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THE OBAMA ADMINISTRATION
MANUFACTURING AGENDA

THURSDAY, AUGUST 5, 2010

U.S. SENATE,
SUBCOMMITTEE ON EcoNoMIc PoLIcy,
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS,
Washington, DC.

The Subcommittee met at 10:31 a.m., in room SD-538, Dirksen
Senate Office Building, Senator Sherrod Brown (Chairman of the
Subcommittee) presiding.

OPENING STATEMENT OF CHAIRMAN SHERROD BROWN

Chairman BROWN. This hearing of the Economic Policy Sub-
committee will come to order. Thanks to both panels. I will intro-
duce the first panel in a moment, and the second panel—there is
a vote called at 11:30, so we unfortunately have an hour instead
of an hour and a half, but the questions will be focused in, I think,
useful answers.

In America, we have always been good at making things. Amer-
ican companies and workers laid down railways and highways,
built aircraft and semi-computers, manufactured medical equip-
ment and appliances. In turn, workers have been rewarded with a
pathway to the middle class, good wages to provide a home, and
economic opportunity for our children. Our Nation’s spirit of inno-
vation helps send humans to space and develop the technology
needed to defend our Nation and cement our status as an economic
superpower. But we are at risk of this slipping away unless we de-
velop a more coherent national manufacturing strategy.

In fact, it has been a long time since we even asked ourselves
in this country if we needed a manufacturing strategy. Absent such
a strategy, our economy has tilted away from manufacturing with
disastrous results for the Nation’s middle class. Since 1987, manu-
facturing’s share of GDP has declined more than 30 percent. Put
another way, 30 years ago, U.S. manufacturing made up about 25
percent of our GDP; financial services made up about 11 percent
of our GDP 30 years ago. Today those numbers have almost
flipped. We see where that got us in terms of the financial crisis.
We see where we are now in terms of lost manufacturing jobs and
what that has meant to our cities, to our rural areas, to the pros-
perity of this country.

We know this matters for several reasons. Jobs in manufacturing
pay more on average than service jobs and have strong multiplier
effects, according three to four jobs in other sectors of our economy.
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Second, manufacturing has in our history led the economy out of
recession because it tends to respond quickly to changing economic
conditions while creating tangible wealth.

Since the beginning of the Bush recession, we have seen profits
in large financial institutions and other service firms increase dra-
matically. At the same time, our Nation’s unemployment rate is
still hovering, as we know too painfully, at 9.5 percent. Unlike
wealth created by the click of a mouse, wealth created by expanded
production requires an expanded workforce.

This Subcommittee has conducted about 10 hearings on the chal-
lenges and opportunities facing American manufacturers in the
21st century. There are short-term challenges, such as the dire
need for auto suppliers to get access to credit and the competitive
disadvantage from unfairly subsidized imports. And there are long-
term challenges, such as how we maintain the capacity to supply
our military forces and how we achieve energy independence.

This morning we will hear from two of the Administration’s point
people on developing and implementing a manufacturing agenda.
One lesson this Subcommittee has learned is that there is no clear
path to manufacturing success; rather, we have heard in this room
over the past year, and as I have heard in factories and plants and
businesses across Ohio, we need a strategy that combines a predict-
able climate for investments and innovation with sector-based
workforce training. We need a strategy that ensures strong supply
chains and opens new markets. Domestic manufacturers need our
Government to enforce trade rules that, when breached, undermine
the ability of our Nation’s manufacturers to compete domestically
and abroad, and our national manufacturing strategy must lever-
age our investments in energy and our defense industrial base.

Our Government has taken steps to coordinate agencies through
the Assistant Secretary of Commerce for Manufacturing and Serv-
ices, whom we will hear from this morning. President Obama has
also named a Senior Consular for Manufacturing, Ron Bloom, fol-
lowing his work at the restructuring—the successful restructuring,
I would emphasize—of the auto industry. Today we will hear how
the Administration is helping to rebuild manufacturing as a way
to rebuild our economy.

For Ohio and our Nation, manufacturing matters. We know that.
On behalf of auto workers and machine shop owners and clean en-
ergy entrepreneurs in the manufacturing cities and towns in my
States and the Commonwealth of Virginia and all over this coun-
try, I am hopeful we have an Administration that also believes it
matters. Thank you.

We will hear from Senator Warner. Welcome.

STATEMENT OF SENATOR MARK R. WARNER

Senator WARNER. Thank you, Mr. Chairman. I know we have got
votes coming, so I will let us get to the witnesses. But I just want
to publicly say, you know, what a leader you have been in this sec-
tor and in this space and a tireless advocate for making sure that
we have a manufacturing sector in America. Nobody is better about
that than Sherrod Brown. As he recently pointed out, he showed
me data just recently showing that the traditional canard—and you
may have already mentioned this—that somehow the reason we
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cannot compete on a manufacturing basis is because our wages are
way too high is not based in fact since we are 16th in the world
in terms of manufacturing-related wages. And I look very forward
to hearing the witnesses and the testimony.

Thank you for your leadership.

Chairman BROWN. Thank you, Senator Warner. Thank you for
your leadership on all kinds of economic issues.

I want to introduce William Strauss, who will sit alone on our
first panel, senior economist and advisor at the Federal Reserve in
Chicago. Mr. Strauss joined the Federal Reserve Bank of Chicago
in 1982. His chief responsibilities include analyzing the current
performance of both the Midwest economy and the manufacturing
sector for use in monetary policy. He produces the monthly Chicago
Fed Midwestern Manufacturing Index, organizes the bank’s annual
Economic Outlook Symposium and annual Auto Outlook Sympo-
sium, conducts several economic workshops and industrial
roundtables throughout the year. He has taught as an adjunct fac-
ulty member at both Loyola in Chicago and Webster in Chicago. He
currently teaches at the University of Chicago, the Graham School
of General Studies and at DePaul, the Kellstadt Graduate School
of Business. He earned his B.A. in economics and geography from
SUNY in Buffalo and an M.A. in economics from Northwestern in
Chicago.

Mr. Strauss, welcome, and we look forward to your testimony.

STATEMENT OF WILLIAM A. STRAUSS, SENIOR ECONOMIST
AND ECONOMIC ADVISOR, FEDERAL RESERVE BANK OF
CHICAGO

Mr. STRAUSS. Thank you, Mr. Chairman.

Chairman Brown and Members of the Economic Policy Sub-
committee, I am pleased to share with you some perspectives on
long-term trends in manufacturing and some observations about
how the recent recession and recovery are affecting manufacturing.

In understanding the performance of the manufacturing sector,
one major issue is the extent to which we should be focusing on the
number of people employed in the sector or its overall production
and output. Interestingly, over the long term, each leads to the op-
posite conclusion about the strength of manufacturing in the
United States. Let us start off with employment.

Manufacturing employment as a share of total employment in
the United States has been declining over the past 60 years, mov-
ing down from 31 percent in 1950 to 9 percent in 2009. However,
observations on the amount of real goods production are far dif-
ferent. Manufacturing output in 2007 amounted to a level of over
600 percent higher than that in 1950. That translates into an aver-
age growth of 3.4 percent per year.

So how was manufacturing able to produce such an output surge
over the past 60 years even with declining employment? The an-
swer is: Productivity. With the application of new process tech-
nologies, better management, and new product innovations, produc-
tivity growth in the manufacturing sector averaged 2.9 percent
over the past 60 years.

Between 1950 and 2007, productivity growth and technological
advancement allowed manufacturing output growth to exceed the
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growth of the overall economy. Yet though it seems to be a con-
tradiction at the same time, the manufacturing sector’s share of
GDP has been declining.

This seeming paradox can be easily explained. The greater effi-
ciency of the manufacturing sector has afforded either a slower in-
crease or an outright decline in the prices of goods that they manu-
facture. And while declining prices have led to a greater unit de-
mand for manufactured products, increased demand has not fully
compensated for the lower prices.

So, too, the output growth in overall manufacturing has not
translated into an increase in every manufacturing sector. One of
the great strengths of the U.S. economy is its ability to reinvent
itself over time, creating new business lines while casting others
aside.

Over the past 20 years, manufacturing output has risen on aver-
age by 2.2 percent per year, yet individual performances ranged
widely, for example, from 15-percent growth in the computer and
electronic components manufacturing per year to a minus 7-percent
per year for apparel.

Nor has manufacturing immunized itself from the business cycle.
The recent recession impacted the economy quite harshly. Manu-
facturing output, which peaked in December of 2007, fell 17.5 per-
cent, bottoming in June of last year. With this severe loss of out-
put, manufacturing jobs declined by 16 percent during 2008 and
2009. And over 2.1 million manufacturing workers lost their jobs
on net, representing 26 percent of all job losses.

While the overall economy’s recovery has been moderate since
last year, manufacturing has experienced a robust recovery. Over
the past year, manufacturing output has increased nearly 9 percent
and has recovered 42 percent of the loss experienced during the re-
cession. Interestingly, the two industries that have experienced the
largest increases over the past year were the same industries that
were the hardest hit: motor vehicles and parts, and primary met-
als. In fact, this year, the manufacturing sector has actually been
adding jobs each and every month, for a total of 136,000 jobs, rep-
resenting nearly one out of every four private sector jobs created
this year.

The manufacturing sector remains a vibrant, innovative industry
in the U.S. Output has been rising at a solid pace over time, and
most of this growth, in particular over the past 30 years, has been
achieved by improving productivity. This increase in productivity
has been a double-edged sword. On the one side, the increasing
productivity has fostered a globally competitive sector. On the
other side, being more productive often means that a producer can
increase output without the need to add labor.

These movements in output, productivity, and labor have not
been confined to the past few years but have been taking place for
decades. If these manufacturing sector trends continue, we can look
forward to a sector that will continue to produce an ever-increasing
amount of output, while contributing to a stronger U.S. economy.

Chairman BROWN. Thanks. I apologize. I was just asking him a
question briefly. Thank you, Mr. Strauss, for your testimony. And
welcome, Senator Merkley.
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I am concerned—I appreciate your testimony, and I appreciate
your public service in Chicago. I am concerned that in your testi-
mony there was—understanding the role of productivity, we have
the most productive workforce in the world. We know that. But we
also look, as Senator Warner said, at a country like Germany
which pays much higher wages, has significantly higher unioniza-
tion rates than we do, they export in value in dollar terms, in deut-
sche mark terms, more goods than we do, a country four times the
size in population, more or less. And I know that we are very pro-
ductive. I know German workers are very productive.

Just to kind of transition, just 2 weeks ago Chairman Bernanke
sat in the seat that you are sitting in, and I asked him if China’s
exchange rate policy is a subsidy. I think most of us believe on this
Committee—and I will not speak for others, but most of us believe
that there is a currency issue. How would you answer that ques-
tion? Is China’s currency undervalued? And how much is it under-
valued, if it is? And then proceed on that, and I will follow up.

Mr. STRAUSS. So with regard to some of these currency issues,
certainly, you know, I have read and I have heard different testi-
mony as well as different studies that have suggested that China’s
currency is undervalued. That would imply that there was a sub-
sidy taking place.

I would also highlight, though, that if, in fact, it was a revalu-
ation of that, it is not necessarily clear, Senator, that that would
necessarily bring jobs back, you know, in a large amount. Busi-
nesses are looking for the least-cost way of doing their business,
and quite often a lot of the goods that we are talking about are rel-
atively low-value-added. In part, that is why it was moved to
China, was to try to take advantage of their relatively lower-
skilled, lower-paid wages that take place there, and that there
would be alternative sources for that that could very well tend to
be outside of the United States.

Chairman BROWN. Does it concern you that as we have lost—as
we have seen the hollowing out of—you are in the Midwest, in Chi-
cago. I know my State is not your jurisdiction, most of my State,
but I know that you know what has happened in medium-sized
towns and fairly big cities and small towns with the hollowing out
of manufacturing.

Does it concern you that the business model that we as a manu-
facturing Nation have pursued in the last 20 years, I believe is un-
precedented in history, that our business model for many of Amer-
ica’s corporations are to lobby the Congress for a certain kind of
trade law and tax law, then move production to another country,
and then sell those products back into the United States, into the
mother country if you will? I do not know that that has ever hap-
pened in history. That is not the whole story. The whole story is—
part is productivity. But does that concern you as a business model,
that we have decided by the way we write tax law and trade law,
the way we deal with currency, the way we deal with everything
from the International Trade Commission to the Department of
Commerce, that that has become the operating business plan for
much of America’s large corporations?

Mr. STRAUSS. Well, Mr. Chairman, I certainly can appreciate and
understand the concerns about communities, when they see a fac-
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tory that gets closed and how that could impact that community
quite severely. You know, those kind of decisions are, of course,
best left to Congress with regard to these issues surrounding sub-
sidies for taxation and so forth.

I can just share that, you know, historically over time manufac-
turing as a whole has risen quite significantly because of how effi-
cient we are. And I would just exercise caution with regard to mov-
ing forward with any kind of policy that would cause our manufac-
turing firms to become less efficient, less productive, which has al-
lowed it to grow over this period.

Chairman BROWN. So you think our trade policy and our tax pol-
icy has served American efficiency and productivity about as well
as we can? You think that our trade policy and tax policy contrib-
utes significantly to our rising productivity?

Mr. STRAUSS. That is a question that I am not prepared to an-
swer at this point, Senator.

Chairman BROWN. OK. Senator Merkley. Senator Warner.

Senator WARNER. Thank you, Mr. Chairman.

I agree with Senator Brown on—we may have different views on
how we go at trade, but I share his concerned about currency ma-
nipulation by China, and I think it is an issue that we do—it is
our responsibility to take on.

I guess where I would like to focus my line of questioning is on
small- to mid-sized businesses, manufacturing businesses I think
that have been particularly hard hit. Mr. Strauss, I would like you
to address three issues.

One, recently I got added to an America COMPETES legislation
that would allow small- and medium-sized businesses to kind of ac-
cess high-performance computing, which, again, helps them—Ilarger
companies have already used these tools to improve productivity.
I would like comments on that.

I would like comments as well, one of the things that we talked
about is you talked about low value. We have lost a lot of apparel-
related jobs in my State. I do not think they are coming back. But
I am particularly interested in, you know, high-value-added manu-
facturing where we need higher-skilled labor. And one of the con-
cerns that I have, as a former Governor, one of the things that
made me crazy was the lack of coordination on Federal job training
programs. I think we have 34 separate programs and a series of
different agencies within different secretariats at the Federal level
and would love any kind of comment you might have on consolida-
tion of workforce training. Particularly as we add toward higher-
value training apprenticeship programs, I would argue that one of
the reasons why Germany, Switzerland, and others do better than
we do on value-added manufacturing is they put a lot more in their
training initiatives.

Then, finally, you know, while you may not want to ask a ques-
tion—answer a question about trade policy, I do think we have not
served our small- and medium-sized manufacturing companies well
on making them familiar with how they can do a better job of ex-
porting. You know, for so long America’s market was so large that
you did not need to look abroad. I would be curious whether you
have any thoughts on that.
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So high-value computing in terms of aiding small- and medium-
sized manufacturing, workforce training broadly writ, and then
what we could do from a policy perspective to actually add the abil-
ity for small- and medium-sized manufacturing entities to export.

Mr. STRAUSS. Thank you for the opportunity of addressing those
concerns, Senator Warner. I share every one of them and under-
stand the issues there.

So with regard to the high performance that has come about, we
had the opportunity in Chicago of having the largest trade show in
the country and the second largest in the world take place every
2 years, the International Manufacturing Technology Show, and
this is the year that it will be coming to Chicago in September. And
it is just an absolute marvel to go and tour that show and to see
how over time the type of manufacturing has changed.

In particular, the ramp-up that we have seen in productivity over
the past 30 years coincides with the introduction of this computer
numerical control, the CNC manufacturing, to manufacturers that
began in earnest in the late 1970s. And over time, companies have
still kind of been trying to figure out the ways of continuing to be-
come more and more efficient.

This machinery, for one example, we had a conference in Chicago
about 5 years ago where we invited companies from all around the
region to talk about how productivity is going, and certainly one of
the questions I often ask when I do tours is can we stream even
more productivity out of this.

The story revolves around a woman that was running a machine
shop. The machine had gotten so efficient that she brought in a
second machine and asked one of her workers to start running that
machine at the same time as his primary machine. And he objected
at first, suggesting that, you know, “I have got my machine. That
is my responsibility.” And she used the analogy of, “When you load
up the dishwasher at home and you close it up and start to run,
do you sit there and watch it run for the next half-hour or do you
go and do other things?”

It was just this fact that technology has moved to the place
where we continue to be able to bring more and more efficiency to
our processes.

With regard to the education side, I wholly agree with you—and
I think it is more than just in manufacturing; it is across our coun-
try—that education needs to be a primary focus for our workforce.
Certainly in manufacturing I hear from contacts that they find it
a challenge to find qualified workers who have the skills to operate
in a computerized sector. So whatever we can do with regard to job
force training, with regard to apprenticeship programs, those are
certainly key.

And with regard to the exports, I agree with you as well that for
many years we were able to proceed with living off of how good we
were doing within our own economy, and that allowed especially
smaller companies to be quite successful without thinking inter-
nationally. But at an ever-increasing rate we see more and more
small firms, and helped out through some of these Gold Key pro-
grams, export to countries, and I try to keep tabs on that as well.

Chairman BROWN. Thank you, Senator Warner. I think your
point about small manufacturers is so important. I have watched
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particularly machine shops, tool and die, small machine shops,
small specialty shops supply companies that, you know, are 50,
100, typically nonunion, occasionally union employers, 50, 100 em-
ployees that they are in the auto supply chain or some other supply
component manufacturer. The large company will move to Mexico
or move to China. They do not have the wherewithal to export typi-
cally, and they have lost their biggest customer. The Manufac-
turing Extension Partnership program helps. So do the Export As-
sistance Centers. But clearly they are not enough.

Senator WARNER. Mr. Chairman, I would just add that, you
know, they really—that might be a subject of a future hearing, be-
cause I really think that sector—we may not be able to solve every
challenge, but there could be targeted assistance to that group.

Chairman BROWN. I agree. Senator Merkley.

Senator MERKLEY. Thank you for your testimony. You have
framed it in the context of your expertise in the Midwest. I come
from the Northwest. Oregon is one of 17 States where manufac-
turing makes up more than 10 percent of employment. It is a
source of good-paying, stable jobs except when those jobs go to
Mexico or Asia, as they routinely have following the challenge in
the rest of the Nation.

But as you think about the challenges and dynamics in the Mid-
west and then recognize that other regions have some different fac-
tors at work, what do you see? If you are looking at the Northwest,
what makes the Northwest manufacturing economy different than
the area that you spend most of your time on in terms of the Mid-
west? And are there insights we can draw about some of the chal-
lenges around the rest of the country?

Mr. STRAUSS. Well, certainly, when I think of the Northwest, you
know, I think a very big part of that is the aviation industry, and
that has been one of our great opportunities for exports as it has
tended to dominate, especially recently, in terms of our exports, the
rest of the world.

The point about some of these trends that we see in terms of em-
ployment, you know, these are issues—the productivity that we
have been experiencing in the United States is not solely a U.S.
phenomenon. We are seeing productivity growth happening all
around the world and similar trends with regard to the loss of em-
ployment.

In fact, in a study that was put out by the Bureau of Labor Sta-
tistics 5 years ago—it is hard to get data from China, but there
was a study that was put out 5 years ago by BLS which looked at
manufacturing trends between 1995 and 2002, and their estimates
are that China went from having 98 million workers in manufac-
turing in 1995 down to 83 million in 2002. So, in essence, China
lost the same number of jobs in manufacturing that we have in
manufacturing, and we can add to that list Brazil, Russia, and so
forth.

These productivity trends are happening all around the world on
the employment share.

Senator MERKLEY. Well, thank you. I am not sure that got really
to the heart of the distinctions in the regions, but one thing I think
that is in common across the country is that you have a workforce
that is less prepared in areas such as welding, machine operation,
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and so forth. Just about everybody I knew took metal shop and
wood shop in either middle school or high school. And added to that
was the fact that we grew up building things in garages. And nei-
ther of those is true now. The classes in school are gone, and the
kids are on the computers rather than utilizing tools.

At times that is used as an explanation of why firms are choos-
ing to go abroad, just not enough folks trained in the crafts, if you
will, or interested in the crafts.

Do you see that as a real factor? And if so, what do you suggest
we do on that?

Mr. STRAUSS. Well, in your example with regard to welders,
when industry was doing—the machinery industry was doing quite
well several years ago, as commodity prices began to move up quite
sharply, we were hearing about a dearth of available workers who
really had the skills for welding, and things have softened up.
Clearly, while things have improved, we are still quite weak. But,
nonetheless, these kinds of skilled type of jobs, there tend to be
shortages. And what we can do is to, you know, foster greater
amounts of skills training, you know, again, through some of these
technical schools, apprenticeship programs, and just, you know,
allow firms themselves to train their workforce.

Senator MERKLEY. Well, I will conclude with one last question,
and that is, up through about the mid-1970s, as productivity in-
creased, the wages of working Americans increased. And at about
that time, those two curves started dramatically diverging. And
you would think with this increase in productivity that you are
talking about we would have a proportional increase in wages. But
as you look at the divergence in those two curves, the upward path
on productivity and the flat line on compensation to working fami-
lies, any insights on that?

Mr. StrAaUSS. Well, I share your concern with regard to the real
increases in wages that have been taking place. Again, to get back
to the education side, clearly we have seen over time that there are
rewards to greater amounts of education. Again, when you look at
the differentials between obtaining a college degree, an associate
degree, or even technical training, there are definitely rewards. So
education is a big key to continued advancement. Again, I would
encourage those type of things.

The only other thing I would just highlight is that one of the ben-
efits of this surge of productivity has been the ability of the goods
that most Americans need to purchase to have been showing—or
getting relatively slower rates of increase or, in fact, outright de-
clines. As an example, the auto industry, you know, for the past
10 years, prices of those vehicles have actually fallen by roughly
0.4 percent each and every year for the past 10 years, making
those products more affordable to the average American.

Senator WARNER. Mr. Chairman, could I just ask one——

Chairman BROWN. Senator Warner.

Senator WARNER. Could you repeat again, Mr. Strauss, what you
said about the workforce size in China actually declining as well
within the manufacturing sector?

Mr. STRAUSS. Yes, there was a report that was put out by the
Bureau of Labor Statistics back in 2005 that employment in China
peaked at 98 million in——
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Senator WARNER. In manufacturing.

Mr. STRAUSS. In manufacturing, in 1995. Keep in mind the size
of our entire workforce is 140-some-odd million. So this is 98 in
manufacturing, and by 2002 it had fallen down to 83 million. In
fact, it fell even further to 80 million in 2000 because of the Asian
crisis, but then it bounced back up to 83 million.

But, nonetheless, we are seeing these downward trends around
the world.

Chairman BROWN. Thank you, Senator Warner, and I appre-
ciated your comment about the cost of automobiles has dropped 0.4
percent a year for X number of years. I would add that is not the
whole—that is good, but that is not the whole story when you look
at what has happened with wages in this country over this 10
years. I think it is important to keep that in context.

But, Mr. Strauss, thank you for joining us and thank you for
your service.

Mr. STRAUSS. It has been my pleasure.

Chairman BROWN. We appreciate it very much.

I will call forward Ms. Nicole Lamb-Hale and Mr. Roger Kilmer,
if they would come forward. I also want to, while we are switching
there, just recognize that in the audience is Pat Mulloy, who is a
member of the China Economic and Security Commission and his
being such an advocate for American manufacturing. Pat, thanks
for sitting in on this as an official and listening to this testimony.
This is very helpful testimony from Mr. Strauss and the two panel-
ists now.

Nicole Lamb-Hale was nominated by President Obama and
unanimously confirmed by the Senate to serve as the Assistant
Secretary of Commerce for Manufacturing and Services. She helps
to strengthen in this role the competitive position of U.S. industries
in domestic and foreign markets by coordinating Commerce De-
partment strategies and policies with U.S. industries in mind.
Manufacturing and Services, her portfolio, which is within the
International Trade Administration of the Commerce Department,
convenes experts inside and outside the Government to arrive at
solutions on issues faced by U.S. industry. Prior to joining the
Obama administration, Ms. Lamb-Hale was a managing partner of
the Detroit law firm of Foley & Lardner, where she specialized in
business restructuring in the manufacturing sector.

Roger Kilmer has been with the Manufacturing Extension Part-
nership since 1993 and with NIST since 1974. Previously he was
the MEP deputy director serving as the chief operating of course,
and chief financial officer. He received the Department of Com-
merce Silver Medal Award for Leadership as the NIST-MEP liai-
son to the Interagency Technology Reinvestment Project Initiative
and the Bronze Medal for Superior Leadership at NIST’s Un-
manned Ground Vehicle Robotics Program. The MEP is a $300 mil-
lion public—private partnership program leveraging Federal support
by teaming with industry as well as State and local organizations
and has played a very important role—I know in my State, I as-
sume also in Oregon and Virginia—with small companies espe-
cially. With nearly 300 manufacturing extension offices in all 50
States and Puerto Rico, the MEP provides companies with services
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and access to resources that enhance growth and increase produc-
tivity.

So thank you both for joining us. Ms. Lamb-Hale, if you would
begin.

STATEMENT OF NICOLE Y. LAMB-HALE, ASSISTANT
SECRETARY FOR MANUFACTURING AND SERVICES, DEPART-
MENT OF COMMERCE

Ms. LaMmB-HALE. Thank you, Senator Brown. Chairman Brown
and Members of the Subcommittee, thank you for this opportunity
to testify before you today on the President’s Manufacturing Agen-
da and what we at the Department of Commerce are doing to pro-
mote U.S. manufacturing. The Department of Commerce is com-
mitted to promoting this important sector. We do this every day by
working to create the right business environment to help manufac-
turers sustain and grow their companies and create jobs.

As you know, in December 2009, the Obama administration re-
leased a manufacturing strategy entitled, “A Framework For Revi-
talizing American Manufacturing.” The Department of Commerce
addresses several of the framework’s components, including helping
communities and workers transition to a better future. We are
working with other agencies, such as the Departments of Transpor-
tation and Treasury, as well as the Small Business Administration,
to address others.

As Assistant Secretary of Commerce for Manufacturing and Serv-
ices, also known as MAS, I believe that it is critical to ensure that
our manufacturing sector is strong. MAS actively works to ensure
that our manufacturing sector is competitive globally. Our pro-
grams and partnerships to promote U.S. manufacturing are strate-
gically developed to support the needs of the U.S. manufacturing
sector and the President’s Manufacturing Agenda.

MAS industry analysts and economists have extensive knowledge
about manufacturing. Based on their economic, statistical, and pol-
icy analyses, we provide decision makers objective data and infor-
mation to develop and implement policies and initiatives to support
U.S. manufacturing competitiveness.

MAS follows a three-pronged approach, which I call “the three
Cs,” to convene, to collaborate, and to connect. We convene experts
both inside and outside of the Federal Government to work toward
solutions to the problems faced by U.S. industry. MAS collaborates
with agencies around the Federal Government to implement solu-
tions that will sustain and increase the global competitiveness of
U.S. industry. And MAS works to connect industry with Federal
Government resources that can help U.S. companies compete
abroad.

I would like to share with you a few examples of the three Cs
at work. MAS convenes the Manufacturing Council, created to ad-
vise the Secretary of Commerce on manufacturing issues and to en-
sure regular communication between the Federal Government and
the manufacturing sector. Commerce Secretary Gary Locke will an-
nounce the newly appointed members of the current Manufacturing
Council this afternoon at two o’clock in the Senate Visitors Center.
The Council will immediately begin to look at the critical issues af-
fecting manufacturing, such as finance and energy.



12

MAS collaborates with other agencies to help deliver MAS pro-
grams. For example, MAS developed the Department’s Sustainable
Manufacturing Initiative. We work with industry and other Federal
agencies to showcase sustainable manufacturing practices that help
companies reduce operating costs to be more effective.

In September, we will launch a new initiative, Manufacture
America, which will help to connect manufacturers to resources to
help them rethink, retool, and rebuild their operations. The initia-
tive is designed to enable them to explore new products, markets,
processes, and sources of finance. We expect that this initiative will
help to sustain and create jobs, and we will be particularly focused
on the needs of small- and medium-sized manufacturers.

The Administration’s framework recognizes that exporting goods
is a key component for revitalizing U.S. manufacturing. In this
year’s State of the Union Address, President Obama announced the
National Export Initiative, or the NEI, and set the ambitious goals
of doubling U.S. exports in 5 years to support several million jobs.
MAS and other bureaus are developing initiatives and improving
the implementation of existing programs to support the NEI goals.
We are also strengthening interagency coordination on NEI efforts
by working with other agencies across the Trade Promotion Coordi-
nating Committee.

Both emerging markets and our key traditional trading partners
offer export opportunities for U.S. manufactured goods. Manufac-
turing export leaders are likely to be found in high-growth sectors,
such as medical devices, aerospace, clean energy and energy effi-
ciency, technology industries, and infrastructure. MAS is currently
developing sector-specific global strategies to guide policies to en-
hance U.S. manufacturing exports. We have taken on or are plan-
ning a variety of actions to expand exports to emerging and tradi-
tional markets.

For example, Secretary Locke led a Clean Energy Mission to
China in May that resulted in immediate sales by mission partici-
pants valued at over $20 million. The mission came at a critical
time when the Chinese leadership expressed a clear commitment
to adopt clean energy technologies and U.S. companies are devel-
oping and commercializing these technologies.

The Department and ITA are prioritizing existing programs that
offer the highest return on investment. One such program is the
Market Development Cooperator Program. For every Federal dollar
awarded through that program, we estimate that $131 in exports
is generated.

MAS is also working to address the manufacturers’ critical fi-
nancing needs. For many of the companies that will participate in
Manufacture America, financing is a significant challenge. We are
working with the Treasury Department and local banking groups
to help small- and medium-sized manufacturers better understand
the resources available to them, including access to capital.

President Obama has proposed legislation that includes a $30
billion Small Business Lending Fund and a State Small Business
Credit Initiative. These are two parts of a small business job pack-
age that the President hopes to sign into law.

I have mentioned just some of the strategic initiatives that we
are employing to support President Obama’s Manufacturing Initia-
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tive and his agenda. We at the Department of Commerce continue
to work to ensure that the business environments, both domestic
and international, are fair to U.S. manufacturers, their workers,
and their communities.

Again, thank you for the opportunity to testify on the activities
of the Department of Commerce in manufacturing and services as
we undertake to enhance the competitiveness of U.S. manufac-
turing.

Chairman BROWN. Thank you, Ms. Lamb-Hale.

Mr. Kilmer, welcome.

STATEMENT OF ROGER D. KILMER, DIRECTOR, HOLLINGS
MANUFACTURING EXTENSION PARTNERSHIP, NATIONAL IN-
STITUTE OF STANDARDS AND TECHNOLOGY, DEPARTMENT
OF COMMERCE

Mr. KiLMER. Chairman Brown, Members of the Committee,
thank you for this opportunity to appear before you today to dis-
cuss the efforts of the Hollings Manufacturing Extension Partner-
ship, known as MEP, and how it supports American manufactur-
ers. Today, I would like to highlight a few of the services that MEP
offers to assist small- and medium-sized manufacturers with
growth strategies and the access to capital to support that growth.

But first, I would like to give you a brief overview of the pro-
gram. With a nationwide network of over 400 locations around the
country, MEP helps manufacturers strategically implement busi-
ness growth opportunities to improve their competitive position in
the market. In fiscal year 2009, MEP served nearly 33,000 manu-
facturing clients, resulting in more than $3.6 billion in new sales,
$1.1 billion in cost savings, and the creation or retention of nearly
52,000 jobs.

Through MEP’s Next Generation Strategy, we are working with
manufacturers to harness technology and innovation, the results of
new business opportunities. MEP facilitates the adoption of techno-
logical innovations, especially clean technologies and processes that
improve the manufacturer’s competitive position. We all know im-
proving manufacturing processes, developing new products, or ac-
cessing new markets requires capital. For most smaller manufac-
turers, identifying and securing capital is often a complex and frus-
trating process. With capital becoming significantly scarcer in to-
day’s financial climate, that process will become more difficult for
even historically successful companies.

This case is highlighted in a recent report by the MEP Advisory
Board, which found that many small manufacturers, even those
with orders that are relatively healthy, have been unable to finance
growth or execute business and product diversification plans in this
current environment.

Accordingly, MEP is tackling the access to capital issue from a
number of angles. Today, I would like to give you an overview of
MEP’s ongoing work in these areas.

MEP is working through its network of partnerships with other
Federal, State, and local organizations to more effectively access
the myriad of programs that can provide capital to finance smaller
manufacturers growth. As an example, at the Federal level, MEP
uses its participation in the Interagency Network of Enterprise As-
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sistance Providers as a mechanism to learn about programs that
can provide financing to manufacturers. We use this information as
input to a quick reference guide to growth financing that we devel-
oped as a tool for Center staff to assist manufacturers in accessing
Federal programs to provide loans and financial assistance.

MEP 1s also sharing information on private sources of capital
and finance. For example, MEP is reaching out to the equipment
leasing community to provide manufacturers with information on
leasing strategies as possible options for equipment acquisition.
MEP has also engaged the Independent Community Bankers of
America, which represents nearly 5,000 community banks through-
out the U.S. Through these engagements, MEP looks to enhance
the financial institutions’ understanding of how the MEP system
can serve as a technical resource on manufacturing issues, thereby
supporting manufacturers as a good investment by these institu-
tions.

Another example where financing is a factor is when MEP helps
companies develop export opportunities. In collaboration with ITA’s
U.S. Export Assistance Centers, MEP has developed the ExporTech
program to assist companies with developing an international
growth plan. The ExporTech program connects the company with
organizations and resources, including financial resources, such as
Eximbank, that can help them move quickly beyond planning to ac-
tual export sales.

Another expanding area that requires access to financial re-
sources involves improving the energy efficiency of manufacturing
operations. As a result of the emphasis placed on reducing energy
consumption, MEP is delivering services and technologies that help
its clients make equipment and process changes to become more
energy efficient.

We are piloting a new collaborative effort called E3, which stands
for “Economy, Energy, and the Environment.” It is a model that
combines the resources of five Federal agencies, local government,
and utilities to enhance sustainability and competitiveness in local
and regional economies.

Another program is the Green Supplier Network, or GSN, which
is a collaboration between MEP, EPA, and other State and local re-
sources focused on the dual challenge of reducing the environ-
mental impact while simultaneously increasing the companies’ effi-
ciency, productivity, and profitability.

As T have mentioned throughout my testimony, raising capital is
one of the most basic of business functions, but for many smaller
manufacturers, it is often difficult. To help bridge this gap, MEP
continues to look at ways to improve manufacturers’ access to fi-
nancing options. Smaller manufacturers positioned to move to the
next level of growth, whether it is through the development of new
products, markets, or sales, need to have clear strategies for secur-
ing the necessary capital resources to achieve that growth.

With our partnerships and a toolbox of services, MEP is uniquely
positioned to provide smaller manufacturers with a better under-
standing of the range of financial options and resources that match
their exact needs. The continued incorporation of this type of serv-
ice will give U.S. manufacturers the information they need to suc-
cessfully implement their business growth strategies, resulting in
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new sales, expanded markets, technology adoption, and sustain-
ability.

Again, thank you for the opportunity to testify today and I will
be glad to answer any questions.

Chairman BROWN. Thank you, Mr. Kilmer.

I will start with you, Mr. Kilmer. I understand MEP has a part-
nership with the Energy Department to help determine domestic
capacity for energy programs funded by ARA, and all of us were
concerned about the—probably the most salient of those was the
Texas wind turbine farm and not having developed enough supply
chain. So I understand the way it works is when DOE receives a
Buy America waiver request, it forwards on to you that information
and then you advertise for the product specification through your
network. And I understand there is an incentive, a bit of an incen-
tive for you to find those suppliers. How is that working? How are
you doing on that?

Mr. KILMER. It is actually working very well. We are pretty
much, if you will, on the front end of that process, but we have al-
ready had quite a bit of success in terms of being able to find local
suppliers. I think one of the advantages that we have is with a na-
tional network, we can broadcast this to anywhere in the country
to be able to find those domestic sources for the components that
they are looking for.

Chairman BROWN. Do you see the potential, if you are doing that
with DOE, is there a potential for, for instance, DOT? I was speak-
ing with the Secretary on the way to Columbus 1 day about high-
speed rail, and pretty much the only countries that have a very
well developed high-speed rail manufacturing system or manufac-
turing capacity are France, Germany, China, and Japan. That is
not to say we don’t build a lot of the components. I know in Day-
ton, for instance, there is a locomotive company that builds inter-
esting components for rail. Could we apply what you are doing to
DOT and even to DOD?

Mr. KILMER. Yes, absolutely. And in fact

Chairman BROWN. Do you need legislative authority to do that?

Mr. KiLMER. No, we do not. Actually, an example, and I will give
it in kind of the wind energy one, we have had examples in States
where a potential manufacturer would like to move operations to
the U.S., but one of their concerns obviously is the access to the
suppliers. And so what we are able to do is actually to work with
them and with the States that are involved to identify and locate
those suppliers that can actually help support that manufacturing
operation, which can

Chairman BROWN. This is a company that assembles the
final

Mr. KiLMER. The wind turbines, and so, like you said, there are
companies—many of our small manufacturers make all of the same
components that they have been providing to perhaps the auto-
motive industry that are similar to what would be needed in

Chairman BROWN. Do you need an official request from DOT to
begin that process, the way you worked it with DOE?

Mr. KiLMER. We have actually started some conversations with
DOT, but again, it is very preliminary at this point. Any help
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would be useful, but I think, quite honestly, they understand the
need and we are something that can help them.

Chairman BROWN. And I think they understand that if we are
going to—there is talk of over the next 20 years building some
25,000 rail cars and low thousands, I don’t know if it is 1,000 or
2,000 locomotives, for high-speed and less than high-speed rail and
streetcars and we don’t have the capacity to do that while other
countries have both the engineering sophistication and experience
and capacity. But there is no reason we can’t be doing more of, ob-
viously, the supply chain here. Thank you for that and we will fol-
low up on that.

Ms. Lamb-Hale, partly coming out of Senator Warner’s first com-
ments about wages and manufacturing in some number of Euro-
pean countries contrasted with ours, I want to talk a little bit
about Germany and get your thought on making a comparison and
sort of where we go. German exports came to $1.1 trillion in 2009,
roughly $125 billion more than our exports, than we exported.
Their unemployment has dropped from 9.1 percent to 7.6 percent.
Their yearly trade balance went from a deficit 12 years ago of $6
billion to—a trade deficit of $6 billion to a surplus of $267 million
in a decade. Our trade deficit that same year, in 2008, was $569
billion and something close to $600 million, $700 million a day
from China bilaterally alone. And Germany’s annual growth rate
per capita exceeded ours.

What do we learn from that? What is missing? What are they
doing we are not doing in manufacturing, and how do you figure
out a strategy that, as you put together manufacturing policy for
President Obama and for all of us, what do we learn from them?

Ms. LAMB-HALE. Well, I think that we learn about the impor-
tance of exporting. I think as has been—the comments that have
been made today have suggested, and I think it is true that often,
because of the position, the strong position that the United States
has traditionally had with respect to our internal markets, we
haven’t focused on exporting as much, and that is why the Presi-
dent announced the National Export Initiative with the goal of dou-
bléng exports in 5 years to support, we believe, two million new
jobs.

I think we need to look for new markets. I think that Germany
has been particularly successful in exporting and I think we need
to focus on that. And we are working very hard to make sure that
small- and medium-sized businesses understand the tools that are
available to help them to do that.

One of the things that we are really excited about is in terms of
the launch of Manufacture America is that it is going to really take
to the communities themselves, particularly communities who have
been hardest hit by manufacturing job losses, the resources that
are available that many don’t know about, and that is not their
fault. That is our fault.

So the Manufacture America initiative will include exposing
small- and medium-sized businesses to exporting tools that are
available through the USIACs and other agencies. It will talk
about best practices, like sustainable manufacturing practices. It
will highlight success stories of small- and medium-sized busi-
nesses who have successfully retooled to new markets or to new
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products. I think that it is really important for us to ensure that
the information and the resources that are available, both through
the Federal Government and State and local governments are
known to small- and medium-sized businesses, and exporting is key
to that.

Chairman BROWN. Good. Thank you. I appreciate your emphasis
on small companies exporting, as Senator Warner talked about, be-
cause that sort of seems to me the biggest hole in this picture.

The other hole in this picture is, and I will not ask you to answer
this, but when we have appealed to the Administration on some
currency issues on individual industries, China, for instance, has
pretty much just from scratch started up a whole paper industry,
coated paper industry. While China may have invented paper some
centuries ago, they really didn’t have much of a coated paper in-
dustry. Ohio does. New York does. I think Virginia does. I assume
maybe Oregon certainly has a paper industry, I don’t know if they
have a coated paper industry. But China imports all of its wood
pulp from Brazil, brings it to China, processes it, and sends it to
us, and clearly it is gaming the system.

We need—again, I am not asking you, this is not in your jurisdic-
tion—but it is very important the Administration move on inves-
tigating currency practices on those kinds of issues, because these
companies will simply go out of business if this continues when
they were always very competitive before that. And if they are out
of business, they are not part of the President’s export program, ob-
viously.

Senator Warner.

Senator WARNER. Thank you, Mr. Chairman.

I want to come back to that comment in a moment, but I want
to just reiterate a point that I think both Ms. Lamb-Hale and Mr.
Kilmer made, and that is the real dire problem we have got in
terms of getting the manufacturing business access to capital, I
think we are at a crisis mode right now. Large capital companies
are sitting with the healthiest balance sheets they have had in
years right now and the supply chain, I know that the Chairman
has talked about in Ohio, but those small- to mid-sized companies
in the supply chain are dying on the vine right now, and not be-
cause the large companies or the manufacturers know they are
going to come back and make orders at some point, but their sup-
ply chain, if they can’t get their credit lines renewed during this
period, those companies are—the traditional small businesses that
get washed out in a recession had been washed out.

Now we are cutting into companies who have many, many long
years of history. Ultimately, if they get washed out, our economy
will revitalize them, but the ability to get a true robust recovery
will be undermined by their failure to have access to capital.

And I wish my colleagues from the other side of the aisle were
here. This small business initiative, which has the lending pool,
which has the targeted small business State initiatives that have
a proven track record, the SBA programs, the tax breaks for small
businesses, all geared at access to credit for small businesses, par-
ticularly manufacturing businesses. If we can’t accomplish that,
this place is pretty darn broken.
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I know both my colleagues have been big supporters of that. I
really wish we would do it. I hope if we are not able to get—we
have that continued intransigence, that you will continue to look
at other initiatives, because waiting another, at least in my State
and I know probably in Oregon and Ohio, as well, another year-
plus of delay, even if you have got a healthy, a relatively healthy
cash-flow, you are not even going to be able to expand. You may
have to shut down.

I also, and I know I am giving more of a speech and a testimony
here, I want to ask Ms. Lamb-Hale, following up again on the as-
pect of what you were talking about in terms of—the Chairman
was talking about in terms of ability to try to get assemblage of
an area like, for example, high-speed rail, one of the things, my
former job as Governor was economic development recruitment and
Virginia did a pretty good job when we were competing against
even my colleagues in Oregon or Ohio. But when we came against
South Korea or when we came against China, we came against
Brazil, where their Federal Government was able to intervene in
terms of the economic development sweetener package, in terms of
site locations, we fell down.

Ms. Lamb-Hale, we have talked to Secretary Locke at some point
about this. We have got legislation called the America Recruits Act
that would layer on up to $10,000 additional per job that would go
on top of an already existing State and local economic development
effort to try to bring jobs back into this country. These would be
foreign-based jobs coming back in, or jobs that might locate other-
wise abroad targeted directly at IT and at manufacturing. And
many of our rural communities now have become much more price
competitive than they were, say, a decade or two ago in manufac-
turing, and I would just echo what the Chairman has said.

If we are going to make the kind of investments we are going to
make in high-speed rail, which I hope we will, we sure as heck
would love to be able to have some of that manufacturing done
here in this country, and that site location, that initial site location
of where that assemblage would be made, to be able to be competi-
tive, no matter what kind of tax breaks Ohio offers or Virginia of-
fers or Oregon offers, without that initial kind of extra incentive on
the front end—and this would be only available for jobs coming
into the country, so it wouldn’t supplement the battles between
Ohio and Virginia or versus Oregon, it would be those jobs that are
otherwise going to go to India or going to go to China or going to
go to South Korea, bringing them back.

I would again ask you to go back, and Secretary Locke has been
initially supportive, but we would love to see more support on that
type of an issue from the Commerce Department, from the Admin-
istration.

Ms. LAMB-HALE. Oh yes, definitely. And I just wanted to mention
that one of the things that we are doing is we are really increasing
our interagency cooperation, and particularly to the point you
raised on access to capital, with the Treasury Department.

In response to a request of our former Manufacturing Council—
the new one will be announced this afternoon—but as part of the
recommendation of our prior Manufacturing Council, we have in-
cluded as an ex officio member the Treasury Department, and we
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will have active participation of that Department to try to address
access to capital issues. So I think that that is very important.
That is something that was really a request directly from our Man-
ufacturing Council and that is something that we are doing to real-
ly try to see what the Administration can do to make sure that
those issues are addressed.

Senator WARNER. I would also just—I applaud that, and I know
the vote has started and I am going to have to head off, but I
would also urge you, again, let us look at what we can do in terms
of creative incentives onsite location.

Ms. LAMB-HALE. Yes.

Senator WARNER. You know, it is no longer Ohio versus Virginia.

Ms. LAMB-HALE. It is true.

Senator WARNER. It is America versus the rest of the world, and
we have got to have the same kind of tool box that other countries
offer. Thank you.

Chairman BROWN. Thank you, Senator Warner.

Senator Merkley.

Senator MERKLEY. Thank you very much, Mr. Chair, and thank
you all for the testimony.

One of the things that we keep confronting are nontariff barriers
to American manufactured products. We had last year the “Cash
for Clunkers” program to encourage and help sustain the produc-
tion and sale of cars here. A story was circulating around Capitol
Hill that whereas we did not require the cars that were being sub-
sidized to be built in America because of international treaty obli-
gations, that China had turned around and done something very
similar but had restricted it to cars made in China.

I am not sure if that story was exactly correct or not, but it is
an example of the type of stories we hear often of barriers to Amer-
ican products abroad. How much truth is there to nontariff barriers
and why is it we seem to have such a hard time playing hardball
to get a fair, level playing field for American products?

Ms. LAMB-HALE. Is that question addressed to me, Senator?

Senator MERKLEY. To either or both of you.

Ms. LamB-HALE. OK. First, I would like to say that the Obama
administration is committed to enforcing our trade laws and we are
working very hard to do so. I think that, certainly, we believe that
American products are very competitive and can beat other prod-
ucts from other countries if they are given a fair chance, and we
work very hard through our Import Administration and in coopera-
tion with USTR to enforce our trade laws to ensure the level play-
ing field that you describe.

Senator MERKLEY. So do you think we are there, or are there, in
fact, significant challenges? I must say, often, the reaction among
some is a hesitancy to hold other nations accountable for their non-
tariff barriers for fear of triggering a trade war on the short-term
problems that that might create. But how do you go about holding
countries accountable that are creating barriers to favor their own
companies to the disadvantage of the United States?

Ms. LAMB-HALE. I think that you maintain vigilance in pursuing
the enforcement of trade laws, and that is what the Obama admin-
istration has committed to do. We continue to do it. I mean, much
of what we do is the subject of pending cases that we can’t speak



20

to specifically, but certainly vigilance is what is important and we
are committed, because we understand what that does to—you
know, the lack of that will do to our manufacturing base in this
country, and we are committed to making sure that it is strong and
that American products can compete on a level playing field.

Senator MERKLEY. Is there anything you would like to add, Mr.
Kilmer?

Mr. KiLMER. Not really. That would not be the area that I would
be that familiar with.

Senator MERKLEY. All right. Andy Grove wrote a recent article
about the loss of manufacturing in the United States, and one
thing that he observed is that while there are firms such as Intel
that have established sizable manufacturing operations, and we are
fortunate to have a couple of those in Oregon, that there are a lot
of firms, younger firms that are designing products but imme-
diately, as soon as the designs are done, set up production facilities
offshore, and that that compromises the ability to scale up here in
the United States and create significant, substantial manufac-
turing jobs here.

Is this an issue that we are focused on, and how does it affect
both the production of manufacturing jobs and how does it affect
our national security and how do we change that dynamic?

Mr. KiLMER. I would agree that there needs to be a strong con-
nection between the basic research, the design and development as-
pects of it and the actual production. I do know that that certainly
is a challenge. I think the things that we are starting to see is
when you look at the total manufacturing enterprise, not just the
labor costs, that you are seeing a tendency to reevaluate that and
to bring some of that effort back to the U.S. to tie the actual manu-
facturing process more closely to the customer base that it is serv-
ing.

There is a ways to go on that, but I do see a change in thinking
where it really is critical to look at the entire enterprise from be-
ginning to end and all of the components of cost, not just the labor
element, but certainly the logistics, et cetera, that go along with
that.

Ms. LAMB-HALE. And, Senator, I would just like to add that—and
this is partly in response to Senator Warner’s comments about
making sure that America is competitive for site selection and
such—the Secretary is working very hard on an initiative that we
hope to stand up very shortly that will help in that regard, because
we do know that our States are competing with countries. So we
have to make sure that, where appropriate and not choosing win-
ners and losers among the States, that the Federal Government
weighs in so that our siting manufacturing in the United States is
more competitive.

So we look forward to working with you on that, because I think
that is critical to what Mr. Grove spoke about, as well, is just mak-
ing sure that the whole package is competitive so that companies
can locate here and that we can create the jobs that we need to
do to sustain our growth in the 21st century.

Senator MERKLEY. Thank you.

Chairman BROWN. Thank you, Senator Brown.
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We have been called to a vote, so I thank you both very much
for being here. Ms. Lamb-Hale, I appreciate your comments about
enforcing trade law. Your administration has gone further than the
administrations of either party, of your predecessors in either
party, both on manufacturing policy and enforcement of trade law.
But, frankly, the jury is still out on how aggressive this Adminis-
tration is enforcing trade law. Being better than previous adminis-
trations is a very low bar on enforcement. We need to see a more
aggressive posture from your Department, not your specific port-
folio but your Department and the Treasury Department and
USTR, so we will talk more about that later.

I know my colleagues may have other questions they can submit
for the record. The record will remain open for 7 days for Mr.
Strauss or either of you on this panel to submit any other informa-
tion.

Mr. Strauss, we appreciate your staying and listening to other
panelists. I appreciate all of your being here.

The Subcommittee will adjourn.

[Whereupon, at 11:35 a.m., the hearing was adjourned.]

[Prepared statements and responses to written questions sup-
plied for the record follow:]
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Aucgusr 5, 2010

Chairman Brown and Members of the Economic Policy Subcommittee, I am
pleased to share with you some perspectives on long-term trends in manufacturing
and some observations about how the recent recession and recovery are affecting
manufacturing. My name is William Strauss, and I am a Senior Economist and Eco-
nomic Advisor for the Federal Reserve Bank of Chicago. The Chicago Federal Re-
serve District comprises parts of the States of Indiana, Illinois, Michigan, and Wis-
consin, as well as all of lowa. The Midwest economy was built upon the superior
distribution channels that allowed manufacturing to become a vital part of the re-
gion. While the Midwest has been diversifying its economy over time, manufacturing
remains one of the key industries that distinguishes our region from other regions
of the country. My specialty is tracking the performance of the Midwest Economy,
and in particular, the manufacturing sector. This information is shared within the
Federal Reserve and helps provide an assessment on how the economy of this im-
portant region is performing. It also adds to the mosaic of information that policy-
makers need in order to craft the most appropriate monetary policy for the country.

I use a variety of tools to assist me in providing this insight into the performance
of the manufacturing sector. I analyze the multitude of data, both Government and
private sector statistics that we as economists are fortunate to have available to us.
In addition, I organize a series of industrial and manufacturing roundtables, held
throughout the year, that brings together representatives from manufacturers and
other key firms to discuss how conditions within their industry have changed over
the recent period; to provide their outlook for their business; and to share any con-
cerns that they might have about issues affecting their business.

In the early part of the past decade, there was great concern that we were losing
our manufacturing base, and I proceeded to look at longer-term trends as a way of
gauging whether the losses in manufacturing were cyclical or structural. My conclu-
sion at that time was that it was far more likely to be a cyclical rather than a struc-
tural issue facing the sector. While manufacturing output fell by 6.4 percent be-
tween September 2000 and November 2001, by May 2005 manufacturing output was
at an all-time high, and by December 2007 manufacturing output in the United
States was 11.4 percent higher than its previous peak.

Is U.S. Manufacturing Disappearing?

When discussing the health of the manufacturing sector one major issue is wheth-
er we should be taking into account the number of people employed in the sector
or looking at the amount of output created in manufacturing. Interestingly, each
leads to the opposite conclusion about the strength of manufacturing in the United
States. Let us start off with employment.

Manufacturing employment as a share of total employment in the United States
has been declining over the past 60 years. In 1950, nearly 31 percent of nonfarm
workers were employed in manufacturing: this share has been declining at an aver-
age rate of 2 percent per year, falling to 28.4 percent in 1960, 25.1 percent in 1970,
20.7 percent in 1980, 16.2 percent in 1990, 13.1 percent in 2000, and 9.1 percent
in 2009. Even with this downward trend in manufacturing’s share of jobs, employ-
ment in manufacturing has on average been fairly stable over the past 60 years,
averaging -0.1 percent per year. In contrast, the increase in nonfarm employment
averaged 1.9 percent per year, and this led to the reduction in manufacturing’s
share of jobs. However, there is a break that occurs during this period. Between
1950 and 1979, manufacturing employment increased on average by 1.4 percent per
year (over the same time period nonfarm employment was rising on average by 2.4
percent per year), and between 1980 and 2009, manufacturing employment declined
on average by 1.6 percent per year (over the same time nonfarm employment growth
slowed, rising on average by 1.3 percent per year). In 2006, we had about as many
workers in manufacturing as we had in 1950, just over 14 million workers. So look-
ing at manufacturing employment leads one to believe that the sector is in decline
or at best stagnant.

However, you get a very different conclusion if you focus on the amount of goods
being produced by the manufacturing sector. While employment has changed very
little over the past 60 years, output in manufacturing has increased at an annual
rate of 3.4 percent. Manufacturing output in 2007 (the recent peak in manufac-
turing output) was over 600 percent higher than in 1950.
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Productivity Is the Key

So how was manufacturing able to see output surge over the past 60 years with
little change in its employment? The answer can be found by looking at productivity.
The increase in both the number of machines and the quality of the machines over
time has allowed manufacturing sector output to rise. Productivity growth in the
manufacturing sector has averaged 2.9 percent over the past 60 years. This means
that because of improving efficiency in the manufacturing sector, output can rise
each and every year by around 2.9 percent without the need to add any workers.
What took 1,000 workers to produce in 1950 was able to be produced by 184 workers
in 2009. Between 1950 and 1979, productivity growth in the manufacturing sector
was matched by the productivity growth of the nonfarm economy—both averaged a
rate of 2.5 percent each year. However, with the adaptation of CNC (Computer Nu-
merical Control) manufacturing during late 1970s, productivity growth in the manu-
facturing sector increased. Productivity growth in the manufacturing sector in-
creased to average 3.3 percent per year between 1980 and 2009 while productivity
growth in the nonfarm economy declined to average 2 percent per year over the
same time period. Manufacturing output between 1950 and 1979 increased on aver-
age by 4.2 percent per year, and then between 1980 and 2009 manufacturing pro-
duction growth slowed, averaging 2.2 percent per year. (Similarly, real gross domes-
tic product (GDP) growth in the United States slowed down: Real GDP growth be-
tween 1950 and 1979 was 3.8 percent per year, and then between 1980 and 2009
real GDP growth slowed averaging 2.8 percent per year.) So over the past 30 years
relatively slower manufacturing output growth and faster productivity growth led
to a declining manufacturing labor force.

Between 1950 and 1979, productivity growth rates in both durable manufacturing
and nondurable manufacturing were nearly identical, averaging 2.6 percent and 2.7
percent per year, respectively. However, between 1980 and 2009, productivity
growth for durable manufacturing surged, to average 3.9 percent per year, and pro-
ductivity growth for nondurable manufacturing declined, to average 2.4 percent per
year. Durable goods manufacturing makes greater use of machinery, and it was
clearly aided by the advancements in the capabilities of machines over this period.

Efficiency Leads to Lower Prices

Another interesting observation about manufacturing’s long-term position in the
U.S. economy is that, as stated previously, between 1950 and 2007 (prior to the se-
vere recession) manufacturing output was just over 600 percent higher, while over
the same period, growth in real GDP of the U.S. was a smaller 560 percent. Yet,
the manufacturing share of GDP declined over this period. In 1950, the manufac-
turing share of the U.S. economy was 27 percent, and by 2007 it had fallen to 12.1
percent. How did a sector that experienced growth at a faster pace than the overall
economy become a smaller part of the overall economy? The answer again is produc-
tivity growth. The greater efficiency of the manufacturing sector afforded either a
slower increase or an outright decline in the prices of this sector’s goods. As one ex-
ample, inflation (as measured by the Consumer Price Index) averaged 3.7 percent
between 1980 and 2009, while at the same time the prices for new vehicles averaged
1.7 percent. So while the number of manufactured goods had been rising over time,
their relative value compared with what other sectors had produced or provided did
not keep pace. This allowed manufactured goods to be less costly to consumers and
led to the manufacturing sector’s declining share of GDP.

The Rising Tide of Output Does Not Lift All Boats Equally

The rise in overall manufacturing has not translated into an increase in every
manufacturing sector. One of the great strengths of the U.S. economy is its ability
to “re-invent” itself over time. Industries that are experiencing rising demand are
able to gain access to capital and labor, while those industries that are struggling
are forced to either become more competitive or risk going out of business. This is
the model of our economy that has allowed to U.S. to become the largest economy
in the world.

Over the past 20 years, manufacturing output has risen on average by 2.2 percent
per year, yet manufacturing’s performance ranged from 15.0 percent growth per
year for computer and electronic components manufacturing to -7.0 percent per year
for apparel. The durable goods manufacturing sector output increased on average
by 3.5 percent per year, while the nondurable goods manufacturing sector’s increase
was at a more tepid 0.4 percent per year.

The more intensive use of capital by the durable goods manufacturing sector has
afforded its businesses the greater use of CNC manufacturing technology. Over the
past 20 years, productivity in the manufacturing sector increased by 96 percent, yet
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durable goods manufacturing productivity rose by 123 percent compared with 64
percent for nondurable goods manufacturing productivity.

Analyzing the Current Manufacturing Downturn and Recovery

The recent recession had a very negative impact on the economy. Real GDP fell
4.1 percent between the second quarter 2008 and the second quarter of 2009—the
largest drop in output since the 1930s. Employment declined by 6.1 percent during
2008 and 2009, representing nearly 8.4 million workers. Manufacturing output,
which peaked in December 2007, fell 17.5 percent, bottoming in June 2009. With
this severe loss of output, manufacturing jobs declined by 16 percent during 2008
and 2009. Over 2.1 million manufacturing workers lost their jobs, representing 26
percent of all job losses.

A greater loss in manufacturing during a recession is not unusual. Outsized re-
ductions in manufacturing output and jobs are typically observed. For example, dur-
ing the two previous post-World War II deep recessions, during the mid-1970s and
early 1980s, real GDP declined 3.2 percent and 2.6 percent, respectively. During
these two severe recessions, manufacturing output fell 15.7 percent and 11.6 per-
cent, respectively. Even when the economic downturn is not too sharp for the overall
economy, manufacturing tends to take a bigger hit. For example, during the reces-
sion of the early 1990s and 2001, real GDP declined by a fairly moderate 1.4 percent
and 0.3 percent, yet manufacturing output fell by a more significant 3.8 percent and
6.4 percent, respectively.

Economic output began to expand in the third quarter of 2009, and over the past
year output has risen 3.2 percent. However, a large part of the gain has been due
to the inventory cycle. The change in inventories has contributed 60 percent of the
growth over the past year. The increase in real final sales (real GDP less the change
in inventories) was a more reduced 1.2 percent over the past year. In contrast, man-
ufacturing has experienced an extremely robust recovery, rising by 8.9 percent, and
it has recovered 42.3 percent of the loss experienced during the recession. In fact,
this year the manufacturing sector has added jobs each and every month, for a total
of 136,000 jobs, representing nearly 1 out of every 4 (23 percent) private sector jobs
created this year.

Industry Cycles

The 17.5 percent reduction experienced by the manufacturing sector was not
equally shared among its subsectors. While all manufacturing industries experi-
enced a decline, some were harder hit than others. The two industries most ad-
versely affected during the recent recession were motor vehicles and parts and pri-
mary metals, whose output fell nearly 49 percent and 44 percent, respectively. Simi-
larly, the 8.9 percent increase in manufacturing over the past year has not been
equally distributed. For example, the two industries that have experienced the larg-
est increases over the past year were the same industries that had been the hardest
hit, motor vehicles and parts and primary metals, with gains of over 52 percent and
46 percent, respectively. These two industries are quite important to the Chicago
Fed District. Our District produces around 30 percent of all the vehicles and over
30 percent of all the steel in the country. This has allowed the Chicago Fed Midwest
Manufacturing Index to increase over the past year at a faster rate than the overall
economy. While manufacturing output was 8.9 percent higher over the past year,
manufacturing output in the Chicago District was 13.2 percent higher.

The U.S. Appears To Be Positioned To Continue Experiencing Strong Pro-
ductivity Gains

Since much of the gains in U.S. manufacturing have been due to strong produc-
tivity, a natural question to raise is whether these gains will continue into the fu-
ture. Often we think that advancement in technology will lead to such productivity
gains. Spending by the U.S. on research and development can be used as a proxy
for the effort being devoted to new technology. On this front, the U.S. appears to
be in relatively good shape as we continue to invest heavily in research and develop-
ment. As a percent of our GDP, research and development has averaged 2.5 percent
between 1953 and 2008. Between 1999 and 2008 it has averaged 2.7 percent, with
2008 at 2.8 percent.

The private sector has played an ever-increasing role in research and development
spending. Fifty years ago the majority of research and development was being un-
dertaken by the Government. However, more recently, the private sector has taken
over as the major spender for research and development. The privately funded share
of research and development averaged 36 percent during the 1960s; 47 percent in
the 1970s; 54 percent in the 1980s; 66 percent in the 1990s; and 72 percent between
2000 and 2008.
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Every 2 years, Chicago hosts one of the premier manufacturing shows in the
world, the International Manufacturing Technology Show (IMTS). It is breathtaking
to see the cutting-edge technologies that are available to manufacturers. I typically
ask exhibitors of more standard manufacturing equipment to explain to me the dif-
ferences between the new equipment compared with what was displayed 2 years
earlier. The response is almost universal: The new pieces of equipment are more ac-
curate, faster, more versatile, and less expensive than their predecessors.

I often have the opportunity to tour manufacturing production facilities, and I am
impressed by the continuous improvements in technology that companies employ. I
always ask these producers the following question: Can they envision being able to
be even more productive? Nearly all of the manufactures without hesitation tell me
they absolutely can become even more efficient, and many then launch into a de-
scription of their near-term plans that will make them even more productive.

Back to the Future

The transition that the manufacturing sector has been undertaking over the past
60 years is not the first time the U.S. has experienced an outsized increase in pro-
ductivity driving output higher and employment lower. Something very similar has
been taking place in the American agricultural industry over the past century.

In 1870, just over half of employment was dedicated to agriculture. Farm output
today is higher than ever before (take, for instance, 2009 gross value added: farm
business was over 400 percent higher than in 1950), yet we are able to produce all
this output with only 1.6 percent of our employment dedicated to farming.

Conclusion

The manufacturing sector remains a vibrant and innovative industry in the U.S.
Manufacturing output has been rising at a solid pace over time, although it has
been more affected by business cycle downturns than the overall economy. Most of
this growth, especially over the past 30 years, has been achieved by improving pro-
ductivity. This increase in productivity has been a double-edged sword. On the one
side, increasing productivity has fostered a globally competitive sector with the abil-
ity to produce an ever-increasing amount of goods with relatively lower price in-
creases relative to the overall economy. On the other side, being more productive
means that a producer can increase output without the need to add labor. If produc-
tivity is quite strong, the employer can actually achieve production goals using
fewer workers.

The movements in output, productivity, and labor have not been occurring just
over the past few years but have been taking place for decades. If the manufac-
turing sector follows the example offered by the agricultural sector, we can look for-
ward to an industry that will continue to produce an ever-increasing amount of out-
put, contributing to a stronger U.S. economy, with manufacturing employment rep-
resenting a smaller share of the overall U.S. labor market.

PREPARED STATEMENT OF NICOLE Y. LAMB-HALE

ASSISTANT SECRETARY FOR MANUFACTURING AND SERVICES, DEPARTMENT OF
COMMERCE

Auagusr 5, 2010

Chairman Brown, Ranking Member DeMint, and Members of the Subcommittee,
thank you for this opportunity to testify before you today on the President’s Manu-
facturing Agenda and what we at the Department of Commerce are doing to pro-
mote U.S. manufacturing. The Department of Commerce is committed to promoting
this important sector. We do this every day by working to create the right business
eri)vironment to help manufacturers sustain and grow their companies and create
jobs.

In December 2009, the Obama administration released a manufacturing strategy
entitled A Framework for Revitalizing American Manufacturing. The framework,
based on input from all Federal departments and agencies whose work impacts U.S.
manufacturers, focuses on effectively targeting cost drivers that affect manufac-
turing in the United States. Department of Commerce programs directly address
three of the seven framework components: investing in the creation of new tech-
nologies and business practices; helping communities and workers transition to a
better future; and ensuring market access and a level playing field. In addition, the
Department is working with other agencies, such as the Department of Transpor-
tation, the Treasury Department, and the Small Business Administration to address
other Framework elements.
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As the Framework recognizes, exporting goods is a key component for revitalizing
U.S. manufacturing. In this year’s State of the Union address, President Obama an-
nounced the National Export Initiative (NEI) and set the ambitious goal of doubling
U.S. exports in 5 years, supporting several million jobs. Secretary of Commerce
Gary Locke is part of the President’s Export Promotion Cabinet that is working
hard to reach these goals. The Department and the International Trade Administra-
tion (ITA), of which my unit is a part, are strategically developing initiatives and
improving the implementation of existing programs to support the National Export
Initiative goals. We are also strengthening interagency coordination by working
with other agencies through the Trade Promotion Coordinating Committee (TPCC).

As Assistant Secretary of Commerce for Manufacturing and Services, MAS, I be-
lieve that it is critical to ensure that our manufacturing capacity in the United
States is strong. Manufacturing is a vital part of the U.S. economy. Preliminary fig-
ures show that the sector supported 11.67 million jobs as of June 2010.! It ac-
counted for about 8.9 percent of total nonfarm employment in the United States.
Manufacturing industries are also responsible for a significant share of U.S. eco-
nomic production, generating almost $1.64 trillion in GDP in 2008.

MAS plays an active role in helping to ensure that strong manufacturing capacity.
Our initiatives and programs to promote U.S. manufacturing, and the ways we work
with other Federal and State Government agencies and the private sector, are stra-
tegically developed to support the needs of the U.S. manufacturing sector, the Presi-
dent’s manufacturing agenda, and the National Export Initiative.

Manufacturing and Services is dedicated to strengthening the global competitive-
ness of U.S. industry, expanding its market access, and increasing exports. MAS
helps shape U.S. trade policy, participates in trade negotiations, organizes trade ca-
pacity building programs, and evaluates the impact of domestic and international
economic and regulatory policies on U.S. manufacturers and service industries. MAS
is also developing sector-specific global strategies to guide policies to enhance U.S.
manufacturing exports.

MAS also works with other U.S. Government agencies in developing a public pol-
icy environment that advances U.S. competitiveness at home and abroad.

Within MAS, we have a Manufacturing group and a Services group, each com-
prised of teams of industry analysts with extensive expertise in their sectors. Our
third group, Industry Analysis, performs economic and statistical analysis to sup-
port U.S. industry competitiveness and evaluates industry recommendations for
trade negotiations.

MAS develops and implement programs and provide decision makers input nec-
essary to promulgate and implement policies that support U.S. competitiveness,
which, in turn, helps industry create jobs. As part of the International Trade Ad-
ministration, we also understand trade and how the domestic and global markets
interact and impact U.S. competitiveness.

Under my leadership, MAS follows a three-prong approach, which I've called “The
3 Cs”: to convene, to collaborate, and to connect. We convene experts both inside
and outside of the Federal Government to work toward solutions to the problems
faced by U.S. industry. MAS also collaborates with our sister bureaus in the Depart-
ment of Commerce, with agencies across the Federal Government, and with State
and local governments to develop solutions that will sustain and increase the global
competitiveness of U.S. industry. For example, MAS developed the Department’s
Sustainable Manufacturing Initiative (SMI) and works with industry, other Federal
agencies, and State and local governments to showcase sustainable manufacturing
practices that can help companies reduce operating costs and damage to the envi-
ronment.

MAS also works to connect industry through our new Manufacture America Ini-
tiative. Consistent with Secretary Locke’s CommerceConnect initiative, Manufacture
America will focus specifically on linking manufacturers to the resources and tools
available in the Federal Government and elsewhere to help companies rethink, re-
tool, and rebuild to support jobs in the 21st century economy.

MAS administers the Department’s Manufacturing Council, the advisory com-
mittee to the Secretary of Commerce, created to ensure regular communication be-
tween the Federal Government and the manufacturing sector. The Council also fos-
ters collaboration across all U.S. manufacturing sectors to promote new ideas for
continuously improving manufacturing competitiveness.

When we renewed the Manufacturing Council’s charter this past spring, we in-
creased private sector membership from 15 to 25 members to broaden the spectrum
of views heard. We also followed the advice of the previous Council and added the
Secretaries of Labor, Energy, and Treasury as ex-officio (nonvoting) members to bet-

1Revised figures will be available on August 6, 2010.
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ter address the cross-cutting issues this Council will be addressing, such as access
to credit, workforce development, and energy independence.

Today, Secretary Locke will announce the newly appointed members of the cur-
rent Manufacturing Council. The new Council is a diverse mix of people from across
the country representing different industries within the manufacturing sector. The
Council members also reflect a balance between small- and medium-sized enter-
prises (SMEs) and larger companies. We expect that the Council will get right to
work advising the Secretary on critical issues affecting manufacturing competitive-
ness.

MAS also oversees key Department of Commerce initiatives to address manufac-
turers’ needs, including the Sustainable Manufacturing and Energy Efficiency Ini-
tiatives. The Sustainable Manufacturing Initiative identifies U.S. industry’s most
pressing sustainable manufacturing challenges and coordinates public and private
sector efforts to address these challenges. Through the Energy Efficiency Initiative,
MAS promotes the use and commercial deployment of energy efficient technologies
and helps manufacturers learn about the resources available from State and Federal
Governments to promote efficiency.

Other DOC bureaus, including the National Institute of Standards and Tech-
nology (NIST), the U.S. Patent and Trade Office (PTO), Economic Development Ad-
ministration (EDA), and Minority Business Development Agency (MBDA), also have
programs in place to address manufacturers’ needs. We work closely with our sister
bureaus, including the Manufacturing Extension Partnership (MEP) at NIST, in de-
livering our programs. These Departmental programs support businesses and entre-
preneurs throughout the manufacturing life cycle, from innovation to commercializa-
tion to competitiveness. Census, in the Economics and Statistics Administration
(ESA), contributes data for understanding markets. CommerceConnect and EDA
help small- and medium-sized manufacturers access Commerce programs designed
to help them. Manufacturing.gov, maintained by MEP and MAS, has an online
clearinghouse of information and resource tools dedicated to helping U.S. manufac-
turers improve or maintain competitiveness.

With respect to the National Export Initiative, MAS is active in helping the Sec-
retary and Under Secretary for International Trade, Francisco Sanchez, implement
the Initiative.

Emerging markets—such as China, South Africa, India, Brazil, and Indonesia—
offer key opportunities. Manufacturing export leaders are likely to be found in high
growth sectors such as medical devices, aerospace, clean energy and energy effi-
ciency, technology industries and infrastructure, among others.

Secretary Locke led a clean energy mission to China in May of this year, based
in part on the recommendations of industry experts, country specialists, commercial
officers, and others in Commerce. Our various Commerce offices worked together to
organize the mission that registered immediate sales by mission participants valued
at over $20 million. Additionally, the 24 U.S. companies participating on the mission
met with potential business partners in Hong Kong, Shanghai, and Beijing as well
as with officials at every level of the Chinese government. The mission came at a
critical time—when the Chinese leadership expressed a clear commitment to adopt
clean energy technologies and when U.S. companies are developing and commer-
cializing technologies related to clean energy, energy efficiency, and electric energy
storage, transmission, and distribution.

This is just one example of how the Department, ITA, and MAS are already work-
ing to meet the ambitious goals of the NEI. During the first 12 months, we have
taken or plan to take a variety of actions. Secretary Locke has personally spoken
with top exporters to discuss strategies to help them expand their exports. Such
strategies include leveraging Commerce programs to help increase exports; USG ad-
vocacy in support of bids for foreign procurement contracts; the reduction or elimi-
nation of market barriers; or more aggressive promotion of U.S. goods and services
through collaborative efforts with the Office of the U.S. Trade Representative and
other agencies.

MAS is using its analytical capabilities to identify sectors and markets where
American exporters have a competitive edge. We are conducting outreach to U.S.
businesses to educate them about export opportunities. The Department and ITA
are prioritizing existing programs that seem most effective. One such program is the
Market Development Cooperator Program (MDCP), administered by MAS. An
MDCP award establishes a partnership between ITA and nonprofit industry groups,
such as trade associations and chambers of commerce, to encourage projects that en-
hance the global competitiveness of U.S. manufacturing and service industries.

Also critical to NEI efforts are CommerceConnect, International Buyer Programs
at trade shows, an increased number of executive-level trade missions, strength-
ening our strategic partnerships to identify single market exporters and encourage
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them to expand into additional markets, and increasing the number of foreign buy-
ers attending trade shows in the United States.

But in order to export more, we need to manufacture more products here at home.
In September, I will launch Manufacture America, which I mentioned earlier. Man-
ufacture America is an initiative to connect manufacturers in States that have been
hardest hit with manufacturing job losses to resources to help them rethink, retool
and rebuild their operations through exploring new products, markets, processes
and sources of finance. We are collaborating in this effort with our sister bureaus
in the Department of Commerce as well as with other Federal, State, and local
agencies to develop solutions that will sustain and increase the global competitive-
ness of U.S. manufacturers.

During 2009, the Manufacturing Council raised the problem that many small- and
medium-sized companies were having in accessing credit—even those companies
that were financially sound. President Obama has proposed legislation that includes
a $30 billion small business lending fund and a State small business credit initia-
tive. These two items are part of a small business jobs package the President hopes
to sign into law. Let me reiterate the message I hear every day from small- and
medium-sized manufacturers: Access to capital is one of the primary concerns for
U.S. small- and medium-sized manufacturers today!

For many companies that will participate in the Manufacture America Initiative,
financing is a significant challenge. Through that Initiative, we will work with the
Treasury Department and local banking groups to help small- and medium-sized
manufacturers better understand the resources available to them, including access
to capital.

MAS has also developed tools to help companies better understand their financing
options for participating in international trade. The “Trade Finance Guide: A Quick
Reference for U.S. Exporters” helps U.S. companies, especially small- and medium-
sized enterprises, learn the basics of trade finance so that they can turn their export
opportunities into actual sales and achieve the ultimate goal of being paid—on
time—for those sales. Concise, two-page chapters offer the basics of numerous fi-
nancing techniques, from open accounts, to forfaiting, to Government assisted for-
eign-buyer financing.

These are just some of the most strategic programs that the Commerce Depart-
ment is employing to support President Obama’s manufacturing agenda. While
manufacturers themselves are best positioned to sustain and expand their compa-
nies and sectors, they cannot do it in a vacuum. We at the Department of Commerce
work to ensure that the business environments—both domestic and international—
are fair to U.S. manufacturers, their workers, and their communities.

Again, thank you for this opportunity to testify on the effort of Department of
Commerce and Manufacturing and Services to enhance the competitiveness of U.S.
manufacturing.

PREPARED STATEMENT OF ROGER D. KILMER

DIRECTOR, HOLLINGS MANUFACTURING EXTENSION PARTNERSHIP, NATIONAL
INSTITUTE OF STANDARDS AND TECHNOLOGY, DEPARTMENT OF COMMERCE

Augusr 5, 2010

Chairman Brown, Ranking Member DeMint, and Members of the Subcommittee,
thank you for the opportunity to appear before you today to discuss the efforts of
the National Institute of Standards and Technology (NIST) Hollings Manufacturing
Extension Partnership (MEP) to support manufacturers based in the United States
(U.S.). Today I would like to highlight a few of the services that MEP offers to assist
manufacturers with growth strategies and access to capital to support that growth.
But first, I would like to give a brief overview of the program.

MEP Support of U.S. Manufacturers

Since 1989, the MEP program has been working to improve the competitiveness
of U.S. manufacturers. With a nationwide network of centers in nearly 400 loca-
tions, MEP serves as trusted advisors to our small- and medium-sized manufac-
turing clients, helping them to strategically implement business growth opportuni-
ties and to improve their competitive position in the market. We have helped clients
obtain significant and measurable economic impacts. In FY2009, MEP served nearly
33,000 manufacturing clients and recent results from a client survey indicate that
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MEP services resulted in more than $3.6 billion in new sales, $1.1 billion in cost
savings and the creation or retention of more than 52,000 jobs.?

Today with manufacturing industry markets both contracting in some sectors and
expanding in others and business success factors changing, manufacturers must es-
tablish competitive niches to capture new business opportunities and MEP is fo-
cused on addressing these new challenges and opportunities facing U.S. manufactur-
ers. Through our next generation strategy, we are working with manufacturers to
harness technology and innovation that results in new business opportunities. We
have outlined a framework of five critical areas—supplier development, technology
acceleration, sustainability, workforce and continuous improvement—in which MEP
is working not only to help manufacturers’ problem-solve to survive, but also to
grow by developing new sales, new markets and new products.

To support this program, the President’s FY2011 request for MEP builds upon the
foundation that the America COMPETES Act (P.L. 110-69) established, and puts
the program on a path grow to $180 million by FY2015. The proposed budget of
$129.7 million represents an increase of $5 million over FY2010 enacted levels to
support the Obama administration’s policy initiatives for reinventing domestic man-
ufacturing. MEP will assist in creating jobs and responding to future challenges and
opportunities in the manufacturing sector. Through the locally based Centers, MEP
supports the adoption of technological innovations that spur economic growth and
foster development of new products, expanded markets, and process improvements.
MEP also facilitates the adoption of technological innovations by smaller U.S. manu-
facturers, especially clean technologies and processes that improve manufacturers’
competitive position.

MEP is building upon efforts to implement and provide a number of new Growth
Services to U.S. manufacturers in order to promote innovation and competitive prac-
tices, including:

e the acceleration of technology adoption and the development of new products
and processes;

e green and sustainable manufacturing practices and products;

e market diversification to support development of new markets and supply chain
opportunities; and

e an enabled manufacturing workforce that spans all levels of the organization.

Addressing Challenges Manufacturers Face in Accessing Capital

As we all know, improving manufacturing processes, developing new products, or
accessing new markets often requires capital. For most small- and medium-sized
manufacturers, identifying and securing capital for sales and growth is often a com-
plex and frustrating process. With capital becoming significantly scarcer in today’s
financial climate, that process has become more difficult for even historically suc-
cessful companies. The scarcity of available capital and credit has particular impact
on the manufacturing sector which is capital intensive and often requires the financ-
ing of inventories and receivables over longer periods of time.

This case is highlighted in the February 2010 report by the Manufacturing Exten-
sion Partnership Advisory Board (Advisory Board), the program’s Federal Advisory
Committee, which noted that with the contraction, restructuring, and impaired cap-
ital of the financial sector of the economy, there is currently a distinct gap in access
to capital for most small manufacturers. The Advisory Board found that many small
manufacturers, even those with orders that are relatively healthy, have been unable
to finance growth or execute business and product diversification plans in the cur-
rent environment due to factors that include: prevailing underwriting practices, de-
valued assets, and a risk aversion associated with transforming from legacy prod-
ucts and practices to investing in new products. 2

In his remarks during the Federal Reserve forum, “Addressing the Needs of Small
Business” on July 12, 2010, Chairman Bernanke noted that businesses in Michigan
have cited the interconnectedness of the auto supply chain and the crucial role of
stable financing for small businesses ranging from parts suppliers to independent

1The Manufacturing Extension Partnership: Partnering for Manufacturing Innovation and
Growth—2009.

2“Innovation and Product Development in the 21st Century”, Gary Yakimov and Lindsey
Woolsey with Contributions from MEP Staff, Hollings Manufacturing Extension Partnership Ad-
visory Board February 2010.
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a1}11t01m03bile dealers as a major factor in the recovery of the auto industry as a
whole.

With regard to small companies and product diversification, the Advisory Board
in its report noted the major challenge of offsetting the lenders perspective of per-
ceived financial deficiencies of borrowers brought about by asset devaluation and
what banks see as transitional risk to cash flows as companies diversify.

The Advisory Board also observed that access to capital can be significantly im-
proved through targeted initiatives that mitigate risk taking or loan losses by lend-
ers, or by loan enhancement programs which directly reduce specific risks on a loan
by loan basis. The Advisory Board has concluded that the solutions likely lie in the
public and private sector working together in a creative and collaborative effort.4

Accordingly, MEP has been looking at what actions we can take to respond to
these circumstances and I will discuss a few of those options below. MEP recognizes
that each company must determine its own funding and finance strategy—one that
matches the exact needs of the business at its particular stage of growth with the
most appropriate financial strategy and sources of capital. In that sense, we see that
many business growth decisions are also investment decisions for our manufactur-
ers. To support our manufacturers in that decision process, MEP has been educating
and facilitating partnerships, to provide companies with information on financial re-
sources and strategies.

MEP Assistance to Manufacturers via Financial Services

MEP is tackling this issue from a number of angles. We are providing information
to companies on Federal and State Government resources, private sources of capital
and finance, and strategies for use of financial services for smaller manufacturers.
Today I would like to give an overview of MEP’s ongoing work in this area.

Federal and State Government Sources of Funding

We are working to improve the ability of the MEP system to more effectively ac-
cess the myriad of Government programs that can provide capital to finance smaller
manufacturers’ growth.

A 2007 study by RSM McGladrey indicated that Federal and State Government
programs remain an underutilized source for company financing. Many smaller com-
panies still often overlook some of the best financing options available, especially
in the Federal tax areas.®

MEP is working to capture and disseminate knowledge of Federal and State pro-
grams that provide loans, grants, and tax incentives to smaller manufacturers
through revolving loan funds, guaranteed loans, energy grants, or tax credits. We
are promoting, throughout the MEP system and partner agencies, a systematic and
integrated sharing of knowledge of these programs so that the information can be
better utilized by the smaller manufacturers to make sound financial decisions.
MEP uses its participation in the Interagency Network of Enterprise Assistance
Providers, an innovative network that includes representatives from Federal finan-
cial assistance programs such as the Export Import Bank and the Small Business
Administration, to facilitate the exchange and deployment of knowledge of Federal
programs that provide loans and financial assistance to manufacturers. MEP has
also established a partnership with The Council of Community and Economic Re-
search (C2ER), a national organization representing economic development research
professionals at chambers of commerce, State agencies and economic development
organizations, to provide MEP centers and client companies with access to the
C2ER database on about 1700 State incentive and financial assistance programs
available to U.S. manufacturers.

MEP has developed a Quick Reference Guide to Growth Financing—to disseminate
information on State and Federal Sources of funding. The reference guide was devel-
oped to assist MEP centers, field staff, interested partners and manufacturers to
better understand some of the general financing options, programs, and techniques
available to small- and medium-sized enterprises (SMEs) in pursuing growth-ori-
ented strategies.

3“Restoring the Flow of Credit to Small Businesses”, Remarks by Ben S. Bernanke, Chair-
man, Board of Governors of the Federal Reserve System, at the Federal Reserve Meeting Series:
“Addressing the Financing Needs of Small Businesses” Washington, DC, July 12, 2010.

4“Innovation and Product Development in the 21st Century”, Gary Yakimov and Lindsey
Woolsey with Contributions from MEP Staff, Hollings Manufacturing Extension Partnership Ad-
visory Board February 2010.

5Forging New Partnerships: How To Thrive in Today’s Global Value Chain, The Manufac-
turing Institute, the National Association of Manufacturers and RSM McGladrey, Inc., 2007, p.
49.
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Private Sources of Capital and Finance

MEP is also capturing and disseminating information on private sources of capital
and finance. There are a number of private sources available to smaller manufactur-
ers, and we are working to increase these opportunities for client companies. For
example, MEP is reaching out to the equipment leasing community to provide man-
ufacturers with information on leasing strategies as possible financing options for
equipment acquisition. MEP has also engaged the Independent Community Bankers
of America (ICBA), which represents nearly 5,000 community banks throughout the
U.S., to explore ways to harness the expertise of the financial community to enhance
manufacturers’ understanding of what makes a manufacturer “lendable.” The intent
is to build the knowledge of what lenders or investors are looking for from manufac-
turers so we can help our companies’ access capital to grow and expand. Through
these engagements, MEP looks to enhance the financial institutions’ understanding
of how the MEP system can serve as a technical resource on manufacturing issues—
thereby supporting manufacturers as a good investment by these institutions.

Greater Knowledge and Use of Financial Strategies

MEP is working to educate smaller manufacturers on internal financial practices
and strategies that can leverage company capacity and enhance chances for access-
ing outside capital. MEP Centers have been providing information to clients on how
to utilize better cash management practices, tax incentives (such as the R&D tax
credit) and supplier management strategies to leverage internal capacity to fund
growth. We have been working with technical advisors and private lenders to under-
stand how a company’s values, cash management practices, and customer manage-
ment philosophies impact “lendability” and “investment attractiveness.”

It is important to note that MEP works in tandem with the Small Business Ad-
ministration (SBA) on financial services to facilitate the delivery of SBA loans and
guarantees to MEP client companies. MEP does this by educating its client compa-
nies and the manufacturing community on what SBA products are available and
helps them be better prepared to gain access to the SBA loans and guarantees.
MEP—Helping Companies Export

MEP works with companies to enhance their strategies; helping them identify op-
portunities for business growth and it is tied to financial services by developing fi-
nancial approaches necessary to implement these strategies. One of our newer serv-
ice offerings is focused on providing smaller manufacturers with the tools and
knowledge they need to move into global markets.

In today’s economy, more companies are considering expansion into international
markets. In fact, exporting is rapidly becoming the fastest growing segment of the
market. In collaboration with International Trade Administration’s U.S. Export As-
sistance Centers, MEP has developed the ExporTech program to assist companies
with developing an international growth plan. The ExporTech program provides ex-
perts who review and comment on the company’s export plans, and connects the
company with organizations and resources, including financial resources, that can
move them quickly beyond planning to actual export sales.

ExporTech is customized to the specific learning needs of the participants; each
workshop is limited to six to eight companies to provide sufficient time and atten-
tion to each company’s specific requirements. The companies meet for three one-day
sessions over a 3-month period, and, between sessions, participants work on devel-
oping their export plans.

The program’s small workshop size and customized format focuses on merging
strategy with results. Throughout the program, local experts knowledgeable in all
aspects of exporting are brought in to provide information and guidance and enable
companies to accelerate their growth plan and speed to market. The program’s cus-
tomized agenda and small group discussion format ensure that companies walk
away with information and guidance that specifically applies to their business. In
the final work session, a panel of experienced international businesspeople reviews
and provides feedback on each participating company’s export growth plan.

To date MEP has completed sessions in the following 18 States: Arizona, Colo-
rado, Idaho, Louisiana, Maryland, Minnesota, Missouri, Nevada, New Hampshire
New Jersey, New York, North Carolina, North Dakota, Oklahoma, Pennsylvania,
South Carolina, South Dakota, and Washington. MEP is continuing to provide this
service for smaller manufacturers across the country. A few examples of the results
of the work MEP has done with clients under ExporTech are:

e A fourth-generation family owned company in Bronx, NY, has been in business
since 1902. A provider and assembler of hollowware for the hotel and banquet
industry, this company credits ExporTech with revitalizing the company’s inter-
national efforts. They more than doubled their international sales by exploring
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new opportunities to utilize their existing infrastructure and sales force in new
ways.

e A manufacturer of fabricated and machined equipment, products, and tools in
the energy industry looked to expand their customer base internationally. The
company enrolled ExporTech to help develop and guide their exporting program.
With the logistical knowledge and information of the world market provided by
ExporTech the companies exports went from 8 percent to over 50 percent of
their total revenue.

e A Certified Small Disadvantaged Business in the defense industry was looking
to expand its 100 percent domestic customer base and develop new markets
internationally. ExporTech helped provide the resources needed to initiate the
move into the international market and most importantly helped to accelerate
the process of obtaining an export license. The company grew from no exports
to over $250,000 in export sales in 1 year though the support and knowledge
of the ExporTech program which helped them find international opportunities

Increasing Competitiveness via Energy Efficiency

As an emphasis is placed on renewable energy in our economy, MEP is delivering
technologies and processes that help its clients become more competitive and energy
efficient. MEP is finding for its clients that ‘Green’ has proven to be complementary
to traditional “Lean” concepts—already delivered by our Centers—and provides im-
portant production cost savings. The benefits of Lean manufacturing include re-
duced cycle time, reduced inventory, reduced work-in-process costs, increased capac-
ity, improved lead time, increased productivity, improved quality, and increased
profits.

Uniting Lean with Green process concepts opens up additional opportunities to
help improve the balance sheet. Companies that embrace Lean and Green produc-
tion processes are seeking to reduce their environmental impact while simulta-
neously increasing their efficiency, productivity, and profitability. Typically this is
being done through reduction of total energy use—waste sent to landfills, green-
house gas emissions, and water consumption, among other negative environmental
impacts. This approach aligns with Lean concepts to reduce work-in-process costs,
increase productivity and quality, and increase profits.

While some manufacturers remain skeptical of the words “sustainability” and
“green,” there is a clear indication that efforts to become more energy efficient and
better environmental stewards have reached a tipping point amongst manufactur-
ers.

While many manufacturers understand what needs to be done, many do not and
require assistance in the identification and navigation of the path forward. 6

E3 (Economy, Energy, and the Environment)

Oftentimes, introducing “Green Lean” production processes is not done alone but
in partnership with local, State, and Federal Government resources, and utilities.
E3 is a model that combines the resources of five Federal agencies, working with
local government and utilities, to enhance sustainability and competitiveness in
local and regional economies and to spur job growth and innovation. Federal and
local resources are being combined to conduct in-depth front-end assessments and
gap analyses of company manufacturing processes, the results of which are used to
develop comprehensive improvement plans on behalf of and in collaboration with
the participating communities. The Federal agencies involved in this effort are:

o MEP (NIST)

e Pollution Prevention Program (Environmental Protection Agency)

e Industrial Technologies Program (Department of Energy)

e Employment and Training Administration (Department of Labor)

e Small Business Development Centers (Small Business Administration)

These agencies work with local partners, utilities, and manufacturers to sustain
the manufacturing infrastructure of a region, make manufacturing plants more en-

ergy efficient and cost effective, reduce the environmental impact of participants,
and improve the economy by creating and retaining jobs.

6“Innovation and Product Development in the 21st Century”, Gary Yakimov and Lindsey
Woolsey with Contributions from MEP Staff, Hollings Manufacturing Extension Partnership Ad-
visory Board February 2010.
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Green Suppliers Network (GSN)

Most manufacturers agree that greening the supply chain is the next evolution
in achieving improved energy efficiency. From materials to components to design,
finished product, and end use, many original equipment manufacturers (OEMs) are
requesting that their suppliers adhere to standards of environmental quality and
processes. These developments have seen the supply chain adapt from one of compli-
ance to environmental mandates by OEMs to one of using Green Lean to create
value or lower costs. Suppliers once viewed environmental quality as something
thrust upon them, but are beginning to understand that by becoming Lean and
Green they are more economically competitive and thus more likely to survive in
a competitive supply chain where all suppliers are now adhering to environmental
quality control. In the new value chain model of Green, socially responsible sup-
pliers will be the most successful. A significant challenge over the next several years
will be helping more and more companies make the transition to Green Lean and
fostering growth within the growing green economy.

GSN is an innovative collaboration between the Environmental Protection Agency,
MEP, State and local government, and industry that focuses on the dual challenge
of reducing the negative environmental impact of small- and mid-sized manufac-
turing suppliers while simultaneously increasing those companies’ efficiency, pro-
ductivity, and profitability. GSN reviewers employ “Lean and Clean” technologies,
which concentrate on the root causes of waste of one process line in a facility and
provide a framework for achieving specific, measurable, environmental business ob-
jectives. Among other things companies learn to establish systems to use energy
more efficiently and improve the use and selection of more environmentally friendly
raw materials.

Conclusion

As I have mentioned throughout my testimony, raising capital is one of the most
basic of business activities, but for many smaller manufacturers it is often a com-
plex and frustrating process. To help bridge this gap, MEP continues to look at ways
to improve manufacturer’s access to financing options.

Smaller manufacturers positioned to move to the next level of growth—whether
it is through the development of new products, markets, or sales—need to have clear
strategies for securing the necessary capital resources to achieve growth. Many
smaller manufacturers do not discover until the implementation phase of their
growth plan that they may be unable to proceed without additional capital. With
our toolbox of services, MEP is uniquely positioned to provide smaller manufactur-
ers with a better understanding of the range of financial options and resources that
match their exact needs. The continued incorporation of this type of service in the
MEP toolkit and the overall MEP Next Generation Strategy will give U.S. manufac-
turers the information they need to successfully implement their business growth
strategies, resulting in new sales, expanded markets, technology adoption and sus-
tainability.

Thank you for the opportunity to testify today on how the MEP program assists
America’s smaller manufacturers to increase their competitiveness. I am happy to
answer any questions the Committee may have.
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RESPONSES TO WRITTEN QUESTIONS OF CHAIRMAN BROWN
FROM WILLIAM A. STRAUSS

Q.1. You claim that increasing productivity can account for manu-
facturing output to rise. On one level it makes sense that what
took 1,000 workers to build in 1950 can be built by less than 200
workers today—however, this doesn’t account for the over 40,000
American plants that have shut down since 1999, according to the
Alliance for American Manufacturing. These are not jobs making
buggy whips either. These are increasingly high-tech jobs. Where
did those jobs go? How can this be explained only by productivity
growth? Don’t we have to consider that some of the lost jobs are
due to competition from manufactured imports and off-shoring?

A.1. There are many factors that have been impacting manufac-
turing over the past 60 years. These include improving produc-
tivity, market segment shifts, competition from imports, offshoring,
and outsourcing functions to domestic firms. Over time, such fac-
tors have led to a very dynamic sector—one that illustrates econo-
mist Joseph Schumpeter’s “creative destruction” principle.

Manufacturing is a profitable business. Profits of U.S. manufac-
turers tend to outperform profits in the overall economy. Economies
all around the world are evolving and creating an increasingly larg-
er manufacturing base. Over time, this has added increasing for-
eign competition for the U.S. One solution to this challenge is to
allow our manufacturers to be as globally competitive as we can.
At the same time, the U.S. should be vigilant that the World Trade
Organization rules are being adhered to by our trading partners.

While increased foreign competition has probably slowed produc-
tion growth, it has benefited consumers of manufactured products,
offering greater choice and more competitive pricing. In addition,
the greater competition from overseas has fostered an environment
in U.S. manufacturing that pushes producers to be globally com-
petitive. This increased efficiency of domestic producers offers them
an increased likelihood for their future success.

Finally, employment losses in the manufacturing sector are not
unique to the United States. Economies all around the world are
experiencing similar trends: Strong productivity growth in the
manufacturing sector is leading to a declining share of overall em-
ployment for this sector. A report by the U.S. Bureau of Labor Sta-
tistics (Monthly Labor Review, July 2005) highlights that manufac-
turing employment in China fell from 98 million workers in 1995
to 83 million workers in 2002—a 15 percent drop in 7 years.

Q.2. The growth rate of real value added in manufacturing from
19972007 (decade before the Great Recession) was 3.0 percent—
about the same for all private industry. But if we net out com-
puters and related electronic equipment (NAICS 334) which ac-
counts for just 9 percent of manufacturing employment, growth
was less than 1 percent over the period (0.9 percent). In addition,
although the computer sector was the big driver of growth in man-
ufacturing, it was rapidly losing market share to foreign producers.
How could the manufacturing sector be growing so fast yet losing
market share and shedding employment (almost 30 percent over
the decade)?
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A.2. Computers have been playing an ever-increasing role in con-
sumer products and business machines. It is hard to imagine doing
something that does not involve utilizing a high-tech piece of equip-
ment.

The computer and electronic products sector has exhibited long-
run trends that are similar to those of total manufacturing. These
trends include large output gains, declining levels of employment,
and rising productivity. For example, between 1997 and 2007, out-
put in the computer and electronic products industry rose by an ex-
ceptionally strong 15.4 percent per year—an increase of 317 per-
cent over the past 10 years. At the same time, employment in this
sector fell 2.4 percent per year—a 22 percent reduction over the
past 10 years. Productivity in this sector has also been quite
strong, rising by 11.7 percent per year over the same 10-year span.

Strong productivity growth has allowed the computer and elec-
tronic sector’s employment to decline, even in the face of rising out-
put. An industry can experience strong output growth with declin-
ing market share if the total market demand is rising even faster
than domestic production. When this occurs, both domestic produc-
tion and imports can increase.

Q.3. Some economists, including Susan Houseman of the Upjohn
Institute, note that because price declines associated with shifts in
sourcing are not picked up in Government price indexes, offshoring
results in an overstatement of output and productivity growth.
What is your assessment? Is the growth rate of manufacturing real
value added overstated and if so, by about how much?

A.3. Summary: Joint research between Susan Houseman and Fed-
eral Reserve Board economists Christopher Kurz, Paul
Lengermann, and Benjamin Mandel, examined the implications of
offshoring by U.S. manufacturers for official measures of produc-
tivity and value added.! They concluded that the price declines as-
sociated with shifts in sourcing have not been captured in the input
price indexes published by the Bureau of Economic Analysis (BEA)
and, as result, that the real growth of imported intermediate in-
puts has been understated. If input growth has been understated,
it follows that the growth in multifactor productivity and real
value-added have been overstated. Specifically, the authors find
that from 1997 to 2007, the published average annual growth rate
of multifactor productivity growth in manufacturing, at 1.3 percent,
may have been overstated by 0.1 to 0.2 percentage point; similarly,
the average annual increase in real value added, at 3 percent, may
have been overstated by 0.2 to 0.5 percentage point.

Detail: Price declines associated with the shift to low-cost foreign
suppliers generally are not captured in the BEA’s intermediate
input price index, which is itself an amalgam of two Bureau of
Labor Statistics (BLS) price indexes, the Producer Price Index and
Import Price Index. This measurement issue is analogous to the
widely discussed problem of outlet substitution bias in the Con-
sumer Price Index (CPI). Just as the CPI fails to fully capture
lower prices for consumers due to the entry and expansion of big-

1Houseman, Susan, Christopher Kurz, Paul Lengermann, and Benjamin Mandel, “Offshoring
Bias in U.S. Manufacturing: Implications for Productivity and Value Added”, Federal Reserve
Board, International Finance Discussion Paper (forthcoming, 2010).
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box retailers like Wal-Mart, import price indexes and the inter-
mediate input price indexes based on them do not capture the price
drops associated with a shift to new low-cost suppliers in China
and other developing countries.

The bias to the input price index is proportional to the growth
in input share captured by the low-cost foreign supplier and the
percentage discount offered by that supplier. Although the actual
input price changes from offshoring are not systematically ob-
served, evidence from import price microdata from the BLS, indus-
try case studies, and the business press indicate that there are siz-
able discounts from offshoring to low-wage countries.

Provided this evidence is representative of the actual discounts
manufacturers realized from offshoring, the authors conclude that
the growth in the real value of intermediate inputs used by U.S.
manufacturers has been significantly understated. This understate-
ment implies that between 1997 and 2007 average annual multi-
factor productivity growth in manufacturing may have been over-
stated by 0.1 to 0.2 percentage points and real value-added growth
may have been overstated by 0.2 to 0.5 percentage points. Further-
more, although offshoring bias represents a relatively small share
of real value-added growth in the computer industry, the authors
find it may have accounted for one-fifth to one-half of the growth
in real value added in the rest of manufacturing.

RESPONSES TO WRITTEN QUESTIONS OF CHAIRMAN BROWN
FROM NICOLE Y. LAMB-HALE

Q.1. MAS was established in 2004 as part of the Bush Administra-
tion’s manufacturing initiative. In December 2009, the Obama ad-
ministration released its manufacturing framework. What role did
MAS play in the current Administration’s manufacturing agenda?
How has the transition to a new Administration and the release of
its new framework affected, if at all, the mission and function of
MAS?

A.1. The Obama administration’s “A Framework for Revitalizing
American Manufacturing” (Framework) established a clear outline
for revitalizing and enhancing the competitiveness of U.S. manu-
facturing. Manufacturing and Services (MAS) participated in the
interagency discussions that resulted in the Framework. MAS is
actively engaged in Department of Commerce programs that di-
rectly address two of the seven Framework components: helping
communities and workers transition to a better future and ensur-
ing market access and a level playing field. MAS is also working
with the Department of Transportation and other agencies to ad-
dress additional Framework components.

To address the challenges U.S. manufacturers face as a result of
the economic downturn and changes in the global business environ-
ment, we have given considerable thought to how to help U.S. man-
ufacturing revitalize itself. We have redoubled our efforts to meet
with industry to hear about its concerns and suggested solutions
through our 20-plus private sector advisory committees, to connect
industry representatives with Federal and State programs that will
help them meet their needs, and to develop partnerships and re-
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sources—collaborating both with public and private sectors—that
are accessible and results-oriented, especially for SMEs.

For example, through our new initiative—Manufacture America:
Rethink, Retool, and Rebuild to Support Jobs—we are developing
road shows and follow-up activities that will provide information to
manufacturers, especially small- and medium-sized manufacturers,
on access to capital and the benefits and methods of exporting. To
meet the goals of the President’s National Export Initiative (NEI)
and help U.S. companies find new demand, we, as part of the
International Trade Administration (ITA), are helping manufactur-
ers export to new foreign markets which offer an expanded demand
for their products.

Q.2. The stated mission of MAS is to enhance the global competi-
tiveness of U.S. industry, expanding its market access, and increas-
ing its exports. What activities does MAS conduct to achieve this
mission? To what extent has MAS met its own performance goals
for this effort?

A.2. MAS fulfills its mission and goals by combining its analytical
capabilities, in-depth industry knowledge, and interaction with in-
dustry to provide assessments, recommendations, and programs
that improve U.S. business competitiveness and export perform-
ance. Specifically, MAS provides critical trade-related economic and
policy analysis and information, ensures appropriate industry input
into trade and domestic policy discussions, advocates for U.S. in-
dustry on standards issues, identifies and addresses industry-spe-
cific trade barriers, and reaches out to industry to explain the ben-
efits of and opportunities for exporting to enhance U.S. competi-
tiveness.

MAS meets its performance goals in several ways. We develop in-
dustry-specific recommendations for trade policies to eliminate
trade barriers and open markets, based on advice from our private
sector advisory committees and our industry and trade expertise.
We work with other units in ITA to monitor the implementation of
trade agreements and explain to industry the opportunities to ex-
port, including trade finance options. For example, we have orga-
nized several roundtables with industry to explain trade finance
options and availability.

We develop initiatives that help industries increase exports, such
as the Sustainable Manufacturing Initiative (SMI), the Market De-
velopment Cooperator Program (MDCP), and the Civil Nuclear
Public-Private Partnership. Through the SMI, companies learn
about sustainable manufacturing practices that can lower oper-
ating costs, making their products more competitive in other mar-
kets. The MDCP provides financial and technical assistance to non-
profit industry groups to support projects that enhance the global
competitiveness of U.S. companies, especially small- and medium-
sized enterprises. Our Civil Nuclear partnership supports U.S. in-
dustry’s involvement in the global expansion of nuclear energy,
while partnering closely with other countries to shape their civil
nuclear programs in ways most conducive to nonproliferation.

We also work with other agencies to ensure that, for regulations
that affect export-dependent sectors, relevant agencies consider all



38

viable alternatives so that regulatory goals are achieved without
unnecessarily harming U.S. competitiveness globally.

Q.3. How does MAS identify the needs of manufacturers? Does it
target specific sectors? To what degree does MAS seek to identify
broad policy factors such as access to credit that may be of concern
to manufacturers? How do you plan to involve Congress in this dis-
cussion?

A.3. MAS manages over 20 private sector advisory committees that
provide information and recommendations on a wide variety of top-
ics that impact manufacturers. For example, the Manufacturing
Council advises the Secretary of Commerce on Government policies
and programs that impact U.S. manufacturing, including access to
capital, energy policy, and regulatory and tax reform. In 2009, the
Council recommended to Secretary of Commerce Gary Locke that
the Administration take steps to ensure that domestic manufactur-
ers have access to credit that had been restricted as a result of the
economic downturn. This recommendation was a top priority of the
Council because access to capital is necessary for manufacturers to
finance day-to-day operations and expand domestic operations. As
a result, MAS elevated the issue of access to capital in the policy
debate and Congress is currently considering the Small Business
Jobs Bill Package that includes a provision to provide $30 billion
in capital for small- and medium-sized firms. The Council has also
noted that the uncertainty over making the R&D tax credit perma-
nent has contributed to the slowness in creating manufacturing
jobs. We are pleased to be able to discuss with the Council that
President Obama supports making the R&D tax credit permanent.

In addition, the 16 Industry Trade Advisory Committees (ITACs)
provide advice to the Secretary of Commerce and the United States
Trade Representative on U.S. trade policy and negotiations. Thir-
teen of the ITAC committees focus on specific industry sectors in
order to provide expert advice on those sectors and how they are
or would be affected by specific negotiating positions and imple-
mentation policies. Three committees focus on issues that cut
across all industries: intellectual property rights, customs, and
standards.

The President’s Export Council (PEC) advises the President on
broad policy issues that hinder or help U.S. companies to export.
Five Senators and five members of the House of Representatives
serve as members of the PEC, along with representatives from the
private sector and Executive Branch Departments and agencies.

In addition to the Congressional representation on the PEC, I
have personally met with representatives from the Senate and
House Manufacturing Caucuses. I plan to continue this proactive
dialogue with members to keep them up-to-date on what we are
hearing from manufacturers.

In addition to our work with the advisory committees, MAS in-
dustry analysts maintain in-depth knowledge through discussions
with industries and research about the challenges and trends that
industries face. Based on that expertise, MAS helps industries be-
come more competitive. For example, our industry specialists and
economists analyzed the provisions of the Manufacturing Enhance-
ment Act of 2010 prior to its enactment. This analysis provided pol-
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icy guidance to the Administration and Congress on those provi-
sions that reduce or eliminate duties on imports used by U.S. man-
ufacturers without harming domestic producers. Reduction or
elimination of import duties on manufacturing components helps
reduce operating costs and makes U.S. companies more competitive
globally.

Our domestic regulatory analysis program analyzes proposed reg-
ulations that affect export-dependent sectors to ensure that all via-
ble alternatives are considered so that regulatory goals are
achieved without unnecessarily affecting U.S. competitiveness glob-
ally. For example, we are reaching out to industry and working
with other agencies to ensure the proposed rule on industrial boil-
ers (“National Emission Standards for Hazardous Air Pollutants for
Major Sources: Industrial, Commercial & Institutional Boilers and
Process Heaters”) meets human health and safety concerns without
putting an undue competitiveness burden on export dependent in-
dustries, such as the U.S. forest and paper industries.

Q.4. Innovation has historically been a cornerstone of U.S. eco-
nomic competitiveness. Commerce’s Manufacturing in America re-
port, issued several years ago, highlighted the vital role support for
research and innovation plays in creating a strong manufacturing
sector. These themes have continued to be stressed in recent dis-
cussions of a framework for promoting U.S. manufacturing. To
what degree has MAS focused on understanding where our Federal
Government could play a more effective role in assisting innovative
firms in expanding market opportunities to meet the demands of
U.S. consumers and to export? What opportunities do you see for
the U.S. Congress to work with agencies in increasing that effec-
tiveness?

A.4. Under the National Export Initiative (NEI), I have co-led, with
Assistant Secretary of Energy for Policy and International Affairs
David Sandalow, an interagency effort in the Trade Promotion Co-
ordinating Committee (TPCC) to identify actions by departments
and agencies that will help increase U.S. exports in the innovative
and emerging sectors of renewable energy and energy efficiency.
We expect our strategy to be announced this fall, and agencies to
begin work immediately thereafter.

MAS is also planning to increase funding for awards under the
Market Development Cooperator Program (MDCP). These awards
provide matching funds and technical assistance to organizations to
help develop new markets. The program has proven to be an effec-
tive tool to help small- and medium-sized companies develop mar-
kets for their cutting edge products.

MAS has helped lead the development of a number of studies,
drawing on experiences of OECD member countries, that look at
the conditions necessary for an innovative economy. These studies
examine policies and best practices in the areas of access to capital,
regulations, standards, and Government procurement that Federal
or local governments can adopt to help firms innovate.

MAS worked with other agencies to develop the President’s new
National Space Policy designed to energize competitive domestic in-
dustries, develop innovative technologies, and foster new indus-
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tries. This Policy will keep U.S. business at the cutting edge and
competitive in the global market.

MAS recognized an opportunity for Federal agencies to better
communicate to U.S. industries the broad range of Federal pro-
grams that further sustainable manufacturing. MAS worked with
several Departments and agencies to develop the Sustainable Busi-
ness Clearinghouse (www.manufacture.gov/sustainability). This
interactive Web site gives companies access to information on Fed-
eral programs that companies can use to develop innovative prod-
ucts and services that further sustainable manufacturing.

Through its Sustainable Manufacturing in America Regional
Tours (SMART), MAS spotlight innovative products and processes
that U.S. companies have adopted to manufacture in a sustainable
fashion. We work with other agencies and local governments to or-
ganize these tours, and Congressional members have helped in or-
ganizing and attending several such tours.

In addition to participation in our SMART project, we welcome
Congress’s continual interest in and work to improve the domestic
and global business environment for all U.S. manufacturing compa-
nies. Often time, when MAS officials are doing an event across the
United States, we invite members of Congress to participate. We
would encourage greater participation at these events as they give
members an opportunity to hear directly from industry constituents
on specific topics and also to learn more about the programs and
services that MAS has to offer.

Q.5. According to the United Nations, the recent financial crisis se-
verely affected manufacturing production of major industrialized
countries in 2009, but generated comparatively milder impact for
developing countries such as China and India. How do you assess
the impact of the recent financial crisis on U.S. Manufacturing? To
what degree can you identify actions Congress can take to improve
the performance and trends in the U.S. manufacturing sector?

A.5. The recent financial crisis has had a number of deleterious ef-
fects on U.S. manufacturing. First, it reduced lines of credits that
are used to pay for intermediate inputs in advance of sales. As a
consequence, production had to be pulled back. Second, it reduced
lines of credit to U.S. manufacturing’s customers, so that demand
for U.S. manufactured products was significantly cut. Both of these
factors tended to reduce profitability during the worst of the crisis.
Third, worsening profitability and tighter credit also impaired U.S.
manufacturers’ ability to invest. China and India may have avoided
much of the financial stress in the global economy because their
economies are less reliant on international capital markets. Al-
though their economies did not slip into recession, they did grow
more slowly than the trends suggested.

We welcome Congress’s continued interest in and your efforts to
enhance the global competitiveness of U.S. manufacturers, such as
support for the Small Business Jobs Bill Package that would im-
prove access to capital for small- and medium-sized businesses.
Specifically, in the trade arena, Congress should continue to engage
the Administration and stakeholders to address outstanding con-
cerns regarding pending trade agreements with Panama, Colombia,
and South Korea.



41

Q.6. Through the Recovery Act, Congress and the Administration
have invested billions into renewable energy production, mass tran-
sit and high-speed rail, and medical IT among other initiatives im-
portant to Americans. How do we ensure that we do not depend on
other countries for the manufacturing of these kinds of goods and
services? How do we help develop domestic capacity for wind and
other renewable energy manufacturing?

A.6. Clear policies and initiatives are critical for stimulating do-
mestic development of these sectors. Above all, comprehensive en-
ergy reform is needed to build the clean energy economy by setting
a price on carbon that will jumpstart private sector investments
and innovation in clean energy.

In addition, stimulating development of these products in the
U.S. can be furthered through reducing the barriers and impedi-
ments to these products and services in other markets. For exam-
ple, international harmonization of standards and improving the
regulatory environment in markets that are difficult to penetrate
can improve the ability of U.S. companies to sell abroad and ulti-
mately help U.S. sectors grow.

As demand grows, U.S. manufacturers will need to be prepared
to compete. MAS’s Manufacture America Initiative is designed to
help companies find ways to retool their manufacturing processes
to make new products in high demand and to rethink which mar-
kets they can supply, including export markets. Our Manufacture
America road show that we are planning for Pittsburgh, PA, in late
September will focus on opportunities in the energy sector.

MAS leads ITA’s Civil Nuclear Trade Initiative. Through this Ini-
tiative, we are strongly supporting U.S. industry’s involvement in
the global expansion of nuclear energy, while partnering closely
with other countries to shape their civil nuclear programs in ways
most conducive to nonproliferation. For example, we are preparing
a guide for U.S. civil nuclear companies on how to export their
products. We also are working to resolve problems the industry
faces globally as well as promoting and advocating for U.S. exports
through trade and policy missions and consultations with other
governments.

Q.7. What can we do to recapture or create jobs lost to imports?
Recent figures show American consumers are still spending, but
how do we help U.S. manufacturers more competitive vis-a-vis im-
ports?

A.7. Successful firms are our engines of employment growth. Our
analysis shows that successful firms share a number of characteris-
tics, such as exporting, investing larger shares of their revenue,
and engaging in more research and development than less success-
ful companies.

In working to meet the goals of President Obama’s National Ex-
port Initiative (NEI), the Department of Commerce is encouraging
companies to increase the number of markets to which they export.
We, in MAS, are providing information to help companies become
more competitive globally. Our Manufacture America Initiative,
will help companies learn about ways to rethink, retool, rebuild
their operations to be more competitive against imports and to be
competitive globally. Through our Sustainable Manufacturing Ini-



42

tiative, firms learn best practices for becoming more energy effi-
cient and for reducing waste, thereby lowering operating costs and
enhancing their competitiveness against imports. Ensuring that
U.S. companies find and use Federal programs designed to improve
their competitiveness or increase their opportunities to export is
critical.
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