AUTHENTICATED
U.S. GOVERNMENT
INFORMATION

GPO

SMALL BUSINESS EXPORTING AND THE SOUTHERN
CALIFORNIA ECONOMY

FIELD HEARING

BEFORE THE

SUBCOMMITTEE ON TAX, FINANCE AND EXPORTS

OF THE

COMMITTEE ON SMALL BUSINESS
HOUSE OF REPRESENTATIVES

ONE HUNDRED EIGHTH CONGRESS
FIRST SESSION

LONG BEACH, CA, AUGUST 28, 2003

Serial No. 108-33

Printed for the use of the Committee on Small Business

&R

Available via the World Wide Web: http://www.access.gpo.gov/congress/house

U.S. GOVERNMENT PRINTING OFFICE
92-828 PDF WASHINGTON : 2003

For sale by the Superintendent of Documents, U.S. Government Printing Office
Internet: bookstore.gpo.gov Phone: toll free (866) 512—-1800; DC area (202) 512—-1800
Fax: (202) 512-2250 Mail: Stop SSOP, Washington, DC 20402-0001



COMMITTEE ON SMALL BUSINESS
DONALD A. MANZULLO, Illinois, Chairman

ROSCOE BARTLETT, Maryland, Vice
Chairman

SUE KELLY, New York

STEVE CHABOT, Ohio

PATRICK J. TOOMEY, Pennsylvania

JIM DEMINT, South Carolina

SAM GRAVES, Missouri

EDWARD SCHROCK, Virginia

TODD AKIN, Missouri

SHELLEY MOORE CAPITO, West Virginia

BILL SHUSTER, Pennsylvania

MARILYN MUSGRAVE, Colorado

TRENT FRANKS, Arizona

JIM GERLACH, Pennsylvania

JEB BRADLEY, New Hampshire

BOB BEAUPREZ, Colorado

CHRIS CHOCOLA, Indiana

STEVE KING, Iowa

THADDEUS McCOTTER, Michigan

NYDIA VELAZQUEZ, New York

JUANITA MILLENDER-McDONALD,
California

TOM UDALL, New Mexico

FRANK BALLANCE, North Carolina

DONNA CHRISTENSEN, Virgin Islands

DANNY DAVIS, Illinois

CHARLES GONZALEZ, Texas

GRACE NAPOLITANO, California

ANIBAL ACEVEDO-VILA, Puerto Rico

ED CASE, Hawaii

MADELEINE BORDALLO, Guam

DENISE MAJETTE, Georgia

JIM MARSHALL, Georgia

MICHAEL MICHAUD, Maine

LINDA SANCHEZ, California

ENI FALEOMAVAEGA, American Samoa

BRAD MILLER, North Carolina

J. MATTHEW SZYMANSKI, Chief of Staff and Chief Counsel
PHIL ESKELAND, Policy Director
MICHAEL DAY, Minority Staff Director

(1)



CONTENTS

WITNESSES

Shatz, Howard J., Public Policy Institute of California ...........cccoeevvevienieninenee.
Haveman, Jon D., Public Policy Institute of California ...
Quijada, J. Adalberto, U.S. Small Business Administration .
Hennessy, Julie Anne, U.S. Department of Commerce .............cc........
Spinelli, Dr. Lawrence, Overseas Private Investment Corporation ...
Davis, Greg, Governor’s Office of Planning and Research ..................
Josephson, David, Export-Import Bank of the United States ...........ccccevveennene
Urllgangfit, Patricia D., Carson/Lomita/Torrance Workforce Investment Network

AT «eevveerenieeeeeteeeeetesteetestee e s teeste st eenaensees s e seeseenseeseenteeseenteneeenteereensenneentenneennenne
Wacker, Chris, Laserfiche Document Imaging ............cceceevieniiinieniiienienieenieees

APPENDIX

Opening statements:
Toomey, Hon. Patrick d. ....cccoovviiieiiiiiiiiieieeeeeee et

Prepared statements:
Shatz, HOWard d. .....cccoiiiiiiiiiiieceee ettt et eeaaee e eraee s
Haveman, Jon D. .........
Quijada, J. Adalberto .....
Spinelli, Dr. Lawrence ...
Josephson, David ............
Unangst, Patricia D. .
WACKET, CITLS ..ooiiiiiiiieiiieceieeeeete e ettt ete e e e e te e e e eateeeeraeeeeaseeeeanes

(111)






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
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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.



6

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-
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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 exten