public Policy Institute, they recog-
nize that Asia is our largest market, and you are saying there are
trading blocks.

What are those trading blocks that will circumvent us from going
full—

Mr. Davis. I'm sorry. When I said “trading blocks,” I meant that
region. I didn’t mean there were blocks to trade.

Ms. MILLENDER-MCDONALD[continuing]. Oh, okay.

Mr. Davis. I wasn’t referring to tariff or nontariff barriers. I was
just initially sort of outlining that area of the world.

Ms. MILLENDER-MCDONALD. All right. I have it.

I'm trying to look to see if [—I wrote all over the place here in
my notes.

Mr. Josephson, you mentioned that you approved over 2,000
small business transactions which represent 85 percent of all of
your transactions.

What type of businesses are we referring to there?

Mr. JOSEPHSON. Well, if I may just—I have a report here from
your district, Madam Congresswoman, and I can just read off some
of the—I won’t mention the names of the companies, but I'll be
happy to share this with your staff later, but from Congressional
District 37, we have—in the last five years, we have supported
with the programs I mentioned exports of the following kinds of
things: Engineering services, industrial—.

Ms. MILLENDER-MCDONALD. So that’s a report you're going to
give to me?

Mr. JOSEPHSON. Yes, ma’am.

Ms. MILLENDER-MCDONALD. I have it or will have it?

Mr. JOSEPHSON. Yes, ma’am.

Ms. MILLENDER-MCDONALD. Okay. Then I will look at it very
carefully and respond back to you.

Also, my other question is what provisions should have been in-
cluded in the Chile Free Trade Agreement to help small local busi-
nesses access the international market?

Mr. JOSEPHSON. Well, I'm personally not that familiar with the
Chilean Agreement, but I am familiar in general with free trade
agreements, and of course what they do is they start with whatever
the tariff levels are between the countries, and they scale them
down over a period of time to where you reach zero duties.

And it sort of goes back to my earlier comment, that the simpler
you make trade, in my belief, the more it’s going to happen, and
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so I feel that, you know, that the Chilean Free Trade Association
or Free Trade Agreement, I should say, with Chile, that’s an excel-
lent choice of countries, because, you know, it’s a country that has
an investment grade debt rating on its public debt. It’s a diverse
economy in the sense of the products—copper and fruit and mari-
time products and things—so I think the trade will increase with
Chile as a result of that agreement.

Ms. MILLENDER-MCDONALD. And to my dear friend, Pat
Unangst, thank you so much for being here.

This was the second Congressional hearing that we spoke about
when we did the first one in Carson, but what are some of the
issues that you believe small businesses need to concentrate on in
order to increase competitiveness in the international market?

Ms. UNANGST. Well, I think mainly, Congresswoman, to take ad-
vantage of the many things that are out there. I mean, you have
heard from many speakers today, and many small businesses don’t
even know about what the functions of the Export-Import Bank
are.

Ms. MILLENDER-MCDONALD. Absolutely not.

Ms. UNANGST. And I think the biggest thing we can do as an
agency and Congress can continue to do is assist in the marketing
efforts to make businesses aware.

When you talk about nearly 93 percent of our businesses being
under 50 employees, they don’t have time to go out and go look for
this stuff, so electronic availability, connections to Web sites, key
Web sites, making sure that information is out there. We do work-
shop seminars with SBDC, the Small Business Development Cen-
ter, which is an SBA arm, but it’s just constantly getting the infor-
mation out there, because resources are there, if we can connect
the dots.

Ms. MILLENDER-MCDONALD. We sent a letter to the Governor
with reference to SBDC networks and providing matching funds. I
will send a copy of that letter to you for that.

Ms. UNANGST. Thanks.

Ms. MILLENDER-MCDONALD. I would like to thank all of you for
being here today. It seems that time is never enough, that we have
enough time to really go over these, but SBA, I would really like
to engage you in further outreach to small businesses, so that they
can know all of the great things that these folks who represent the
agencies are doing and perhaps give us, shed some light on what
we can continue to do in Congress to make small businesses be a
force in terms of international trade.

We know now that that is the thing that must happen in order
to create the jobs that have been lost to manufacturing.

Let me just please, Mr. Chairman, recognize Ramula Rivera, who
is a representative of Congresswoman Linda Sanchez’ office, and
we want to thank you so much for being here, along with all of the
others.

Mr. Chairman, again, thank you so much for traveling to Cali-
fornia. You now know what we undergo, traveling twice a week
from Washington to California, but we thank you so much for your
sensitivity, your friendship, and your involvement in helping to cre-
ate the climate for small businesses to flourish. Thank you again
for being here.
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Chairman TooMEY. Thank you very much for inviting me.

I want to thank all of the witnesses for their very helpful testi-
mony. At this time the hearing is adjourned.

[Whereupon, at 12:40 p.m., the Subcommittee was adjourned.]
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Subcommittee on Tax, Finance, & Exports
Field Hearing, Long Beach California
August 28, 2003
Opening Statement on Small Business Exporting and the Southern California
Economy

Introduction

e Good moming. Thank you all for being here today as we examine
small business exporting and the Southern California Economy.

o I would first like to thank the Ranking Member of our
Subcommittee, Congresswoman Juanita Millender-McDonald, for
inviting me to Long Beach California to be with you today.

* [ have enjoyed working with you and I admire your dedication to
your constituents.

o [look forward to working together with you in the future on the
many issues facing our small businesses.

s [’ve often thought that our Committee, the House Small Business
Committee, could teach a lesson or two to the entire Congress
about bipartisanship.

¢ No other Committee in Congress works together as well as we do
because we all, Democrats and Republicans alike, have exactly the
same goal—creating an environment where all of America’s small
businesses can grow and prosper free from unnecessary
government burdens.

e It’s a pleasure to be here as we examine trade in the context of the
Southern California economy.
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* Despite being over 2,500 miles apart on different ends of our
nation, California and my home state of Pennsylvania have a great
deal of similarities.

s For example, California is the nation’s largest state economy,
Pennsylvania follows close behind in 6™,

* Both have dynamic economies with vast natural resources, strong
agricultural communities and businesses ranging from basic
manufacturing to high-technology development.

» Another critical part of each state’s economy is trade.

¢ Both rely heavily on exporting products and services to nearly
every nation around the globe.

Trade
o [ am a passionate believer in free markets and free trade.

» It is vital that we reduce trade barriers and level the
international playing field — opening up foreign markets to
American goods.

¢ Last year, after a tough fight, Congress passed the Trade
Promotion Authority Act which is essentially an agreement
between the President and Congress on how market-opening trade
negotiations will be conducted and agreements approved.

e Trade Promotion Authority will energize efforts to remove
artificial trade barriers, expand U.S. trade, and provide a real boost
to entrepreneurs, our economy, and job creation.
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e Under TPA, the President involves Congress in trade negotiations
from the start; Congress in exchange, agrees to vote yes or no on
any resulting agreement in its entirety, without amendments.

o The large number of countries that have lined up seeking to enter
free trade negotiations with our country demonstrates the success
and need for Trade Promotion Authority.

o Earlier this year, Congress passed both the Chilean and Singapore
free trade agreements into law.

¢ [ believe this is good news for California, Pennsylvania, and the
rest of our nation.

o Not only is it two more countries ready, willing, and able to import
American goods, free from inhibiting tariffs, it also sets a

precedent for other nations to follow suit.

Advancing Both Local and National Interests

o In April of this year, I had the opportunity to speak in Philadelphia
Pennsylvania at a Chilean Free Trade Agreement event hosted by
the Chilean Ambassador to the United States, Andres Bianchi.

o While there, we discussed the fact that ships routinely arrive at the
Port of Philadelphia full of Chilean winter fruit—unfortunately,
they were leaving our ports and returning to Chile only partially
loaded with locally manufactured products.

¢ ] have no doubt that the docks here in Long Beach experience
similar situations.
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¢ Removing tariffs and other trade barriers will enable us to pack
those ships returning to their home ports full of American products

produced by American workers.

Today’s Testimony

¢ In addition to examining trade and it’s effects on our economy, and
particularly the Southern California economy, we’re also going to
be taking a look at Federal, state, and local assistance programs for
those small business looking to become involved (or more
involved in international trade.

¢ Which any CEO or CFO from any businesses in the United States
will tell you is a daunting task, let alone a small mom and pop
business armed only with web site and a connection to the Internet.

Conclusion

¢ 1’d like to now yield to Ms. Millender-McDonald for her opening
statement and witness introductions.

s Before I do, I would like to thank you again for the opportunity to
hold this hearing in your district. I look forward to exploring this
issue in greater detail.

¢ Iknow yield to the gentle lady from California, Ms. Millender-
McDonald.
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Howard J. Shatz'
Public Policy Institute of California
August 28, 2003
Small Business and the Globalization of California’s Economy
Testimony for the field hearing
“Small Business Exporting and the Southern California Economy”
Subcommittee on Tax, Finance, and Exports
Committee on Small Business
United States House of Representatives
Thank you for inviting me. My remarks are based on research conducted at the
Public Policy Institute of California, an independent, nonpartisan research institute. PPIC
does not take positions on legislation, but instead provides objective information for
decision-makers and the general public as they consider policy issues.
I will discuss three main topics. First, I will give you the highlights of
California’s globalization story, concentrating on exports. Second, I will connect this

story to what researchers have leamed about extending the gains of trade to small firms.

Finally, I will discuss trade assistance policy issues unique to California.

A Profile of California’s Globalization

California has participated fully in the increased trade and investment that have
come to be known as globalization, but the story of that participation is complex.
Although California is neither the most globalized nor the least globalized state, a
specific pattern characterizes its global economic interactions. California participates

strongly in those dimensions of globalization that are among emerging trends.

' 500 Washington St., Suite 800, San Francisco, CA 94111, (415) 291-4409, shaz@ppic.org. The views
presented here are those of the author and not necessarily those of the staff. officers, or board of directors of
the Public Policy Institute of California.
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The highlights of California’s globalization can be summarized in five points.
First, the state has strong connections with Asia, the most dynamic region. Second,
California has a high level of services exports, a new phenomenon in the international
economy. Third, its airports are important nodes in global goods movement, and air
transportation represents an important new means to import and export. Fourth,
California firms engage in production sharing, the manufacture of components and
assembly in different locations under the control of one business network. Fifth,
California is very strong in manufactured exports, particularly technology goods. Almost
all these strengths define the major trends in economic globalization worldwide.

Let me give more details. I measure California’s globalization in terms of foreign
direct investment (FDI), port activity, and trade.” In terms of trade, | will concentrate
today specifically on exports. Foreign direct investment is overseas investment for the
purpose of controiling a business, such as a grocery store or a computer manufacturing
plant. Port activity represents the services that the state’s seaports, airports. and land
border crossings provide to exporters and importers—not just from California, but also
from other states. And trade represents the sale of goods and services to, or the purchases
of goods and services from, foreign businesses or consumers.

Compared to the rest of the United States, California has less outward FDI
relative to the size of its economy. California constitutes about 13 percent of the U.S.
economy, but its firms own only about 8 percent of all foreign businesses owned by U.S.
companies. Naturally, this proportion varies by sector — from less than 1 percent in

primary and fabricated metals to 20 percent in computers.

? See Shatz (2003).
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Although California’s total outward FDI is low, its firms are particularly strong in
two of the more dynamic areas of FDI: non-manufacturing industries and manufacturing
industries that use production sharing. Production sharing is especially prominent in
technology industries and in Asia. California’s outward FDI is, as well, strong in the
technology sectors and in Asia.

Like outward FDI, the level of FDI by foreign firms in California does not stand
out. We can measure this with foreign ownership of property, plant, and equipment
(PPE) and with the number of employees in foreign affiliates. Relative to the size of the
economy, PPE levels are lower in California than in the rest of the nation, and the level of
employment looks much the same as in the rest of the United States.

The industrial mix of California’s inward FDI, however, is quite different.
California has a much lower share of manufacturing FDI, but the state has a higher share
of FDI in wholesale trade; information industries, such as publishing, motion pictures,
and data processing; professional, scientific, and technical services; and a group that
includes construction and transportation. Once again, in newer areas of globalization,
such as wholesale trade and services, California is a leader.

Next we come to ports. California’s ports play an important role in U.S. trade.
The top two in California for total trade are the seaports of Los Angeles and Long Beach,
and these have been number two and three in the country in recent years. In fact, they are
important for global trade as well. When combined, they form the number three

container port in the world behind only Hong Kong and Singapore.’

* Containers are large steel boxes that can move on ships, trains, or trucks, and their use starting in the late
1950s has helped expand wade.
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What makes the state a bit different, however, is that its top export gateways are
Los Angeles International Airport and San Francisco International Airport. Of the total
value of exports handled by all California ports in 2002, more than 52 percent moved by
air compared to 29 percent for ports in the rest of the United States. In terms of the value
of total trade, these two airports have been the seventh and eighth largest ports in the
nation in recent years. Again, the goods handled by these ports are not necessarily made
in California. Rather, they come from all over the country.

Now I will move on to trade, or more specifically exports, the focus of this
hearing. I will concentrate on goods exports, although services exports are also important
to the California economy. In fact, California’s services exports are a larger proportion
of its private economy than are services exports relative to the private economy of the
rest of the United States. As well, U.S. Export Assistance Centers in California have
become known for innovative efforts to increase services exports.

That said, manufactured exports are the stars of California’s globalization.
Relative to the size of the economy and even to the size of the manufacturing sector, they
are far greater than manufactured exports from the rest of the United States. California’s
manufacturing sector constitutes between 11 and 12 percent of the U.S. manufacturing
sector, but California’s manufactured exports constitute 15 percent of all U.S.
manufactured exports. |

California exports are heavily tilted towards high-technology industries. In fact,
about half of the manufactured goods that start their equﬁ journey from California are
computer and electronic products. However, nearly every California manufacturing

sector relies more on exporting than do the same sectors in the rest of the United States.
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Many California firms do not export goods, but they do provide inputs for
products that are ultimately shipped abroad. In one recent year, exports by California
manufacturers directly supported 16 percent of all manufacturing employees in the state.
But those manufacturers also used inputs from other California manufacturers to make
those exports. Adding up the effects of direct exports and the inputs used to make them,
exports actually supported almost 28 percent of California manufacturing workers. For
the rest of the United States, this figure was less than 19 percent.

Out of 21 manufacturing sectors, ten in California supported a higher proportion
of their workers through direct exports than did companies in those same sectors in the
rest of the country. However, once again adding up the effects of direct exports and the
other manufacturing activity that provided inputs, 17 California industries—nearly every
manufacturing sector—supported a higher proportion of their workers through exports
than did those same industries in the rest of the United States. Indeed, the effects go
beyond manufacturing because other industries are involved in marketing and
transporting manufactured exports. All told, manufactured exports supported almost 10
percent of California’s private sector employment, compared to less than 7 percent for the
rest of the United States. Even if they are not worrying about shippers export
declarations or tariff rates in Mexico or Japan, California companies are affected by the
health of the international economy.

These findings bear directly on Southern California, which hosts the largest part
of the state’s manufacturing economy. Under an expansive definition of the region
(Imperial, Kern, Los Angeles, Orange, Riverside, San Bernardino, San Diego, San Luis

Obispo, Santa Barbara, and Ventura counties), Southern California has almost 63 percent
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of the state’s workers in manufacturing.’ Like manufacturing workers in California
generally, those in Southern California depend on exports for their jobs.”

Let me summarize the five points that characterize California’s globalization, and
then move on to the role of small business in exports.

First, although California’s business interests are global, the state is bound to Asia
and therefore to Asia’s economic health. California’s ports ship disproportionately to
Asia, its businesses export disproportionately to Asia, and its direct investors place more
weight on Asia than do investors elsewhere in the United States.

Second, California sells services to the world, not just goods. Services entered
international economic rules only in the 1990s. The California economy is solidly part of
this new phenomenon.

Third, California fits into the global shipping industry through its airports, not just
its seaports.

Fourth, the world has moved towards production sharing, and California is part of
this movement with its outward FDI in Asia, its investment and production in the
computer industries, and the trade through its airports.

Fifth, California’s manufacturers depend on exports. Although about half of the
state’s manufactured exports are computers and electronics, nearly every manufacturing
industry in California supports a higher proportion of its workers through the state’s

export activity than do the same sectors in the rest of the United States.

f This region includes Congressional Districts 20 through 53, except for 21 and parts of 20 and 23.
* Data are from the California Employment Development Department (2003).
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Extending the Gains of Trade to Small Firms

Throughout the United States, small businesses are heavily involved in exports.®
In fact, they are involved with about 30 percent of all merchandise exports. Likewise,
small businesses are a part of the California export story. Small manufacturers make up a
higher proportion of all exporting manufacturers in California than in most other states.
If you randomly picked a manufacturing exporter in California and one from the other
states, the California exporter would be more likely to be a small business.

Furthermore, in Southern California, small business is very involved in
manufacturing. Unfortunately, I cannot say with certainty the number of small-business
manufacturing exporters in Southern California. In one recent year, however, 59 percent
of all workers in manufacturing in the region’s major metropolitan areas worked in small
businesses, compared to 55 percent for the state as a whole.”

Although we often focus on manufacturers that export, most of the small
businesses that ship exports are not manufacturers. Rather, they are wholesalers or firms
in other industries that facilitate merchandise exports.

These small, specialized businesses are extremely important to the export process.
Many small manufacturers do not have the time or staff to investigate markets or carry
out the procedures for moving their goods overseas. Therefore, the companies that
specialize in export procedures and sales take up the slack, opening foreign markets to

California’s small manufacturers. When thinking about small businesses and exports, it

® Much of the information on small business involvement in the international economy for the United
States and California is drawn from U.S. Small Business Administration {1998), U.S. Department of
Commerce, Intemational Trade Administration (1999 and 2001), and U.S. Department of Commerce, U.S.
Census Bureau, Foreign Trade Division (2003).

" Data are from U.S. Small Business Administration (2003).
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is therefore important to remember that exporting creates opportunities for small service
firms as well as small manufacturers.

It is likely that the number of non-manufacturing small businesses that facilitate
exports is very high in California. Because some of the nation’s leading ports are in
California, other sorts of firms—wholesalers, jobbers, freight forwarders, and third-party
logistics companies—are active here.

Therefore, regarding all types of firms involved in exports — that is,
manufacturers, wholesalers, and other trade facilitators — almost 94 percent of all the
exporters located in California were small or medium-sized firms. Of course, because
they are small, the value of their exports is not quite as lofty as their sheer numbers, but
in one recent year, they still handled more than one-third of all exports traced to

California exporting firms.

Trade Assistance Policy and California

So far [ have discussed California’s globalization profile, focusing on exports, and
the role that small businesses play in that profile. I would like to conclude by discussing
how export assistance might help Southem California’s small businesses. Although, I do
not have specific policy proposals, subsequent speakers who specialize is delivering trade
assistance may have specific ideas. Rather, I will present a set of broad principles.

Is there a case for encouraging exports? It has often been noted that exporters are
more productive and pay higher wages than non-exporters, but this does not necessarily
mean that exporting makes a firm more productive. Recent research has shown that good

firms become exporters rather than the other way around. However, exporting does
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appear to have benefits. In particular, it appears to lead to higher job growth and longer
lives for the establishments that export, two characteristics that can bring stability and
prosperity to an economy.®

Insofar as federal assistance really can help exporters, the environment in
California may be extremely inviting now. It looks as if all of California’s trade
programs have been scuttled under the new state budget, creating a gap in assistance.
These California programs included offices that handled export finance and export
promotion as well as 12 trade offices in foreign countries. Certainly the efficacy of these
programs has been questioned. In fact, research on state policies generally has found few
significant effects on the level of overall exportsf) At times, however, some state
programs, including those of California, have been highly praised. Out of the success
stories in both the United States and Europe, several principles have evolved regarding
small businesses and exporting."’

Although there may be an urge to reach out to all small businesses, research
questions this approach. Rather, clients should be carefully chosen. This selectivity
relates to the issue of whether exporting causes firms to be productive and profitable or
whether good firms become exporters. When it comes to assistance. it is important o
choose strong firms. Working intensively with all firms that ask for help is not likely to
be effective and could even create problems for some firms by causing them to use scarce

resources when they are not export-capable.

® Bernard and Jensen (1999).

® See Bernard and Jensen (2001), Coughlin and Cartwright (1987), Simpson and Kujawa (1974), and
Wilkinson and Brouthers (2000). Other papers, not cited, mirror these conclusions.

' See Council of State Governments {2000), Kudrle and Kite (1989), McNiven and Cann {1993),
Mittelstaedt, Harben, and Ward (2003), Nothdurft (1992), and Simpson and Kujawa (1974). Interviews
with trade officials and other papers, not cited, mirror these conclusions.
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In working with clients, public-private partnerships appear to be most effective.
Examples include export finance guarantees, subsidies or soft loans to hire an export
consultant, and collaboration with private groups to identify “export-ready” firms and to
train “export-willing” firms. Although the state’s programs are folding, there are still
plenty of organizations in California that can cooperate to assist exporters. These include
the Centers for International Trade Development at the California Community Colleges,
four private World Trade Centers, a number of international trade associations, and the
network of U.S. Export Assistance Centers. Coordination among these various programs
might fill some of the gaps left by the demise of the state’s programs.

The division between export-willing and export-ready firms is also useful in
designing the specific types of assistance. General educational efforts can teach export-
willing firms the mechanics of exporting and make them more aware of foreign market
opportunities. Carefully tailored assistance appears much more effective with export-
ready firms. Among governmental programs, sector-specific programs appear to show
the best results. Examples of sector-specific programs include the Energy Technology
Export Program of the California Energy Commission, agricultural export programs that
numerous states sponsor, and assistance with services exports given by the Services

Team of the U.S. Commercial Service.

Summary
California’s manufacturing companies ship to fqréign markets in a variety of
ways. They export directly. They export through facilitators, such as wholesalers or

other marketing firms. They also sell inputs to exporters, indirectly depending on foreign
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markets. Many of California’s exporters are small businesses, whether they are
manufacturers or trade facilitators. And compared to their counterparts in the rest of the
United States, California’s manufacturing workers depend more on exports.

Throughout the United States, state governments try to help their small
manufacturers export. But in California, it now looks as if this assistance will disappear.
Because of the demise of the state’s export programs, there may be a rare opportunity for
federal agencies to rethink their links to other trade organizations in California in order to

help the state’s high-productivity manufacturers find new opportunities abroad.

i1
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Foreign Tariff Reductions and Southern California’s
Small and Medium-Sized Exporters

Jon D. Haveman'
Public Policy Institute of California

Testimony prepared for the field hearing of the
Subcommittee on Tax, Finance, and Exports of the Committee on Small Business of the

United States House of Representatives

“Small Business Exporting and the Southern California Economy”

Thank you for inviting me to participate in this important hearing, My remarks
today are based on research conducted at the Public Policy Institute of California, an
independent, nonpartisan research institute. PPIC does not take positions on legislation,
but provides objective information for decision-makers as they consider policy issues.

The current downturn in global economic activity has clearly taken its toll on
California’s exporters. In 2002, California exported 23 percent less than it did in 2000.
Through the second quarter of this year, California’s exports experienced a further
decline relative to the same period last year. What | am going to talk about today is the
potential importance of federal international policy initiatives for stimulating California’s
exports. [ will then discuss their implications for small and medium-sized enterprises in
Southern California.

The basis for this testimony is recent work in which I have explored the U.S.
international policy agenda and the extent to which it is likely to boost U.S. exports, with
an emphasis on the extent to which California’s exporters will share in the benefits.”

There are certainly other elements of this complicated policy mosaic that are left out of

! 500 Washington St., Suite 800, San Francisco, CA 94111, (415) 291-4439, havemen@ppic.org. The
views presented here are those of the author and not necessarily those of the staff, officers, or board of
directors of the Public Policy Institute of California,

* Haveman (2003).
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attributed to the success of former President Bush in negotiating NAFTA. It has been
argued that the European Union was more forthcoming with concessions on agricultural
protections and subsidies once it realized that the United States was prepared to obtain
market access elsewhere.

The current administration’s multilateral prong consists of the Doha Round of
negotiations under the auspices of the World Trade Organization, so named because they
were launched in Doha, Qatar in November of 2001. These negotiations have the
potential to produce significant results for California exporters. Indeed, the Bush
administration has offered a proposal to eliminate all of the world’s tariffs. I have
analyzed the effects of this proposal on both California exports and exports from the rest
of the country. The bottom line for California is fairly significant; its manufacturing
exports could increase by as much as $27 billion if all the world’s tanffs were eliminated.
This is an increase of about 24 percent over exports in 2000, whereas exports from other
states would increase by only 20 percent.

The vast majority of the increase in California’s exports would be in the high-
technology sectors, but significant increases would also occur in transportation
equipment and chemicals. The countries to which these increased exports would flow are
highly concentrated in Eastern and Northern Asia, which account for almost three-
quarters of the increased exports, most of which would be absorbed by Korea, China, and
Taiwan.

Perhaps a more startling finding is that exports to Canada and Mexico would
actually decline by about 8 percent. But the explanation for this finding is

straightforward. The decline would occur because U.S. exporters would lose the
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Although important for various reasons, none of these regional initiatives is of
great significance for California’s exporters. The FTAA is worth less than $4 billion in
increased exports, a relatively small portion of the $27 billion potential. The CAFTA and
SACU initiatives are even less important. The CAFTA is unlikely to increase California
exports by more than $60 million, and SACU by no more than $250 million. The current
set of regional initiatives, therefore, represents no panacea for California’s exporters.

The final prong of the administration’s agenda is made up of several bilateral
initiatives. The administration has been pursuing, or has recently signed, agreements
with various countries. Recent signings include those with Singapore in May and Chile
earlier this spring, both of which were recently passed by Congress. Agreements with
Morocco and Australia are both in the early stages.

Unfortunately, these agreements are also unlikely to expand California’s exports
significantly. Although Singapore and Australia are significant markets for California’s
exports—the 11%- and 13™ranked export destinations, respectively-—neither agreement
will give a significant boost to California exports. Singapore is an important market, but
its formal barriers to trade are already very limited. This agreement, therefore, is more
important for California firms looking to invest abroad and for companies providing
services internationally than it is for exporters. As for Australia, it is a smaller market
with relatively low barriers. California’s exports are expected to expand by just under
$650 million should the agreement become reality.

In the end, the WTO negotiations hold the most promise for California exporters.
Largely because of their size or geographic location, California has not so far exported

great quantities to many of the markets targeted in the regional and bilateral initiatives,
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date has generally stuck to this principle, which has also guided the WTO negotiations,
though APEC has accomplished relatively little in recent years.

What does all of this mean for Southern California’s exporters—in particular, its
small and medium-sized manufacturers? In my remarks, I will be using a relatively
broad definition of Southern California. The geographic area, which includes
Congressional Districts 20 through 53 excluding 21 and parts of 20 and 25, ranges from
Kern County in the north to Imperial County in the South — or all those counties below
the sixth standard parallel. More specifically, I will be referring to employment and
establishments located in Metropolitan Statistical Areas (MSAs) included in these
districts. As the vast majority of California’s manufacturing takes place within these
MSAs, these data generalize quite easily to the broader region.

Manufacturing firms in this region account for two-thirds of all such firms in
California. They also employ just under two-thirds of all manufacturing workers in the
state.’ In 2000, there were 32,746 manufacturing establishments in the region, employing
some 1.1 million people. The Los Angeles-Long Beach Metropolitan area alone accounts
for just over half the region’s total of both establishments and employees.

Of these Southern California manufacturing establishments, more than 90 percent
employ 500 or fewer workers. Employment in these establishments accounts for just
under 60 percent of the region’s manufacturing employment, totaling 674,000 workers.
By way of contrast, the rest of California employs only 268,000 workers in small or
medium-sized manufacturing establishments, which is less than the 384,000 employed in

the metropolitan area including Los Angeles and Long Beach.

*U.S. Small Business Administration (2003).



65

Table 1
Foreign Tariff Liberalization and California Exports

Expansion of California exports
(billions of dollars)

Industry
2-digit employment in Southern
SiC Southern Southern  California
Code Industrial sector California (%) Total California SMEs
20 Food and Kindred Products 40.0 2.0 0.80 0.47
28 Chemicals and Allied Products 66.8 1.3 0.87 0.51
35  Industrial Machinery and Equipment 46.0 7.6 3.50 2.06
Electronic & Other Electric
36 Equipment 47.0 7.2 3.38 2.00
37 Transportation Equipment 80.7 1.2 0.97 0.57
38 Instruments and Related Products 42.5 3.0 1.28 0.75
Total in above industries 223 10.80 6.37

Source: Calculations by the author using data from the U.S. Department of Labor (2003) and Haveman (2003)

A similar exercise can be carried out for some of the trade agreements currently
being pursued. Success in APEC would bring about an expansion of SME exports in
Southern California of just under $5.4 billion, nearly all of the benefits of the worldwide
tariff liberalization. Other important arrangements for the United States include the
FTAA and the other bilateral negotiations mentioned earlier. None of these, however, 1s
terribly important for SMEs in Southern California. The most far reaching initiative, the
FTAA, is expected to increase California’s exports by no more than $4.6 billion. This
translates to an increase in the demand for exports from Southern California’s SMEs of
just over $1 billion. This is about 3 percent of total exports from California’s SMEs,
which is loosely estimated at just over $34 billion.

Such estimates raise the question of what is likely to come about. The complete
elimination of foreign tariffs is unlikely to happen anytime soon. Prospects for the

completion of the APEC mandate have been reduced drastically, first because of

9
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Thank you very much Congresswoman Millender-McDonald. It truly is a pleasure and an honor
to testify before you this morning. I am confident that we can provide substantive information
regarding how we can help small and medium-sized exporters (SMEs) effectively compete in the
global marketplace.

Allow me to first say that Administrator Barreto asked that | convey his personal good wishes to
you and that [ underscore to you his sincere commitment to continue to work closely with your
Committee on the many important challenges facing our Nation’s small businesses.

I am Adalberto Quijada, Deputy Director of SBA’s Los Angeles District Office. Our office
covers the California counties of Los Angeles, Santa Barbara and Ventura. I am proud to report
that under the stewardship of our District Director, Alberto G. Alvarado, we have forged our
staff into a highly efficient operation and created an economic development network which
creatively thinks “outside the box™ and has been recognized for our best practices, national
models, and reinvention efforts. We are acknowledged as the “Outstanding Capital Access
Division” among the SBA’s 100 field offices.

I would like to take a quick moment to present our local management staff that run, what |
believe to be, one of the most effective government operations in the country. Our entire
Management Team is here today at the disposal of your constituents. In addition, we have
several of our district office staff members here also. They will be available to answer personal
questions when the Field Hearing is over.

As you know, there are areas that present both challenges, and from SBA’s perspective,
opportunities for our small, minority and women-owned firms and international trade businesses,
I should say that while my comments today will reflect considerable activity in these areas,
Administrator Barreto and I clearly understand much remains to be done in reaching out to our
Emerging Markets, engaging our banks to increase lending activity, helping those who have not
vet availed themselves of our SBA services, and developing our client’s export business.

Now, let us move to the matter at hand and address how we, the SBA, can help SMEs prosper in
the international trade arena:

Access to Capital

The Los Angeles District Office is SBA’s No. 1 lending office for the last six consecutive years.
Over the last four years we have provided $3.2 billion to 9,950 businesses in Los Angeles, Santa
Barbara and Ventura counties. We are particularly proud of the fact that we have also led the
country in lending to both minority entrepreneurs, with $1.6 billion to 6,215 businesses over the
past four years, and $610 million to 2,320 women entrepreneurs during the same period. Over
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the last three year period we have provided $128 million in financing to 381 businesses in your
district.

Overall during this past fiscal year, we again led the country in approving nearly $1 billion in
loans to 2,964 businesses, including $456 million to 1,535 minority-owned businesses and $147
million to 613 women-owned businesses. In this time of national security concerns, we were the
No. 1 office among our 70 field offices in the nation, lending $70 million to businesses owned by
221 Veterans. We estimate that our financing efforts helped to create or retain 33,500 jobs in our
tri-county service territory.

These accomplishments have been attained throngh a multi-faceted, proactive and nationally
recognized “Community Lending and Outreach Campaign”. For example, we take bankers on
bus tours of Emerging Market communities to observe credit opportunities and understand those
communities. We aiso conduct “Hit the Streets” campaigns where teams of SBA professional
staff along with bankers and chamber of commerce executives personally travel door-to-door to
visit local businesses.

We are proud of our office’s many capital access success stories such as Amgen at the national
level. It is one of the world’s largest bio-med firms that have developed exciting new
pharmaceuticals. Locally, Conroy’s Flowers and Marie Callender’s Bakeries and Restaurants
started out with SBA help. In your district, Centron Industries and Melador Tech in Carson and
Aero Chip in Gardena have achieved outstanding success.

Technical Assistance

SBA has long recognized that along with the need for capital, our small business entrepreneurs
also need guidance and counseling with regard to the many aspects of their business operations.
Accordingly, we are proudly committed to going “into the community where the businesses are™
to provide technical assistance through seminars, workshops, conferences and, importantly,
through one-on-one consultations.

This past year alone we reached over 18,000 individuals with training on such topics as starting a
business and developing a business plan, capital acquisition, marketing, and new business
technologies, including website design. Additionally, we conducted over 120 specifically
targeted sessions for minority and women business owners.

Our extensive “Technical Assistance Network” involves an array of partnerships with local
organizations, ethnic and area chambers of commerce, lending institutions and other community
based organizations. For example, we have partnered with ten nearby chambers of commerce.
including Long Beach, Torrance, and Compton to provide entrepreneurial training. To
complement these efforts, our Marketing and Outreach Specialists are empowered with the
mandate to reach our constituent’s enterprises and provide them with technical assistance and
capital access specifically designed to meet their particular needs, regardless of the business size
or location.
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Through our five SCORE Chapters, a team of experienced and successful retired entrepreneurs
provide counseling and training in 50 locations throughout Los Angeles county. One of our
former SCORE and BIC clients, Tammy Dickerson, founder and owner of The Baker Group,
was our Home based Business Advocate winner for the 2003 Small Business Week Awards
competition.

Procurement

Let me next touch on one very important area and that is our efforts to provide access for our
local small businesses to the vast multi-billion dollar Federal marketplace. Whether it is through
our 8(a) contracting seminars, many done in conjunction with L.A. County’s Office of Small
Business and the City of L.A.’s Minority Business Opportunity Committee; HUBZone and 8 (a)
workshops attended by 200 area entrepreneurs; or our “Small Business Showcases” before major
Prime Contractors, such as Boeing, TRW, Raytheon, Aerojet and Northrup Grumman, we
continually seek to inform our small, minority and women owned businesses how to access
Federal buyers and similarly those buyers, about the expertise of our small business community.

Just one of our contractor events, in this instance our yearly High-Tech Procurement Conference
directed at small, minority and women-owned firms and co-sponsored with NASA’s Jet
Propulsion Laboratory, featured a remarkable 1,203 firms and 200 procuring activities. Among
the 1,404 attendees were 578 minority and women owned businesses, 72 veteran owned
businesses, and 76 HubZone businesses. The event was an overwhelming success.

We are very proud to report that in California’s 37 Congressional District Government
contracts worth $8 million were awarded this past year and portfolio training was provided. You
may recall that last year Pacific Harness in Lynwood was selected for the prestigious Executive
Education Program at Clark Atlanta University. In addition, as we look back at L.A. in the
decade after the 1992 civil unrest, SBA’s Los Angeles District Office is proud to note that we
have provided $405 million in financing to 1,248 businesses in our HubZone and surrounding
communities. This is a record that no other SBA office in the country can match.

Media Outreach

We have also made effective and judicious use of the electronic and print media in various forms
to advertise the availability of SBA services, especially in our Emerging Markets. In this regard,
we have also led the country in generating 50 success stories (425% over the required target)
during the past two years. Many of these stories involve minority and women entrepreneurs and
have been featured in the L.A. Sentinel, La Opinion and the Korea Times, as well as, on NBC
Nightly News, CNN and CBS Radio. This exposure certainly helps small businesses find out
about our services and utilize them to grow and prosper.

Export Assistance
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And now, it is with pleasure that | address the critical area of international trade. As you well
know, more than 96% of U.S. exporters are small or medium sized and two thirds of these have
fewer than 20 employees. These SMEs, however, are responsible for only about 30% of U.S.
exports

Before I state how the SBA can help exporters get started and grow, allow me to tell you about
our district office’s accomplishments. Last year we were the top SBA office in the country in
export financing approving 43 Export loans for $24.1 million, twice the output of the second
place office. In fact, we have been the number one SBA office nationwide for four of the last five
years approving 193 export loans for $73.2 million. I am also pleased to report that in your 37"
Congressional District since 1992 we have approved 22 export loans for $10.3 million.

Let’s next discuss how we can directly help existing and prospective exporters. First, our SBA
Export Working Capital Loan Program (EWCP) provides short term, transaction based financing
to assist experienced U.S. exporters to fulfill specific export contracts. Funds may be used to
purchase inventory, raw materials, or labor directly related to the specific export sale. Once the
goods are shipped, the payment remitted from the foreign buyer is assigned directly back to the
lender to retire the loan, with profit returned to the exporter. Loan maturities typically range
from 3 to 12 months.

There is also the SBA Export Express loan program that provides greater flexibility in the use of
proceeds. Funds up to $250,000 may be used for any purpose which will enable an American
company to enter a new export market or expand an existing export market. Examples may
include purchase of machinery, equipment, or real estate necessary to assist with export
development; or to fund export promotion activities such as travel to overseas trade events, or
translation and printing of company literature into a foreign language.

Finally, our SBA International Trade loan (IT) may be used to acquire, construct, renovate,
modernize, improve or expand facilities and equipment to be used in the United States to
produce goods or services involved in international trade; and/or to develop and penetrate
foreign markets. Funds may also be used to provide permanent working capital. The SBA can
guarantee up to $1,250,000 for a combination of fixed-asset financing and EWCP assistance.
Like the Export Express guarantees, these loans are fully amortized from 7 to 25 years, and
repayment ability typically must be demonstrated by adequate historic and/or projected future
cash flows of the borrower. As you can see Congresswoman Millender-McDonald, the SBA
stands ready to assist the export community with three time-honored export financing tools.

Now let’s take a look at two of our recent success stories. The Korea Crest Company of
Torrance, an exporter of piping insulation and industrial chemicals founded in 1993, received the
first ever SBA Export Express Loan in California in 2001 used in part to fund travel and trade
promotion expenses associated with attending the 13™ International Conference & Exhibition on
Liquefied Natural Gas in Seoul, Korea. The SBA Export Express loan has played an important
role in the expansion of the company's export marketing strategy. While at the trade show
President and Founder Peter Kim was introduced to promising new business contacts from
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Malaysia, Taiwan, and Indonesia. Thanks in large part to SBA export financing, annual sales
have increased from $323,000 in 1999 to nearly $3 million last year. Our District Office honored
Korea Crest as our Exporter of the Year for this year’s annual Small Business Week Awards
competition.

James Neitz and Stephen Abbey founded Allied Logistics in 1993 to provide overseas markets
with late product cycle components for military aircraft and equipment that were no longer
supported by original equipment manufacturers. Their firm headquartered in Ventura generated
first year sales of $168,000. As the company rapidly grew, they soon needed additional capital to
finance new export customers. Their problem was a lag in payment due to overseas port of entry
inspections that resulted in cash flow challenges. In 1995 Allied Logistics turned to the U.S.
Small Business Administration (SBA) and its Export Working Capital Program (EWCP) for
assistance. Their involvement with the SBA as their primary financing vehicle has more than
paid off. By 2000 they were generating $10 million in annual sales with 25 employees. Growth
continues with the majority of their exports now going to Korea and Turkey. They have also
exported to Greece, the Netherlands, and the Philippines. We recognized them as our 2002 Small
Business Week Exporter of the Year.

In closing, let me reiterate again what an honor and pleasure it is to come before you,
Congresswoman Millender-McDonald. I affirm to you our commitment and that of
Administrator Barreto to build a more efficient and effective SBA--one that helps businesses
grow and prosper, and ultimately contribute to stronger and healthier communities. I also once
again underscore our district office’s dedication to the goal of working with SMEs to develop
their international trade commerce. [t is on their behalf that we dedicate and continue our quest
to serve small business, the engine that drives our economy.

Thank you for your attention this morning. I would be pleased to answer any questions you may
have.
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August 28, 2003

Chairman Toomey, Congresswoman Millender-McDonald and Members of the
Subcommittee, [ am privileged to appear before you today to discuss the efforts of the
Overseas Private Investment Corporation (OPIC), to help America’s small businesses
participate in the global economy through overseas investment, while at the same time
promoting development.

For over three decades, OPIC has been the primary U.S. government agency focused
on supporting private sector investment in the developing world. By providing loans through
our financing program and offering protection against political uncertainty through our
political risk insurance program, OPIC helps U.S. businesses to invest in more than 150
countries, promoting development, while serving important foreign policy objectives.

Opver its history, the agency has built an impressive record of success. In the past 32
years, OPIC has supported $145 billion in investment in 3,100 projects. Those projects have
created an estimated 668,000 host country jobs and nearly $11 billion in host country
revenues, mobilizing capital and creating economic growth.

OPIC’s project development also has a beneficial impact on the U.S. economy. In the
last 32 years, OPIC projects have supported an estimated 254,000 U.S. jobs and generated an
estimated $64 billion in U.S. exports.

OPIC has provided $5.4 billion in total financing and insurance commitments to
California companies investing overseas. These California-company sponsored projects are
expected to generate $10.6 billion in total U.S. exports and support over 40,000 U.S. jobs.
At the same time, California companies are supplying over $1 billion in goods and services
to OPIC supported projects and almost half of these suppliers are small businesses.

By generally charging market-based fees for its products, OPIC operates on a self-
sustaining basis, at no net cost to the American taxpayer. Over its history, with prudent risk
management practices, OPIC has built up reserves of over $4.4 billion. OPIC also maintains
an impressive 94% recovery rate on its political risk insurance claims.
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When Dr. Peter Watson became OPIC’s eighth President and Chief Executive Officer
in 2001, he initiated an effort to sharpen OPIC’s focus and better direct our resources towards
fulfilling the agency’s development mandate. The goal was to better foster economic
development abroad, while strengthening the U.S. economy at home, by focusing more
closely on those companies and countries that cannot access private financing or political risk
insurance.

A key element in this refocusing effort was to create new opportunities for small
businesses. I am pleased to report to you that in a very short period, the agency has created
an impressive record of accomplishment in meeting this objective. In 2002, through
diligent efforts. 67 percent of approved OPIC projects were for small- and medium-sized
enterprises.

Additionally, OPIC has increased its efforts to collect data on the specific U.S.
companies - the suppliers - that provide goods and services to OPIC-assisted projects. Two-
thirds of these identified suppliers to OPIC-backed projects around the world are U.S. small
businesses.

But Dr.Watson believed that this was not enough to achieve the important objective
of better serving the small business community. To expand on this commitment, two
important programs were launched last year.

First, OPIC has joined with the Small Business Administration (SBA) in an initiative
that will better coordinate the capabilities and offerings of our two agencies. The agreement
improves government services to U.S. small businesses by training OPIC and SBA staffs on
each other’s programs and promoting the regular exchange of information and leads on
economic, financial and political issues, business development, and risk management.

Second. was the creation of the OPIC Small Business Center (SBC). The SBC was
created to meet the needs of companies with revenues of less than $35 million. While many
of these companies recognize the growth opportunities overseas, they often find it difficult to
get financing for overseas investment from the private sector. Small businesses are also
particularly vulnerable if a host country government takes a hostile political action that
interrupts their business. The SBC can provide up to $10 million in financing and $15
million in political risk insurance. At the same time, the Center has improved OPIC’s
customer service for small businesses by offering a streamlined approval process with a 60-
day tumnaround time. As a result, OPIC is making it easier for small business to access OPIC
programs.

The response has been strong with over 30 deals approved and more in the pipeline.
These projects are in almost every region of the world and range from helping a U.S. small
business group expand an airline in the Caucasus to helping a Miami-based small business
expand its network and information security operations in Latin America.
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OPIC’s Small Business Center is also providing a $6 million loan to RiceX, a bio-
tech company based in El Dorado Hills, California, for the establishment of a plant in
Nicaragua which will provide a rice-based nutritional drink to children in the region.

Building on these efforts, Dr. Watson announced on July 28" that OPIC was creating
a new department focusing on small and medium-size businesses. As he said at the time:

“As part of our efforts to refocus OPIC on its core mission, we made a commitment to
be more responsive to the needs of small and medium-sized businesses. The creation of the
Small Business Center was an important step forward in achieving this goal and I am
pleased that the SBC has succeeded beyond our most optimistic expectations. But I believe
that it was important 10 ensure that the structure of our finance activities also reflected this
new reality. The Small and Medium Enterprise Department responds to this need and will
allow OPIC to better fulfill its important role in helping small businesses invest overseas.”

In conclusion, let me just reaffirm Dr. Watson’s strong commitment to helping
America’s small businesses. We are proud of the fact that these efforts were recently
recognized by the Small Business Exporters Association which presented Dr. Watson with its
Special Achievement Award for his “path-breaking efforts at OPIC on behalf of small and
mid-sized companies. With our enhanced inter-agency cooperation enshrined in the SBA
Initiative, and with the newly created Small Business Center and Small and Medium
Enterprise Department, we hope to fulfill this commitment to support credible opportunities
for U.S. small businesses in emerging markets. Thank you.
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Mr. Chairman, Representative Millender-McDonald and Members of the Committee:

T am happy to join you today here in Long Beach - only a few minutes from our main
West Coast office, to represent the Export-Import Bank of the United States (Ex-Im
Bank). Thank you for inviting me to testify about our efforts to support small business
throughout the country, and in particular, in California.

Ex-Im Bank provides competitive financing solutions so businesses large and small can
export. Ex-Im Bank exists to assist in the financing of U.S. exports, thereby helping to
preserve and support jobs here in the United States. The Bank does this by helping
finance the export of U.S. goods and services through direct loans, loan guarantees,
and insurance. These transactions do not compete with private sector financing, as the
Bank fills the void when commercial lending institutions are unwilling to support a
transaction without Ex-Im Bank’s involvement. In addition, any transaction we support
must offer a reasonable assurance of repayment, as we are not an aid agency.

These are transactions that would not go forward without the Bank, due to the support
provided to foreign companies by the export credit agencies of Europe, Canada, and
Japan, or because the private sector may not want to take the risk. Consist with the
Organization for Economic Cooperation and Development (OECD) Arrangement, Ex-
Im Bank is able to ensure that U.S. exporters are able to compete on the basis of price,
quality, and delivery of their goods and services without unfair advantages of
subsidized financing from competing exporters in other industrialized countries. These
U.S. export transactions that Ex-Im Bank supports from every state in the nation take
on particular importance during difficult economic times.

During fiscal year 2002, Ex-Im Bank supported $12.9 billion of U.S. exports to
markets around the world. We approved 2,154 small business transactions, which
represent 85.6% of all of our transactions. These transactions include one loan totaling
$27 million, 71 guarantees totaling $313 million, 323 working capital guarantees
totaling $532 million, and 1,759 export credit insurance policies totaling $910 million.

It should also be mentioned that Ex-Im Bank provides significant indirect support to
small businesses. While this support is not part of the 20% small business set aside
mandate, small businesses are benefitting greatly.
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We recognize that small business provides the greatest source of job growth in the
U.S., and we continue to improve our small business programs and services. We are
successful because we listen to our customners and to our partners. Today I want to tell
you of our success reaching out to small businesses and helping to provide the financing
necessary to make an export sale.

Working Capital:
Ex-Im Bank has a long-standing commitment to providing programs and services to

small businesses. Over the past few years, we have seen solid growth in one of our
most important programs, the Working Capital Guarantee Program. We recognize that
small businesses, particularly those owned by minorities and women, face a number of
hurdles in obtaining commercial financing. When credit tightens, small businesses tend
to be more adversely affected than larger companies. Small businesses typically lack
capital, collateral and the financial history to persuade banks to issue a loan. And,
often, when a small business begins to compete in the export market, it lacks productive
capacity and finances to produce the export.

Loans made under Ex-Im Bank’'s Working Capital Guarantee Program can be used for
the costs and expenses of manufacturing the export item or providing a service. In
fiscal year 2002, we approved $684.8 million in working capital loans. 77.6% of these
loans supported small businesses. These loans supported approximately $2.4 billion in
export sales, making this small business program one of the most significant in the
Bank. Our working capital program has grown 76.6% since FY98. And, by
increasing the coverage of working capital loan guarantees for minority- and women-
owned firms from 90 to 100 percent, we have given them greater access to financing
for pre-export costs.

Insurance:

Our export credit insurance is also mostly used by small businesses. In fiscal year
2002, we issued 1656 export credit insurance policies to small businesses, or 89%
percent of the total number of Ex-Im Bank policies. These policies protect a U.S.
exporter’s sales to foreign buyers—primarily on a short-term basis. We have several
types of policies including one for “very small businesses” with limited export sales
and experience. This policy has extra benefits such as no first loss deductible, a
simplified premium rate schedule and special financing features.

We are presently automating all of our insurance products so that a small business can
apply for coverage through the Internet, have the majority of the underwriting decisions
made electronically, and have the policy issued electronically.

Qutreach and Marketing:

Three years ago, we changed the way we went about marketing our financing products
in order to use our resources more wisely and in a very targeted fashion. Most of our
outreach is executed in partnership with our sister trade agencies, the Department of
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Commerce (DOC), the Small Business Administration (SBA), the Overseas Private
Investment Corporation (OPIC), and the Trade and Development Agency (TDA). Itis
aggressive, comprehensive and cost-effective.

Ex-Im Bank and its programs are projected across this country through our eight
regional offices. Five of these offices are co-located through the United States Export
Assistance Centers (USEACS). We have placed our offices in strategic locations
(Miami, the District of Columbia, New York, Chicago, Houston, and three in
California). These states and the District of Columbia constitute approximately 60% of
the exporter concentration in the U.S. Nearly 40 city/state partners nationwide
augment our offices. Our city/state relationship is a 15-year initiative that represents a
great example of federal/state cooperation. Finally, we cross-train with DOC and SBA
in the remaining USEACs, where we do not have an actual presence, to easure DOC
and SBA professionals are kept up-to-date on new initiatives at the Bank.

Our outreach approach to small businesses is straightforward: to ensure U.S. exporters
are aware of Ex-Im Bank’s various financing tools to pursue international sales
opportunities. Because small businesses are frequently unaware of the value of
exporting and of Ex-Im Bank, the Bank has an aggressive outreach campaign.

The Bank has several initiatives to achieve successful outreach. First, the Bank has a
direct mail program targeting exporters; second, the Bank offers education seminars
throughout the country for lenders and exporters to educate them about our products;
third, the Bank utilizes it’s relationship with trade associations, such as the National
Minority Suppliers Development Council, to send our message to specific audiences
more efficiently; and finally, the Bank is actively involved in trade shows. Attending
trade shows where hundreds, sometimes thousands of exporters and buyers are amassed
is a very cost-effective outreach tactic for Ex-Im Bank. Partnering with DOC and the
Census Bureau makes our approach even more effective. Leads generated from our
trade show activities are our fastest growing, most cost-effective tactic. We want to
continue this successful enterprise with DOC and the Census Burean and expand it.

Ex-Im Bank and the DOC’s Trade Information Center (TIC) signed a Memorandum of
Understanding, whereby customers calling Ex-Im Bank can choose to be routed directly
to Commerce’s TIC counselors for general exporting and financing help, creating
seamless customer service between agencies.

California

The State of California is the nation’s largest exporter. Therefore, Ex-Im Bank assigns
eight full-time employees to its California offices in Long Beach, Orange County, San
Diego and San Francisco. Covering ten other states in addition to California, these
eight employees have made 61 public presentations at seminars and symposiums
devoted exclusively to California exporters during the first ten months of this fiscal
year.
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Seven of these presentations were Ex-Im Bank sponsored seminars, seven were DOC-
sponsored, three were sponsored by SBA, and four by the Small Business Development
Corporations and the Centers for International Trade Development of the State of
California. An additional 38 of these presentations were given to private sector
interests including commercial banks and international trade associations in the state.
Nineteen of the presentations were given to international trade groups that were
sponsored by universities, national and local government agencies, and chambers of
commerce.

Ex-Im Bank, through its Long Beach and San Francisco offices, made a further
outreach in the first ten months of this fiscal year by personally making 2,056
marketing contacts with and 477 direct sales calls on exporters.

Conclusion:

In conclusion, Ex-Im Bank is proactively marketing its products to achieve small
business goals. While the global economy has changed significantly since our inception
in the 1930s, we remain true to our mission: to support US jobs through exports. |
also want to ask you to support our mission by sharing our message with your
constituents. Ex-Im Bank and I are at your service and whatever we can do through
seminars in your district or meeting with groups or companies at your request, the Bank
is here to help make exports happen. I would like to thank you for your support of the
Bank’s efforts and am happy to answer any questions you may have.
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Testimony of Patricia D. Unangst, Executive Director
Carson/Lomita/Torrance Workforce investment Network (WiN) Board

Thank you for the opportunity to speak to you today. My name is Patricia
Unangst and | am the Executive Director of the Carson/Lomita/Torrance
Workforce Investment Network (WiN) Board. WiN is a strategic alliance between
business, community, and government organizations that facilitates the training
and placement of the local workforce. WiN operates three WorkSource Centers
(Torrance, Carson and San Pedro) to serve both businesses and residents.

Who are we?

Policy Board Chair; Mayor Pro Tem Paul M. Nowatka, City of Torrance
WiN Board Chair: Richard L. Cook, owner, Richard L. Cook Accountancy
WIN Executive Director: Patricia D. Unangst

The Carson/Lomita/Torrance workforce area is located in Los Angeles County,
California. WiN is a multi-agency partnership which operates the employment
and training programs, primarily funded by the federal Workforce Investment Act
(WIA). WiN is overseen by a Policy Board comprised of elected officials from the
cities of Carson, Lomita and Torrance. They appoint a 34-member business-led
governing body (WiN Board).

The geographic area served by WiN encompasses the cities of Carson, Lomita,
Torrance, Palos Verdes Estates, Rancho Palos Verdes, Roliing Hills, Roliing Hills
Estates, Los Angeles (San Pedro, Harbor City, Harbor Gateway and Wiimington)
and contiguous portions of LA County. The population is 512,469 and covers
approximately 84 square miles. Within the region there are approximately 17,000
businesses, 92.9% of which have fewer than 50 employees. Major industries
include aerospace/defense, medical services, transportation, refineries, business
services, hospitality and the port of Los Angeles.

How can we heip?

WiN assists businesses in a variety of ways. SME's can take advantage of
economic development services to learn about the local labor market and
discover financial incentives for their business. At each WorkSource Center,
Business Resource staff and partners offers seminars and access to much
business development information as well as contacts to consultants/agencies
that provide free/low cost advice.
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If a business is in a hiring mode, WiN offers recruitment services. WiN maintains
a computerized database of qualified applicants. WiN can test, screen and
provide space for business to interview perspective applicants in a professional
environment at no cost to the employer. If more customized services are desired,
WIN can provide on a fee-for-service basis.

Finally, Workforce Development Services would help a business build their
competitive edge by offering customized training programs, assistance with ADA
requirements and on-the-job training (OJT). This would pay the employer up to
50% of the base wage of a new hire—a direct impact to the employers bottom
line while providing a valuable employee asset to the company.

The Problems Faced by U.S. Small Business in the Global Marketplace
SME's are struggling with competing in a global marketplace because they can't
afford to comply by the rules, regulations and increased fees that have been
implemented. Their dilemma is that they cannot afford not to comply. Larger
companies can afford to hire a Customs Compliance Officer to deal with all the
details o meet compliance — a one person shop can barely maintain everything
else. There were always security requirements, but since September 11" rules
are even more rigid. t's difficult to work with others in the process who are either
doing nothing to comply or are following rules to the letter. As logistics
companies struggle to “harmonize” international practices, small US businesses
in the industry find it hard to compete when the US imposes different
requirements from other countries.
The shifts in the local labor force caused by the changes in trade policy must be
considered. The impact has both positive and negative sides. To quote directly
from the report of Howard Shatz, Public Policy Institute of California in his report
on Globalization discussed earlier today:
The effects of international trade and global integration cannot easily be
separated from the effects of other economic trends, in particular technical
change that favors employment of highly-skilled workers. However, the
policy prescriptions for mitigating widening income gaps are the same for
trade-induced and technology-induced change. These prescriptions are to
improve the educational opportunities and the education of the population
and to maintain a social safety net for workers displaced by economic
change.

Business Services to Assist Small/Medium Exporters

1. Access to Information: capital, hiring, business practices, tax credits
WIN partnerships provide assistance to businesses by serving as a single point
of contact to access information and expertise. WiN already partners with such
entities as the Small Business Administration, local Small Business Development
Centers, South Bay Economic Development Partnership, various City Economic
Development departments, Center for International Trade Development,
Community Colleges, Universities and Regional Occupation Centers and others.
A full list of resources is attached.
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Business Resource Centers can be found at the Carson and Harbor WorkSource
Centers. The Small Business Development Center holds business assistance
workshops at the Carson WorkSource Center twice a month covering areas such
as How to Write a Business Plan, Access to Capital, Marketing, etc. One-to-one
consulting services are offered by various WiN partners on a fee-for-service
basis.

WiN also works to bring about forums for businesses in the local community. In
June 2003 WiN collaborated with CSUDH to provide a panel and roundtable
discussion on workers compensation issues. This topic was also addressed in
the WIN quarterly Business News asking local business professionals what they
are doing in their own companies to cope with the rising costs of workers
compensation insurance.

2. Access to Qualified Applicants

Over 104,000 individuals came through the WIN centers last fiscal year. Many of
them qualified to work in the import/export industry. Some may have started their
own business in this market or brushed up on current laws/trends affecting this
industry.

In addition to the database of our own customers, WIN participates in several
regional national computerized data bases to access qualified applicants. A new
data base called SkillsMatch is in development in the Los Angeles area that
would enable employers to find better suited candidates based on transferable
skills from other industries and educational background. Employers can query
many of these databases on-line.

3. Access to Training

If sufficient funding is provided, WiN can work with the industry to develop
training programs. Certification programs can be explored and resolved. In
2002/2003 WiN worked locally with the Inland Boatmen’s Union and El Camino
College to coordinate a Coast Guard required safety certification program. 58
Able-bodied Seamen were able to complete the training and retain their eligibility
to work on large vessels.

Local Projects

The Alameda Corridor project is an example of a federal project that was
delivered on time and on budget to help alleviate transportation issues in the LA
& South Bay area. This project included the contribution of many entities
including Workforce investment Areas and various training programs. WiN
partnered with Century Housing to provide assistance/apprenticeship
opportunities to local residents who labored on the construction project.

The City of Carson assisted AMSI (Advanced Stretchforming) with accessing a
SBA disaster relief line of funding shortly after September 11", This enabled the
business to stay afloat and continue to export internationally.
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Recommendations to Congress

1. Groups and individuals at the federal level need to communicate with each
other and let those at the local level know they are working together — giving
clear direction.

2. Tradeltariff policies need to take into account the jobs impact---Mr. Hanover's
study indicated this was often not considered. Mr. Shatz's study
recommended the need for basic education and the displaced worker.

3. Funding needs to made available to agencies such to deal with the impacts to
the labor force. Investing in America’s workforce makes us globally
competitive.

Strong publicly-financed institutions such as WiN can provide resources to

businesses if they are funded.

Important Contacts

* Workforce Investment Network ~ Fran Fulton {Business Services Manager), 1
Civic Plaza, Ste 500, Carson, CA 90745, 310-518-8100,
www.careerzone . torret.com

« The Greater Long Beach Workforce Development System — Sheri Rossillo
(Business Services Coordinator), Career Transition Center, 3447 Atlantic
Ave, Long Beach, CA 90807, 800-292-7200, www.longbeachwarkforce.org

» City of Carson, Lance Burkholder , 1 civic plaza, Ste. 200, (310) 233-4845,
WWW.CI.carson.ca.us

» SBEDP - Tod Sword, 3858 Carson St, Ste 100, Torrance, CA 90503, 310-
792-0323, www.southbaypartnership.com

» El Camino's Business Training Center - different contact for each program,
but Dean John Means oversees, 13430 Hawthorne Bivd, Hawthorne, CA
90250, 310-973-3178, www.businessassist.org (which would include Small
Business Development Center, Center for International Trade Development,
Center for Applied Competitive Technology, & Workplace Learning Resource
Center.

 Community Financial Resource Center - Isabel Duran or Maria Becerra, 1891
N Gaffey St, Ste J, San Pedro, CA 90731, 310-547-9611, www.cfrc.net.

+ California Manufacturing Technology Center - Roz Samia, 1149 W 190th St,
Ste 2014, Gardena, CA 90248, 310-263-3060, www.cmtc.com.



84

GUIDE TO SOUTH BAY BUSINESS INCENTIVE PROGRAMS

Many South Bay businesses are currently benefiting tremendously from the vast array of incentives
available to them from the State of California, Los Angeles County and local cities. In addition to
providing the most advanced infrastructure in the United States, the State of California has committed
itself to facilitating commercial / industrial employee training and recruitment services as well as
providing for California enterprise zone tax credits in certain economically distressed areas.

DISCLAIMER: This guide is not ali-inclusive and the criteria included may change after its release. This guide
provides a current overview of programs and incentives potentially available to qualifying businesses in the Seuth
Bay. Not all programs apply to all businesses. The information contained is not a substitute for legal advice nor
information provided by the agency administering the program. Every effort has been made to ensure accuracy.

Tax Credits: California Technology Trade & Commerce Web site: http;//www.commerce.ca.gov

« Manufacturer’s Investment Tax Credit: This 6% credit may be earned by qualifying California
manufacturers. The credit applies to new, used or leased machinery and equipment upon which
California State sales was tax paid. Any unused credit can be carried forward for eight years. If
your Standard Industrial Classification is between 2000 & 3999, your company may qualify for the
manufacturer’s investment tax credit (the MIC),

» A Research & Development Tax Credit of 15% may be available for work performed in-house
or 24% for work performed by an outside firm. To qualify, research must be conducted within
California and must not include research for the purpose of improving a commercial product for
style, taste, cosmetic, or seasonal design factors.

» See the State of California web site for additional information on Incentive Programs www.ca.gov

Employment: Recruitment and Training

o The Employment Training Panel trains employees and may offer cash reimbursements, which
average $1,000 - $1,500, in respect of each employee trained a minimum of 40 hours and retained
on a job for ninety (90) days. ETP has paid over $762 million in training funds since its inception,
with over 417,000 California workers trained. 41,400 California businesses have been served, and
80 percent of the companies participating have been small businesses with fewer than 250

employees per firm. www.etp.cahwnet.gov/
+  Center for Business Training at El Camino College provides consulting and customized training

Last Updated: February 2003

designed to meet specific workforce and management training needs. Qualified companies may be
eligible for state funding to offset training costs.  www.elcamino.cc.ca.us//commadv/bustraining/
The Center for Training and Development at CSU Dominguez Hills offers customized training and
consulting to meet specific workforce and management training needs. CSUDH also offers
training via the Employment Training Panel to qualifying firms. www csudh.edwextendeded/
The Employment Development Department’s job service program serves the State’s 850,000
employers and about 1 million job seekers that register for services each year. .Its computer based

PHONE 21067 CARSON
FAX 310-543-9886 SUITE 110
www.southbzyparinership com TORRANCE CA 90502
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CalJOBS system electronically cross-references qualified job applicants with employer’s job
openings. www caljobs.ca.gov/
One-Stop Career Centers and Workforce Investment Boards have workforce development centers
that serve businesses by providing labor market information, trained and motivated workers,
customized training, on-the-job training and other placement programs.

* South Bay One-Stops serve the Cities of El Segundo/ Gardena/ Hawthorne/ Hermosa Beach/

Inglewood/ Lawndale/ Manhattan Beach and Redondo Beach: www.sbwib.org
e One-Stops for Carson/ Lomita/ Torrance / LA Harbor Area: www.careerzone.torrnet.com

Business Consulting Services

The Small Business Development Center hosted by El Camino College offers individual consulting
services, low-cost seminars, prepackaging of smaill business loans for women and minority owned
businesses and a comprehensive business research library are available to small business owners.
www.elcaminocollege.org/commadv/sbde/
California Manufacturing Technology Centers offers a wide range of high quality, affordable &
professional consulting services in the areas of Information Technology, Strategic Business
Planning, Lean Enterprise, Quality Management and Manufacturing & Engineering.
Offices located throughout Southern California. www.cmic.com

Fee Reductions, Waivers and Deferrvals

Arrangements can be made in certain circumstances to waive or reduce development and permit
fees in redevelopment areas.

Communities can offer to defer development fees in order to reduce “up-front”™ costs.

Permit fee reductions, the provision of infrastructure improvements and other local incentives are
possible through tax increment financing in redevelopment areas.

International Trade — Import Export - Foreign Trade Zones

The Center for International Trade Development hosted by El Camino College provides seminars
and individual counseling in all areas of international trade including e-commerce.  www.citd.org
The Port of Los Angeles is the grantee for Foreign Trade Zone 202. A Foreign Trade Zone isan -
area where foreign and domestic merchandise is considered outside U.S. Customs territory.
Merchandise may be admitted into a zone without formal Customs entry, thereby deferring
payment of duty or excise taxes until the product is legally entered into the U.S. or eliminating duty
if the product is re-exported. www portoflosangeles org/service/service-tradezone htm

The World Trade Center Association helps businesses with Trade Leads, Business Contacts,
Market Assessments, Information on Economic Conditions by Country, Information on
Government Regulations by Country and Trade Mission Assistance. www.wicanel.org

Energy Conservation & Rebate Programs

Southern California Edison offers a number of programs to help qualifying customers reduce

energy usage and lower electricity costs. (Click on Rebates & Offers) WWW.sce.com
The Gas Company energy efficiency programs for business: www.sdgcalgas com/business/
Department of Water & Power: www ladwp.convbizserv/commercial htm

Page
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Financing Programs

The U.S. Small Business Administration provides financial assistance in the form of loan
guarantees. Several categories of SBA guaranteed loans exist. www.sba.gov/financing

The Los Angeles County Community Development Commission offers several lending programs,
ranging from a Micro Loan to a Float Loan Program lending up to $15 million.
www lacde org/economic/index.shim

IDB’s are offered by the State of California through CIDFAC and California Communities {se¢ below)

Manufacturers and processors are eligible to use Industrial Development Bonds (IDB's). These
bonds generally have an interest rate at 60-65% of the current prime interest rate. Bonds can be
used to finance new equipment purchases, purchases of existing buildings and construction of new
facilities. No refinancing is permitted. Terms range from 5 to 7 years for equipment projects and up
to 25 years for Real Estate facilities projects. Fixed and variable rates are available.

The State of California Treasury Department: California Industrial Development Financing
Advisory Commission (CIDFAC) www.treasurer.ca.gov/CIDFAC/cidfac hum
The California Statewide Communities Development Authority has funding from $500,000 to $10
million available to qualifying manufacturers, solid waste processors and recyclers for financing
new facilities, expanding existing facilities or upgrading equipment. California Communities
specializes in issuing tax-exempt financing for public agencies and eligible private agencies for
industrial, housing, non-profit and other tax-exempt facilities. www.cacommunities.com

The Los Angeles Regional Technology Alliance, supporting the five county LA Region, provides
assistance to technology-based firms in the development and submission of proposals to receive
grant funding from federal, state and private institutions. In addition, LARTA sponsors special
events on venture capital acquisition and alternative forms of financing. Web site: www.larta.org

The California Integrated Waste Management Board offers funding opportunities authorized by
legislation to assist public and private entities in safe and effective management of the waste.

www.ciwmb.ca.gov/Grants/

The FAME Renaissance Business Resource Center acts as an intermediary for the SBA Microloan
Program. The Micro Loan provides financing up to $25,000 for start up and existing businesses in
Los Angeles County. The application is available on the Internet. www.microjoan.org

Community Financial Resource Center provides financial assistance to businesses located in low-
to-moderate census tracts of Los Angeles County. Financing is available for Microloans ranging
from $500-330,000 and Expansion Loans ranging from $30,000 to $250,000. In addition, CFRC
hosts a Small Business Workshops Series designed to assist new and experienced entrepreneurs in
developing their computer and business management skills, www.cfre.net

Page 5 s
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Eunterprise Zones

Check if your business is located in an enterprise zone: www.lacity org/cdd/business/zones htm
This program provides tax incentives to businesses, allowing the private sector 1o revive the econoruy
in economically distressed areas throughout California. Tax credits and benefits include:

Sales & Use Tax Credit. All of the 8% sales tax, or use tax, paid on the purchase of qualified
machinery and parts can be claimed as a tax credit. This includes manufacturing equipment, as
well as computer, and telecommunications equipment. Manufacturers receive an extra 6%
Investment Tax Credit, which can be claimed in addition to the 8% Sales Tax Credit.

Hiring Tax Credit. Firms can earn up to $31,575 over a 5-year peniod per qualified employee
hired. 100 qualified employees hired could amount to $2.68 million in tax credits.

25% 5-Year Electrical Discount. For new and expanding businesses in enterprise zones located in
the City of Los Angeles.

Business Expenses Deduction. Up to 40% of tangible personal property may be expensed en lieu of
depreciation. The cost is limited on an annual basis depending on the date of the zone’s
designation.

100% Net Operating Loss Carry Forward (NOL).

Net Interest Deduction for Lenders. Net interest can be deducted from income earned on loans
made in an enterprise zone.

Other Programs
The South Bay Economic Development Partnership, through its affiliates, also provides specialized
assistance in the following areas:

» Manufacturing workshops for process management and improvement;

¢ Regional community profiles, economic and demographic data;

« Site selection services for business expansion and relocation;

e Workers compensation insurance review;

» Technical assistance accessing county, state, and federal programs;

* Ombudsman and mitigation services (permitting, regulatory, etc).

e Tax structures and abatements

e Incentive zones (Enterprise, Revitalization, Empowerment, Foreign Trade)
* Labor Market information, job training

s Utility and transportation services

* Permit assistance and licensing

* Employee hiring and relocation

* Public financing programs (local, state and federal) including industrial development bonds
¢ Personalized briefings and orientations tailored to your specific needs

e Trade coordination with the ports, LAX, foreign trade zone, railroads and utility companies
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TESTIMONY
of
CHRIS WACKER
SENIOR VICE PRESIDENT
LASERFICHE DOCUMENT IMAGING
U.S. HOUSE OF REPRESENTATIVES
COMMITTEE ON SMALL BUSINESS

SUBCOMMITTEE ON TAX, FINANCE AND EXPORTS
Hosted by
. Congresswoman Juanita Millender-McDonald
Thursday, August 28, 10 am at Long Beach City Council Chambers

Good morning. My name is Chris Wacker and ! am senior vice president for
LaserFiche Document Imaging located here in Long Beach. We are a software company
and we help businesses and governments around the world manage their paper and
electronic records by scanning, archiving and retrieving them through an innovate suite

of products.

Qur company, which is the major division of CompuLink Management Company,
was established in 1987 in Torrance and bought its world héadquarters building in Long
Beach in late 2001. Our employment base has grown by nearly 40% in the last 20
months. Our initial focus was o serve the municipal government market, where we now
have a 60% share of cities employing document imaging. In later years, we broadened
our outreach to the federal, commercial and international markets, where our products
have been widely accepted. LaserFiche is in use in the Army, Navy, Air Force and
Marine Corps, in the CIA, FBI, Secret Service, State and Homeland Security
Departments, as well as other agencies. In the commercial arena, financial services,
health care, real estate, accounting and law firms here in the U.S. and internationally use

LaserFiche.

Your interest today is studying how the federal government can assist small
businesses wishing to export their products. About 20% of our LaserFiche business is
done out of the United States. This figure could potentially be much higher, but until the

past several years, we elected to devote most of our resources to the domestic market.
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Today, the world is ready for LaserFiche Document Imaging and we have scores
of resellers around the world and four corporate employees stationed abroad, in the
United Kingdom, Australia, Brazil and Peru. Because our software is recognized as
improving business processes and productivity abroad, it has generally been exported
tariff-free. Only Brazil imposes a tariff, which our resellers pass on to customers. This

has restricted, but not choked off sales to that market.

Among our concerns abroad are protection of our intellectual property, currency
fluctuations, occasional visa difficulties restricting travel by our resellers and employees
and global conflicts, particularly in the mideast which impact trade.

Regarding intellectual property protection, we have developed a number of
internal safeguards, including not doing business in countries where software piracy is
tolerated. As the United States becomes increasingly dependent on technology company
exports, our government must rigidly defend the interests of American companies’

intellectual property from theft in foreign countries.

Many nations where we do business experience daily currency swings making it
difficult for exporters to price their products to be competitive. This is a historic
problem, but we encourage the Treasury and State Department to encourage our world

trading partners fo take necessary steps to stabilize their economies.

Our business depends on the easy passage of our international resellers and
employees to the United States for training and consultations. New security programs
have made travel more difficult. We request federal support for enabling international
business partners and employees to get to California quickly for timely training and

meetings.

Finally, the ever-changing global climate, where conflicts spring up unexpectedly,
presents serious barriers to exports. Business deals in the making for months and even

years have been blocked by acts of terrorism and ensuing crackdowns. The diplomatic
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and military efforts of the federal government to maintain stability in the world certainly
help in this regard. Better government communication with exporting companies about

potential hot spots would also assist us in setting priorities.

I appreciate the opportunity to present this testimony today on behalf of

LaserFiche and would be happy to answer any questions you may have.
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