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FEDERAL PROCUREMENT AND INTER-
NATIONAL TRADE: ASSESSING THE FED-
ERAL GOVERNMENT’S EFFORTS TO MEET
THE NEEDS OF LOCAL SMALL BUSINESSES

TUESDAY, SEPTEMBER 3, 2002

HOUSE OF REPRESENTATIVES,
COMMITTEE ON SMALL BUSINESS,
Washington, DC.

The committee met, pursuant to call, at 9:00 a.m., at the Nor-
walk City Hall, Council Chambers, 12700 Norwalk Boulevard, Nor-
walk, California, Hon. Donald Manzullo presiding.

Chairman MANzZULLO. Good morning. The U.S. House of Rep-
resentatives Committee on Small Business will come to order. Be-
fore I give my opening statement, first I am going to defer to my
distinguished colleague that represents this Congressional District.
Grace, I will let you go first. But before you do that, I just want
to share with you the joy it is to be out here in sunny California.

I spent a semester at Pasadena City College, just a few years
ago, Grace, back in January of 1963, on an interesting course
through college. I really fell in love with the weather here. I also
realized at that time how very practical your community college
system is. There we had a four-hour course in speaking Spanish,
and, unfortunately, Grace, I didn’t keep up with it. And otherwise,
I would have been invited to become a member of the Hispanic cau-
cus.

Because you may wonder, with a name like M-A-N-Z-U-L-L-O, is
it—pronounced Man-zoo-low or Man-zway-low. You can pronounce
it however you like, and we just have a lot of fun with that name.
It’s Italian, like Grace’s husband.

I am proud to represent the 16th Congressional District in Illi-
nois, but our Congressional District is a little bit different than
yours, Grace, but in a sense it’s similar because we have a lot of
suburbs.

But our Congressional District starts at the Mississippi River,
and it runs all the way across the top of the state to within one
county of Lake Michigan. It’s about a three-and-a-half-hour drive,
and we have the two fastest-growing counties in Illinois, plus we
have Rockford, Illinois, which is the machine tool center of the
country. It has a 30 percent manufacturing base. Then as you go
westward towards the Mississippi River, we have huge agricultural
and value-added food processing facilities. So it’s a Congressional
District that has just a lot of things in it that make it for a very
interesting mix.
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Congresswoman Napolitano, I'll leave it to you to make your
opening statement.

Mrs. NAPOLITANO. Thank you, Chairman Manzullo. It is a pleas-
ure for me to have the Chairman of the Small Business Committee
in Norwalk to listen to our business issues, especially when it deals
with government access to the procurement business, which is so
vital to our areas, not only Southern California, but specifically the
34th Congressional District.

Chairman Manzullo, the fact that this area had double-digit un-
employment due to the departure of one of the biggest defense
manufacturers has created a lot of problems, and so one of my jobs
is to make sure that we assist all business, small, medium and
large—we have very few large—be able to be successful in knowing
what is out there, not only in city procurement, county, state, but
also specifically federal procurement.

And the idea being that if we help our business be able to have
the ability to know how to be successful, then it’s up to them to
be able to do it, and we want to be sure that our agencies are in
tune with that and that we are able to help both sides be able to
increase sales in our area, because I need the jobs, very simply. I
need the employment in the area.

Mr. Manzullo, I believe that Mrs. Millender-McDonald broke her
ankle, and might come. Loretta is supposed to be here, so she may
be coming in off and on, but I certainly thank you for your true na-
ture of love for business, for consenting to come to Southern Cali-
fornia and meet here.

And, while there is only two of us, you would be surprised what
we have done before together. We are a Republican and a Demo-
crat, and yet we work for business. There is no political line when
it comes to small business. And I thank him for that.

And I also must thank the city of Norwalk for facilitating this
nice City Council chambers, where I have been before. I used to be
mayor of this city. And my staff and all the staff who worked on
this. It takes a lot of work, including Mr. Manzullo’s staff, to put
this together. And the agencies who are cooperating, and it’s good
to see some of my old—one of my old colleagues who is now in gov-
ernment, in federal government, Mr. Thompson. Welcome, it’s good
seeing you, truly. So thank you very much. We will move on.

We hope that today brings you a little more insight and the abil-
ity to connect and contact the agencies that are here. Please feel
free to talk to them. SBA has ten consultants outside the court-
yard, ready to help answer questions throughout the meeting.
Don’t feel like you need to sit, and if you need to ask them ques-
tions, they are here to do just that. So with that, Mr. Chairman,
thank you, I will turn it over to you.

Chairman MANZULLO. Thank you. Let me acknowledge Donna Ji-
menez. Donna, where are you? Why don’t you stand up. Donna is
representing Congressman David Dreier, who can’t be with us
today. Thank you for your participation. I appreciate it very much.

Just to give you some of the rules, I know it won’t happen here,
it’s happened in some field hearings, but unlike what you might
see on C—SPAN during the House of Representatives, during the
committee hearing, we don’t allow—what’s the word for them?—
any displays of emotion. You can smile, you can chuckle if you



3

want. But no booing or hissing. I know that’s not going to take
place.

You ought to see what has happened at some hearings. But that
is not going to happen here. Sometimes the issues are a lot more
complex and divisive.

We have a five-minute clock, and the purpose of that is to facili-
tate the testimony. When it gets to 30 seconds to go, I will try to
gently tap like this, and then I would like you to sum up within
30 seconds. Okay.

All the written testimony of the witnesses will be accepted for
the official record. If anybody in the audience wishes to give any
testimony, any written testimony, if you could keep it to under two
pages, two 8V2-by-11 pages, single spaced, I will keep open the
record for a couple of weeks, and then if you could get your testi-
mony over to Ms. Napolitano, she will make sure it gets to our of-
fice and is made part of the complete record.

Most of you have never testified before a Congressional com-
mittee. The first thing I want to tell you is relax. Nobody is going
to put you under oath. Nobody is going to accuse you of doing any-
thing wrong. I sit on the Financial Services Committee, and we
went through that with MCI WorldCom. I just want to let you
know you are real people out there, not those clowns that come in
from those bogus corporations and do the huge injury that they’ve
done.

So let’s start with our first witness Bruce Thompson. Bruce is the
regional administrator of Region Nine for the Small Business Ad-
ministration. And Bruce came in from San Francisco for us this
morning. Bruce, we look forward to your testimony.

Mr. THOMPSON. Thank you, Mr. Chairman, and Congresswoman
Napolitano. Is this on?

Chairman MANZULLO. It is, but it’s very soft.

[Whereupon discussion was held off the record.]

STATEMENT OF BRUCE THOMPSON, REGIONAL ADMINIS-
TRATOR FOR SBA REGION 9, SAN FRANCISCO, CALIFORNIA

Mr. THOMPSON. Mr. Chairman, Congresswoman Napolitano,
thank you for convening this field hearing to discuss the important
issues of federal procurement and international trade as they re-
late to small business.

I am Bruce Thompson, the U.S. Small Business Administration’s
Regional Administrator for Region 9, which includes California. I
am pleased to be here today representing Administrator Hector
Barreto and having the opportunity to discuss SBA’s role in these
areas. Here with me in the audience is Alberto Alvarado, our Dis-
trict Director for Los Angeles, and his very capable staff are also
here.

Chairman MANZULLO. Why don’t you have them stand.

Mr. THOMPSON. Would you please stand up? I didn’t want to do
that with my five minutes.

Chairman MANzULLO. That’s okay. We won’t penalize you for it.
So people know to whom to go for help.

[All stand.]
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Mr. THOMPSON. Great people. Great people. Also, Martin
Selander, our SBA’s USEAC representative, is here, and Nick
Manalisay, a Procurement Center representative, is also here.

It is the mission of the SBA to help entrepreneurs realize the
American dream of owning and expanding their businesses. I think
President Bush said it best when he said, and I quote, “The role
of government is to create an environment in which people are will-
ing to take risk, an environment in which people are willing to risk
capital, an environment that heralds the entrepreneur and small
businessperson.”

I am pleased to report that over the last three years, SBA’s Los
Angeles District Office has led the nation in providing $2.8 billion
in financing to more than 7,000 small businesses, including over $1
billion to over 4,000 minority and women-owned businesses.

The SBA is committed to representing small business men and
women as an effective and efficient 21st century national organiza-
tion, an organization that focuses on simplification, innovation, and
dedication, in order to create a climate in which entrepreneurship
can be both encouraged and sustained, a climate that ensures that
small businesses have a maximum opportunity to compete for
available procurement dollars.

To that end, the SBA is working with the Office of Management
and Budget as the President called for in his small business agen-
da on task force dealing with issues vital to small business access
to federal procurement data. They are full and open competition
and contract unbundling. It is important to note that this President
has made it clear that he expects more than task force reports. He
demands results.

For 34 years, the SBA and industry have come together to con-
duct a procurement conference. This year for the first time, the
SBA included matchmaking as part of this event. As a result, 1,000
appointments between qualified small businesses, federal agencies,
and prime contractors were conducted. Due to its success, the SBA
is taking this matchmaking program to 12 locations across the
country.

Additionally, the SBA is conducting a top-to-bottom review of the
8(a) business development program to ensure effective manage-
ment and efficient delivery, and we are also developing an online
8(a) application to dramatically simplify the process.

Another initiative under way is the SBA’s online procurement
academy to train entrepreneurs, and, as you may know, the SBA
has plans to restructure its workforce, including the Procurement
Center representatives, to bring them closer to customers.

In your district, Congresswoman, we are very supportive of the
President’s goal to improve small business access to federal pro-
curement opportunities. During the fiscal year of 2001 a total of
170 federal government procurements were awarded to small busi-
ness concerns in the district for $15.9 million, including Philatron
International.

Philatron has grown into a highly respected multimillion dollar
electronic and electric wire, cable, and hose manufacturer. The
company is a graduate of the 8(a) program and is considered the
world’s foremost expert in coiled cable hose.
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America’s small businesses want more business. The President
and administrative staff are strong champions for small business
in the federal procurement system, and, accordingly, as I have
briefly described, the SBA is committed to evolving and simplifying
our delivery of products and services. We are dedicated to being
proactive and delivering procurement opportunities to the small
business community.

Thank you for giving me this opportunity to share the adminis-
trator’s vision, and I will be happy to answer any questions.

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

Chairman MANzZULLO. Right in back of you is Phil Ramos, who
is the president, secretary, CEQO, chief operating engineer and jan-
itor for Philatron. Stand up, Frank. I'm sorry, Phil. Okay. Thank
you. [Applause.] We had the opportunity to visit his facility last
night.

Our second witness—and I got Phil and Frank mixed up on it—
oh, Nick—is Nick Manalisay, is he here? Nick, would you stand up?
All right. Everybody turn around and look at Nick. He is the Pro-
curement Center representative for the USDA. What did I say? No,
U.S. Small Business Administration. SBA. All right. I need some
more coffee. I got the FBI and the AFL/CIO—I'm going to get—all
these initials, Grace, with members of Congress.

Anyway, people that are interested in doing business with the
federal government, Nick, you're the person to see, is that correct?

Mr. MANALISAY. Yes.

Chairman MANZULLO. Okay. Thank you. Our next witness is
Frank Ramos, Director of the Office of the Small and Disadvan-
taged Business Utilization Department of Defense. Frank is going
to talk about Department of Defense’s efforts to address the con-
cerns of small business on general procurement practices. Frank, I
didn’t quite see it in your prepared testimony, but give us a thumb-
nail definition of what small and disadvantaged businesses are, be-
cause there is a little confusion that goes on there. We look forward
to your testimony. Once you give the definition, then I'll start the
clock. All right? Is that fair enough?

STATEMENT OF FRANK RAMOS, DIRECTOR, OFFICE OF SMALL
AND DISADVANTAGED BUSINESS UTILIZATION (OSDBU), OF-
FICE OF THE SECRETARY OF DEFENSE, DEPARTMENT OF
DEFENSE, ARLINGTON, VIRGINIA

Mr. Ramos. That sounds good. I would like to recognize, Mr.
Chairman, Congresswoman Napolitano, and a gentleman I intro-
duced you to last evening, Dr. Robert Segura, former dean of the
School of Education, Cal State University Fresno. He has been on
my staff for two weeks. And we are going to be doing some things
there. Is Bob here?

Chairman MANZULLO. Stand up, Bob.

Mr. Ramos. Mr. Chairman, and specifically Congresswoman
Napolitano, thank you for bringing me back home. I am a Fresno,
California native, and it’s always good to get back to California to
get a fix of Mexican food, so thank you.

Let me define what we call small and disadvantaged business.
According to the statute, some are firms that are what they call
SBA certified 8(a) companies. These companies are socially and
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economically disadvantaged firms, again certified by the Small
Business Administration. There is another group called disadvan-
taged businesses——

Chairman MANZULLO. If you’d excuse me just a second, we are
joined by Congresswoman Loretta Sanchez.

Ms. SANCHEZ. Good morning.

Mr. Ramos. Congresswoman. I was describing small and dis-
advantaged businesses. Essentially, what that business is, is one
who is, in effect, certifying that they are a small disadvantaged
business, not necessarily going through all of the details of the cer-
tification process as an 8(a) company, but is certified in part by the
SBA that they are, in fact, a small and disadvantaged business.

In that grouping we also have HUBZones. HUBZones are histori-
cally under-utilized business economic centers. We are trying to im-
prove their economic well-being. They are important because they
also include Native Americans—all reservations are HUBZones in
the Native American territories.

We also have, according to the statute, severely handicapped vet-
erans, which have again, a high degree of interest on my part.
Then we also have small women-owned businesses that are, again,
part of our outreach effort, and really all of the federal government,
so just not the Department of Defense but all the Federal agencies.

Chairman MANZULLO. Frank, youre there just for the regular
small business, they need some help, they can come to you.

Mr. RAMOS. I'm sorry, sir?

Chairman MANzULLO. This is for regular small business that
may not fit into any of those categories.

Mr. Ramos. Well, they don’t enjoy the interest of the economic
focus of all the federal agencies, but they are included within our
umbrella, Department of Defense, as well as other Federal agen-
cies.

Chairman MANZULLO. So you service everybody?

Mr. Ramos. Yes, we do.

Chairman MANZULLO. Now we will start the clock.

Mr. RAMOS. Thank you. Again, my name is Frank Ramos. I am
the director of Small and Disadvantaged Business Utilization. Es-
sentially I am responsible for all the small business contracting in-
side of the Department of Defense.

I want to speak to you today about the Department of Defense
and its procurement activities within the small business arena. We
at the Department of Defense consider small business to be a high
priority. The very fact that 88 percent of all Department of Defense
prime contractors are small businesses demonstrates how impor-
tant the small business world is to the Department.

Additionally, our dependence on small business is increasing. In
fiscal year 2001 the number of small businesses receiving contract
awards grew by 1,825, an increase of 8.2 percent over fiscal year
2000.

Of these 1,825 additional firms, 584 were owned by women and
355 were located in historically underutilized business zones or
HUBZones, as I alluded to earlier.

We exceeded the statutory goal of five percent contracting with
small disadvantaged businesses, spending 5.7 percent of our prime
contracting dollars on purchase from small businesses. Small busi-
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nesses received over $50 billion of Department of Defense procure-
ment funds last year alone. The Department of Defense regards the
contributions of small business as critical and invaluable.

There has never been a more vital need for small business sup-
port within the Department of Defense. Neither this department
nor our nation could have recovered from the shocking events of
September 11th so quickly and effectively without the small busi-
ness community.

Small business provided the critical surge capacity the Depart-
ment of Defense needed to begin the rebuilding of the Pentagon
and to take on the task of fighting terrorism. These business own-
ers immediately responded to a broad agency announcement issued
by the Office of the Secretary of Defense for new ideas to counter
this terrorist threat. Small businesses have great ideas, innovative
technology, and can respond to our needs with flexibility, speed,
and agility.

The Department of Defense has established a Small Business Re-
invention Program. This policy assigns responsibility and account-
ability for the program at the most senior levels within the Depart-
ment of Defense, and includes solid metrics for gauging success.

Each military department and defense agency is responsible for
an annual small business improvement plan. These plans detail
special initiatives unique to each Department of Defense compo-
nent that will enhance small business participation. Each Depart-
ment of Defense component has targets, and performance will be
measured by my office.

Under this initiative, the secretaries of the military departments
and directors of the defense agencies will report semiannually to
the Under Secretary of Defense, Mr. Pete Aldridge, who in turn
will inform the Deputy Secretary of Defense on their performance
against the improvement plans and targets.

It is important that we stay in touch with the concerns of the
small businesses that supports our requirements. The Under Sec-
retary has, consequently, established small business forums. The
Department of Defense Office of Small and Disadvantaged Busi-
ness Office staff, which has already met with a Wichita, Kansas
group of small businesses that produce aircraft components.

My office has strategized with women-owned businesses,
brainstormed with Native Americans, and represented the Sec-
retary of Defense on the Board of Directors of the National Vet-
erans Business Development Corporation. These forums identify
prime and subcontracting barriers, enabling us to discuss and de-
velop recommended solutions with department leadership and the
chief executive officers of the major defense firms. Additionally, we
appreciate the support from the Small Business Administration,
and we look forward to working with them in the future.

The Army, Navy, Air Force and defense agencies’ small business
offices are also doing their part to help the Department of Defense
meet its goals. They, along with over 500 small business specialists
across the nation, are my means to transform the small business
ac?uisition culture in the Department of Defense. And I emphasize
culture.

The Department of Defense specialists will foster a cultural shift
in the attitude of the acquisition workforce towards small business
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through new teaching modules. The office of Secretary of Defense,
my office, in partnership with the Defense Acquisition University,
is creating the first small business training module for executives
and program managers. These new modules will explain why the
Department’s acquisition workforce should value the contributions
of small businesses. Future training initiatives will focus on im-
proving the use of Historically Black Colleges and Universities/Mi-
nority Institutions, Hispanic-serving institutions, and we intend to
reinvigorate training about HUBZones, including Native American
reservations, and so on.

Department of Defense continually strives to enhance its overall
small business performance, particularly to achieve the goals re-
cently established for woman-owned small businesses, HUBZones,
and service disabled veteran-owned small business. There are posi-
tive trends. In fiscal year 2001, $51.8 billion of Department of De-
fense procurement spending went to small business firms, with
$28.3 billion of this going to small business prime contractors.

I'm sorry, sir.

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

Chairman MANZULLO. Appreciate it. Our next witness is Deborah
Cabreira-Johnson of the Office of Procurement of the County of Los
Angeles. She is going to speak about the county’s effort to assist
small businesses to access and secure federal contracts. I look for-
ward to your testimony. In your testimony, if you could also bring
in what other agencies may be doing the same thing you are, or
trying to do the same thing you are, it would make it a little easier
for folks that want to break into procurement to try to put all the
pieces together. We look forward to your testimony.

Ms. CABREIRA-JOHNSON. Yes, can I answer that

Chairman MANZULLO. Sure. First Frank has to turn off his
microphone.

Mrs. NAPOLITANO. And while he does that, I want to tell every-
body, before everybody runs out, validation for your parking, please
see the table over there. Validation.

Chairman MaANzZULLO. Okay, Debbie, you can tell that before we
turn the clock on.

STATEMENT OF DEBORAH CABRIERA-JOHNSON, MANAGER OF
THE LOS ANGELES COUNTY PROCUREMENT TECHNICAL AS-
SISTANCE CENTER, LOS ANGELES, CALIFORNIA

Ms. CABREIRA-JOHNSON. Thank you. The Office of Small Busi-
ness is the parent of the PTAC or Procurement Technical Assist-
ance Center. The PTAC is one of the activities of the County of Los
Angeles Office of Small Business, which is the resource center for
helping business attain government contracts.

Our director, Edna Bruce, is here this morning with me. Edna,
would you stand?

Chairman MANZULLO. Stand up, Edna. Good to see you this
morning.

[Applause.]

Ms. CABREIRA-JOHNSON. And as far as other agencies or organi-
zations that may be doing the same thing, there are quite a few
which we do not try to replicate those same processes, but we try
to complement each other. Some of the agencies would be the Small
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Business Development Centers located throughout Southern Cali-
fornia. Of course, our partners—major partners in offering our
training is the SBA, Small Business Administration, who often
speaks and presents at our workshops, trains. The General Serv-
ices Administration, which is a major purchasing agency for the
Federal Government, and we conduct training classes together.

Chairman MANZULLO. Somebody could come to you and if they
are not in the right facility, you could direct them, is that correct?

Ms. CABREIRA-JOHNSON. Certainly. That’s my job.

Chairman MANZULLO. Look forward to your testimony. Now we’ll
start the clock. Thank you.

Ms. CABREIRA-JOHNSON. Mr. Chairman, Congresswoman
Napolitano and distinguished members, I appreciate the courtesy
you are extending to Los Angeles County in giving me the privilege
to present this testimony.

I am Debbie Cabreira-Johnson, Manager of the Los Angeles
County Procurement Technical Assistance Center, funded by the
Department of Defense, Defense Logistics Agency.

The Procurement Technical Assistance Center, or PTAC, is one
of the program activities of the County Office of Small Business.
There are 88 other PTACs nationwide, five of which are in Cali-
fornia. Our mission is to assist businesses, especially small, minor-
ity, woman-owned and veteran and/or service-disabled-veteran-
owned businesses in their efforts to do business with the Depart-
ment of Defense and other government agencies.

The County of Los Angeles has a population of approximately 12
million, a greater population than 42 states in the nation, with
more than 1 million in the county unincorporated areas alone that
ranges from a few blocks to 100 square miles in the Antelope Val-
ley. There are 88 cities within the county’s borders, the largest of
which is the city of Los Angeles.

As members of the Small Business Committee, you know how
critical small business is to this nation’s economy. In Los Angeles
County there are approximately 250,000 small businesses, 96 per-
cent of which have fewer than 100 employees.

The Los Angeles County PTAC receives numerous inquiries from
firms and business in the county as well as the surrounding areas.
On a daily basis we see and hear which government buying prac-
tices work well and also which might present obstacles to small
business participation.

It is our job to guide these firms step by step if necessary
through the stages of this complex procurement process. This may
include but is not limited to marketing, identifying appropriate so-
licitations, preparing bids, helping them prepare their bids, under-
standing regulations, the federal acquisition regulations, and ad-
ministering the contracts.

In addition, we are in a position to help connect large prime con-
tractors with capable small business contractors, a growing func-
tion which is significant in this area of contract consolidation.

In order to service these many businesses and cover the county’s
vast area, we hold regular monthly courses at the PTAC head-
quarters. We coordinate quarterly workshops with our partners,
the U.S. Small Business Administration, and the General Services
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Administration throughout the county to train and disseminate
this information.

For the first 18 months of our operation, the L.A. businesses that
we have been able to register on the County’s electronic database
numbers approximately 9,000. Of those 9,000 businesses, 212 of
those are registered vendors right here located in the 34th Con-
gressional District.

The number of active clients that the PTAC services, roughly
423. The number of small business awards that I can report num-
ber 18, resulting in over $7.4 million in awards. We have held nu-
merous classes over the last year and a half, 42 and counting. The
average attendance at our county workshops held quarterly num-
ber 300. In many instances we run out of paper, we run out of doc-
uments to hand out at the door because they show up unregistered,
without RSVP. The average attendance at monthly classes, 50.

I believe our presence has made a positive impact in the commu-
nity. Many contract awards are not reported back to us, thus mak-
ing it difficult to measure our impact in dollar figures. However, in
just the one and a half years of PTAC’s existence, five years for the
County Office of Small Business, we can report success in our out-
reach and marketing efforts with small business.

We help our clients one by one find the opportunities, complete
the paperwork, which eventually will lead to obtaining a govern-
ment contract. Small business contract awards mean the creation
and retention of jobs. But the PTAC mission is an ongoing one.
Federal and local matching funds are critical to enable the PTACs
to continue our mission of helping these capable small firms pursue
contracts as either prime contractors or subcontractors in whatever
capacity possible. I always tell my small business clients that even
the smallest piece of pie is better than no pie at all.

We applaud the Senate Defense Appropriations bill which in-
cluded an additional $5 million for the PTAC program.

Mr. Chairman, thank you again for the privilege of presenting
this testimony. Please let me know if you have any questions.

Chairman MANZULLO. The ding means you’ve got 30 seconds to
go.
Ms. CABREIRA-JOHNSON. Okay. I applaud the Defense Appropria-
tions Committee. We hope that the House version will agree to the
Senate’s increased spending level. We also commend this com-
mittee for listening to the needs of small business, and Representa-
tive Velazquez for introducing Bills H.R. 1324 and H.R. 2867,
aimed at helping small business in the federal procurement arena.
Again, Mr. Chairman, honorable members, thank you again for this
privilege. Please let me know if you have any questions.

[Ms. Cabriera-Johnson’s statement may be found in the appen-
dix.]

Chairman MANZULLO. Thank you. Appreciate it very much. Our
next witness is Eric Espinoza. He is the owner of Stitches Uni-
forms, and he is going to talk about specific problems faced by his
company securing federal contracts, and the recommendations for
the system. Eric, we look forward to your testimony.

Mr. EspiN0ozA. Thanks very much. A little nervous, but first I
want to thank Chairman——
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Chairman MANzZULLO. The first thing you do is take a glass of

water. Go ahead. Take a sip of water, and then we will start the
clock.

STATEMENT OF ERIC ESPINOZA, OWNER, STITCHES UNI-
FORMS/G.S. DUNBAR & CO. INC., MONTEBELLO, CALIFORNIA

Mr. EsPINOZA. First, I want to thank you for coming on a long
weekend and yesterday. I am sure staying away from your family
on a holiday weekend was a little trying.

Chairman MANZULLO. It was great to get together for some true
Mexican food, really, that Grace had prepared for us.

Mr. EsPINOZA. Again, Congresswoman Napolitano, thank you for
putting this all together, and giving us a chance to speak.

First, I would like to say that the SBA and the House Small
Business Committee were formed in function for the purpose of fos-
tering competition and promoting small businesses throughout the
United States. What our research has shown, however, is that a
disproportionate number of contracts to provide clothing for the
military are awarded to the southern and northeastern part of the
country to the same contractors over and over.

In the two and a half years that I have been researching contract
awards through the DSCP clothing and textiles, I have not seen
one contract awarded to a firm in California. I am not saying there
haven’t been any, but I haven’t seen any.

GS Dunbar, our partner in our joint venture to provide clothing
to the military, was in the 8(a) program for almost ten years before
they were awarded their first contract, and the total award for
their contract was a relatively small $300,000.

The testimony that—prior to mine right now, the—I forgot your
name. Stated that there were 18 awards for—and what was the
total on that? 18 awards for $7 million. 18 awards for $7 million.
You divide that among the companies, that is a fairly small dollar
amount per company that is coming out of the military for these
contracts.

The contracts that we see when we are doing our research have
been large contracts, to large companies, throughout the south and
the northeast.

The contract that is—I am speaking of now that we are having
a problem with was for a little over $5 million to provide a million
T-shirts to the army. The cost on those last year was $5.99 for the
short sleeved and $7.77 for the long-sleeved T-shirt, and we under-
bid that bid at $5.49 on the short sleeve and $7.49 on the long
sleeve, a significant savings to the government, yet our experience
has been that we have been stonewalled on a number of situations
with the DSCP.

They have—I lost my train of thought there. They have nego-
tiated, changed the bid from a sealed bid to a negotiated buy on
us, and twice they have had negotiations, and they just do not
seem to be very forthcoming with information for us. They have
made it very difficult for us to get any information out of them, and
we have just had a significant number of problems. If we’re the low
bid on this contract, we feel we should be getting a little more in-
formation from them on why they have renegotiated and why they
have taken steps they have.
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Now, there is something to be said for proximity to the capital
with regards to the companies that are in the northeast and the
south. They are a lot closer to the capital. They can attend frequent
seminars and meet with procurement officers, but the fact that in
this instance we were able to produce the same garment for less
money, we felt should stand on its own to a certain extent. We felt
that we have been—that, given the hostile nature of the procure-
ment officers to our inquiries, that a trip to the capital would not
serve much of a purpose. We believe that the proposal should stand
on its own in order to receive full consideration for award, and if
it is necessary to meet the procurement officers, in order to satisfy
their questions, we would be happy to attend any requested meet-
ing, but that request has never been forthcoming.

Another important issue that I would like the government to ad-
dress perhaps is competitive pricing. Some of these companies in
the northeast or in the south have much lower cost structure than
we do out in California. We were still able to bid this contract for
less, but we are not seeing anything with regards to an award. I
think there is something wrong with that, but, these are the prob-
lems that we need to address.

Sorry, I kind of stumbled through that. I was a little nervous,
but I do again want to thank you for listening to me and taking
the time out of your busy schedules. Thank you.

Chairman MANZULLO. If you encounter a procurement officer
that is nasty to you, have you taken the appropriate steps

Mr. EspPiNOZA. They have never been forthcoming. One example
was when we inquired—we have hired a consulting firm basically
in Washington, DC, that had done these types of procurement, and
we were told that when the buy is turned from a sealed bid to a
negotiation, that we have a right to request a debrief on why it was
changed to a renegotiation. When we requested that, we were told
that basically we did not have that right, and they were not going
to

Chairman MANZULLO. If you run into that contact Grace. She is
a member of Congress and representative on the Small Business
Committee, and relay that to us and we will take care of it.

Mr. EspiNozA. Okay.

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

Chairman MANZULLO. Our next witness is Adriana Grippa.

Ms. GRIPPA. Good morning.

Chairman MANZULLO. Did I pronounce that correctly, Grippa?

Ms. GRIPPA. Yes, thank you.

Chairman MANzULLO. All right. There is a vowel on the end of
my name, too, so I struggle to make sure I pronounce them cor-
rectly.

Ms. GripPA. No problem.

Chairman MANZULLO. She is the president of Master Research &
Manufacturing, Incorporated, to testify on specific problems faced
by her company to secure federal contracts and recommendations,
and we look forward to your testimony.
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STATEMENT OF ADRIANA GRIPPA, PRESIDENT, MASTER
RESEARCH & MANUFACTURING, INC., NORWALK, CALIFORNIA

Ms. GRIiPPA. Thank you very much. I appreciate it. Good morn-
ing, ladies and gentlemen. I would like to start my comments with
my personal thanks to Donald Manzullo, chairman of this hearing,
and Congresswoman Grace Napolitano.

Like Mr. Manzullo said, my name is Adriana Grippa, and I am
the president of Master Research & Manufacturing. We are a com-
pany who specialize in the fabrication of critical aerospace compo-
nents and assemblies.

My husband Miguel and I started our small company about 25
years ago. And I am proud to say that we have been doing business
with the Department of Defense for 20 of those years. Overall, we
also enjoy a good business relationship with the Procurement Of-
fices and an excellent relationship with the administration and
quality representatives from Defense Center Management Adminis-
tration Office with the IC trade in Van Nuys and Norwalk.

The last few years, however, have been very difficult because of
our dealings with the Defense Supply Center—Richmond. For those
of you who are not familiar with this agency, it is now the procure-
ment center for most of the military hardware needed by the Navy
and the other Armed Forces.

Throughout the years, we received over 800 contracts from De-
partment of Defense centers located all over the country. This pro-
curement process always went through the normal steps and suc-
cessfully completed. By normal steps I mean request for quote is
solicited by a government agency.

The suppliers submit quotes. The contract is awarded to the low-
est bid. Items are manufactured in compliance with contract re-
quirements. Items are then inspected, approved and delivered, and
payments made.

We can’t recall an occasion where the terms and conditions of the
contracts were changed by the procuring office after award. Accord-
ing with the Federal Acquisition Regulations and standard busi-
ness practices, to do so requires a bilateral agreement from the
government and the contractors.

However, in the past two years in dealing with the Richmond
Center, 10 contracts have been modified unilaterally by the Pro-
curing Office after the award, without regard to the consequences
to our company, our rights, and in violation of the Federal Regula-
tions. It’s almost as if the Richmond Center is intentionally trying
to injure its small business base.

I say the small business base because we are not the only con-
tractor experiencing this problem. We attended an open house in
Richmond some months ago and heard many of the same com-
plaints from other business owners. These modifications after
award have caused severe financial hardship, and continue to do
so.

Our business goal is to produce good quality products for the
aerospace industry on schedule and at a reasonable price. To do so,
we have to concentrate our efforts in two main areas, which are
quality control and lean manufacturing.

Now our time is spent correcting procurement blunders and
after-the-fact modifications to the items being manufactured. We



14

have even been forced to hire a contract specialist and have re-
tained legal counsel just to deal with the growing problems.

The most common and most expensive contract modification we
are experiencing is the change of items to flight critical item status.
Categorizing an item as flight critical restricts procurement to pur-
chase only from approved sources, in most cases just the prime con-
tractor. Some are items that we have manufactured and that have
been in use for many years. Besides, critical nature or not, we have
proved our capabilities to build them. And we have seen many
items categorized as flight critical that has nothing critical on it.

When the status of the item is changed after award and we have
already started the manufacturing process, it forces us to stop
working and freezes the funds already invested. For example, after
a recent contract award, we purchased a special material from Du-
pont, which is the only authorized fabricator. After we received this
material and paid $50,000 for it, we received a stop work order
from Richmond and a request to submit what is called a source ap-
proval request, because the item had been reclassified to flight crit-
ical. This special material has been sitting in our warehouse and
our money tied up for more than six months now, waiting for our
source approval request to be approved. The Procurement Office’s
response to our complaints has only been, “We are very sorry.”

This chart that I had brought with me is an example of how the
taxpayers’ money is also wasted (see page 83). As you can see—
thank you. As you can see, we received and successfully completed
two contracts, and after we received the third one, somebody de-
cided to change the product to flight critical.

We submitted a source approval package, which took 18 months
to be approved by the Navy. 18 months. That is a long time. In the
meantime, another order was awarded to the prime contractor, the
only approved source. And finally, our parts were purchased to
meet an emergency need before we received our source approval.

In this example, as you can see, 177,000 taxpayers’ dollars——

Chairman MANZULLO. Adriana, could you suspend a second and
turn that chart towards the audience? Because we have a copy of
that before us. Thank you. Go ahead.

Ms. GrippA. Okay. In this example, 177,000 taxpayers’ dollars
were wasted because of a senseless restriction. In addition, it
smacks of discrimination against a small business and collusion be-
tween the big primes and the government.

And this is just the tip of the iceberg. I wish to have more time
to tell you all about our troubled history, but I don’t have time. I
know that you may have more important issues to deal with, but
if we let Procurement Offices continued with this behavior, they
will drive our company, and who knows how many others, out of
business. Besides, the amount of money wasted may be tremen-
dous, and I think it justifies for an investigation.

I hope that you can use your power to solve the obvious problems
within the government procurement system and especially those at
the Defense Supply Center-Richmond. As a small business owner
and a taxpayer, I thank you for this opportunity to bring this case
to your attention. Thank you.

Chairman MANZULLO. And thank you.

Ms. GRIPPA. And can I add something very, very quickly?
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Chairman MANZULLO. Sure.

Ms. GRIPPA. I just want to let you know that I am not only a
small business, but we are minority, woman-owned, and also I am
an 8(a) certified business.

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

Chairman MANZULLO. Mrs. Sanchez, do you want to go first?

Ms. SANCHEZ. Thank you, Mr. Chairman. First of all, I want to
thank you, Mr. Chairman, for allowing this Congressional hearing
here in the greater Los Angeles area. In particular because we here
in Southern California do a lot of defense contracting, and as you
know, at the federal level, the defense budget is the largest part
of our discretionary spending.

I also wanted to thank my colleague, Grace Napolitano, for twist-
ing the arm or cajoling or whatever it is that you did to get the
Chairman to be here, but, you know, I am from Orange County,
and I—well, it is easier than my chairman, but—I am from Orange
County, but I feel very strongly about this whole issue of small
business, having been both in the corporate world before and own-
ing my own business before I became a Congresswoman.

In fact, you know, it’s interesting, because I don’t sit on this com-
mittee, and I consider this committee a very big policy committee,
and a policy committee whose efforts impact the rest of the commit-
tees and the spending committees of the Congress. I happen to sit
on the Defense Committee, on the Armed Services Committee, and
almost $300 billion a year gets spent on defense at the federal
level, versus maybe about $700 million or so from a small business
perspective that maybe this committee has jurisdiction over, so you
can tell that the largest spending comes out of a committee that
I sit on. And because of that, what happens here, and how we
make policy and how we move it through the Congress, and more
importantly, maybe not just policy, but process, how the process is
driven, makes a big difference for small business, and I see it all
the time, being the only Democrat sitting on the Defense Com-
mittee for this section of our area.

I have seen a lot of things over the last six years in my time on
that committee in the Congress. And first and foremost is this
whole issue of, before 9/11 really, was our biggest problem was that
real defense dollars were not increasing, in fact, was contracting in
the budget. And what happened, because of that, is that prime con-
tractors, the big guys, in order to meet their growth, needs, because
they—a lot of them are publicly traded, they would begin to can-
nibalize all of the work inside to their own companies, eliminating
the contracts that were going to subcontractors, small and medium
business size, even the medium business size, $50 million, $100
million companies were affected by this.

There is also another problem I think at the defense level, and
I see it all the time, and I know if we could fix this, we would be
so much better off, and it all comes down to this issue of process
and really how we finance defense projects, how we put them in
the budget. And also I think a mentality from the defense, Pen-
tagon area, where everything—you know, once the Congress de-
cides we are going to spend on a project, there is this sort of what
I call an orderly procurement process. You know, you are the
prime, we go year after year, this is the way we spend.
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So if there is any innovation or if there is an outside company
that is coming in and telling us, we have something innovative, you
don’t have to spend the $100 million doing this particular thing,
you can buy it off the shelves, and you can save a lot of money,
and the technologies available from a commercial basis right now
and it’s redundant and it’s robust and we can use it, the guy at the
Pentagon says, “You know, you are going to mess up my orderly
procurement process. I mean, these are my marching orders.” So
we need to fix that, and I hope that we can work together with the
help of the Small Business Committee members to ensure that par-
ticularly in defense where the majority of the money is spent, we
can do something about it.

Bundling is a problem, it’s been a major problem for small- and
medium-sized businesses. Rebid, you know, when a small business
goes out and it has a five-year contract, first option opt two years
from now, and all of a sudden through a new process in the federal
government, their two-year contract, they are notified, well, now is
just a one-year contract. If they put the investment in for capital
machinery and other things, invested in the training of their em-
ployees and all of a sudden they don’t even have a guarantee of a
two-year contract, that is a big problem for small- or medium-sized
businesses. So we need to address that also.

And I want to make a couple of questions to Mr. Ramos. I know
I am going on a little, but I didn’t get an opening statement. And
I think these are so important for us to realize. Vendor payments,
making the payments on time. I have got so many vendors who
have gotten a contract, and they are half a million dollars behind
from the Pentagon payment. This is another process we need to
work on to get right.

And lastly, I want to say to the gentleman here, the younger gen-
tleman who is a little bit nervous, first of all, thank you for coming,
Eric, because your time is worth money when you are a small busi-
ness owner or when you run that company, and so we appreciate
you being here today instead of being out trying to make rain, as
we call it in the business, and getting the contract.

I have found, in the 6 years I have seen this process, that it’s
relationships to a large extent that allow you to identify far enough
ahead of time what is going to be procured, what is going to be
available. It allows you to get ready for the whole process, so rela-
tionships become very important, and I think the first place you
start is with your Congressperson, because they can help you with
their staff to work with you.

You know, I have not really found, and I hate to say this because
I have a lot of lobbyist friends, but, you know, hiring somebody
back in Washington, DC. Because they tell you they can get the in
and they can get the hit for you, isn’t the easiest way to break into
all of this. And this is to DC. They come later when you are very
far along the process, and you are really, really competing for
something.

First and foremost I would say to you begin with your
Congressperson, and with all this spending that is going into de-
fense, I am sure—I think at the Pentagon there is this guy, and
I am sure his name is Mr. Jones, and, excuse me, he is an Anglo,
older male, and he is the one that is letting all these contracts, and
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I haven’t been able to find him, I haven’t been able to find the door
where I can send my subcontractors to go and to get this contract.
So we need to make a better process by which we can involve small
business.

And I would like to have Mr. Frank Ramos—who, by the way,
I think you have been doing a great job, Frank, but you and I both
know, there are major, major problems. What are we doing about
making the process more transparent so that our small innovative
businesses have a shot to win these contracts?

Mr. RamMoOS. Let me just go back, Congresswoman. First of all,
your contract comment about being able to purchase right off the
shelf. After September 11th I arrived in my office and listened to
the special operations command, and the past circumstances that
the military found itself, and I don’t want to say before this Admin-
istration came out, the shelves were somewhat bare. I listened to
the command—special operations commander procurement officer,
senior person, who was literally taking a credit card and going
around California and buying products for the special command of-
ficers that are in the field in Afghanistan. They literally did that,
and they found a way to go after the new technology.

The second thing that happened, and I inserted myself into this
process which hadn’t been done, and I alluded to the comment I
made earlier about culture and attitude, there was an announce-
ment for counter-terrorism, and they asked everybody in the world,
“Tell me what can you bring to the table to fight this war against
terrorism.” We had 12,500 proposals, including small businesses.
We reviewed 200 of those, some of which were small businesses.

What I did is I inserted myself by saying, if you come across a
small business, which is mom and pop, for example, that doesn’t
have the managerial, technical, financial capability, we don’t do a
finance, and my experience of the SBA, I bring this capability to
it, we will assist that small business to provide their product or
service to the special operations counter-terrorism expert.

Not only that, I offered that if they found a firm that needed that
type of support, we will put them into the Mentor-Protegee Pro-
gram. We have $25 million that we can use within that program
to support the small business owner, so we are taking some
proactive effort into that.

This area of procurements that you alluded to, I recognize and
am assured by Mr. Aldridge, that we did not have in the procure-
ment training of the senior executive offices within the Department
of Defense the training module that explains with some clear clar-
ity the process to help small businesses. There is some, but it’s not
in a regular training module.

I have contacted, and have secured agreement of Frank Ander-
son. He is the president, CEO, former one-star Air Force general
at the Defense Acquisition University, and we are going to have a
procurement module to train the most senior officers within the
Department of Defense.

I brought on Dr. Segura, as I introduced him earlier, the former
Dean of the School of Education, Cal State Fresno, to help me with
that specific endeavor, and to bring those training modules so that
our small businesses can understand how to do business with the
Department of Defense. It is complex. There are some issues there.
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With respect to this panel, and I think the Chairman recalled the
last hearing that we had, I took all of the panel members that were
there by the hand and I said, I will find out what is going on be-
cause I am learning the process of what is right and what is wrong.
That which is right we are going to showcase. That which is wrong
we are dealing with, and eyeball to eyeball these contracting offi-
cers in there, and I am deadly serious about this.

So I have committed to—yesterday that Mr. Berrazas, who was
here yesterday, the gentleman to my right, and to Mrs. Grippa,
that I will take this issue, and members of my staff, and we are
going to explore what went on in the process, we are going to tell
them the good, bad, ugly of the process. If it is inside, we are going
to address it, and if it is outside, at least you will be informed as
to what went wrong.

Chairman MANZULLO. Frank, we appreciate that very much. 1
know you have been following up on the witnesses we have had in
Washington, and your work on that has been no less than exem-
plary.

Ms. Napolitano, do you have some questions?

Mrs. NAPOLITANO. This might not work too well, so they asked
me to use this one.

There aren’t any questions, but in the interests of time I am
going to be very short and very specific, and Bruce and Frank, I—
and also Deborah, I need to find out how many employees do you
have and where are they placed, and what kind of business com-
munity do they serve? I mean, the number of businesses your staff
serves, and how can we get the best—how can we help you increase
the outreach to the businesses, because obviously you can’t have
enough personnel?

It is proven, I have had to take some of my chambers over some
of the actual—the one-stop shops, and we have done all kinds of
different things to be able to have—I don’t know of all of the things
that are out there, and I would like you to share with us in how
we can help you do a better job. And Frank, I won’t become one
of those [inaudible]. As Mr. Manzullo, Chair. It’s that important to
our businesses.

Mr. THOMPSON. Congresswoman Napolitano, when in Wash-
ington they had the joint meeting with the procurement offices
back there, we brought in, as I mentioned in my testimony, a thou-
sand small businesses to line them up so they could be right there
and interview with these procurement officers. We are going to
take that on the road, and I have been assured that one of those
12 meetings will be here in California. And I think that—too loud?

Chairman MANZULLO. My district, too.

Mr. THOMPSON. Oh, absolutely. Mr. Chairman, I can almost
guarantee there will be one there around the corner from you.

Chairman MANZULLO. That’s why I'm the chairman.

Mr. THOMPSON. That’s exactly right, and I apologize for not men-
tioning that when I was talking to my good friend Congresswoman
Napolitano here from California, because it is important that we do
bring it out to the West Coast, because of course there is a lot that
happens in Washington, DC.

With staff, we are trying to reorganize the procurement staff that
we have out here with our six offices in California. We want to
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make sure that they are persistent in what they are doing in work-
ing with small businesses.

Our SBDC offices, as you mentioned, the one-stops, those are so
important for those individuals to give counseling and direction to
small businesses of how they can work with the SBA, and how they
can work with the federal government, and that’s happening. We
have some great SBDC directors.

Mrs. NAPOLITANO. No, they are wonderful. I don’t dispute that.
What I am trying to figure out is how many people do you actually
have at those SBD centers, and more than that, I think California,
because of the budget consciousness, is looking at cutting some of
those offices. I want to be sure we continue to be able to have them
there to provide the assistance.

Mr. THOMPSON. Well, we might be leaner, but we’re going to be
more—I don’t want to use the word meaner, but we’re going to be
direct in what we do and try to focus. We are taking a lot of our—
as you know probably better than most, a lot of our back room op-
erations and loan collections, things like that, we are taking and
trying to put those in certain centers around the country so that
we can take our people that are in SBA offices that have been sit-
ting at desks taking notes and writing papers, and doing those
things, to get them out into the community so that our work force
can really be out there to help small businesses. Right now we
don’t reach the 24 million small businesses the way we should. The
Internet is a big asset to us, and there’s a lot of these things, and
small businesses will go on the Internet. There’s all kinds of oppor-
tunities for them, not only to register for loans, but also—I'm sorry,
go ahead.

Mrs. NAPOLITANO. We know that; the problem is these people
don’t. They don’t know how to access that information, and unless
you get those workers out here to actually sit and listen to them
and give that information out to the Chambers and to the news-
papers so they put it out and people can look at it, there is very
little information filtering to the West Coast, and that is a fact.

And that is why I am so concerned about how do we get the in-
formation out to a small business to become more informed and
educated about how it is that they can do government procurement.
And so that was the reason why I was asking.

And you guys do a great job. The problem is you are under-
staffed. You don’t have enough time to service the hundreds of
thousands of businesses in California, and that’s why I am trying
to figure out how do we help you do a better delivery job, so that
you can, because I'm sure if everybody here went to you right now,
you would be swamped. You need to be able to have an effective
method of being able to deliver, just like my colleague over here,
Sanchez, had mentioned. Frank?

Chairman MANzZULLO. Frank, what’s the answer to the question?

Mr. RaMoSs. Thanks, Grace. Congresswoman, here is what I am
willing to offer, but I have to do this very narrowly. And the reason
why I want to do this very narrowly focus just on Department of
Defense, Department of Defense. I will give you a quick example.
We had a veterans forum with the other agencies including the De-
partment of Energy, and somebody asked the question about secu-
rity clearances, and it took a half hour to explain the difference be-
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tween the security clearance, which was top-secret from the De-
partment of Energy, versus the security clearance from the Depart-
ment of Defense.

While you obtain the same result, the process is different.

I am willing to bring a forum of Department of Defense per-
sonnel, if you would host it. We don’t have the resources.

Mrs. NAPOLITANO. You have got it.

Mr. RAamos. It would be very narrowly focused in terms of how-
tos with regard to the Department of Defense, and we are doing
this in the HUBZone up in Newark, New Jersey, the Chairman’s
counsel, Nelson Crowther, is going to join us, we have—were
bringing Native Americans, because they're HUBZones, they bring
contracting opportunities. We alluded to the Alaskan tribes, who
have sole source, no contract threshold ceilings; we will also bring
in the local commands to explain the how-tos.

What I don’t like to do is bring Nelson Crowther, of the Chair-
man’s staff, doesn’t like these conferences, because you give high
hopes for people assuming that you’re going to need contracts. I
think it’s more important that we explain to them the require-
ments of how you do business with folks, past performance, how to
team with other folks, and that is what I would like to do, and I'm
willing to do this, with some lead time.

Mrs. NAPOLITANO. You're on, sir. And Ms. Sanchez is also going
to be in on that, and I have invited Mr. Manzullo to come down,
and not quite sure whether he can. But thank you so much. I ap-
preciate that.

Chairman MANZULLO. Thank you, Grace. I've actually got a fol-
low-up question. During the direct testimony, Bruce, you talked
about some event in Washington with a thousand small business
people. Would you tell us about that again? And when did that
take place?

Mr. THOMPSON. This took place in May, I believe, Mr. Chairman.
Every year for the past 34 years they have had the procurement
hearings back there in Washington as kind of a—I haven’t been to
it, but my understanding of it is that businesses come in and listen
to basically what Frank was talking about. How do you get con-
tracts, so forth, so on.

This year for the first time what we did is we set up appoint-
ments with a thousand small businesses with prime contractors
and also with the federal government to sit face to face and talk
about these contracts and how you get them. And that’s the dif-
ference, Mr. Chairman, and this was the first year that this hap-
pened. And that’s what we’re going to take on the road. We are
going to do an additional 12 of those around the country.

Chairman MANZULLO. I don’t want to interrupt you, but——

Mr. THOMPSON. No, that’s all right.

Chairman MANZULLO [continuing]. But we had a procurement
conference back home; Deirdre Lee came in along with some of the
highest officials, and we had about 250 people showed up. Even a
lady that makes baskets. She said, who knows? The Department of
Defense may need a basket. Maybe they do. I don’t know. But then
we worked with—in conjunction with our local PTAC center, and
it takes a while—I don’t want to use the word qualified, but to get
the small business people up to speed.
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I want to see the Department of Defense, and the SBA, and the
rest of the agencies, get a hold of the large corporations and say,
“You shall show up at this conference, and you shall bring with you
requests for proposals.” Because they are doing business using gov-
ernment money, and I don’t see much excitement.

If the beneficiaries of most of this money are big companies, then
they should be the ones out there trying to find the little guys.
With all due respect, not you. You're there to facilitate the meeting.
But as many meetings as I've been to, and to which my constitu-
ents go, it is the same thing: Where are the big corporations with
the RFPs? And that is what I would like to see.

They say, Well, you got to go online; Well, you got to do this;
Well, you have to do that. Well, heck, just show up. You want to
do business with the federal government, you are a big corporation,
you got a big contract, then you shall, s-h-a-l-l, you shall be in
Rockford, Illinois, or wherever it is, and you shall show up with
contracts in hand, and willing, hungry, starving bidders over here.
The area that I represent has a 30 percent manufacturing base. In
1981 we led the nation in unemployment at 25.9 percent.

More people were unemployed in Rockford, Illinois proportion-
ately in 1981 than during the so-called Great Depression. I see zero
incentive on the part of the major corporations whose legal task it
is to bring in the little people that we represent. They don’t do any-
thing. Sure they have people that are associated with them. Sure
they outsource and everything. Sure they do this, they do that, but
that’s the type of hearing I would like to have. I want them to just
show up. There may be 100 people bidding for one contract, but at
least there is a contract, and after a while the little guys get tired
of going to schools. I see a lot of nodding going on around here. Lit-
tle guys—little guys; that’s Midwest. What do you say in Cali-
fornia? The word “guys,” is that okay out here?

Whatever it is. But little guys are out there, and they come to
these shows—Many of them run the machines at their little shops,
and they get all the tools and are told to go on site and go to every-
thing, and then nothing happens. But I would love to work with
you to be able to have one of these forums.

Mr. THOMPSON. We will do it.

Chairman MANZULLO. Well, great.

M}Il‘ THOMPSON. Thank you, Mr. Chairman. We will take you up
on that.

Chairman MANzZULLO. Okay. We're going to have to move on. We
have 13 witnesses on the next panel, and again, we want to thank
you for coming and appreciate everything that you are doing, and
you can applaud this panel. We'll allow that here. (Applause.)

Mrs. NAPOLITANO. The panel, before you leave, thank you very
much. May I ask that you begin giving us some contacts, some of
the California contacts for small business for defense so that we
can, when we do our workshop, we can invite all those folks that
you want to come in, especially the big guys.

[Recess.]

Chairman MANZULLO. We have a second panel divided in two
groups because of the logistics of the cases. Jeff, your mike is on.
How many more do we have here?

[Whereupon discussion was held off the record.]
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Chairman MANZULLO. Let’s get everybody up here. Set the rest
of them over here. That would be fine. While we are waiting, let
me introduce, representing Congresswoman Solis—is Aiha Nguyen.
Aiha, where are you? I tell you what, are you going to set up every-
body over there?

[Whereupon discussion was held off the record.]

Chairman MANZULLO. I think we are going to start the testimony
over here on this side, and I think that should work out okay. And
Ray, if you would turn those name plates towards us, at an angle,
and if those witnesses could come over and take their seats.

Our next panel, we are going to start with David Bearden. Dave
is the Deputy Assistant Secretary and Chief Operating Officer of
the Economic Development Administration, EDA, with whom we
work very closely in our district at the U.S. Department of Com-
merce out of Washington. You came all the way from Washington
to be with us, Dave. We appreciate it and look forward to your tes-
timony.

STATEMENT OF DAVID BEARDEN, DEPUTY ASSISTANT SEC-
RETARY OF COMMERCE FOR ECONOMIC DEVELOPMENT,
HOUSE COMMITTEE ON SMALL BUSINESS

Mr. BEARDEN. Okay. Well, thank you very much, Chairman Man-
zullo, and also Representative Napolitano, for inviting me to be
here with you today, and I appreciate the opportunity to talk to
you about the Economic Development Administration’s Trade Ad-
justment Assistance for Firms program.

Now, while the authorizing legislation for this program expired
at the end of last year, President Bush was able to work success-
fully with Congress this year to reauthorize this program and to
extend it through September 30th of 2007, and that was signed
into law under the Trade Act of 2002 by President Bush last
month, on August the 6th.

My comments today will briefly summarize for you the purpose,
the process, and some of the results of this program.

The purpose of the TAA for Firms program is to help manufac-
turing and producing firms that have lost sales and employment as
a result of increased imports of similar or competitive goods. The
program is a unique federal response for mitigating the problems
that firms encounter as a result of changing trade patterns. It is
also fully consistent with the concepts of free trade. Instead of rely-
ing on quotas, and tariffs, and other types of trade barriers, the
TAA for Firms program actually works with trade-impacted firms
directly, and it helps them to become more efficient and competi-
tive within the global marketplace.

The Commerce Department supports a national network of Trade
Adjustment Assistance Centers, or TAACs, to help injured firms in
navigating their way through this TAA program. Currently there
are twelve TAACs in the network. California here, for example, is
served by the Western TAAC, which is sponsored by the University
of Southern California. David Holbert here is the director of the
Western TAAC, to testify before you today.

There are three steps that a firm must go through in order to
attain assistance under the TAA for Firms program: The first is
certification, and the second is preparation and approval of an ad-
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justment proposal, and then finally is the implementation of that
adjustment proposal.

In the first step, EDA determines that a firm is eligible for as-
sistance under the TAA program. And the way they do that is the
firm submits to EDA a petition which documents that it’s been ad-
versely impacted by increased imports.

EDA must find that the firm reduced its employment by 5 per-
cent or 50 employees, whichever is less, it lost sales, and that there
was an increase of imports of similar or competitive goods that that
firm produces, and that increase significantly contributed to those
losses.

If EDA makes those findings, then a firm is issued a certificate
of eligibility to apply for assistance.

The second step involves the preparation of the firm’s adjustment
proposal and then that is approved also by EDA. The adjustment
proposal is essentially a strategy for guiding the firm’s recovery,
and it may include technical assistance in such areas as marketing,
product development and diversification, computer system enhance-
ments, production and industrial engineering, and export pro-
motion.

And then finally the third step is the actual implementation of
the firm’s adjustment proposal. And usually what happens is a firm
will consult with a private consultant to actually implement those
technical assistance tasks, and the firm will pay 50 percent of the
consultant’s fees, and then the TAAC will pay the other 50 percent,
up to an amount of $75,000.

As far as the results of the TAA program, we have seen instances
in which some firms have increased their sales between 13 and 40
percent, and we've seen some other instances where firms have
been able to decrease their production costs by as much as 40 per-
cent.

And also in 1998, an evaluation by the Urban Institute compared
certified firms that prepared and actually implemented their ad-
justment proposals with certified firms that didn’t. Those firms
that actually implemented their adjustment proposals survived at
a significantly higher rate, added as opposed to lost more employ-
ees, and they achieved an almost double increase in their sales.

And, Mr. Chairman, just the last thing I'll tell you is that for
those that are seeking more information about the TAA for Firms
program, that may be interested in looking at the TAA for Firms
web site, and that’s located at taacenters.org. And I thank you very
much for the opportunity to visit with you today, and I would be
happy to answer any questions.

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

Chairman MANZULLO. Appreciate your testimony. Thank you.

The next person to testify is David Holbert, who is the Executive
Director of the Western Trade Adjustment Assistance Center, one
of the 12 TAACs, located here in the Los Angeles area. Mr.
Holbert, look forward to your testimony.
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STATEMENT OF DAVID G. HOLBERT, EXECUTIVE DIRECTOR,
WESTERN TRADE ADJUSTMENT ASSISTANCE CENTER, LOS
ANGELES, CALIFORNIA

Mr. HOLBERT. Thank you, Chairman Manzullo, and Congress-
woman Napolitano, for this opportunity to testify. Speaking on be-
half of the TAA Centers across the country, we deeply appreciate
the past support of the Congress to authorize and fund this pro-
gram. Those decisions have saved and created thousands of jobs
nationwide.

The TAA Centers also wish to thank EDA, and Mr. Bearden in
particular, for the energetic initiatives to improve this program
that have taken form in the last year.

My testimony will address two questions, why TAA for firms is
particularly effective for trade-impacted firms, and what improve-
ments could be made to the program.

While the Trade Act does not specify the size of the business that
may be eligible, very few participating firms employ more than
500. The average is fewer than 100 employees. Nearly all are man-
ufacturing or agricultural firms. Most are family owned or closely
held. Typically, the principal owner is the chief executive, and the
firm operates from a single location.

Characteristics of these small firms and the nature of trade im-
pact combine to create a crisis for otherwise viable companies.
Whereas small firms tend to have narrow product ranges, a slight
change in imports, invisible at the macro-economic level, can bring
an aggressive new competitor to small firm’s market overnight.
Lower costs and thereby lower prices, a common feature of imports,
attract customers in rapid succession. Often, business decline oc-
curs before correction can be implemented.

Despite the talent required to found a small business, firms faced
with low-cost competition find that they have to do something dif-
ferently than in the past, and this requires new expertise. Further,
since trade impact tends to occur pervasively in particular prod-
ucts, entire fields of industry can be threatened. Most importantly,
a temporary and correctable crisis can threaten the livelihoods of
employees and the life’s work of owners.

By assisting firms with planning and the use of outside exper-
tise, TAA for Firms brings an essential component of recovery into
the trade-impacted firm’s near-term operations. Indeed, it has been
proven time and again that by operating with exceptional quality,
with cutting-edge designs, addressing a particular group of cus-
tomers’ needs, and a host of other business improvements, pro-
ducers can overcome competitors, even those with large price ad-
vantages.

By helping to source and monitor as well as partially fund out-
side expertise, TAA for Firms makes implementation a reality at
a time when its need is greatest and yet least feasible for a firm
facing declining sales and job losses. Larger firms facing trade im-
pact may rely upon internal financing or turn to sourcing abroad.
Small firms do not have these options. Most importantly, a tem-
porary and correctable crisis can threaten the livelihoods of em-
ployees and the life’s work of owners.

Further, since trade impact tends to occur pervasively in par-
ticular industrial segments, entire fields of industry can be threat-
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ened with the potential of being lost forever to the U.S. industrial
base.

By assisting firms with planning in strategy and implementation
of outside expertise, TAA for Firms brings an essential component
of recovery into the trade-impacted firms near-term operations. By
helping to source and monitor as well as partially fund this tech-
nical assistance, TAA for Firms makes implementation a reality at
a time when its need is greatest yet least feasible for a firm facing
declining sales and job losses. It often surprises observers that a
common outcome of recovery is expanded exporting.

During the five years from 1997 through 2001, the TAA Centers
monitored results for 511 companies with just under 50,000 em-
ployees and $6.4 billion in sales. As a group, these firms had lost
12 percent of employment and 10 percent of sales in the two pre-
ceding years.

Since starting the program, the firms grew 29 percent in sales,
stopped job losses, and gained 18 percent in productivity, more
than double the national rate.

The level of appropriation for TAA firms since 1997 has been be-
tween $9.5 million and $10.5 million annually. This year, the Presi-
dent’s proposed budget includes $13 million for TAA for Firms.
This is a most welcome endorsement, and the only substantial in-
crease proposed in recent years.

Weeks ago, Congress passed legislation authorizing TAA for
Firms for six years and recommending appropriations of $16 mil-
lion annually. Yet without positive efforts, level appropriations
would appear to be the most likely income. I ask the members of
the committee to help see the adequate appropriations through the
various processes of the Congress.

Throughout this testimony I have referred to trade impact with-
out precisely defining it, yet I am confident everyone present knows
what I'm talking about. I've stood with company owners in their
fields and factories, both of us convinced that the firm is trade im-
pacted, but challenged as to how to demonstrate this. The Trade
Act definitions, while certainly appropriate at the time of their cre-
ation, offer a qualified standard for today’s experience with trade
impact.

I would ask the committee to encourage your colleagues to con-
sider anew the subject of what constitutes trade impact.

In the Trade Act of 1974, Congress created TAA for Firms in
order to save and create jobs and help American farms and manu-
facturers compete internationally without creating artificial trade
barriers. Your wisdom in establishing this effective trade remedy
is now obvious.

I would emphasize that the small business owners that partici-
pate in this program face genuine crises of survival. We are told
that firms like these are the bedrock of the economy and the en-
gines of job growth. Their individual stories are dramatic and com-
pelling.

To the question as to how this program could—what improve-
ments could be made to this program, I would say first, effective,
more effective criteria for defining trade impact, and adequate re-
sources for the program’s operation.
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I would conclude by again thanking the committee for your at-
tention to this important matter for the nation’s small farms and
manufacturers as well as the many and valued jobs represented at
these enterprises. Thank you very much.

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

Chairman MANZULLO. Thank you. Bruce, you are back for a
cameo.

Mr. THOMPSON. I can’t stay away, Mr. Chairman. It’s a pleasure.

Mrs. NAPOLITANO. Thank you.

Chairman MANZULLO. This time you are going to be testifying on
efforts of SBA to promote small business expansion in the inter-
national marketplace. For those of you who are with the govern-
ment testifying, I would ask that you localize your testimony. You
don’t have to lobby us to get more money for your programs. That
is not why we are here. That goes on all the time in Washington.
There are a lot of people here who have come to this hearing whose
businesses have been severely impacted, and they are coming here
because they want help. I want you to testify as though you are
speaking to them and not the two members of Congress, because
that way, this becomes a full utilization of the resources here as
opposed to the normal type of hearing that you can hear in Wash-
ington as opposed to a field hearing. So with that in mind, Bruce,
give us your additional testimony.

STATEMENT OF BRUCE THOMPSON, REGIONAL ADMINIS-
TRATOR, REGION 9, SMALL BUSINESS ADMINISTRATION,
SAN FRANCISCO, CALIFORNIA

Mr. THOMPSON. I appreciate that, Mr. Chairman. I think you will
find this is a local driven little talk here.

With regards to international trade, opportunities are growing
rapidly. The President sought and Congress recently granted a
trade promotion authority. This authority will open markets for
U.S. exporters through a new round of global trade negotiations
which is very good for America’s small businesses.

Ninety-seven percent of all exporters are small businesses with
fewer than 500 employees, and two-thirds of those small exporters
have less than 20 employees. The SBA has technical assistance and
loan product guarantees specifically for exports. Also the SBA is a
partner with our sister federal agencies in U.S. export centers
(USEACS). There are 19 USEACS across the country, with loca-
tions in Southern California.

The SBA also offers three financing tools developed exclusively
for export development. They are Export Express, Export Working
Capital Programs, or as we call them, the EWCP, and the Inter-
national Trade Loan Program.

The SBA’s new Export Express loan program, offering a max-
imum loan amount of $250,000, is geared towards small businesses
that have export potential but require funds to cover the initial
cost of entering an export market. A local example of a firm that
used Export Express is Korea Crest, an exporter of piping insula-
tion and industrial chemicals. Korea Crest received a working cap-
ital loan used in part to attend an international conference in
Seoul. The SBA in association with California Center Bank fi-
nanced their trade promotion costs.
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Paul Lee, the International Development Vice President of Cali-
fornia Center Bank in Los Angeles, who underwrote the guaranty
application, commented that this unique loan program can provide
much needed trade promotion financing to America’s exporters, and
we look forward to providing financing assistance to many more ex-
port businesses through the SBA.

The SBA recognizes that many small businesses have difficulty
in obtaining a short-term working capital loan because their collat-
eral is tied up in long-term loans. The EWCP is designed to help
these small exporters by supporting transaction-based loans. To
make the EWCP even more user friendly for exporters and lenders,
the SBA and the U.S. Export-Import Bank, Ex-Im, divided the ex-
port financing market with the SBA, extending guarantees of $1
million or less, and Ex-Im Bank holds all guarantees over $1 mil-
lion.

Congresswoman, in your district we have provided nearly $5 mil-
lion in export working capital financing to area businesses with 60
percent of the assistance going to minority enterprises and 25 per-
cent to women-owned businesses. The SBA has also had a very suc-
cessful partnership with the State of California’s Export Finance
Office, whereby we jointly guarantee loans to eligible small busi-
nesses.

The SBA’s offices in Southern California have financed 470
transactions for $207 million. Recently the Small Business Admin-
istration and Ex-Im entered into a small business initiative memo-
randum of cooperation.

The first phase of this initiative is to leverage market resources,
thereby raising awareness among lenders and exporters.

Lastly, Mr. Chairman, you also wanted to discuss trade adjust-
ment assistance for minimizing any adverse effects of trade agree-
ments. The SBA offers the International Trade Loan program for
those small businesses that have been adversely impacted by im-
port competition. This program was designed to help small busi-
nesses improve their competitive position by providing eligible
firms with necessary financing to support their export and upgrade
their physical plant and equipment.

Under this program the SBA can provide a repayment guarantee
to commercial lenders for up to $1.25 million in combined working
capital and fixed asset loans, including any other current SBA loan
guaranties.

Additionally, here in Los Angeles the North American Develop-
ment Bank administers a loan program called the U.S. Community
Adjustment and Investment Program, or CAIP. Through the De-
partment of Agriculture’s business and industry loan guarantee
program and the SBA’s 7A and 504 program, the CAIP provides fi-
nance resources in U.S. communities that need assistance adjust-
ing to changes in trade patterns with Canada or Mexico. It is esti-
mlr;tted that the SBA has helped to create or preserve over 5,000
jobs.

In general, the SBA’s programs can help people start a business,
change, or modify their business plan, assist with advertising to
different markets or any other management needs and financing.
The SBA’s Los Angeles District Office and its Government Con-
tracting and International Trade units are proud of the service
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they have provided to small minority- and women-owned busi-
nesses.

While Administrator Barreto continually remind us that much
remains to be done, it has been exciting and rewarding to work
with the area’s entrepreneurs to support their business growth,
thereby creating jobs and build stronger neighborhoods. The SBA
is here to serve you as well as to listen so we can serve you better.

Please note that I have also submitted written testimony with
the committee, and once again, thank you, and I will be happy to
answer any questions.

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

Chairman MANZULLO. Thank you. Our next witness is Mary—is
it Delmege?

Ms. DELMEGE. Delmege.

Chairman MANZULLO. Delmege. Sent here by, I guess, would it
be your boss, Jeri Jensen-Moran?

Ms. DELMEGE. Yes, sir.

Chairman MANZULLO. As the senior advisor for the Trade Pro-
motion Coordinating Committee. I was elected to Congress in No-
vember of '92, and sat for years on the International Relations
Committee, on the Subcommittee on International Economic Policy
and Trade. And I recall, as I was sworn in on January 3 1993, that
September 1st of 1993 was the deadline date by which the Trade
Promotion Coordinating Committee was to come up with its report
bringing together all 19 agencies involved in trade promotion, and
they met the deadline. We were astonished, but we have found that
some of the most prolific workers in the federal government have
been those that are involved in trade. We look forward to your tes-
timony. Thank you.

STATEMENT OF MARY DELMEGE, SENIOR ADVISOR TO THE
TRADE PROMOTION COORDINATING COMMITTEE, DEPART-
MENT OF COMMERCE, SAN DIEGO, CA

Ms. DELMEGE. Thank you very much. Thank you very much. Mr.
Chairman, Representative Napolitano. Thanks for inviting us to
this hearing. It provides an excellent opportunity to highlight the
importance of trade for our economy and to talk about how small
and mid-sized businesses are participating in global trade.

I'd also like to discuss current efforts to ensure that the re-
sources that are available to help small businesses participate in
trade are delivered in a coordinated manner. Finally, I'd like to
share with you some examples of small California firms that have
recently succeeded in selling into overseas markets.

With regard to the importance of trade, the facts speak for them-
selves, as my colleague from SBA said. Exports have accounted for
nearly 30 percent of U.S. economic growth since 1989, and 97 per-
fc‘ent of the U.S. businesses that export are small and mid-sized
irms.

In developing the National Export Strategy this year, we sur-
veyed more than 1,000 small and mid-sized exporters. One of the
things we learned was that many small and mid-sized companies
that export regard trade as a core element of their business, and
they expect it to serve as a continued source of revenue growth.
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Many of them also view their export sales as an important source
of diversification when their domestic sales are either flat or declin-
ing.

The majority of the firms surveyed have experienced growth of
more than five percent annually in the past three years in their ex-
ports, and they expect their export sales will continue to grow more
than five percent annually over the next three years. Of the small
businesses, those under 100 employees, that export, 60 percent of
those companies derive more than 20 percent of their total sales
from exporting.

There is no doubt about the fact that trade provides tremendous
benefits for small and mid-sized U.S. companies, and it’'s well
worth the time and effort we are spending to make sure that serv-
ices are delivered in a coordinated and effective manner.

The Trade Promotion Coordinating Committee was established in
1993 by executive order, pursuant to the 1992 Export Enhance-
ment Act, and it was designed to provide a unifying framework for
all of the different agencies that provide.

Each year we produce the National Export Strategy. This year,
the strategy was developed through a unique process. We reached
out to U.S. firms in order to better understand their needs. In addi-
tion to the survey that I just mentioned, we also conducted numer-
ous one-on-one interviews and focus groups. We also looked at the
trade promotion practices of other industrialized countries to learn
as much as we could about their best practices.

All of this was used to develop a series of recommendations, for
better customer service, better outreach, and better education. And
a lot of the specific recommendations, as you know, go to the issue
of training. Although the users of our services generally tend to be
pleased, many of them told us that they would like to see better
coordination between the agencies. They expect more seamless cus-
tomer service, if you will.

As a result of this, there is an interagency task force that’s work-
ing right now on developing a training proposal that will make
sure that trade specialists who interact with clients are well versed
in the full array of services available. Trade specialists should be
able to match the needs of the clients with the most appropriate
resources. The Commercial Service currently has over 300 inter-
national trade specialists in the field, and our goal is to develop
them as true account managers who are able to provide clients
with the full array of services.

This isn’t really a new effort. It’s important to point out that the
1993 National Export Strategy called for the creation of U.S. Ex-
port Assistance Centers. Right here in Los Angeles was one of the
first four that was developed, and the work continues today with
Ex-Im, SBA, and the Commerce Department working side by side
to develop export services.

So far this year, these offices in Southern California have coun-
seled more than 1,100 clients and they’ve reported 480 completed
export transactions worth a total of $180 million.

I'll just give you a couple of quick examples. One is a firm here
in Santa Fe Springs. We helped them resolve an issue with Mexi-
can Customs authorities, leading to the successful shipment of over
$30,000 worth of refurbished electronics equipment.
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In another case, the U.S. Export Assistance Center helped an ap-
parel manufacturing firm here in Vernon link up with our commer-
cial officer in France, through a series of “gold key” meetings, and
the company was able to expand their distribution network and
generate sales in excess of $200,000 this year.

These are just a couple of examples of local firms that have bene-
fited locally, but we feel that provided these trade specialists with
additional training and resources, we will be able to increase the
scope of assistance that’s available to small and mid-sized firms.

I very much appreciate the opportunity to testify, and look for-
ward to answering any questions that you might have.

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

Chairman MANZULLO. Thank you. The next two witnesses will
split a five-minute segment. William Redway, who is the group vice
president of Small and New Business Group, of the Ex-Im Bank,
and who came in from Washington, and David Josephson, who is
the regional director of the Western Region Office of the Export-Im-
port Bank out of Long Beach. I look forward to your testimony.

STATEMENT OF WILLIAM REDWAY, GROUP VICE PRESIDENT,
SMALL AND NEW BUSINESS GROUP AND DAVID JOSEPHSON,
REGIONAL DIRECTOR OF WESTERN REGION OFFICE, EX-
PORT-IMPORT BANK OF THE UNITED STATES

Mr. REDWAY. Thank you very much, Chairman Manzullo, and
thank you very much, Congresslady Napolitano, for giving us the
opportunity to testify. I am Bill Redway, and I'm with the Export-
Import Bank. For those of you that are not familiar with Ex-Im
Bank, just briefly, we are the U.S. Government’s export credit
agency. It’s designed to support U.S. exports by providing competi-
tive financing. Other countries, almost every developed country,
has an organization like us, the Japanese, the English, who do the
same thing we do.

We are a small agency. We're about 420 employees with about
110 of those employees in my group which is devoted to small busi-
ness.

We've got several mandates. We’re not supposed to compete with
the private sector. We are supposed to support small business. We
are—we have other mandates, exporting goods to Africa, this sort
of thing. What this means, especially the business don’t compete
with the private sector, is that we are the agency of last resort. We
do the riskiest deals, we do the longest term deals, and we do the
smallest deals. The private sector generally takes what is the mid-
dle, and we go around the periphery.

The last year we did, we supported $12.5 billion of U.S. exports
of which $1.7 billion, or 18 percent, were for small business; 90 per-
cent of the bank’s transactions, however, were small business
transactions. So that the picture of Ex-Im Bank is support for large
business, but also a very, very large support for small business.

Our small business programs, which the state of California has
taken a lot of, has used very aggressively over the last 30 years,
the first one is our working capital guarantee facility, which my
friend from the SBA described their facility. Ours is similar. We do
handle the larger transactions, but they’re still small. We did al-
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most $700 million of these last year, and 90 percent of those were
for small business.

It’s based on delegated authorities, so we delegate authority to
banks, of which there are 70 in the state of California which are
approved delegated lenders. Wells Fargo Bank here in Los Angeles
was our Small Business Bank of the Year last year.

Our other very large small business program is our insurance
program which supports—which basically insures repayment by
the foreign buyers so that we basically are taking foreign buyer
risk. If you go into our insurance division, it looks like the commer-
cial lending unit of any Commerce Bank, but it’s fairly sophisti-
cated, and we did about 10,000 transactions in that division last
year.

Chairman MANZULLO. You have two and a half minutes there.
Did you want to yield to your colleague there?

Mr. REDWAY. What I'm going to do, I am going to do most of the
talking, and David, who is going to be the California guy, who sits
right here, he’s going to answer most of the questions. If that’s
okay with you all.

The biggest problem we have got is nobody knows who we are,
so how do you get our name in front of—in front of small busi-
nesses here in California and all over the country? We have got a
marketing budget by U.S. Government standards which is large,
but it’s less than a million dollars, so you can see that is not large
by I(IllOSt standards. We have six branch offices which spread the
word.

Last year we sent out 300,000 pieces of direct mail, we did 37
trade shows, we did 60 seminars, and we’ve worked very hard with
various trade associations around the country. We also worked
with 39 city-state partners, of which Seafoe here in the state of
California is a very active participant.

I will talk a little bit about California at this point. The—and,
David, you jump in if I don’t get any of this right. As I said, Wells
Fargo Bank was our Small Business Bank of the Year last year.
We'’re also in the San Francisco area. The Silicon Valley Bank is
our largest delegated authority lender, our most experienced.

We did out of the state of California last year—no, I'm sorry, the
first nine months of the year, $619 million, we supported. We have
15 active insurance brokers who are promoting our products, and,
as I said, we did SeaFoe, and we have got as a very active dele-
gated authority lender.

In this district, District 34, in the last five years, we’ve done a
total of 23 transactions, of which 19 were for small business, a total
of $158 million. So we have been fairly active here. That is not—
remember, it’s five years. It’s not a figure that I—it’s not a figure
I am ashamed of, but it’s one I think can be very definitely im-
proved on, if we can get the word to people on what our programs
really are.

Chairman MANZULLO. Let me make this suggestion. And, again,
I want to emphasize the reason that we have the folks from Wash-
ington out here is not to justify the existence of the agencies. No-
body’s got any gripe at all.

The problem is there is always a huge disconnect, and we see it
happening today. The purpose of this testimony is not to edify Ms.
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Napolitano and me. We understand this probably better than most
of you because we have to authorize a lot of it. I rewrote OPIC and
TDA, and I was in the process of writing the Export Administra-
tion Act before I became Chairman of this Committee, but the pur-
pose of your testimony, again, is not for us. What I would like to
do is take an additional minute and a half, and tell the small busi-
ness people here exactly what Ex-Im can do for them. Could you
do that?

Mr. REDWAY. All right.

Chairman MANZULLO. Appreciate that. Go ahead.

Mr. REDWAY. Let’s start with the working capital guarantee pro-
gram. This is an asset-based lending program which is designed to
provide working capital for small firms. So if you are a small Cali-
fornia exporter and you have an export order you need working
capital to fill, and you’ve got an order in your hand, you can take
that to your bank and say, hey, I have got this, the buyer—I’ve got
a signed contract, the buyer looks like he is okay credit-wise, the—
you, Commercial Bank, you, Wells Fargo Bank, take a look at that
buyer, and if you think he is okay, you can approve it under your
delegated authority and advance me the funds so I can build the
widget that needs to be built. That’s the working capital guarantee.
$700 million last year done that way.

On the insurance side, again, you are a California exporter,
and—I'm going to turn this over to David in one minute to give you
actual examples. But you've got, say, a Brazilian buyer, and he
wants—he places a million dollar order, he wants 90 days to pay.
You are not going to take Brazilian risk. It’s just not a risk you
want to take.

So you say, okay, get yourself an insurance policy, and Ex-Im
Bank will go and insure that buyer as long as the credit is good,
because again, reasonable assurance of repayment, we are not an
aid organization, we are a commercial organization. We look at the
Brazilian buyer, we say, that’s okay, we will give you an insurance
golicy against commercial and political risks, and that is what that

oes.

Now, the California exporter can then take that to his bank, any
bank, and they will advance against a federally insured receivable,
not a Brazilian receivable. That is what we do. We did 10,000 of
those deals last year.

Mrs. NAPOLITANO. Would you mind telling the audience what
countries you are in, what countries you’re not in?

Mr. REDWAY. We are open in just about every country in the
world. The ones we are politically prohibited from, I'm thinking,
say, Libya, Cuba, right, those countries we are not open, but every
other country we are in, with some exceptions. It’s a long list, but
basically, most of the countries that you would be dealing with, we
are open.

Mrs. NAPOLITANO. And you now have a working agreement with
Mexico, I understand, which you didn’t have it for many years.

Mr. REDWAY. We do a ton of—Mexico is our biggest market. Yes,
we have a very strong working agreement with Mexico, and all the
way through. Latin America is our largest area.

I might just finish with this and say that—and this is a political
statement, I suppose, but we have a small business set-aside which
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with our reauthorization has just been doubled, so we are going to
try and be twice as aggressive as we have been in the past. I think
you all are very familiar with that, and I am open for any ques-
tions, and Dave in particular.

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

Chairman MANZULLO. So, bottom line is, if companies are al-
ready exporting, then they can go to you, but if a company, a small
business person wants to get involved in exports, the best place to
go is to the local USEAC center. Is that correct?

Mr. REDWAY. Right.

Chairman MANZULLO. Dave, you want to answer that?

Mr. JOSEPHSON. Right. We have—in our office, we get the full
spectrum. We get extremely experienced exporters that need to
fine-tune their risk portfolio when they come in to Ex-Im Bank for
insurance; we get middle size and small businesses that need work-
ing capital; and then we get hopefuls, you know, they have a for-
mula in a garage, and their wife has a brother in the Ministry of
Industry in some country, and they—they don’t have a business
plan, they don’t have anything, except a dream; so we have a
SCORE representative who can help the new businesses actually
get equity financing and a business plan up and running.

I think our colleague from the Small Business Administration al-
ready noted that if they need working capital under one million, we
refer them to Small Business Administration. If it’s over a million,
we do the underwriting on that transaction.

Then some of them come in as you mention. They really want to
expand their market so then we send them to the DOC for a whole
array of products and services that they offer through their foreign
commercial center.

Chairman MANZULLO. So, if you get somebody here that doesn’t
even know if he or she has a product to export, the very first stop
they would go to would be the United States Export Assistance
Centers or the Small Business Development Centers? Would that
be correct?

Mr. JOSEPHSON. The first stop would be the DOC. The DOC can
go into any country.

Chairman MaNzULLO. Okay. Now, where do people contact the
Department of Commerce in this area?

Mr. JOSEPHSON. In one of 19 USEACS, is it?

Ms. DELMEGE. Here in Southern California we have five offices.
We have two in Los Angeles, one in West L.A. And one in down-
town Los Angeles.

Chairman MANzZULLO. Okay. Now, for the folks in Los Angeles,
then, Grace, do you have the number there for the USEAC office,
at your office? What phone number? We're getting very practical
here, folks. What phone number? Way in back. Yes? Is that Ray?
Go ahead.

Mr. REDWAY. The number is back in the office, Congresswoman.

Mrs. NAPOLITANO. Well, I know we have it, but this place doesn’t
have it. And that’s why it should be out to the business.

Chairman MANZULLO. Okay. Well, they could contact your office,
and you can get that to them. So, if you want to export, get a hold
of Grace. Yes, sir. Back with your hand up.
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AUDIENCE MEMBER. We have a flyer out here that has phone
numbers and contact names.

Chairman MANZULLO. That’s great.

Mr. THOMPSON. He works for the SBA, Mr. Chairman.

Chairman MANZULLO. Good. That’s great.

Mrs. NAPOLITANO. Mr. Chairman, I'll take the prerogative as
your host—hostess, that the SBA representative, Mr. Alvarado, has
been exemplary in working with my small businesses. In fact, we
have a gentleman sitting in the back, Ron Beilke, just opened his
business, and he can’t say enough about SBA. He’s got several peo-
ple here. I just want to tell you that he does great work.

And while a lot of people don’t know, it’s important that they re-
alize that you don’t have that kind of big staff, so they need to be
patient. However, small business doesn’t have the time, so it’s im-
portant that we kind of understand different agencies’ roles in
what it is they need to learn about, and while we have you here,
we are taping it, hopefully we will get it running and capable so
business can understand it, but it’s not all the time—how many
people come in here to listen and understand and learn and get
educated, and this is one of the things I hope you will help all of
us be able to better do the outreach to our businesses so that we
can have you better—how would I—not prepared, you are pre-
pared, able to deal with the influx of business.

You are saying you're doing a certain amount of money in my
district. That’s not enough. And I can tell you because we have got
thousands upon thousands of businesses that are looking for help,
and yet, if I send them to you, you are not going to be able to deal
with them, because there is so many. You don’t have that kind of
personnel. And, again, my frustration is that there’s too many bu-
reaucrats doing things in Washington and not enough down here.

Chairman MANzZULLO. Well, I guess on that note, everybody here
has a purpose in dealing with the small business people, and our
goal, Grace, is to make sure that anybody who wants to get in-
volved in the exports, really all they have to do is call your office,
and you’ll get them over to the nearest USEAC center, and that
will put into operation the folks from SBA, the Department of Com-
merce, and the Ex-Im Bank. Okay. I guess we’ve made that point.

Our next guest is Raul Hinojosa. Is it a member of your family
that is a member of Congress, from Texas?

Mr. HINOJOSA. Yes. The southern part of Texas, yes. Related,
yes.

Chairman MANZULLO. Southern part. He’s way at the bottom of
Texas down there. Anyway, Raul is the Research Director of the
North America Integration and Development Center, School of Pub-
lic Policy and Social Research, University of California at Los An-
geles. That’s quite a title there. We look forward to your testimony.

Mrs. NAPOLITANO. Not only that, Mr. Chair, but he’s also what
I consider to be the brains behind NADBank.
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STATEMENT OF RAUL HINOJOSA, RESEARCH DIRECTOR,
NORTH AMERICAN INTEGRATION AND DEVELOPMENT CEN-
TER, SCHOOL OF PUBLIC POLICY AND SOCIAL RESEARCH,
UNIVERSITY OF CALIFORNIA LOS ANGELES (UCLA), LOS AN-
GELES, CALIFORNIA

Mr. HINOJOSA. Thank you, Grace. And thank you, Mr. Chairman.
I do in fact run something called the North American Integration
and Development Center. And I am proud to say what we do at the
Center is focus on the questions of globalization, its impacts, both
positive and negative, and how do we create public policy to make
globalization a win-win proposition, particularly for local commu-
nities, and I am proud to say that we enjoy very good support from
unions as well as small business Chambers of Commerce, and we
try to be very, very sort of evenhanded in our analysis.

I just want to make two quick points about the nature of small
businesses in the international arena. One, from the tracking infor-
mation that we have, and I have prepared some testimony for you
on this as well as some policy initiatives. One quick thing, small
businesses, the reality of it is, they are not actually in the tradable
sectors of the economy. Ninety-five percent of small businesses, as
you know, are in what are called the nontradable sectors, so they
are not very participatory right now.

Hispanics, interestingly enough, Hispanic businesses and His-
panic workers are much more represented in the tradable sectors
of the economy, which means both exports, which is potentially
positive, but also imports, which is very—affecting this area. So we
are looking at both the job gains and the job losses.

In particular, though, one thing I want to point out, that a lot
of the debate on globalization has concentrated on these job losses
and job gains, is actually missing what I actually think is a very
important part of the picture, particularly in Southern California.

Our relationship to the world is actually much more through im-
migration and through remittances, and a very large untapped re-
source is immigrant entrepreneurs, and that is what I want to
focus a little bit on.

We have a project now at UCLA that we think that immigrant
entrepreneurs, small business entrepreneurs are an incredible
asset for the United States in terms of the ability to link up with
markets and with new types of joint ventures all over the world
that is unique to the United States, unlike actually many parts of
Japan, for example, which doesn’t have that type of ability, and
particularly from a small business perspective.

We are now working with Hometown Association of Immigrants
from Mexico, Central America, Vietnam, and India. I am going to
mention just one of 20 projects that we are incubating to create,
for example, wireless technology here by Indian and Chinese com-
panies, that are now providing Internet connectivity in the rural
countryside and immigrant centered regions of Mexico to reduce
costs of telecommunications and remittance sendings, which rep-
resents more than 50 percent of what immigrant households,
transnational households, spent. Both here in the U.S. and abroad,
50 percent of their income goes to financial services or to tele-
communications, very high cost.
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Here is a small company, rooted here, developing this new type
of technology. What is the problem? The problem is that we—our—
and these gentlemen and ladies are—have developed a very impor-
tant base here in the United States for small business support.

What we really need to do is get it globalized, transnational
small business development activities. And that was actually the
idea that we originally had six years ago, with the North American
Development Bank, to create, in the case of North America, a uni-
fied strategy for supporting these types of transnational small busi-
nesses.

Multinationals have it. They have the transnational law firms,
they have the transnational banks. It’s very hard for the small
businesses to break into that.

I know that Hector Baretto with SBA has now opened up an
SBDC in Guadalajara, first of its kind in the world. You know, it’s
not really off the ground yet, and in part we really need to have
a great deal more focus. NAFTA is a perfect place to really even
out these benefits in this community which is also potentially the
most at risk, which I was pointing out.

So I would suggest a couple of very concrete points. One is that
we work with the North American Development Bank. I would love
it if your committee worked more closely with SBA to develop this
strategy on a bi-national basis, go down to the Bi-national Con-
ference that is going to be held with legislators from both countries,
in November, with—President Bush is now apparently going to go
down there to raise this agenda item.

Secondly, broader point, we are about to negotiate something
called the Free Trade of the Americas Initiative. The small busi-
ness agenda has to be on these globalization discussions. If not,
people are going to continue to be left out of the process, and my
time is up. There’s a lot more that I think that we can talk about
at the local level that there are really opportunities to advance
along these lines.

Chairman MANZULLO. I appreciate your testimony. I also am a
member of the Financial Services Committee, and I sit on the sub-
committee that deals with the multilateral development banks, and
next time you are in Washington, please stop by and you can take
out Grace and me for some coffee, and look forward to exploring
this on a greater level with you.

Mr. HINOJOSA. Absolutely.

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

Chairman MANZULLO. Our next good follow-up witness is Hugh
Loftus. Hugh is the director of the Community Adjustment Invest-
ment Program of the North American Development Bank in the
City of Industry in California. Hugh, look forward to hearing your
testimony.

STATEMENT OF HUGH LOFTUS, DIRECTOR, COMMUNITY AD-
JUSTMENT AND INVESTMENT PROGRAM, NORTH AMERICAN
DEVELOPMENT (NAD) BANK, CITY OF INDUSTRY, CALI-
FORNIA

Mr. Lorrus. Thank you, Mr. Chairman. I am pleased to be here
today, and thank you, Congresswoman Napolitano, for including
me in the program. I have submitted some remarks which I will
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let stand on their own, since they went in a direction which was
not of the chairman’s wishes, to be a little bit more practical in
terms of how we can interact directly with businesses. Does give
me an opportunity to answer the question and also talk about one
of the fundamental problems in the way we’ve approached our par-
ticular program.

We were established to go in to help communities as opposed to
businesses or individuals deal with NAFTA impacts measured by
job losses by trying to replace jobs in the community so we did not
try and preserve businesses that were being negatively affected, we
did not impose on the Department of Labor’s issues in working
with workers. We tried to take a regional community-wide look at
how can we create replacement jobs.

We work very closely with the SBA and with the U.S. Depart-
ment of Agriculture, augmenting and enhancing their loan pro-
grams for small business, trying to overcome with the resources we
had some of the perceived problems that we felt both caused busi-
nesses to hesitate in pursuing the opportunities, typically the fees
and costs associated with that or the processing time associated
with that, and to encourage them, if they were going to pursue the
program, to look at actually possibly borrowing more money, ex-
panding more rapidly because of some of the cost savings that we
could afford.

I have nothing but compliments for our friends at SBA and
USDA that we have worked with over the years, but the critical
element that is involved in that process, and alluded to by several
other groups, are the commercial lenders in the marketplace.

What we have found over the six years of our program in work-
ing with these agencies is that we can have a very effective pro-
gram in rural and smaller communities because we can become a
visible entity. They can see a transaction; they can identify our
participation; they can think of us as a resource and a tool, which
is what we want. You take that same program, and put it in a
large urban area like Los Angeles County, and getting visibility in
Los Angeles County is the hardest thing you can do in the world.

We have had meetings with lenders, we have had meetings with
businesses, we outreached to Chambers. If you don’t turn a meet-
ing into a transaction within 48 hours, within another 48 hours,
th}ilt meeting never took place. Life goes on, and memory dimin-
ishes.

So we have found that the one—the critical element for us to
work with is a better way to engage the financial institutions. Can-
didly, the program that we put together was designed to enhance
small businesses, to attract them and to give them an incentive.
The cost of that is an additional work burden on the banks. They
have to take on more burden to process the loans the way we’re
doing them in order to garner benefits for their borrowers, and
which basically, in summary, there is really not very much in it for
the banks.

And so, for the smaller communities, where the bank is an inte-
gral part of the community, and works with the businesses on a
daily basis, we have been successful. In the larger communities, we
have been told by some large banks, that they simply cannot inter-
rupt their normal production process by identifying the occasional
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transaction that might qualify, and could save—in the maximum it
could save the small business $25,000.

Chairman MANZULLO. Hugh, let me interrupt here in your time
left. When would a small business person come to you or a local
community come to you for your services at the NADBank?

Mr. LorTUs. Let me answer that—I'll flip the question. We deal
at the community level, and when we identify a community as be-
coming eligible for our program and using the resources at the
NADBank, they provide us with regular analysis of data where we
can identify NAFTA-impacted communities. We bring them into
the program, at which time we notify the elected representatives,
both federal, state and local.

We do outreach through the SBA’s auspices to the local institu-
tions and notify them they now have eligibility for the program. We
provide them with brochures, and there are copies of those outside
on the table. That’s how they would know that they were in the
program and get information as to what the program would do for
them.

Our program basically only has about $20 million in funding.
There’s very little money, so there is not much interactions directly
with small businesses per se.

We have made a total of five direct loans under our program
which says we will lend directly, where one of the government
guaranteed loan programs or a regular conventional loan isn’t ap-
plicable, but it is still supposed to be a reasonable credit, and there
aren’t an awful lot of those out there.

So we have in a few cases found transactions where we can par-
ticipate as a direct lender. Primarily we direct borrowers to the
bank, to the local resource centers that they’ve got, the Small Busi-
ness Development Centers, SBA offices, and just ask them, do you
have a bank in your community that is willing to take the addi-
tional time—and it isn’t much, probably takes an extra two or
three days, is all the process through our program, to save the ap-
plicant the cost of the guarantee fee or to assure that in the case
of the Department of Agriculture that the loan guarantee funds
will be available to cover them, because we actually can supple-
ment the Department of Agriculture’s capacity to issue guarantees
by giving them additional funding when a qualified loan comes
along.

We also do the same thing with SBA, but with SBA last year I
think we did 100 loans. The SBA probably did 30 or 40,000. So
with the SBA, we are not a huge program.

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

Chairman MANZULLO. I appreciate your testimony. Okay. We are
going to shift gears just a little bit here and go to the issue of im-
port duties that have been placed upon steel under the Section 201,
of the Trade Act, and we are going to have a pair that will testify
together, Anita Huseth, President, and John Reynolds General
Manager of Mace Metal Sales here in Los Angeles. Whoever wants
to start and control the time, can go first. Anita, would that be
you? Go ahead. We look forward to your testimony.
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STATEMENT OF ANITH HUSETH, PRESIDENT, MACE METAL
SALES, LOS ANGELES, CALIFORNIA

Ms. HUSETH. Thank you, Mr. Chairman. I would like to thank
Congressman Donald A. Manzullo, Chairman of the Committee on
Small Business, for inviting me to represent my company, Mace
Metal Sales, Inc., a steel service center located in Los Angeles,
California. I would also like to thank Congresswoman Grace
Napolitano for hosting this meeting in her district.

My husband and I initially started Mace Metal Sales in 1971,
and have seen it evolve into a successful company during these 31
years. My husband Marvin ran the business for 20 years, and upon
his death in 1991 I took charge.

As a steel service center, we deal primarily with carbon flat
rolled steel. We store, cut or process the steel for end users.

We are proud to say that we never turn down a customer, no
matter how small the order may be, and consider ourselves a cus-
tomized service center because we adhere to the customer’s most
demanding considerations. Perhaps this is the reason for our suc-
cess. We continue to put food on the table for 29 American families,
provide full medical coverage for all the family members, and fund
employee to retirement one hundred percent. We solve our own in-
ternal problems.

President Bush stated that small business owners account for the
majority of employment in this country.

NEGATIVE IMPACT OF SECTION 201 ON MACE METAL SALES

We do not have enough domestic mills here in California. We are
put on allocation with lead times that are not dependable. What
used to be six- to 12-month steel contracts with our customers are
now three-month contracts because of the steady rise in steel
prices. It is very difficult to keep going back to our customers and
informing them that the steel is not available, our allocation allot-
ment has been reduced or our lead times are now pushed out an-
other two to four months.

This year, we had to turn down at least $2 million worth of busi-
ness simply because the steel was not available.

We have layoffs, and the final end is unemployment. It is obvious
that Section 201 is not working for us, and the domestic mills can-
not do the job, simply because they do not have the capacity, mate-
rial, or work force.

To meet our needs, the mills will have to supply us with the ad-
ditional 25 percent of steel that we normally import.

Something can be done and action must be taken to rescind or
amend Section 201 and open the door for more steel to come in and
give us relief.

Our problems are serious, and we need help. Thank you.

Our general manager of Mace Mills, John Reynolds.

STATEMENT OF JOHN REYNOLDS, GENERAL MANAGER OF
MACE METAL SALES, LOS ANGELES, CALIFORNIA

Mr. REYNOLDS. I'd like to thank you for giving me the oppor-
tunity to testify today. I just want to make everybody aware, that
Mace Metal Sales has been a very good supporter of domestic mills
in the past, and will continue to do so in the future.
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However, we do disagree with the 201 decisions for the following
reasons.

Never before have the prices increase at this rate. Since March
2002, depending on the product, prices have gone up $20 to $40 per
ton every 30 to 60 days. Overall, we have seen a 40 percent in-
crease that’s very difficult to pass on to our customers, and we
don’t know where it’s going to end or how far—or how much longer
it will last.

It’s just been too much too soon for our customers to absorb.
They are losing business at an alarming rate to countries such as
China who are importing finished goods into this country at prices
below the raw material cost. So maybe the 201 decision should
focus on some issues like that instead of raw material. Raising
prices for those type of customers is not the answer.

Allocations, steel shortages and lead times. What can be said? If
you don’t have steel, you can’t sell it. We have been cut back by
roughly 30 to 40 percent. Without imported steel, the domestic
mills cannot produce enough steel to supply this market. Therefore,
we have shortages, which leads to allocation, which leads to loss of
business.

If we cannot get enough steel for all of our current customers’ re-
quirements, they must buy elsewhere, and so they’ll go shopping
around and we lose part of that business too.

In July, we were asked to place orders through the end of the
year. That is a six-month lead time. In this business, that is way
too long. It is only a guess at that time how much steel you are
going to need and at what sizes you can bring in. When we get
calls for future inquiries, at the time we cannot accommodate the
customers simply because all of our steel has already been ordered
and has been booked.

One of our suppliers called and said, “I had to reduce my alloca-
tion by another 400 tons for the fourth quarter of the year 2002,
simply because the third quarter allocations, 400 tons of it could
not be produced and had to move over into the fourth quarter.” I
don’t understand that. I don’t know why I have to pay the price for
their failure. They also explained that they can only roll so many
tons, which is another problem out here on the West Coast. There
are simply not enough suppliers.

Number three is the loss of business. If you take points one and
two, high prices, long lead times along with not enough steel, and
it all adds up to loss of business, and there’s just not enough—not
only for the current business, but future business as well.

It is our position that the 201 decision should be reconsidered.
It seems to help only a few and not the majority in the steel indus-
try.

While Mace is a small minority woman-owned business and may
not seem significant in the context of the entire steel industry,
don’t forget, there are thousands of us out there. Thank you very
much.

[Applause.]

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

Chairman MANZULLO. These must be the steel users.

Let me introduce again, representing Hilda Solis, member of
Congress, Aiha Nguyen. Are you here? She had to leave. We have
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also been joined by Tony Cardenas, California Assembly Member
from the 39th District. Tony, where are you? Why don’t you stand
up.
Then Grace wants me to reemphasize that you can validate your
parking at the sign-in table. Is that correct?

Mrs. NAPOLITANO. Right there.

Chairman MaNzULLO. Okay. The next witness will be Bart
Alcamo, President of RBK Tool & Die Company, on behalf of the
Society of the Plastics Industry, Incorporated. We look forward to
your testimony.

STATEMENT OF BART ALCAMO, PRESIDENT, RBK TOOL & DIE
COMPANY, ON BEHALF OF THE SOCIETY OF THE PLASTICS
INDUSTRY, INC., MODESTO, CALIFORNIA

Mr. ALcamo. Thank you, Chairman Manzullo and Representative
Napolitano, for calling this field hearing of the U.S. House of Rep-
resentatives’ Small Business Committee to address a number of im-
portant issues affecting small businesses in California.

On behalf of The Society of the Plastics Industry, I would like to
address one of the issues slated for your consideration today: The
adverse impacts on companies from the recent tariffs on steel.

Founded in 1937, The Society of Plastics Industry, Inc. Is the
trade association representing one of the largest manufacturing in-
dustries in the United States. SPI’s 1,500-member companies rep-
resent the entire plastics industry supply chain, including proc-
essors, machinery and equipment manufacturers and raw material
suppliers. The U.S. plastics industry employs some 1.5 million
workers and provides $330 billion in annual shipments.

The plastics processing industry is the fourth largest manufac-
turing industry in the United States after motor vehicles, elec-
tronics and petroleum refining. California, it must be noted, ranks
number one in the country in terms of plastics jobs, 147,000 per-
sons.

The State ranks second for shipments, shipping more than $27
billion in plastic raw material, products and equipment. In the six-
county region from Los Angeles to San Diego, the plastics industry
is responsible for more than 70,000 jobs and $14.3 billion in ship-
ments, and Los Angeles County has more plastics jobs than any
other county in the entire United States.

Thus, I don’t think there should be any doubt about the signifi-
cance of the plastics industry to the United States, California, or,
in particular, this region of California.

Ours is an industry that has grown more rapidly than overall
manufacturing for the past 25 years, as it has continued to adapt
to meet the ever-growing needs of consumers and to meet ever-
changing economic challenges. Today, however, the industry is cer-
tainly facing some particularly tough times, as it has been hard hit
hn the past two-and-a-half years during the nation’s economic slow-

own.

For example, the plastics equipment sector experienced a 40.4
percent decline in shipment in 2001 compared to 2002. Shipments
of injection molding machines, the largest industry equipment mar-
ket, dropped nearly 50 percent from quarter four, 2001 compared
to quarter four, 2000. The hope that 2001 was a bottoming out of
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the equipment market did not materialize as the first quarter of
2002 continued the downward trend, with an additional 23.3 per-
cent slowdown compared to the previous year.

The current economic climate for the plastics equipment sector
has been very hard indeed, with frequent announcements of layoffs
and plant closures that hurt American workers and the industry.
In one company survey of 1,000 moldmakers, another plastics in-
dustry equipment segment, the average profitability for
moldmakers is down to just 1.4 percent.

All this serves to explain, as you may have been wondering, why
the plastics industry is here to testify before the Small Business
Committee on the effects of the recent Steel Tariff’s decision by the
Bush Administration. And that is because the equipment and mold
sectors of the plastics industry are steel consumers, and the Presi-
dent’s imposition of tariffs on steel has exacerbated an already
challenging situation.

As an example, Universal Dynamics, a plastics auxiliary manu-
facturer, experienced a 20 percent increase in their steel price im-
mediately following the tariff's decision. Its steel suppliers have
told them that another increase may be expected in September. Es-
timated annual costs to this company for steel price increases are
more than $100,000 annually. While this company has grown to
meet the global demands of the worldwide plastics industry, uncer-
tainty about if and when a steel increase may happen, or how
much the increase may be, adds another level of uncertainty to an
overall already volatile economic environment.

Another large diversified company, ITW, which is a major plas-
tics processor and employs some 52,000 workers in plants in 43
countries, believes that the tariff's increase may cost the company
nearly $20 million annually in additional duties. Other major plas-
tics equipment manufacturers have experienced price increases
ranging from 9 to 16 percent since March 2002, when the tariff was
implemented, with increases growing to more than 35 percent over
the past year.

While there have been exclusions granted from the U.S. Trade
Representatives for certain steel imports, steel consumers are still
feeling the pinch. One plastics company, for instance, applied for
21 exclusions from the tariff, to have only four granted.

Chairman MANZULLO. Your time is up, but tell us about your
own company.

Mr. ArLcAamMoO. Our company has had some experience with the
steel increase in the tariffs. However, it’s been minimal to us be-
cause there’s been a lack of work because of the uncertainty of the
manufacturers placing orders.

Chairman MANZULLO. You have had a double whammy.

Mr. ALcamo. Got a double whammy.

Chairman MaNzULLO. Okay. Does that conclude your remarks?
Is that really everything you wanted to say in there?

Mr. ALcAMO. Yes. It pretty much concludes what I had to say.

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

Chairman MANzZULLO. Okay. We'll get that in the Q and A.
Thank you. The next witness is Terry Bonds. Terry is the District
Director 12 of United States Steelworkers of America, came all the
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way from Albuquerque, to be with us, and here you are, Terry. We
look forward to your testimony.

STATEMENT OF TERRY BONDS, DIRECTOR, DISTRICT 12,
UNITED STEELWORKERS OF AMERICA, ALBUQUERQUE, NEW
MEXICO

Mr. BoNDs. Good morning. My name is Terry Bonds, and I'm the
director of District 12 of the United Steelworkers of America. I rep-
resent 40,000 men and women who work in many industries within
nine southwestern states, including California.

I would like to thank the Committee on Small Business Chair-
man Manzullo for giving me the opportunity to address the issues
of international trade and steel tariffs. I'd also like to express my
appreciation to Congresswoman Napolitano for inviting me to this
hearing in her home district.

Following the Asian economic crisis, steel imports destined for
Asia and Europe were diverted to the U.S. steel imports rose from
31 million tons in 1997 to 41 million tons in 1998, and reached
nearly 40 percent of the market.

Domestic steel prices fell by 30 to 40 percent. The price of hot-
rolled steel fell from an average of $340 per ton in 1997 to $210
per ton by December 2001.

Currently there is a global over-capacity of 250 million tons.

The impact of the steel crisis of 1997-2002 cannot be overstated.
Since 1998, 35 companies have declared bankruptcy and 17 have
ceased production. Over 50,000 steelworkers lost their jobs. More
than 100,000 retirees have lost their health care benefits, and the
benefits of another 500,000 retirees are at risk.

Last year the International Trade Commission found that im-
ports had seriously injured domestic steel producers. Following the
most thorough investigation in its history, the FTC recommended
tariffs and quotas be applied to 16 of 33 products.

On March the 5th, 2002, President Bush ordered tariffs on 14 of
those products starting at 30 percent this year, falling to 24 per-
cent next year, and then 18 percent in the third year with regular
schedules resuming in the fourth year.

ITC Commissioner Hilman has estimated that the section 201
tariffs apply to only about 29 percent of all steel imports. Some le-
gitimate exemptions have been issued, though hundreds of the 727
exemptions are for products that the domestic industry has the ca-
pacity and willingness to produce. Too many unfounded exemptions
will undoubtedly weaken the 201’s effectiveness.

The President’s 201 decision was not intended to be a permanent
solution. In fact, this temporary safeguard provides a 3-year re-
prieve during which the reduction of global over-capacity, the less-
ening of retiree health care liabilities, and the consolidation of the
domestic industry must occur for future viability.

Some have expressed concern about recent price increases. Rea-
sonable price increases were to be expected. Worldwide, prices have
increased for reasons other than the 201. Current steel prices in
the U.S. remain below 1997-1998 levels, and below their 20-year
average.

No one wants to pay higher prices, and steel-consuming compa-
nies are no different. Steel producers have invested $60 billion to
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improve quality and lower prices. But the ’98-01 import prices
were not fair market prices, but rather unfair dumping prices,
against which U.S. producers simply could not compete. Steel con-
sumers couldn’t compete with imports dumped at 30 to 40 percent
below domestic prices, and they shouldn’t expect steel producers to
do so either.

With steel at $210 a ton, no steel producer in America can sur-
vive. For steel consumers to expect artificial prices is not only unre-
alistic, it is an endorsement of dumping, a clear violation of Amer-
ican and international trade law. I am not assuming that they have
felt no impact. We have members employed by steel-consuming
firms as well as steel-producing companies. We must search for a
balance to allow both to survive. But, it seems to me, for America
to survive, as we know it, our nation must have a strong steel in-
dustry. We must be able to produce our own steel.

My hope is to present a balance, a view towards survival for our
steel and steel-consuming industries, rather than a short-sighted
view. It is not in America’s interest to allow the steel industry to
vanish, not for our infrastructure, not for our national security.

America has seen the danger of relying on foreign oil. Repeating
this misfortune in steel would be a mistake and a threat to our
economy. The day our government refuses to use our trade laws to
rightfully defend American industry is the day we become solely
subject to the WTO and global markets that have no regard for
America’s workers, producers or consumers.

Revoking the tariffs would be misguided. If Congress wishes to
help steel producers and consumers, it should pass H.R. 4646, the
Steel Industry Legacy Relief Act. This bill would provoke consolida-
tion, protect retiree health care benefits, and foster a more level
playing field since many foreign governments provide workers and
retirees with national health care. It could even help steel con-
sumers by reducing the cost of American steel. This bill has gained
175 co-sponsors since its introduction in May, and we hope to see
its expeditious passage.

Thank you for allowing me to share my views regarding this im-
portant issue of international trade and steel tariffs. I look forward
to responding to your questions.

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

Chairman MANzZULLO. Thank you, Terry. Appreciate it. We are
joined also by Kimberlee Tachiki. She is the Senior Field Deputy
for Congresswoman Lucille Roybal-Allard. Kimberlee, where are
you? Thank you for coming. Appreciate it very much.

The last witness is Tom Martin, who is the Chair of Government
Affairs of the Small Manufacturers Association, SMA, out of Po-
mona, California, and we look forward to your testimony.

STATEMENT OF TOM MARTIN, CHAIR, GOVERNMENT AFFAIRS,
SMALL MANUFACTURERS ASSOCIATION (SMA), POMONA,
CALIFORNIA

Mr. MARTIN. Good morning, Mr. Chairman. I wish a special good
morning and hello to Congresswoman Grace Napolitano, who
through redistricting now represents Pomona, where my employer,
Coast Foundry and Manufacturing, is located.
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I am a member of the Board of Directors and legislative chair for
the Small Manufacturers Association of California, SMAC, an orga-
nization representing about 1,000 small manufacturers in Cali-
fornia.

David Goodrow, Chairman of the SMAC, has asked me to speak
to you because our company has an intimate knowledge of this im-
port-export issue. I am also on the Board of Directors of the Cali-
fornia Small Business Association, another major and active orga-
nization that represents small businesses throughout California.

More importantly, I am a full-time paid employee, and manager
of insurance and safety for Coast Foundry and Manufacturing, Inc.,
a Pomona company, which manufactures price competitive water
control valves for the toilet industry.

While Coast is an industry leader, and may be the largest pro-
ducer of toilet valves in the world, today we employ 210 people.
Two weeks ago we employed 240, and we will say unequivocally
those 30 jobs were lost to unfair imports. My remarks today are
primarily on behalf of members of the SMAC, including Coast
Foundry.

I am sure, if we look closely, small manufacturers can find many
good things about exporting, and even a few good things about im-
porting. Dr. James Morrison, president of the Small Business Ex-
port Association, on May 15, 2002 told the Congressional Com-
mittee on International Relations, “While there’s no doubt that
some of America’s biggest companies can continue to increase their
exports, the largest untapped resource for American exports is
small and medium-sized companies.”

Some of our SMAC members are exporters or want to be export-
ers. They are looking for customers offshore who can afford our ris-
ing prices. California proudly announced this is the fifth largest
economy in the world. Unfortunately, in the eyes of California man-
ufacturers, service industry jobs, and lawyers filing lawsuits drive
our economy. California legislation is raising our cost and quickly
making it noncompetitive in the Continental U.S., especially if your
company manufactures price-sensitive products.

California has the second highest minimum wage in the Nation,
and might soon be first. Our legislative costs and taxes to run a
business are major. Private companies in most inland states cannot
or more importantly will not support the high wages and benefits
costs that California manufacturers must charge. They go offshore
in search of cheaper but comparable products. Often they find prod-
ucts that are visually comparable, and occasionally they are com-
parable in performance and quality, but the bottom line is they are
cheaper.

Manufacturers that want to stay in California have to look off-
shore for clients who want the quality we produce, not just the low
prices and lax quality coming from overseas.

You were kind enough to offer me the opportunity to address fed-
eral programs to support small business exporting, improved trade
adjustment assistance and to minimize the adverse impacts result-
ing from trade agreements, imports and tariffs. Although the
SMAC fully supports trade adjustment assistance, I will not be dis-
cussing that today.
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We have members who export, or want to export to virtually
every country and every continent except Antarctica. When we ex-
port to those countries, we often find ourselves in a quagmire,
where regulations in the receiving country can change overnight.

We have one member who exports to an American-owned produc-
tion facility in China. Our member’s product is palletized on hard-
wood pallets because China said they would not accept standard
softwood pallets. In fact, China threatened to remove the product
from the pallets, burn the pallets, and charge the expense back to
the customer, which in turn would be charged to the export seller.

Now China has determined they will not accept hardwood pallets
because they are not totally hard woods. They argue that even with
hardwood pallets, certain portions are soft wood, and might harbor
bugs and insects. If it is decided that wood-burrowing bugs have
attacked the soft wood portions of the hardwood pallets, the ship-
ment will be returned at the expense of the exporter, and the im-
porter on their end will also be chastised and possibly barred from
importing into the Chinese market.

The exporter, our member, is looking for realistically priced plas-
tic pallets, while still trying to keep costs low to compete. China re-
alized that the expenses will have to be eaten by the exporter or
paid by the customer. Neither is a positive for the exporter. If their
cost drives too high because of these irksome regulations, the Chi-
nese believe our exporters will bail out and/or American companies,
already lured to China, will buy Chinese produced products.

The Chinese are not the only ones looking to create markets for
their plants’ products at the expense of outsiders, but their low
labor, subsidized materials and large manufacturing base make
them a natural.

In his remarks to Congress, Dr. Morrison noted that a positive
government study on exporting stated, “The report calls for better
training, better measuring of results, and imparting a big picture
national goal of promoting exports to all government export pro-
motional personnel, as opposed to narrower agency goals.” He also
said, “National export strategy requires a collective effort at all lev-
els of government. Exporting companies won’t be interacting with
agency officials in Washington; they will be dealing with lower
level officials in federal offices across the country.”

This is especially true in California. We have a mindset that says
we are a part of the Pacific Rim. We have two major ports within
minutes of this hearing room. California now looks to the govern-
ment to provide them support in California, not Washington. But
we do look to the Congress to protect us by providing a level play-
ing field. A tariff on us should be matched by a tariff paid to us.
If we are forced to pay greater tariffs going out than they are pay-
ing coming in, you are exporting our jobs. When a competitor
makes price-sensitive products, is able to put that product on our
dock, ready for inland shipment, that it costs lower than we pay
for basic materials, we should tell our employees to go home. We
cannot compete. There is more, but if you’d like me to stop, I will.

Chairman MANZULLO. The written testimony will be made part
of thg record. Okay. Ms. Napolitano, do you want to ask some ques-
tions?

[Mr. Martin’s statement may be found in the appendix.]
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Mrs. NAPOLITANO. This is the part where we start asking some
of the questions that we have in mind so that the general public
can get an idea of what happens. And I will start off with David
Holbert, and USC. How many personnel do you have, sir?

Mr. HOLBERT. There are five individuals that work in our office.

Mrs. NAPOLITANO. Five individuals. And you cover all of Los An-
geles or all of the——

Mr. HOLBERT. We cover California, Arizona, Nevada, and Hawaii.

Mrs. NAPOLITANO [continuing]. With five people.

Mr. HOLBERT. With five people, yes.

Mrs. NAPOLITANO. Again, Mr. Chair, this is why it’s important
that we let our people know how understaffed some of our agencies
are. And I just was amazed because I didn’t know you were there,
and I just wanted to bring that out. So that do you think you will
be able to handle some of the input that is going to be generated
from here, some of the questions, some of the businesses that may
want to be able to get assistance from your agency?

Mr. HOLBERT. Yes, most certainly. I brought some brochures and
I viflill be here to speak to people, and available on the phone as
well.

Mrs. NAPOLITANO. Thank you so much. Mr. Thompson, my
friends and former colleague, you saw Mr. Carvanas. He just——

Mr. THOMPSON. Did he already leave?

Mrs. NAPOLITANO [continuing]. He was there a minute ago. I
don’t know where he went.

Mr. THOMPSON. He is probably out helping somebody.

Mrs. NAPOLITANO. Oh, good. How many employees do you have?

Mr. THOMPSON. Do I personally have?

Mrs. NAPOLITANO. No, in your agency.

Mr. THOMPSON. In the region?

Mrs. NAPOLITANO. Correct.

Mr. THOMPSON. It varies. About—the average is 17 employees
per office, and we have nine offices within the region. L.A. is larg-
er, but, you know, Hawaii is smaller, and so it averages out to
about 17, 18 employees.

Mrs. NAPOLITANO. So, that is still very understaffed, am I cor-
rect? In other words, to be able to handle the assistance to the
many small businesses of California, especially Southern Cali-
fornia.

Mr. THOMPSON. We have our challenges, Congresswoman. And
we are trying to deal with those. I would like to keep my job,
SO——

Mrs. NAPOLITANO. I understand. Thank you. No, I understand.
What I am saying to these people is that, you know, you have
many agencies. May I ask, then—let me put it another way—what
time do you have to interact with other agencies, so you know what
everybody is doing, so you can channel some of these individual
businesses that have issues, to the correct agency and to be able
to come up with programs that are going to help everybody?

Mr. THOMPSON [continuing]. I think the important thing is that
we leverage our employees and we leverage the amount of money
we get from Congress with the State of California, with the com-
munity colleges and other organizations, to provide the information
and the business assistance as needed. The SBDCs, the other orga-
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nizations, State of California and some other organizations, and of
course you've heard here with exporting. And that is the important
thing, to try to get as much bang for our buck wherever we are at.
That is our goal, and that is what we try to do.

I know that the staff in Los Angeles i1s very capable and they ac-
complish those things, they are in the Chamber of Commerce’s of-
fices in the outlying areas. Any place we need to be, we are at.

Mrs. NAPOLITANO. I don’t know about the L.A. one. I know about
Gldendale, because we worked very much in hand with Mr. Alva-
rado.

Mr. THOMPSON. Well, that is L.A. That is the L.A. office.

Mrs. NAPOLITANO. Oh, that is the L.A. office.

Mr. THOMPSON. That is the L.A. office. And we have one in Santa
Ana and San Diego.

Mrs. NAPOLITANO. Do you have any businesses coming to you for
small export assistance?

Mr. THOMPSON. We do, and we have experts in each one of our
offices for export. And then of course we have our two USEAC rep-
resentatives that cover the six offices here. The USEAC offices in
the Southern California area, there are six of those and they rotate
a day here and a day there, to make sure that they have appoint-
ments and so forth and so on.

And then of course we use the SCORE counselors which—or ex-
ecutives, retired executives, where we possibly can, and we are al-
ways looking for those that are involved with exporting in their
past so that they can give the advice and counsel that’s needed
there too.

Mrs. NAPOLITANO. Thank you. The businesses that are here I
think want to learn where they can go, where they can get assist-
ance, the correct—they want to be guided to an agency that is not
going to say, “Well, I can’t help you if somebody else is going to,”
or referrals. And as you well know, and we have been working on
that, is the work reduction, which hopefully will come about so
maybe the agencies can begin to work on how they can at your
level recommend to Congress where we can begin cutting down so
that individuals don’t have to go through a myriad of red tape and
paperwork to be able to get the assistance they need because they
don’t have that kind of time. Thank you very much for being here.

Mr. THOMPSON. Thank you.

Mrs. NAPOLITANO. Ms. Delmege, does your agency work in co-
operation with the other agencies in regard to—well, the same
questions, basically.

Ms. DELMEGE. Sure. I am wearing two hats here. One is with the
U.S. Department of Commerce as part of the local network, and the
other being with the Trade Promotion Coordinating Committee,
which is tackling just those issues that you are raising, of coordina-
tion between the different agencies.

Here in Los Angeles County, we have two offices, one in down-
town L.A., and one in West Los Angeles, and I believe that there
is a total of eight trade specialists there. Again, we are co-located
with 1SIBA; we work very closely with Ex-Im who is in the offices
as well.

Mrs. NAPOLITANO. Okay. But, again, you are talking about L.A.
Most of my businesses won’t go, can’t go, don’t have the time, don’t
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even know where you’re at, and West L.A. is out of the question.
Anything in this area, or anything between here and Orange Coun-
ty?

Ms. DELMEGE. Generally speaking, no, I mean, in short. But they
go out to the companies. I mean, you should understand that most
of the time they are not sitting behind a desk down in L.A.

Mrs. NAPOLITANO. No, I understand.

Ms. DELMEGE. They are out.

Mrs. NAPOLITANO. How many employees do you have?

Ms. DELMEGE. In Los Angeles County total I believe we have
about eight employees. I don’t have the exact number.

Mrs. NAPOLITANO. Thank you so very much.

Ms. DELMEGE. You are welcome.

Mrs. NAPOLITANO. I don’t mean to belabor, but I just wanted to
show that, you know, we just don’t have the amount of personnel.

To Mr. Hinojosa, and I guess I am skipping because we are run-
ning short on time, but you and I go back a few years, and I can
remember when NAFTA was passed, I wasn’t there for the vote,
unfortunately, would have voted the way I normally would, al-
though I believe totally in trade, I think that there are several pro-
visions that are not included in NAFTA or any other trade agree-
ment. My concern has been for the communities. Now, you have
funding that was allocated by Congress for the NADBank, which
was in what amount, sir?

Mr. HiNoJosA. Well, actually there was an appropriation made
by the U.S. and the Mexican government of $450 million plus guar-
antees by the U.S. and Mexican government totaling essentially a
capitalization of $3 billion, and I hope I know where you are going
with this.

Now, after seven years of operation, those $3 billion in capitaliza-
tion has led to a total, what is it, about $20 million in loans
throughout this entire period of time, which I consider a disgrace
given the nature of globalization, and the incredible challenge that
NAFTA in particular has meant for the context of globalization.

Mrs. NAPOLITANO. And then it follows up with the question of
the training funding that was supposed to be made available to em-
ployees who have been displaced, and the companies who had lost
business because of flight into the Maquilas or into other areas,
and what has happened to that?

Mr. HiNoJOSA. That’s the NAFTA TAA program that’s adminis-
tered out of the Department of Labor which is a separate program,
with a separate line item which continues to be funded. We—I
mean, what’s interesting, we think that that program right now is
reaching about 60 percent of the workers that really should be eli-
gible. But there is a large number of workers who would fall under
these categories.

And by the way, I would say the same thing about the small firm
trade judgment assistance. I think there is a massive undercount
of the affected firms and affected workers that—from international
trade activities. And I think that this frankly is the problem with
the NADBank.

The NADBank was created, but it’s then—in a sense, it was also
fought tooth and nail by the people in the Treasury Department
against creating it, because everybody who knows in this context
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of debating globalization, nobody wants to focus on the adjustment
costs associated with international trade. They like the positive
benefits, and that is great, and I agree that we should push that;
but I think that part of the problem we have in this country right
now is by not really stepping up to the plate to deal with the work-
ers and the firms that are affected in a negative way, which is not
that much, by the way. It’s a pretty small number.

If you really look at the real impacts of all of the—job impacts
given all of the job market of the United States, it’s still pretty
small, but we refuse to really step up with I think aggressive pro-
grams to deal with the dislocation, and not enough program, and
I completely agree with you, to take advantage of the incredible op-
portunities that a particular place like Southern California can
offer in trade.

Mrs. NAPOLITANO. Thank you. What is the—very quickly, just
what is the percentage, the interest rate, that NADBank charges?

Mr. HiNoJosA. NADBank basically charges triple A financing
rates. It’s not—it’s not the type of lending—not the type of rates
that should be charged for the type of rates they are going to ad-
just.

Mrs. NAPOLITANO. Thank you, Mr. Chair.

Chairman MANZULLO. Thank you. The issues are all over the
place. Before we conclude, and before I ask my questions, I want
to thank everybody for coming here. I appreciate your patience.

I am going to limit my remarks on the steel issue. As far as I
know, the only committee that held a hearing on the issue of steel
was our Small Business Committee. There are 17 full committees
in the House of Representatives. Several of them would have direct
jurisdiction, including Ways and Means, on the issues of tariffs.
And no one would even touch this subject.

Our committee did for a couple of reasons. Number one is that
we were being contacted both by management and by union.
Unions—with the steel consumers. There are actually more union
members involved in steel consuming than there are in steel pro-
ducing, which is a pretty interesting aspect.

In fact, in a hearing that we held on July 23rd of this year, a
fellow by the name of Robert Herrman, who was the head of the
United States Steelworkers Local 735-14, which represents 250
workers of A.J. Rose, in Ohio, testified that he thinks that the
union workers who use the steel are being treated like second-class
union workers to the union workers that manufacture the steel.
(See Hearing Serial No. 107-66) This is not an easy issue.

And I would say to you, Mr. Bonds, that the issue is not with
the unions. The issue is with the dang steel companies that are
gouging, and with the Attorney General that refuses to answer our
letter where we asked for an inquiry as to why these domestic steel
companies have to gouge.

In fact, the word that they used in their language, is, quote,
“profit recovery,” end of quote, that they have been gougers. The
U.S. steel producers, and I name them, Bethlehem Steel, LTV, you
go right down the lineup, we have evidence of their gouging—We
have a book of Steel Letters that I delivered to the Secretary of
Commerce, where Bethlehem Steel says, “All right, because of the
steel shortage we had to raise prices.” Excuse me. They created it
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with the Section 201 which was done simply for political purposes.
Because the steel shortage, the steel companies have unilaterally
broken steel supply contracts with steel distributors or directly
with the steel-using manufacturers and used the word profit recov-
ery to say they want more money.

That is not the fault of the unions. I listened to your testimony,
and the premise of it is correct. In fact, you will find, Terry, that
if you interview 100 steel-using industries, 99 will agree with the
basic premise that they would be willing to pay a little bit more
f01cr1 the price of steel in order to keep manufacturing here state-
side.

I have a huge industrial base back home, and there isn’t one per-
son in that group that is being hit, such as some of the people here,
that doesn’t agree with the basic premise.

The problem is called greed, and it’s the greed on behalf of these
steel manufacturing companies, that they think they can come in
there and arbitrarily raise prices, and really—and I hate to use the
word since it is made of steel—put the screws to the people that
are using the steel.

And I know you agree with me, that these steel companies, you
can only charge so much before they become noncompetitive.

We talked to a fellow yesterday. Here is the irony of it. We have
a company in Ohio who testified at our hearing in Washington that
had a contract to supply a steel-made product to another American
company. He had an American manufacturer that used an Amer-
ican steel to supply an American purchaser, the best of all the
worlds.

Because of the increase in the price of U.S. steel to the domestic
steel user, that company has to lay off people, and guess which
country they lost their steel contract to supply a U.S. manufac-
turer? They lost it to China. I'm sorry, it was a New Jersey com-
pany, and it was a union company.

And what we are seeing here is the ill-fated results of what hap-
pens in a classic trade war, which was started for political pur-
poses.

Now, I agree with the fact that we should not give up our protec-
tions. In the area that I represent, I testified before the U.S. Inter-
national Trade Commission, on a Section 332 petition that was
filed by the National Tooling and Machining Association. These are
the little guys that obviously do tooling and machining.

And the basis of my testimony there was similar to the 201 by
showing that there has been a tremendous hit in the tooling, the
machining, and also the molding industries. Using the same argu-
ment as yours, Terry, that what is going to happen is that people
who make the molds go offshore. You want to be able to make a
mold, to make a shell casing, for example, in a time of national
emergency. What we found, what Phil actually found in doing the
research 1s the Bureau of Labor statistics, which does the core re-
search for the number of jobs that are in any particular sector,
stated that the city of Rockford has only 570 tool and die jobs. Now,
this was a city founded by the Swedes in the 1850s that brought
with them their expertise in carving wood, and they actually in-
vented the lathe in Rockford. This is where it all started. In the
process of developing tools to carve the wood, when the machine
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age came along and steel came along, they took that artistry of
wood carving and turned it to the artistry of steel carving, and thus
the birth of the tool and die industry in Illinois.

My dad was a union machinist, and was a union carpenter, and
came up through the ranks in that way. But what we found was
the Bureau of Labor statistics does not understand the city of Rock-
ford, when they say only 570 people are employed in the tool and
die industry. Now, two shops alone employ over 570 people. And
what we were trying to do is to try to educate our own Department
of Labor, that, get this, the United States government does not un-
derstand the importance of manufacturing in this country. It has
no clue. Because they do not have the correct figures.

In Rockford, Illinois, with 150,000 people, we have 1,100 fac-
tories, most employing less than 100 people. And if our own U.S.
Government does not have the correct figures, does not have a clue
as to what is going on in the manufacturing, Terry, how could they
have any clue as to what is going on in the manufacturing of steel,
and its importance in America?

Mr. BoNDS. In the first place——

[Applause.]

Mrs. NAPOLITANO. Now you understand why I invited him.

Chairman MANZULLO. And steel is manufacturing.

Mr. BonDs. Do what?

Chairman MANZULLO. Manufacturing of steel is manufacturing.
You are included in with that segment.

Mr. BonDs. Well, I think in the first place, if you look at the rea-
son that prices have risen, it is not altogether to do with the 201.
I mean, we have closed 20 million tons of domestic steel capacity
here in this country. Thirty-five steel companies are bankrupt right
now. Seventeen of them have gone out of business.

So I am not sure there is anything particularly wrong with steel
companies who have been losing money for the past decades to
want to make profit. If they don’t make profits, we are not going
to have a steel industry, and we are competing with a steel indus-
try worldwide that is subsidized by its federal governments, that
where they provide national health care, and our steel industry in
this country just simply cannot compete. Prices must rise.

And even though prices have risen, they are still below where
they were in, you know, three years ago, and below the 20-year av-
erage. So if we are going to have an economy and a national de-
fense system and infrastructure, we must have a steel industry.

Chairman MANZULLO. I understand. But my question, which is
more of a comment, is that when you testified, you said, well, what
we need here is balance, and I turned to Phil Eskeland, and I said,
the man understands what is going on——

Mr. Bonps. I do.

Chairman MANZULLO [continuing]. But you can’t justify price
gouging, and I don’t think you are. For example, if every steel mill
in this country were still operating at 100 percent capacity, during
normal times, and don’t even look at the market today, that would
only fulfill 75 percent of the demand.

So there is just no way that the American guys can fulfill 100
percent of the demand that is going on in this country so you have
to bring in the imports.
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But the point that I am trying to make with some of the fellows
here, what Anita is testifying to, the price of your steel went up,
what, 20 to 40 percent?

Mr. BoNDs. Forty.

Chairman MANZULLO. Yes, it went up 40 percent. And the tariffs
are only 30 percent. And if you take some of the folks back home,
we have got a shortage situation. This is the weirdest thing in the
world. T am the guy that got tool grade steel excluded from the tar-
iff, because those are the cutting knives, the very high-density steel
that you need for the knives, because the tool and die industry
would have been devastated on it. We worked with the USTR on
that all the time. But we have a situation going on back home, fol-
low me closely on this, because this is what happens when you im-
pose these tariffs.

The foreign company that was supplying this particular type of
steel, which a U.S. steel manufacturer said they could fulfill, but
as to which there is a letter on file saying that they cannot make
fulfillment, that foreign steel manufacturer is going to set up oper-
ation in the United States to be in direct competition with the do-
mestic guys. That is being brought about by the tariffs, Dave is
raising his eyebrows over there, saying this has got to be the
weirdest thing in the world. But it’s what happens when we get
into these trade wars.

Now, the European Union is in the process of slapping retalia-
tory tariffs against the United States because of the tariffs. Now,
one of the things they want to slap tariffs on is Harley-Davidson
motorcycles. Okay? Now, you know what could happen is if those
retaliatory tariffs are slapped, if the EU imposes retaliatory tariffs
on the motorcycle industry, that entire motorcycle manufacturing
sector in the United States could leave this country and go over-
seas and set up shop. We are dealing with huge, huge repercus-
sions of what is going on here.

My entire life in Congress has been in manufacturing. Before
that when I practiced law, when as a sole practitioner in a town
35 miles away from Rockford, Illinois, I never had less than 65 to
80 pending petitions for bankruptcy because of the devastation that
took place in 1981. It is not just steel.

It’s the fact that Paul O’Neill is a great American, formerly with
Alcoa. He believes in a strong monetary policy for the United
States, and the stronger our dollar is the better. Even though it’s
taken a 10 percent reduction from the EU in the past several
years, our guys in Rockford are still having enough difficulty deal-
ing with the Chinese, but now they got to deal with the Germans
and Italians particularly on the sales of the machine tool industry.

There is a huge show that is going to be started in a few days
in Chicago, probably some of you go to here, on machine tools. It’s
not because of cheap imports that are from China; it’s because of
U.S. domestic monetary policy that makes us unable to compete
with the Germans and the Japanese, who have several times gone
in there and shored up the value of their own currencies, and the
United States does nothing about it. And, I am a Republican. Com-
plicated issues. Very complicated issues. Go ahead, Terry.

Mr. BonDs. I don’t disagree with a lot that you have said. The
problem is, I don’t think there was a choice. The international—the
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ITC voted six to nothing to institute this policy, and the president
agreed with it, with the ITC.

Chairman MANZULLO. Right.

Mr. BonDs. The reason is because I don’t think there was a
choice. If there would not have been action taken we would not
have a steel industry. We are not even sure we are going to assist
steel industry now.

Chairman MANZULLO. We agree with you.

Mr. BoNDS. But I certainly agree with you on another point, it
is not just steel. It is manufacturing in total in this country. I rep-
resent in the southwest people who make copper, the copper mines.
We once had 60,000 members in that industry. Now there’s prob-
ably less than 3,000, and aluminum, the same way. I worked for
Alcoa at Point Comfort, Texas as a millwright before I went to
work for the United Steel Workers.

My home plant at Point Comfort, Texas, is now in danger of
being closed. We are in danger of losing manufacturing in this
country, and the only people that we can turn to to help us is our
government, and we need help.

Chairman MANZULLO. Terry, as you said it, it’s a matter of bal-
ance; it is a matter of fairness. Now, the steel companies have until
I believe it’s September 5th to come up with a plan for restruc-
turing. Regardless of where you go in this country, we have that
problem with manufacturing.

But let me make these observations. We came up with a list of
ten reasons why manufacturing is getting hit, and among those are
the steel tariffs. Anything that happens in this country that makes
it less competitive for American manufacturers is bad news across
the board. We haven’t even gone into what it has cost the little
guys especially for the tremendous spikes and the high costs of
health care insurance premiums.

That led to your legacy cost and you’re bankrupt there. We had
Dr. Roger Ferguson, who was vice chair of the Fed, come out to our
Congressional District last week. He is second to Greenspan. He is
an economist you can understand, which is sort of unusual, but
that’s why I asked him to come out I asked Greenspan as a matter
of a courtesy, but I really hoped that Dr. Ferguson would have
come out, and he chose to do that.

He sat down with our local manufacturers for the number one
purpose of whenever the Fed decides to change the interest rate,
they should look at all these economic indicators. We especially
wanted him to bring into consideration the indicator that looks at
what is going on in machine tool sales, because if machine tools
aren’t being ordered, that means no new products are coming out
gn the market, and that’s the first indicator of an economic slow-

own.

The testimony of the men and women involved in manufacturing
back home came down to this issue; can the United States ever
have a recovery from the recession without buttressing up its man-
ufacturing base? I asked Dr. Ferguson to work with me on an econ-
ometric model.

For the first time in 150 years the city of Rockford, Illinois, has
gone to more jobs in the service sector from those in the manufac-
turing sector. Some of the increase in jobs is a debt collection com-
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pany that opened up in Rockford, and that’s a job, it is employ-
ment, et cetera. That’s the first issue, that he has agreed to work
with us on.

The second thing is if you don’t have an economy based on manu-
facturing, in addition to mining, agricultural, then who is going to
be leading in this country?

And Grace and I share the same concern. We vote differently on
the trade issues. I have two young men working for me on the com-
mittee have been in Shanghai now for two weeks that have been
trolling for contracts with the Chinese companies, and American
companies doing business in China. If this product, for example, is
made in China, 52 percent of the content represents a product that
is shipped into China. Are you with me?

What we found out when I was in China in January, and I will
go back probably in November or January again, is that the Amer-
ican manufacturers that have picked up and moved from the
United States to China have a whole developed system over there
of civilian procurement. They go out and access companies around
the world, looking for materials to put into the stuff in China, for
either domestic consumption in China or for exports.

We can still be competitive, even in China, in certain areas if the
American companies that have left behind the little guys with
whom they were doing business, would simply turn their eyes to
the West and say, “We can still access from American manufactur-
ers.”

Now, what does that do? It changes the conversation on trade be-
cause there is nothing that will bring more hallelujahs and high
fives and shouts back home, when a little guy lands an inter-
national agreement.

And second of all, it shows that free trade does in fact work. We
don’t even use the word “free trade” any more, it’s called fair trade.
The word free trade indicates that somebody is getting something
for nothing and somebody is being gouged. And so the word free
trade shouldn’t appear on any more trade agreements. It should
not be the North American Free Trade Agreement; it should be the
North American Fair Trade Agreement, because if it can’t be sold
on the basis that it is fair, then it shouldn’t be passed.

And so what we are doing is we are working with American com-
panies and set up a program called America’s Jobs First whereby
American companies and foreign companies who are interested in
maintaining a manufacturing base in this country will start using
American companies. This is where the Department of Commerce
has to get involved. Somebody has to sit down with the American
companies and say, “You may save money by outsourcing back
home.”

And let me conclude on this note. I have talked too long already.
I sit on the Financial Services Committee, and the main guys came
in from WorldCom MCI, crook de la crap. These are the scumbags
of society who come in and do what they have done to their work-
ers. One of the interesting people that came in is a fellow who I
call “Grab Man.” It is Grubman. He was the stock analyst. His con-
tract was terminated, and he got a golden parachute of $30 million.
Just amazing. Terry, I don’t think you make that much. Not quite.
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But somebody asked him a question. He is the stock market ana-
lyst with the financial house of Salomon, Smith, and Barney. Some-
body asked him a question, and his answer to this really says
where we are in America today in our state of manufacturing and
in our state of business. He was asked how did we get to this point
where we could have a system whereby there is so much greed
within this system? And he said, “The problem with America’s com-
panies today is that there is no long-range planning. The longest
range plan that goes on is the next quarterly dividend.”

Now, I submit to you, the difference between a dividend of 28
cents and 27.9 cents could mean an American company being in-
volved, and preserving the American manufacturing base. So if ev-
erything is driven based upon what that next quarterly dividend is,
how do you bring about change in short-term thinking?

We had a guy back home, Jack Packard, who ran a company
called Alcoa Tool before it got bought up by a major international
company. Even during the height of the depression or recession of
1981, he didn’t lay off one person. He contacted all of his share-
holders, there was a huge number, and said, “You can vote us out
of office if you want but we are not going to incur a dividend until
we all work through this thing, for two reasons. Number one, these
people have families, and number two, where are we going to get
the work force if we let them go now?” So we just continued to
struggle with that.

Grace has a request that for the first ten people that line up
there from the audience, we are going to take ten one-minute state-
ments, not questions. Everybody get in line. And then we will limit
it to one minute, because then we will close up here, and I have
to go to San Diego. Okay. Go ahead.

Mr. BEILKE. Mr. Chairman, Congresswoman, I just want to say
how glad I am to have the opportunity to be here to show my ap-
preciation for the effort your office made, along with the SBA, in
helping me start my business. My Wiener Schnitzel franchise in
Pico Rivera just got off the ground, and it’s a two-and-a-half-year
dream on my part to operate my own business. I live in the city
that I opened the business, and I feel it’s a great opportunity.

I would like to thank the efforts of the SBA. I know Albert Alva-
rado is here, the director of the L.A. office, along with Lorenzo Flo-
res, the assistant director, and they provided—being able to work
with them directly provided me with great insight on what I was
getting into, made me really dig down and do the research I needed
to do. I learned the SBA isn’t necessarily an agency that just gift-
wraps a bag of money for you. They make you make sure you know
what you are doing, what you are getting into, and I think obvi-
ously that’s the best way to proceed, and I feel comfortable, and in
fact—and also I'll mention obviously working with Grace’s office
and her staff, helping me through the process

Chairman MANZULLO. One minute is up. Do you want to state
your name and spell the last for the record.

Mr. BEILKE [continuing]. Yes. My name is Ron Beilke, B-E-I-L-
K-E. And I also want to present something for Grace and for
Alberto. Be real quick.

[Applause.]




57

Chairman MANzZULLO. Okay, appreciate that. Next witness. State
your name and spell your last name.

Ms. BRUCE. Mr. Chairman, Congresswoman Napolitano, my
name is Edna Bruce, E-D-N-A, B-R-U-C-E. I have the pleasure to
serve as Director of the County of Los Angeles, Office of Small
Business. We would not have an Office of Small Business if the
Board of Supervisors had not been concerned that too many county
contracts were going to large corporations, $4 billion of contracts,
and we would not have a Small Business Office if we had not got-
ten a grant from the Economic Development Administration, two
grants actually from them, specifically for international trade.

We also have had two grants from the Department of Defense,
and I want to say how nice of you to have the hearing here, be-
cause I can see my good friend Bill Redway, and Frank Ramos,
from the Department of Defense, and local friends Hugh Loftus,
and Alberto Alvarado, they have been very kind to us.

I want to say just one thing and then I will close. We have had
four trade missions, specifically for small businesses. One to South
America, two to the People’s Republic of China, one to South Afri-
ca, and one next month to the People’s Republic of China. One of
the major problems——

Chairman MANZULLO. Edna, your minute is up.

Ms. BRUCE [continuing]. Oh, thank you. Sorry.

Chairman MANZULLO. Anybody else that wants to come up here
for one-minute testimony? Dale?

Mr. CONGELLIERE. Dale Congelliere from the Walker Corporation
(See page 170).

Chairman MANZULLO. Spell the last name for the record.

Mr. CONGELLIERE. C-O-N-G-E-L-L-I-E-R-E. I had one question
that I wanted to ask and that is for the steel industry, or the steel
manufacturers industry producers. Why is it that Nucor made prof-
its for so long in this economy, and why is it that they did such
a great job in making profitable steel, whereas all the other ones
were going under at the same time?

Chairman MANZULLO. Does anybody want to handle that? Nucor
is a mini mill. Did you want to try and handle that, Terry?

Mr. BoNDsS. Nucor was, I guess, a prime example of the mini
mills which re-melted scrap. A lot of the large integrated mills that
made steel from iron that they made from ore, they just couldn’t
compete with it.

Chairman MANZULLO. Much cheaper to melt the scrap than it is
to work from the ore.

Mr. BonNDs. A lot of the integrated mills are now trying to go to
that mini mill strategy, but it takes a lot of capital and when you
are losing money, and you are strapped with all of the baggage
that they have

Chairman MANZzULLO. Different equipment.

Mr. BonDs. They are having trouble getting to—the financing to
go to that mini mill strategy.

Mr. CONGELLIERE. I was just going to recommend that we as a
nation or in this industry look to some similar situations like that
that we can come up with some more profit.

Chairman MANZULLO. Okay. Dale, your time is up. Anybody else
that wanted a one-minute? Come on up. Go ahead.
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Mr. WOLFE. My name is Charles Wolfe, and my company is C.
Wolfe Industries.

Chairman MANZULLO. Want to spell your last name, Charles?

Mr. WoLFE. W-O-L-F-E. We are a contract manufacturer. We are
in Congresswoman Napolitano’s district. We are job producers of
steel parts. That’s all we do, is make parts from steel. We know
our business very well. We have contracts with some of our sup-
pliers. We have limited our cost increase at this point to about 25
percent.

If we were buying in the open market we would be paying 40 or
50 percent more for our steel. Our major customers have contacts
in Asia. They buy over there. We are under pressure to keep our
prices down. We cannot pass this along.

The other things that have happened is that we are faced with
the inability to get steel, and the quality of what we are getting
is going down. There is a disregard for quality, period, and we buy
from mixed metals, but we are all in this thing together. This tariff
is not working. This cost our company $45,000 last month, com-
pared to the prices we paid for steel in January and February.

Chairman MANZULLO. Appreciate your testimony. Anybody else
want to give a one-minute? Okay, Ms. Napolitano. Why do I have
a hard time? Is it Italian names? I have a hard time. Napolitano.
Do you have any concluding remarks?

Mrs. NAPOLITANO. Well, you have another——

Chairman MANZULLO. Oh, I’'m sorry, go ahead.

Mr. JENSEN. Robert Jensen, J-E-N-S-E-N. I work for North Star
Company (See page 171). I want to thank you for the opportunity
for coming, Mr. Chairman, Mrs. Napolitano. We are a custom roll
former. In the year 2000 we rolled form 62 million feet of product.
Much of that in steel. Today, we are one of Mace Metal’s cus-
tomers. Also today we are faced with shortages. About 70 percent
of everything we do goes into the construction industry, much of
which we have to have what is known as graded steel. It is un-
available. If it is available, the prices have gone up 40 percent. We
are looking at more increases this month and by the first of the
year. We have had suppliers cancel contracts for blanket orders,
and we are noticing a 20 percent reduction in sales, last year, and
at least another 15 percent reduction on sales this year because
now we are starting to get finished goods, competing goods coming
in on performance suppliers.

Chairman MANZULLO. Thank you. Anybody else? Okay. Oh, our
State Assemblyman here from California. And thank you so much,
Grace Napolitano, Congresswoman, for bringing this hearing to
your communities here.

You want to spell your last name for the record, for the court re-
porter?

Mr. CARDENAS. C-A-R-D-E-N-A-S, Tony Cardenas. I represent
the San Fernando Valley, just down the ways a little bit, little
warmer than it is here, and I just wanted to come here today to
listen to the hearing. It was very informative.

And also I brought with me a representative from Rayes Con-
struction, minority-owned business, 8(a) approved union business
that does concrete work. They do big storm drains and bridges and
things of that nature. And I was encouraging them to come. To be
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quite honest with you, they’re kind of intimidated, “What am I
going to go to a hearing for?” I said, “I will be there with you. I
will explain to you.” Forgive me for the whispers in the back-
ground. I was just explaining to him how important it is to notice
the connections and to listen to everything that is going on. Work-
ing with government can be quite complicated, but when you really
get down to it there is a lot of good people there who want to put
the product out, who want to help our local businesses. And that’s
why you are here. Thank you.

Chairman MANZULLO. Tony, appreciate your input. Anybody
else? Okay, Grace, concluding remarks.

Mrs. NAPOLITANO. Thank you, Chairman Manzullo. I think all of
you can understand the frustrations that the Small Business Com-
mittee has, when it has the different federal agencies testifying, es-
pecially when they don’t meet their minority caps, the minority
owned, women owned, veteran owned, disabled owned, et cetera.

But you also must understand that we are but one of the many
committees that deal with small business, and with all the other
issues. You need to be able to be more vocal as business people, to
your elected representatives, to your agencies that are within your
reach that you know about. You need to be proactive. Like Assem-
blyman Cardenas was saying, you need to understand how govern-
ment works. If you don’t, ask, and if you don’t ask, you won’t know,
and you won’t get the assistance, as Mr. Beilke has. He came to
me, and we put him in with the SBA.

There are many things that hamper the ability of small business
to be successful. Let’s not have government be one of them. I cer-
tainly thank my Chairman for consenting to come to California
during this heat wave. And, Tony, I'll argue we probably were as
hot as you were in the valley, because this is the first time we have
had this high of heat in this area.

But I thank all the panelists that came, Director Bonds and Mr.
Thompson, my good friend, and hope that this will not be the last
one, Chairman Manzullo, because you can see the need in this
area. When you have 12 million people just in the L.A. County, you
have hundreds and thousands of businesses that need help, and we
could certainly be able to put that expertise to work in your area.

We need to maybe communicate with some of your businesses
and see how we can help each other. I don’t want my businesses
to go to your state, but I certainly would want to know what we
can do to help.

To all of you, thank you for enduring with us. Ron Uwi from the
Business magazine is here. A lot of people who didn’t get a chance
to speak because this is all formulated to get information from the
agencies so you can hear and listen and learn, and please contact
them. Before they leave this building, get their card, get their num-
ber, interact with some of the businesses that are here. We have
already had some of the businesses talk to each other. This is
where you come in, you the business people. It isn’t like, well, I am
shy, I don’t want to talk. I don’t mean to disparage anybody, but
you need to be more outgoing, and participating, so that people can
hear and see where your problems are, and hopefully guide you to
an agency that can assist you, and being able to make that connec-
tion so you can be successful in your business.



60

Thank you from the iron workers and the people who came here
to testify on the steel industry’s woes, and I agree with you, there
is a lot that can be done. We have the pros and the cons, and we
need to listen to both sides, which we have today.

On the small business export, I think we have a lot of potential,
I mean, a tremendous potential, for small business to get involved.
Their problem is, as you all know, they don’t have the time to come
and sit with an agency to find out how they can prepare them-
selves to go do the exporting, and with the small business issues
that Mr. Manzullo and the rest of the committee, I can’t thank him
enough, because he has been, as you’ve heard, an advocate, a tire-
less advocate for small business, and he sits and he argues with
the generals and with the agency heads to the nth degree, short
of getting rude with them, in fact, I think we all do, because we
are frustrated at their inability to hear what we hear from you the
business people, you, the ones in our back yard, who come to us
with your problems that can’t get addressed by those agencies.

So, again, thank you very much, everybody, for being here, and
Mr. Manzullo, I certainly want to make sure that—I've already
thanked staff before, but I don’t know that you know who they are.
My staff please stand up, Edla, Bernie, Homa, Ray, Amelia, and
you see some of the staff outside. These are the guys that put this
together. And my husband walking in the door, the other
Napolitano, that you can’t mention it, Mr. Manzullo. It’s amazing.
Thank you very much.

[Applause.]

Chairman MANZULLO. I want to again thank you, Grace, for your
leadership. Those of you who are represented by Congresswoman
Napolitano, you just don’t realize the tremendous advocate that you
have in Washington. She is a very close friend of mine, and a per-
son who really keeps on top of things. You know, Grace, perhaps
we should take credit for this. As we have been having this hear-
ing, the SBA put out a press release that I got on my Blackberry
e-mail. It says, “SBA to bring more export financing to small busi-
nesses through the enhanced Export Express loan program.” See,
that is just the result of you and I being here and the folks coming
in to testify already.

In conclusion, I want to thank everybody for coming. The people
that are here from the government, their biggest concern is that
they are out there ready, willing, and able to let you know of the
services that are available from them. They spend more time on
that trying to bring you into the loop so they can help you out.

I hope this has been of help to the people that have been here.
Again validate parking at the sign at the table, and this committee
is adjourned.

[Whereupon, at 12:15 p.m., the committee was adjourned.]
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HOUSE SMALL BUSINESS COMMITTEE
Field Hearing, September 3, 2002

Written Testimony of
U.S. Small Business Administration Regional Administrator Bruce Thompson

INTRODUCTION

Mr. Chairman, Congresswoman Napolitano, and Members of the Committee, thank you for
convening this field hearing to discuss the important issues of federal procurement and
international trade as they relate to small businesses.

T am Bruce Thompson, the U.S. Small Business Administration’s (SBA) Regional Administrator
for Region 9. Iam pleased to be here today representing Administrator Hector Barreto and,
having the opportunity to discuss SBA’s role in these areas. Here with me in the audience is
Alberto Alvarado, our District Director for Los Angeles, and some of his very capable staff,
Martin Selander, SBA’s USEAC representative, and Nick Manalisay a procurement center
representative.

1t is the mission of the SBA to help entrepreneurs realize the American dream of owning and
growing their own business. Ithink President Bush said it best when he said, and I quote,
“The role of government is to create an environment in which people are willing to take risk,
an environment in which people are willing to risk capital, an environment that heralds the
entrepreneur and the small businessperson.”

T am pleased to report that over the last three years SBA’s Los Angeles District Office has led
the country in providing $2.8 billion in financing to more than 6,964 (7,000) small businesses.
With special dedication to minority and women-owned businesses, the office has facilitated over
$1 billion to 4,079 businesses owned by this fast growing group of small entrepreneurs.

The SBA is committed to representing small business men and women as an effective and
efficient 21% century national organization that focuses on simplification, innovation, and
dedication, in order to create a climate in which entrepreneurship can be both encouraged and
sustained. A climate that utilizes the best business practices of the marketplace ensuring that
small business has a maximum opportunity to compete for available procurement dollars.

PROCUREMENT
Under the leadership of President Bush, the SBA is taking the lead on his agenda for small
businesses — and, that includes federal procurement. The President has asked the Office of
Management and Budget to report to him this fall on plans regarding two procurement issues and
how they impact small business:

» Full and open competition and,

» Contract unbundling.
The SBA is working very closely with OMB on this report.

The SBA is committed to innovating and simplifying how we deliver our products and services
to the U.S. small business community. For 34 years the SBA and industry have come together to
conduct a procurement conference. This year the SBA included "matchmaking" as part of this
event. One thousand appointments between qualified small busi federal agencies, and
prime contractors regarding real, short term contracting opportunities were conducted. The SBA
is taking that program to 12 locations across the country over the next 12 months.

1
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Additionally, the SBA is conducting a thorough top-to-bottom review of the 8(a) business
development program to ensure the effective management and efficient delivery of this program
to the nation's small business community. The SBA is developing an on-line 8(a) application
that will dramatically simplify the process and make it more user friendly thus, encouraging
more companies to take advantage of this valuable program.

The SBA is also making use of technology to teach business how to do business with the federal
government. The SBA is developing a self-paced, technology-empowered procurement academy
to train entrepreneurs in this specific skill set.

Finally, the SBA is restructuring its workforce, including its procurement center representatives,
for more effective management, utilization, and integration of programs and services.

Specifically, in your district Congresswoman, we are very cognizant and supportive of the
President’s goal to improve small business’s access to federal procurement opportunities.
Locally, according to the Federal Procurement Data System, during Fiscal Year 2001a total of
170 Federal Government procurements were awarded to small business concerns in the district
for $15.9 million.

Some of these firms that have achieved significant success through the SBA’s procurement
programs are:

» Cabral Roofing and Waterproofing in Montebello with $5 million in 8(a) Business
Development support this year alone has established itself as one of Southern California’s
most experienced commercial roofing contractors;

> Philatron International. Philatron, founded by Phillip M. Ramos, Jr., has grown into a
highly respected multi-million dollar electrical/electronic wire, cable, and hose
manufacturer with over 100,000 square feet of modern, well equipped and efficient
facilities in Santa Fe Springs. The company is a graduate of the 8(a) Program and
continues to prosper as an innovative manufacturer considered the world’s foremost
expert in coiled cables and hoses.

Often the SBA’s role is to champion our area’s small businesses underscoring their capabilities
when these businesses are challenged. One such case is Solo Enterprise Corporation located in
the City of Industry. The firm was awarded a contract to provide the Federal Government with
Ammunition Drum Assembly Partitions for use in the Army’s 20mm gun. Unfortunately, the
firm was initially found to be non-responsible based on a Pre-Award Survey indicating that Solo
had quality control problems. Solo Enterprise was referred to the SBA and appealed the
contracting officer's determination that it was unable to fulfill the requirements of the specific
contract. We performed an independent on-site Certificate of Competency survey and
determined that in fact, Solo Enterprise, was technically capable of performing on this contract
and that the quality control problems noted were incorrect and unjustified. It is satisfying to note
that Solo Enterprise is currently performing successfully on this contract and is expected to
deliver the items on or ahead of schedule.

Just as common is the need for the SBA to provide sometimes urgent help to a small business
entreprencur. We recently received such a request from the Defense Logistics Agency to assist
Process Fab, Inc., a woman-owned business located in Santa Fe Springs. Process Fab was
seeking HUBZone certification. The firm had been notified that it would take “several months”
for their certification application to be processed which, if true, would have impacted their ability
to receive subcontract awards. The SBA was able to provide the firm with its HUBZone
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certification within 7 days. We are pleased to note that HUBZone subcontract awards to Process
Fab, Inc. are now pending from Aerojet, Northrop—Grumman Aerospace and Marine Divisions
and Lockheed-Martin Missiles and Space.

Currently, 147 local small, minority, small disadvantaged, women, Veteran (including Vietnam
Fra) and HUBZone firms are registered in the SBA’s Pro-Net Database.

Recognizing the importance of business development training to the evolution of the growth of
small firms, the SBA has provided training to area businesses. Two examples of local area firms
receiving the SBA Executive Education procurement and management training through our
contractor Northwest Procurement Institute are KFI Fastners in Santa Fe Springs and MTM
Construction in Hacienda Heights. This extensive all encompassing training initiative fully
acquainted KFI and MTM with federal proposal preparation, contract negotiation and bidding
strategy procedures.

INTERNATIONAL TRADE

With regards to international trade, opportunities are growing exponentially. Today’s
businesses, large or small, must think globally. Here in California, we know that better than
anybody.

The President sought and Congress recently granted Trade Promotion Authority — TPA. This
authority will open markets for U.S. exporters through a new round of global trade negotiations.
And, trade is very good for America’s small businesses. 97 percent of America’s exporters are
small businesses with fewer than 500 employees and, two-thirds of these small exporters have
less than 20 employees.

To stay at the forefront of innovation, U.S. small businesses need access to foreign markets and a
level playing field. The SBA has technical assistance and loan products geared specifically for
export. Also, the SBA is a partner with our sister federal agencies in U.S. Export Assistance
Centers — USEACs. There are 19 USEACs across the country. Each of these Centers offers the
Export Trade Assistance Partnership Program — ETAP. There are USEAC locations in Southern
California.

This Program offers effective and customized assistance to new-to-export companies looking to
enter the global marketplace. In essence, ETAP helps small businesses become export-ready.
Class curriculums typically include seminars on international market research, financing, global
marketing tools, cultural etiquette, pricing & quotations, international agreements & contracts,
insuring shipments, and much more. Many ETAP courses incorporate foreign trade events to
encourage participants to begin the export process once the actual course work is completed.

In addition to technical assistance, the SBA provides small businesses with financial assistance
to encourage their expansion into international markets. The SBA has three finance tools
developed exclusively for export development. They are:

e Export express P RNy 72 cua

e Export working capital program eEw < e 2> ~

o International trade loan program

The SBA's new Export Express loan program, offering a maximum loan amount of $250,000, is
geared toward small businesses that have exporting potential but, require funds to cover the
initial costs of entering an export market, to buy or produce goods, and/or to provide services for

3
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export. Tt has the flexibility to use loan proceeds for most business purposes, including
expansion, equipment purchases, working capital, inventory, or real estate acquisitions. Also
with this new program, loan proceeds may be used to help finance such items as participation in
overseas trade shows or trade missions, standard certifications, and modifications of a company's
website to accommodate export transactions.

A local example of a firm that used Export Express is Korea Crest -- an exporter of piping
insulation and industrial chemicals. Korea Crest received a working capital loan used in part to
attend the 13™ international conference & exhibition on liquefied natural gas in Seoul, Korea.
The SBA, in association with California Center Bank, financed the trade promotion costs
including conference registration and the purchase of an exhibitor's booth. Paul Lee, the
international department vice president of California Center Bank in Los Angeles, who
underwrote the guaranty application commented that, “this unique loan program can provide
much needed trade promotion financing to American exporters, and we look forward to
providing financing assistance to many more export businesses through the SBA.”

We recognize that many small businesses have difficulty obtaining short-term working capital
because their collateral is tied up with long-term loans. The SBA’s Export Working Capital
Program -- EWCP -- is designed to help these small exporters by supporting transaction-based
loans. The EWCP is very flexible and can support single transactions or a series of multiple
{ransactions. The program covers pre-shipment working capital, post-shipment exposure or a
combination of the two.

To make the EWCP even more user-friendly for exporters and lenders, the SBA and the Export-
Import Bank of the U.S. (Ex-Im) divided the export finance market, with the SBA extending
guarantees of $1 million and less and, Ex-Im Bank handles all guarantees over $1 million. The
two agencies also developed a joint export loan application form and harmonized other program
clements.

Locally, we have provided nearly $5 million in Export Working Capital financing to area
business with 60% of this assistance going to minority entrepreneurs and 25% to women-owned
businesses.

An example is AC Medical Supply, a sole proprietorship owned and operated by Nancy Chun,
which exports wholesale medical supplies from a commercial warehouse in Santa Fe Springs.
The firm holds exclusive distribution status on most of the goods it exports to Korea, and has
been granted an export license by the Korean Minister of Health for the distribution of medical
products. All export sales are made via letter of credit, typically from Korean hospitals with
SBA Export Working Capital Program assistance sought on a pre-shipment basis against the
letters and, in limited cases, contracts or purchase orders. The increased liquidity has allowed
AC Medical Supply to continue fo expand and pursue additional customers and product lines
while reducing its cash flow challenges.

Another example at the cutting edge of technology is Santa Fe Springs’ Universal Aqua
Technologies. This company is a leader in the design and manufacture of reverse osmosis water
purification, desalination, and bottling systems. The company expotts these sysiems to nearly
100 buyers in 64 countries with export sales accounting for approximately 80% of total revenues.
The firm used SBA’s co-guaranty program in conjunction with the State of California’s Export
Finance Office to finance those sales.
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The SBA has also had a very successful partnership with the State of California’s Export Finance
Office — whereby, we jointly guaranty loans made to eligible small business exporters. The
SBA’s co-guarantee agreement with the California Export Finance Office was renewed by the
Agency earlier this month for an additional two year period. Since its inception, the SBA’s
local International Trade Office has financed 470 export transactions for $207 million.

Recently, the SBA and Ex-Im have enfered into a “small business initiative” memorandum of
cooperation. The first phase of this initiative is to Jeverage marketing resources across the SBA.
and the Ex-Im to raise awareness among lenders ad exporters, Another phase of the initiative is
to make our financing products more compatible, flexible, and streamlined so that one
application form can be used for either agency’s loans.

TRADE ADJUSTMENT ASSISTANCE
Lastly Mr. Chairman, you also wanted to discuss trade adjustment assistance for minimizing any
adverse effects of trade agreements. The SBA offers the International Trade Loan Program for
those small businesses that have been adversely impacted by import competition,
This program was designed to help small businesses improve their competitive position
By providing eligible firms with necessary financing to support their exports or upgrade their
physical plant & equipment. Under this program, the SBA can provide a repayment guaranty to
commercial tenders for up to $1.25 million dollars in combined working-capital and fixed asset
loans, including any other current SBA loan guarantees. L

Jof- tp g JAPTR
Additionally, here in Los Angeles, the North American Development Bank administers a loan
program called the U.S. Community Adjustment and Investment Program — or, CAIP. Through
the Department of Agriculture’s Business & Industry Loan Guarantee Program and the SBA’s
7{2} and 504 programs, the CAIP provides financial resources in U.S. commumities that need
assistance in adjusting to changes in trade patterns with Canada or Mexico associated with
NAFTA. The goal of the program is to create new private-sector jobs in affected communities
and, to preserve existing private-sector jobs that are at risk of being lost in affected communities.

The SBA began offering 7(a) loans through this program in August of 1997 and to date has made
438 loans for a fotal amount over $140 million. The offering of the 504 loan through CAIP
began in October of 2000 and, to date, 39 loans have been made in the cumulative amount over
$32 million. It is estimated that through both programs the SBA has helped to create and or
preserve over 5,000 jobs.

CONCLUSION

In general, the SBA programs can help people start a business, change or modify their business
plan, assist with advertising to different markets, or any other management need and financing,
As is evident from this brief compilation, the SBA*s Los Angeles District Office, Government
Contracting, and International Trade units are proud of the service they have provided to small,
minority, and women-owned business. While Administrator Barreto contimually reminds us that
much remains to be done, it has been exciting and rewarding to work with the area’s
enirepreneurs to support their business growth, thereby creating jobs and building stronger
neighborhoods

The SBA is here to serve you as well as to Histen to how we can serve you better,

Thank you. I'll be pleased to answer questions.
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TESTIMONY OF THE
DIRECTOR OF SMALL AND DISADVANTAGED BUSINESS UTILIZATION
OFFICE OF THE UNDERSECRETARY OF DEFENSE FOR
ACQUISITION, TECHNOLOGY & LOGISTICS
BEFORE THE U.S. HOUSE OF REPRESENTATIVES
COMMITTEE ON SMALL BUSINESS

September 3, 2002

Mr. Chairman, Congresswoman Napolitano:

1 want to speak to you today about the Department of Defense (DoD) and its
procurement activities within the small business arena. We at the DoD consider small
business to be a high priority. The very fact that approximately 88 percent of all DoD
prime contractors are small businesses demonstrates how important the small business
world is to this Department. Additionally, our dependence on small business is
increasing; in FY 2001 the number of small businesses receiving contract awards grew by
1,825 — an increase of 8.2 percent over FY 2000. Of these 1,825 additional firms, 584
were owned by women and 355 were located in historically underutilized business zones
(HUBZones). We exceeded the statutory goal of 5 percent contracting with small
disadvantaged businesses {SDBs), spending 5.7 percent of our prime contracting dollars
on purchases from SDBs. Small businesses received over $50 billion of DoD
procurement funds last year, alone. The DoD regards the contributions of small business

as critical and invaluable,
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There has never been a more vital need for small business support within the
DoD. Neither this Department nor our nation could have recovered from the shocking
events of September 11% so quickly and effectively without the small business
community. Small businesses provided the critical surge capacity the DoD needed to
begin rebuilding the Pentagon and take on the task of fighting terrorism. These business
owners immediately responded to a broad agency announcement issued by The Office of
the Secretary of Defense for new ideas to counter this terrorist induced perturbation,
They have great ideas, innovative technology, and can respond to our needs with
flexibility, speed, and agility.

The Department of Defense has established the Small Business Reinvention
Program.' This highly challenging policy assigns responsibility and accountability for
the Program at the most senior levels within DoD and includes solid metrics for gauging
success. Each military department and defense agency is responsible for annual small
business improvement plans. These plans detail special initiatives unique to each DoD
component that will enhance small business participation. Each DoD component has
targets, and performance will be monitored. Under this initiative, the secretaries of the
military departments and directors of the defense agencies will report semi-annually to
Undersecretary E,C. “Pete” Aldridge, who in turn will inform the Deputy Secretary of
Defense on their performance against the improvement plans and targets.

It is important that we stay in touch with the concerns of the small business
community that supports our requirements. The Undersecretary has, consequently,

established small business forums. The DoD Office of Small and Disadvantaged

VE. C. “Pete” Aldridge, Undersecretary (Acquisition Technology & Logistics), memo fo secretaries of the
military departments and directors of defense agencies on “Small Business Program Reinvention” dated
May 16, 2001. Available at <www.sadbu.com>.
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Business (SADBU) staff has already met with a Wichita, Kansas group of small
businesses that produce aircraft components. The SADBU office has strategized with
women owned business leaders, brainstormed with Native Americans and represented the
Secretary of Defense on the Board of Directors of the National Veterans Business
Development Corporation. These forums identify prime and subcontracting barriers
enabling us to discuss and develop recommended solutions with department leadership
and the chief executive officers of the major defense firms. Additionally, we appreciate
the support from thé Small Business Administration and we look forward to working
with them in the future.

The Army, Navy, Air Force and defense agencies small business offices are also
doing their part to help the Department meet its goals. They, along with over 500 small
business specialists across the nation, are my means to transform the small business
acquisition culture in the DoD. The Department’s specialists will foster a cultural shift in
the attitude of the acquisition workforce towards small business through new teaching
modules. The OSD-SADBU office, in partnership with the Defense Acquisition
University, is creating the first small business training module for executives and
program managers. These new modules will explain why the Department’s acquisition
workforce should value the contributions of small business. Future training initiatives
will focus on improving the use of Historically Black Colleges and Universities /
Minority Institutions (HBCU/MIs) and we intend to reinvigorate training about
historically underutilized business zones {HUBZones) — including Native American

reservations which are predominately located in HUBZones. They are also developing
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training modules about contracting with women-owned and Service-disabled veteran-
owned small businesses.

DoD continually strives to enhance its overall small business performance,
particularly to achieve the goals recently established for woman-owned small businesses,
HUBZones, and service disabled veteran owned small business. There are positive
trends. In Fiscal Year (FY) 2001, $51.8 billion of DoD procurement spending went to
small business firms, with $28.3 billion of this going to small business prime
contractors. This marks the first time in its history that the DoD Small Business
Procurement Program has surpassed the $50.0 billion threshold.

1 reaffirm the DoD’s commitment to small business as a valuable and integral part

of the defense industrial base. Thank you for the opportunity to appear here today.

% Referenced from the WHS Services Directorate for Information Operations & Reports,
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TESTIMONY OF THE
MANAGER OF PROCUREMENT TECHNICAL ASSISTANCE CENTER
AND OFFICE OF SMALL BUSINESS OF THE COUNTY OF LOS ANGELES
BEFORE THE U.S. HOUSE OF REPRESENTATIVES
COMMITTEE ON SMALL BUSINESS

September 3, 2002
12700 Norwalk Boulevard, Norwalk CA

Mr. Chairman, Congresswoman Napolitano, and distinguished members:

I appreciate the courtesy you are extending to Los Angeles County in giving me the
privilege to present this testimony.

I am Debbie Cabreira-Johnson, Manager of the Los Angeles County Procurement
Technical Assistance Center, funded by the Department of Defense Logistics Agency.
The Procurement Technical Assistance Center, or PTAC, is one of the program activities
of the County Office of Small Business.

The County has a population of approximately 12 million, a greater population than 42
states, with more than one million in the County unincorporated areas, ranging from a
few blocks to hundreds of square miles in the Antelope Valley. There are 88 cities within
the County’s borders, the largest of which, of course, is the City of Los Angeles.

The population is changing with 46% Hispanic, 34% white, 13% African-American, and
7% Asian. In addition, the County has specific ethnic groups, including 2.5 million
Mexicans, almost 300,000 Koreans, 250,000 Salvadorans, and 225,000 Armenians.
More than 100 languages are spoken in area schools.

As members of the Small Business Committee, you know how critical small business is
to-this nation’s economy. In Los Angeles County, there are approximately 250,000 small
businesses, 96% of which have fewer than 100 employees.

The County Board of Supervisors created the Office of Small Business. They appointed
a Small Business Commission to provide advice and support to help small business grow
and to do business with Los Angeles County. The Board adopted 62 recommendations
to make small businesses more competitive in bidding on County contracts. The most
recent action was July 23 when the Board adopted a local Small Business Preference
Program which gives Los Angeles County-based small businesses a 5% bid preference
over a company which is not a small business.

The Board is aware that the small business sector is responsible for creating almost all of
the new jobs. This is critical because the County overall had 76,900 fewer jobs in
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December 2001 than it did when employment peaked in December 1989. The four
counties surrounding Los Angeles collectively gained 69,600 jobs whereas Los Angeles
lost 31,300 in 2001. The County’s unemployment rate is also higher: 6.3% while
Orange and San Diego Counties have rates lower than 4%.

Small businesses are also adversely affected by national trends. Access to capital,
difficult for most small businesses in the best of times, is more restricted during the
current economic situation. The lack of trust in large public firms has also affected the
viability of many small firms.

We are one of five PTACs in the State of California, the only PTAC in Los Angeles
County; many of our inquiries and clients come from the surrounding areas. Businesses
are hungry for the information and tools they need to obtain and perform successfully
under government contracts. We are constantly deluged with requests from businesses
needing to know:

e where, how to find open bids

¢ how to complete the application

* what are the Federal Acquisition Regulations
* basic contracting/purchasing procedures

In order to service the many businesses and cover the County’s vast area, we hold
regular, monthly training courses at the PTAC headquarters and quarterly workshops

throughout the County to disseminate information.

For the first 18 months of our operation, the L.A. County PTAC has recorded the
following:

Number of vendors registered on county database 9000 (approx)

Vendors in 34™ Cong. District 212
Number of L.A. County PTAC clients 423
Number of small business awards 18

(from Federal, State and local agencies)
Total Dollars $7,428,380
Number of classes held 42
Avg. number of attendees at County Workshops 300
(quarterly)
Avg. number of attendees at monthly classes 50

I believe the PTAC’s presence has made a positive impact in the community. We can
report success in our outreach and networking efforts with small businesses, helping them
with procedures and financing, and with their attaining contract awards. However, the
mission is ongoing—obstacles such as contract bundling still confront and hurt small
firms. It is imperative that the PTACs continue helping small, capable firms pursue
government contracts in whatever capacity possible.
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We commend this Committee for listening to the needs of small business and
Representative Velasquez for introducing two bills (H.R. 1324 and H.R. 2867) aimed at
helping small business in the federal procurement arena.

We applaud the Senate Defense Appropriations bill which included an additional $5
million for the PTAC program; however the House version did not. When Congress
reconvenes after Labor Day, we hope that the final bill includes additional funding for the
program. The extra money would allow Statewide and tribal programs to take advantage
of higher caps and would also ensure that few programs if any would be cut. We urge the
House Defense Appropriations Subcommittee to agree to the Senate’s increased funding
level for the Procurement Technical Assistance program.

BUNDLING

Contract bundling and other obstacles continue o make it difficult for small firms, which
have few resources, to compete and bid on federal contracts. Although contract bundling
may offer economic efficiency from an operations standpoint, small firms are being
harmed by the process in many ways. In a report titled “The Impact of Contract
Bundling on Small Business: FY1992-1999” by Paul Murphy, he concludes:

s Asthe average size of a bundled contract grows, the number of small firms
bidding on that contract declines

» Increased contract bundling may have adverse effects on the ability of women-
and minority-owned small firms to receive federal contracts

» While some smal] firms may do well under the bundled contracts, thousands more
will remain unable to bid on contracts as either a prime, 2 joint partner, a sub-
contractor, if at all.

On a local level, the County faces severe budget issues, because the County’s programs
largely are caseload-driven. Some departments may seek to consolidate contracts in a
cost-saving effort which further reduces the potential for contracting with small
businesses.

This leads directly to your interest in addressing the practice of “contract bundling” or
contract consolidation. Small businesses nationwide are capable of fulfilling contracts,
but are thwarted by contract bundling, and an agency culture that teaches procurement
officers that “bigger is better.”

The Small Business Commission sponsored a Small Business Economic Summit in
December 2000. In preparation for that event, we sent an e-mail to all of the vendors on
the County’s procurement data base and asked what their most critical problems were,
citing a list of 19 issues. The companies were asked to rank the issues from 1 (most
critical) to 10 (least critical). We had more than 400 responses

from a 4,000 vendor base. The responses were as follows:

--Insufficient access to/knowledge about contract opportunities 86%
--Inadequate information from government agencies 82%
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--Difficulty in competing with large corporations 81%
--Government red tape, overlapping agency roles, not sure who is

responsible 79%
--Lack of response from government agencies 75%

In March, the President pledged that the Director of the Office of Management and
Budget (OMB) would review contracting practices at federal agencies with significant
procurement activities to determine whether their contracting practices reflect a strong
commitment to full and open competition. He also pledged that OMB would consult
with small businesses on this issue. OMB did conduct a public hearing to address these
issues, but, unless we are mistaken, OMB has yet to report the results of the review to the
President. Their report is to include recommendations for administrative action and
proposed legislation.

It is our understanding that the federal government has missed its mandated 23%
procurement goal for small firms. We commend Representative Kerry for the legislation
he introduced designed to strengthen the offices of Small and Disadvantaged Business
Utilization in each federal agency, establish a Small and Disadvantaged Business
Ombudsman for Procurement in the Small Business Administration, and raise the federal
government procurement goal for small business prime contracting to 30%.

INTERNATIONAL TRADE

The County Office of Small Business has received two grants from the Department of
Commerce Economic Development Administration (EDA) designed to assist small
businesses in international trade. Large corporations don’t need federal help.

Thanks to that support the Office has sponsored trade missions to Argentina, Uruguay,
and Chile; two to The People’s Republic of China; and one to South Africa. A third trade
mission is planned for The People’s Republic of China in November. The EDA grant has
also funded a trilingual business-to-business database which gives companies the ability
to access the database in Spanish, English, and Mandarin Chinese at no cost.

We commend the government’s trade promotion agencies, under the leadership of the
Department of Commerce, Trade Promotion Coordinating Committee, for completing

The 2002 National Export Strategy. This is an impressive report which highlights three
objectives: opening markets, stimulating economic development in emerging markets,
and broadening the base of U.S. exporters. While the goal is to improve export capability '
for U.S. companies of all sizes, special attention is given to the needs of small and
medium-sized enterprises (SMEs), the largest untapped resource for American exports.

The report cites specific assistance given to SMEs by other countries: Korea, France,
Canada, the Netherlands, United Kingdom, and Spain. It is interesting that some of
these countries provide assistance to individual companies for participation on a trade
mission or for exhibits at trade fairs. It would be most helpful if similar programs could
be implemented here.
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We discovered, unfortunately, that the cost of the Department of Commerce Gold Key
Service often makes a trade mission unaffordable for small companies who want to go on
a trade mission and want to start exporting. On our South Africa trade mission we had
only two companies who could afford the extra $800 for two days’ of meetings, one in
Johannesburg and one day in Cape Town. Although we were in those cities for two days,
the companies could not afford the charge for the additional day. (There is an additional
fee for a second day.) Fortunately the California Technology, Trade and Commerce
Agency helped us in South Africa at no charge.

On our trade missions to China, the cost would have been $1500 for three days of
meetings in three cities, plus the cost of an interpreter at $125/day. None of our
companies could afford that. In China we had some limited assistance from their All
China Federation of Small and Medium Sized Enterprises.

The 2002 National Export Strategy makes recommendations which, if implemented, will
make significant improvements to SMEs’ export potential. We commend the following:

-A “beginning-to-end” focus, staying with a company from initial inquiry through the
completion of a transaction and any follow-up;

--Speeding up export financing where government guarantees or insurance are involved,

The report indicates there may be pilot projects undertaken to finance front-end
engineering and design studies and developmentally sound projects in certain middle-
income countries. As I mentioned, I am Manager of the Los Angeles County
Procurement Technical Assistance Center. 1 work constantly with small companies to
assist them in contracting with the Department of Defense prime contractors and other
federal agencies. We schedule major “Contracting Connections” workshops quarterly,
usually attended by approximately 300 businesses. I also conduct biweekly, personalized
training courses to help companies learn the federal bidding process.

We have a database of more than 34,000 companies in Los Angeles County who want to

export. We have a County-operated high technology incubator close to the Pasadena Jet

Propulsion Laboratory. We can identify a company in Los Angeles County to participate
in one of your pilot projects.

Mr. Chairman, Honorable Members, thank you again for the privilege of presenting this
testimony. Please let me know if you have questions.

Testimony
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STITCHES UNIFORMS /G. S.
DUNBAR & CO. INC.

201 W. OAKMONT DR. MONTEBELLO, CA. 90640
333 §. FOURTH ST. MONTEBELLO, CA. 90640

CONGRESS of the UNITED STATES
House of Representatives 107th Congress
Committee on Small Business

2361 Rayburn House Office Building
Washington, D. C. 20515

Dear Members of Congress,

First T would like to say Thank You for the opportunity to discuss our experience with the
procurement process of the Department of Defense in general, and specifically, the
DSCP.

The following is a summary of our experience with regards to Solicitation
SP0100-01-R-0037 IPFU T-SHIRT, LONG AND SHORT SLEEVE
IPFU SHORT SLEEVE 445,952

IPFU LONG SLEEVE 449,952

SP0100-01-R-0037 this is an over view of some information that might be helpful.
SP0100-01-R-0037 was issued by:

Defense Supply Center Philadelphia

Building 6-D

700 Robbins Ave,

Philadelphia, Pa. 19111

Purchasing Officer is Sarah Brunner 215-737-7018

Contracting Officer is Harry Streibich

This acquisition is a set aside 100% for small business

1) Last years award was to Comfort Technologies in North Carolina. The price was 5.99
for the short sleeve and 7.77 for the long sleeve. We submitted 2 bids. One at 5.99 for
the short sleeve, and 7.68 for the long sleeve. And one at 5.89 for the short sleeve, and
7.59 for the long sleeve. On 1 million units you can see that the price savings can be
significant.
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2) Our bid was placed as Stitches Uniforms/G. S. Dunbar & Co. Inc. a joint venture. This
was because Stitches Uniforms will handle the financing, logistics, and fabric
procurement. G. S. Dunbar will manage the manufacturing of the garment. Stitches
Uniforms is listed on the SBA Pro-net web site as a small minority owned business. G.S.
Dunbar is listed as a woman owned minority owned business. Stitches Uniforms has an
8a application in with the SBA but they have made it very difficult and we feel that we
don not need the pricing favor ability allowed under 8a.

3) Our printing subcontractor is T-Shirts lustrated in Sylmar, Ca. T-Shirts Hustrated is
awoman owned small business.

Our problem with this procurement is simple. Stitches Uniforms and G. S. Dunbar &
Co. Inc. produced the requested garment for a lower price and has not been awarded the
contract. :

The facts are as follows:

* Comfort Technologies 1564 Union Rd. Suite A Gastonia, N. C. 1is the current
supplier of this garment. They have been supplying this garment for the last 4 years.
In each of the last three solicitations Comfort Technologies has increased their price
10%. The first year there were three bidders, the second year there were two bidders
and the third year Comfort Technologies was the lone bidder. The last solicitation
was awarded with a bid of $5.99 for the short sleeve T and $7.77 for the long sleeve
T.

* Stitches Uniforms bid was for $5.89 for the Short Sleeve and $7.69 for the Long
Sleeve. The garments we submitted, as well as past performance were sufficient, as
noted in exhibit A.

* Beginning November 2, 2001 we received requests every 30 days to extend our offer,
which we did.

¢ On April 12, 2002 we were notified that the solicitation was being changed from a
sealed bid to a negotiated buy, and our offer would be extended another 30 days. We
subsequently lowered our price to $5.49 for the Short Sleeve and $7.49 for the Long
Sleeve.

¢ On July 24th 2002, we were notified that there would be another negotiation and the
offer would be extended another 30 days. We did not lower our price on these items.
We are standing with our current offer.

* The price on the last negotiations was $5.49 for the Short Sleeve and $7.49 for the
long sleeve. This is a savings, on the same garments, to the government of
$350,962.56.

* Stitches Uniforms / G. S. Dunbar & Co. Inc. are minority and woman owned minority
businesses. Stitches Uniforms is classified by the SBA as Small Disadvantaged
Business.
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The following are the opinions and beliefs of the management of Stitches Unitorms / G.
S. Dunbar & Co. Inc. A Joint Venture based on information gathered and conversations
with the DSCP and Kyle Consultants Inc., a Washington based procurement consulting
firm.

1. When the DSCP asks for extensions on a procurement that is a way for the
DSCP to continue to purchase the items in question from the current source.
This obviously makes it easier for the purchasing agents involved by reducing
the new paperwork invelved with a new contractor,

a) We have been extending our offer to the DSCP for nearly one year with no
explanation 6f why we must do this. When pressed for a reason the contracting
personnel has been very uncooperative with our requests for information.

2. 'When a sealed bid is changed to a negotiated buy we were told that it is
frequently done to let the incumbent supplier know that they are no longer the
lowest bid. This gives them an opportunity to revise their pricing strategy.
a) We have now been through two rounds of negotiations. This tells me and my
associates that Comfort Technologies is being given a second opportunity to
match our pricing and therefore be awarded the contract.
b) When pressed on why we were negotiating the contract again we were met
with hostility.
c) At this time we contacted FOIA to see if we had any recourse in finding out
why the bid was changed and were told that information is provided at the
discretion of the purchasing agent and or officer. Given our conversation with the
procurement officer we decided not to press the issue and risk alienating the
procurement officers.

NOTES:

The following are business and competition issues, and the opinions of the management
of Stitches Uniforms and G. S. Dunbar & Co. Inc., with regards to the United States
Government and the objective of opening up Federal Contracts to new contractors.

*  We are led to believe that entities such as the SBA and the House Small Business
Committee were formed, and function, for the purpose of fostering competition and
promoting small businesses throughout the United States. What our research has
shown however, is that a disproportionate number of contracts to provide clothing for
the military are awarded to the southern and north eastern part of the country, to the
same contractors over and over. In the two and a half years that I have been
researching contract awards through the DSCP clothing and textiles I have not seen
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one contract awarded to a firm in California. I am not saying that there have not been
any, but I have not seen one award to a manufacturer in California. G. 8. Dunbar was
in the 8(a) program for 10 years before they were awarded their first contract, The
total award was a relatively small $300,000. I am here to question why this is the
way it is. Is California not part of the United States? California has an incredible
wealth of garment production expertise and ability, yet manufacturers here are
snubbed when it comes to government procurement.

There is something to be said for proximity to the capitol. The ability to frequent

seminars and meet with procurement officers should not be underestimated, But the fact
that in this instance we are able to produce the same garment for less should stand on it’s
own. What is the bid process for? We felt that given the hostile nature of the
procurement officers toward our inquiries that a trip to the capitol would not serve much
purpose. We believe that that the proposal should stand on it’s own in order to receive
full consideration for award. If it is necessary to meet with the procurement officers in
order to satisfy their questions we would be more than happy to attend any requested
meeting. That request has not been forthcoming.

Another important issue that I feel the government needs to address has to do with
competitive pricing. In the case of SP0100-01-R-0037 Stitches Uniforms / G. S.
Dunbar & Co. Inc. was able to bid this garment at a price roughly 8% less than our
competitor. Comfort Technologies is based in North Carolina where the minimum
wage is $5.15. The minimum wage in California is $6.75. It takes 68.5 persons
working 8 hours a day to produce 3,800 T°s. (the amount necessary to fulfill delivery
on this contract) The cost in wages alone to a company in N.C. is $2,822.00. The
cost to a company in California is $3,699.00. That is EVERY DAY, THAT IS AN
ADDITIONAL ANNUAL COST OF $228002.46 TO A COMPANY IN
CALIFORNIA. Companies in California also have to pay more for workers
compensation insurance, property insurance, health insurance, rent and or the cost of
property, freight to and from because most of the mills left are in the south and east.
My point is not to cry foul. My point is that the government is subsidizing this
particular contractor over and above a reasonable profit. Shouldn’t that be something
that a comumittee such as this should pay attention to? I am not asking the
government to pay more to purchase from a company in California, but do you think
that it is right, from a competitive standpoint, to pay more from a company who
actually pays less to have it made? Do you think that there is something wrong with
that? Ido. The $228,000 a year in wages in California go to 68 families who buy
goods and pay taxes. Who have children and want to buy homes and better their
lives, The $228,000 a year in profit in North Carolina don’t have the samc social
benefits.
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In closing I would like to thank all of you for taking the time to listen to the concerns of
U. S. citizens and companies here in California. I don’t believe the purpose of this is to
receive any favoritism to our situation, but to bring to your attention the issues that
companies in California, that wish to work for the government, face. In our case we are
able to produce the same product for less money, despite higher production costs. Yet we
have not been able to win this award. We have been rebuffed in nearly every attempt to
gather information from the procurement officers, and have twice been told that the bids
are being re-negotiated. Do you see our frustration at the process? Companies in the
south pay less to make a product and sell it for more and seem to be given preferential
treatment when it comes to awards of clothing and textiles. The proposal process is
supposed to give the comtracting officers adequate information to make a sound
purchasing decision. If the proposal is satisfactory, and the product is satisfactory, and
the price is lower, then what is the problem?

Thank You,

Eric Espinoza
Stitches Uniforms / G. S. Dunbar & Co. Inc. a joint venture.
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MASTER RESEARCH & MANUFACTURING, INC.

Aerospace High Performance Spherical, Rod End Bearings
Critical Structural Machined Comp & A bli

Phone: 818/898-1461 e Fax: 818/898-0039
E-Mail: MAG747@aol.com

. 13528 PUMICE STREET * NORWALK, CA 90650

SPEECH GIVEN BY ADRIANA GRIPPA ON SEPTEMBER 03, 2002

Good Morning
Ladies & Gentlemen:

I'would like to start my comments with a personal thanks to Donald Manzutlo, chairman
of this hearing, and Congress Woman Grace Napolitano

My name is Adriana Grippa. I am the President of Master Research and Manufacturing,
Inc., a Company who specialize in the fabrication of critical aerospace components and
assemblies.

My husband Miguel and I started our small company some 25 years ago and are proud to
say that we have been doing business with the Department of Defense for 20 of those
years. Overall, we enjoyed a good business relationship with the Procurement Offices and
an excéllent relationship with the Administration and Quality Representatives from
DCMAO (Defense Center Management Administration Office) offices in Van Nuys and
Norwalk. The last few years, however, have been very difficult because of our dealings
with the Defense Supply Center-Richmond. For those of you who are not familiar with
this Agency, it is now the procurement center for most of the military hardware needed
by the Navy and the other Armed Forces.

Through the years, we received over 800 contracts from Department of Defense supply
centers located all over the country. To name a few, Aviation Supply Center Philadelphia,
Saint Louis Army Aviation Center, Robbins Air Force, and Rock Island Army Depot.
The procurement process always went through the normal steps, as follows:

Government Agency solicits request for Quote

Suppliers submit quotes

Contract is awarded to the lowest bid,

Items are manufactured in compliance with contract requirements.

Items are then inspected, approved and delivered, and payments made.

We can’t recall an occasion where the terms and conditions of the contract were changed
by the procuring office AFTER AWARD. According with the Federal Acquisition
Regulations and standard business practices, to do so requires a bilateral agreement from
the Government and contractors.

MASTER RESEARCH & MANUFACTURING, INC.
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However, in the last two years in dealing with the Richmond Center, 10 contracts have
been modified unilaterally by the Procuring Office AFTER AWARD, without regard to
the consequences to our company, our rights, and in violation of the Federal Regulations.
It's almost as if the Richmond Center is intentionally trying to injure its small business
base.

Isay "Small Business Base", because we are not the only contractor experiencing these
problems. We attended an open house at Richmond some months ago and heard many of
the same complaints from other business owners. These modifications after award have
caused severe financial hardship and continue to do so.

Our business goal is to produce good quality products for the aerospace industry on
schedule and at a reasonable price. To do so, we have to concentrate our efforts in two
main areas, Quality Control and Lean Manufacturing.

Now our time is spent correcting procurement blunders and after-the-fact modifications
to the item being manufactured. We have even been forced to hire a contract specialist
and have retained legal council just to deal with the growing problems.

The most common and most expensive contract modification we are experiencing is the
change of items to “Flight Critical Item Status”. Categorizing an item as "Flight Critical”
restricts procurement to purchase only from approved sources, in most cases just the
prime contractor. Some are items that we have manufactured and that have been in use
for many years. Besides, critical nature or not, we have proved our capabilities to build
them. And we have seen many items categorized as “Flight Critical” that has nothing
critical on it.

When the status of the item is changed AFTER AWARD and we have already started the
manufacturing process, it forces us to stop working and freezes the funds already
invested. For example, after a recent contract award, we purchased a special material
from DUPONT, the only authorized fabricator. After we received this material and paid
$50,000.00 for it, we received a stop work order from Richmond and a request to submit
a SAR (Source Approval Request), because the item had been reclassified to “FLIGHT
CRITICAL”. This special made material has been sitting in our warehouse and our
money tied up for six months, waiting for our SAR to be approved.

The Procurement office’s response to our complaints has only been, “We are so sorry”.

This chart below represents another example of how the taxpayer money is wasted.

As you can see, we received and successfully completed two contracts for this item. After
we received the third one, oooppps, a brain decided that the status of the item should be
changed to “Flight Critical”.

We submitted a SAR, which took 18 months to be approved by the Navy. In the
meantime, another order was awarded to the Prime Contractor, the only approved source.
And finally, our parts were purchased to meet an emergency need before we received our
SAR approval.
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In this example, $177,000.00 taxpayers dollars were wasted because of a senseless
restriction. In addition, it smacks of discrimination against a small business and collusion
between the big primes and the Government.

And this is just the tip of the iceberg. I wish to have more of your time to tell you about
other troublesome histories. I know that you may have more important issues to deal
with, but if we let procurement officers continue with this behavior, they will drive our
company, and who knows how many more, out of business. Besides, the amount of
money wasted may be tremendous, and I think justifies an investigation.

In conclusion, [ have several proposed questions you may ask the Secretary of Defense:

1) Why is Richmond restricting procurement of items previously manufactured by Small
Business, and accepted? Is there a new hidden policy to prevent small business to
compete on Government Contracts?

2) Why is the Procurement Office requesting source approval AFTER CONTRACT
AWARD, interrupting the manufacturing process, and severely affecting the financial
health of the small business?

3) Why is the Navy's Technical Department and Richmond Procurement taking so long
to approve Small Business Source Approval Request, and qualify them for
competition?

And finally:

4) Is lobbying from prime contractors causing harm to the small business owner, and
harm to us, the taxpayers, because of the collusion in pricing?

I hope that you can use your power to solve the obvious problems within the Government
procurement system and especially those at the Defense Supply Center’s Richmond. As
a Small Business Owner and a Taxpayer, I thank you for the opportunity to bring this
case to your attention.
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PURCHASE HISTORY

Part Number: 65261-08013-041 NSN 1620-01-126-6031
CAP ASSEMBLY — MAIN LANDING GEAR
SIKORSKY HELICOPTER MODEL H53

Contract SP0740-97-M-4841 awarded to MRM on 11 July 1997. 31 Assemblies at

$491.00 each
Inspected, approved and delivered on 16 January 1998

Contract SP0460-00-M-3698 awarded to MRM on 01 February 2000. 33 Assemblies
at $460.00 each.
Inspected, approved and delivered on 31 August 2000

Contract SP0740-00-M-4971 awarded to MRM on 27 September 2000. 20
Assemblies at $460.00 each

Notification received from DSCR on 20 October 2000. Due to item been reclassified
“Flight Critical Item”, a SAR (Source Approval Request) is requested from our
company.

SAR issued by MRM and sent on 20 November 2000.

Letter received from DSCR on 13 April 2002. Authorization to ship completed parts
denied until approval of SAR is received.

DSCR awarded contract N00383-97-G-012N to Sikorsky Aircraft (Prime Contractor)
on 25 May 2001.

90 Assemblies at a price of $2,431.09 each.

Total cost of contract $218,798.10.

Total cost if purchased from MRM $ 41,400.00

This represents an increase in-cost to the Government and Taxpayers of 460%
20 Pieces Inspected, Approved and Delivered on 22 February 2002. Shipment
authorized without SAR Approval by DSCR Procurement Leader, due to urgency

need.

Master Research and Manufacturing received SAR approval on 31 May 2002,
eighteen (18) months after submitted.
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Testimony of David Bearden
Deputy Assistant Secretary of Commerce for Economic Development
House Committee on Small Business, Field Hearing Norwalk, California
Tuesday, September 3, 2002

Introduction

Chairman Manzullo, I would like to thank you and Representative Napolitano for the
opportunity to appear at this field hearing of the House Committee on Small Business and
to discuss the Economic Development Administration’s (EDA) Trade Adjustment
Assistance (TAA) program for firms. My comments will briefly summarize the history,
process, and results of the program.

History

EDA’s Trade Adjustment Assistance for firms program was originally authorized under
the Trade Act of 1974, as amended. Congress recently extended the authorization of the
program through September 30, 2007, under the Trade Act of 2002, which President
Bush signed into law last month, on August 6.

The purpose of the TAA for firms program is to help manufacturing and producing firms
that have lost sales and employment as a result of increased imports of similar or
competitive goods. The program/s a unique federal response for mitigating the problems
that firms encounter as a result of changing trade patterns. It is also fully consistent with
the concepts of free trade. Rather than relying on quotas, tariffs, or other trade barriers,
the TAA for firms program helps trade-impacted firms become more efficient and
competitive within the global marketplace.

Since 1978 the Department of Commerce has supported a national network of Trade
Adjustment Assistance Centers (TAACs) to help injured firms in navigating through this
process. Currently, there are twelve TAACs in the network. California, for example, is
served by the Western TAAC, which is sponsored by the University of Southern
California. It is located at 3716 South Hope Street, Suite 200, Los Angeles, California
90007, and may be contacted at telephone number (213) 743-2732. This contact
information, along with a summary of my remarks about the Trade Adjustment
Assistance for firms program will be available in paper form for all who are interested
and will be provided to Representative Napolitano’s office.

Process
There are three steps that a firm must undertake to attain assistance under the TAA for
firms program: certification, preparation and approval of an adjustment proposal, and

implementation of the adjustment proposal.

In the first step, EDA determines if a firm is eligible for assistance under the TAA
program. The firm submits to EDA a petition and other information, which documents
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how it has been adversely impacted by increased imports. A TAAC will assist a firm, at
no cost, in preparing this petition, in assembling the necessary supporting documentation,
and in submitting it to EDA for consideration. EDA, essentially using a “reasonable
person test,” must find that a firm reduced employment by 5 percent or 50 employees
{whichever is less) and lost sales, and that increased imports of goods similar or
competitive with the goods made by the petitioning firm contributed significantly to those
losses. If EDA makes those findings, it issues the firm a certificate of eligibility to apply
for assistance under the TAA program.

The second step involves the preparation of the firm’s adjustment proposal and its
approval by EDA. A certified firm must have an adjustment proposal approved by EDA
before it can receive assistance under the TAA program. A TAAC will assist a firm in
preparing and submitting the adjustment proposal to EDA. The firm must pay the TAAC
at least 25 percent of the preparation cost of adjustment proposal, and the TAAC will pay
the remaining share out of the funding it receives from EDA. The adjustment proposal is
essentially a strategy for guiding the firm’s recovery. EDA expects the adjustment
proposal to include an unbiased diagnosis of the firm’s strengths, weaknesses, threats and
opportunities, and to identify specific technical assistance tasks that will help the firm in
its recovery efforts. Among other things, the tasks may include technical assistance in
such areas as marketing, product development and diversification, computer system
enhancements, production and industrial engineering, and export promotion.

Thj third step in the TAA program is the implementation of the firm’s adjustment
proposal. Once EDA approves a firm’s adjustment proposal, the firm may request
assistance from the TAAC in paying for the implementation of its adjustment proposal.
Usually, the firm selects a private consultant to provide the technical assistance tasks
outlined in its adjustment proposal. In most cases the certified firm pays 50 percent of
the consultant’s fee and the TAAC pays the other 50 percent. A TAAC may pay up to
$75,000 as its total share of the technical assistance implementation costs for the tasks
outlined in a firm’s approved adjustment proposal.

Results

Let me take a moment to share with you examples of the success some firms have had
using the TAA Program. We have seen instances of firms that have increased their sales
between 13 and 40%, and have decreased their production material costs by almost 40%.
The following examples, however, are actual firms that were assisted by the Western
TAAC:

* A contract manufacturer of printed circuit boards received assistance in
developing a strategy to focus its marketing efforts on customers needing more
complex printed circuit boards with higher quality standards and in gaining an
ISO-9002 certification standard for its products. Since completing the TAA
program, the firm’s sales have increased by 40 percent.
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* A die casting firm received assistance in developing and implementing an
improved computerized process monitoring and control system to enhance the
firm’s flexible manufacturing capabilities. Since completing the TAA program,
the firm’s sales have increased by 13 percent and its production material costs
have decreased by almost 40 percent.

A 1998 evaluation by the Urban Institute compared certified firms that prepared and
implemented adjustment proposals with certified firms that did not. Those firms that
implemented their adjustment proposals survived at statistically significant higher rates,
added as opposed to losing more employees, and achieved an almost double increase in
sales. For the TAA dollars invested in technical assistance implementation, the Urban
Institute concluded that by the fifth year after certification, the program: supported one
job for every $3,451 invested, and generated $87 in sales for every dollar invested.

Conclusion

Finally, I would like to point out that interested parties may wish to visit the web site of
the trade adjustment assistance for firms program, www.taacenters.org, for a more
detailed description of the program and its administration. This web site also provides
the addresses, telephone numbers, web site addresses and service areas of the twelve
TAACs, Questions may also be directed to EDA’s Planning and Development
Assistance Division at (202) 482-2127.

Thank you, again, Mr. Chairman, for the opportunity to briefly discuss EDA’s TAA for
firms program. I would be happy to answer any questions.
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TESTIMONY OF

DAVID G. HOLBERT
Executive Director of Western Research Application Center,
University of Southern California, School of Engineering

BEFORE THE

UNITED STATES HOUSE OF REPRESENTATIVES
COMMITTEE ON SMALL BUSINESS

FIELD HEARING, NORWALK, CALIFORNIA.

SEPTEMBER 3, 20602

Thank you, Chairman Manzullo, Congresswoman Napefitano and members of the
Committee for the opportunity to testify regarding the Trade Adjustment Assistance for Firms
program {TAA for Firms). I am the Executive Director of the University of Southern
California’s Western Trade Adjustment Assistance Center (Western TAAC), as well as the
President of the American Business Council (ABC).

Among the members of ABC are the twelve organizations that contract with the U.S.
Department of Commerce through the Economic Development Administration (EDA) o
operate Trade Adjustment Assistance Centers or TAACs. These Centers, created under the
Trade Act of 1974, are the front line service providers of TAA for Firms.

Speaking on behalf of the TAA Centers, we deeply appreciate the past support of
Congress to authorize and fund this program. Those decisions have saved and created
thousands of jobs helping to maintain economic stability in communities across the nation.

The purpose of TAA for Firms is to assist producing firms adversely affected by
imports. The Trade Act of 1974, in addition to creating the TAA Centers, specifies general
criteria for firms to qualify or become certified as trade-impacted, and delineates the general
program activities of business planning and technical assistance.

My testimony will address three questions: why TAA for Firms is particularly
effective for trade-impacted firms, the Program’s outstanding results, and some suggestions
for improvements to the Program.

The work of TAA Centers is to identify cligible firms, assist them with qualifying, -
provide consulting for recovery planning and technical assistance implementation, handle all
programmatic matters, and monitor company performance. The TAACs follow a philosophy
of consistency, individuation, and meticulous follow-through for these challenging business
tum-around projects. Indeed, TAACs carry out all aspects of the Program save rendering
certain judgments reserved by the Dept. of Commerce (certification of a firm as trade-
impacted and acceptance of a firm's recovery plan). Over years, the TAA Centers have shared
information and best practices, and developed a highly effective methodology for fostering

Page |
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business recovery. Together with help from EDA, the Program has made many adjustments in
rules and practices to keep current with economic conditions and improve quality.

The essential benefit of the Program is cost-shared technical assistance. The Program
and participating firms each pay a share (usually baif} of the cost for outside expertise to
accomplish specific objectives designed to bring new capabilities into service and restore
competitiveness. Private sector consultants, who are experts in their respoctive fields and
industries, perform the detailed work of implementing technical assistance. There are strict
limits on the amount of assistance for any one firm. In addition to Program sponsored efforts,
all participating firms invest in other aspects of business renovation such as training and
equipment. In fact, TAA for Firms assistance is a small, albeit critical, share of the lotal cost
of business recovery.

While the Trade- Act does not specify the size of a business that may be eligible, the
large majority of participating firms ernploy fewer than 500. Nearly all are manufacturing or
agricultural firms. Most are family-owned or closely held. Typically, the principal owner is
the chief executive, the firm operates from a single location, and the firm’s product is part of a
micro-category for which no specific records, public or private, are maintained.

Characteristics of these small firms and the nature of trade-impact often combine to
create a crisis for otherwise viable companies, The companies tend to be capital intensive and
face rapidly changing technology that places constant demands on working capital. These
private firms lack equity funding options and have obvious limits on debt capacity. Trade
impact often arises rapidly and presents strong price competition. Often, business decline
oceurs before correction can be implemented. Despite the conspicuous expertise required to
found and build a small business, firms typically find they are lacking in the specific
knowledge on which to base a successful tum-around in an envirorunent of trade-impact.
Even with highly competent management and excellent opportunities, these firms require
outside expertise to evaluate strategy and implement new technology. While resources may be
available for other aspects of recovery implementation, outside expertise or consulting is
typically funded from working capital, which, in many cases, is depleted in the trade-
impacted fipn.

Larger firms facing trade Impact may rely upon internal financing or turn to sourcing
abroad. Small firms do not have these options. Most importantly, a temporary and correciable
crisis, can threaten the livelihoods of employees and the life’s work of owners. Further, since
trade impact tends to occur pervasively in particular industrial segments, entire fields of
industry can be threatened with the potential of being lost forever to the U.S. industrial base.

By assisting firms with planning in strategy and implementation of outside expertise,
TAA for Firms brings an essential component of recovery into the trade-impacted firms near-
term operations. By helping to source and monitor as well as partially fund this technical
assistance, TAA for Firms makes implementation a reality at a time when its need is greatest
yet least feasible. The TAA for Firms program immediately adds confidence to a fiom’s
recovery plan, speeds business recovery, and relieves pressure on working capital. It often
surprises observers that a common outcome of recovery is expanded exporting; indeed,
export-led recoveries are not at all uncommon. Yet nothing is more logical when
competitiveness has been established based on performance and capability.

Page 2
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The results of the TAA for Firms program have been outstanding. Annually, the
TAACs conduct a self-directed evaluation of the Program by polling all firms actively
participating or having completed the Program within three years. During the five years from
1997 through 2001, the TAACs monitored implementation for 511 companies with just under
50,000 employees and $6.4 billion in sales (average size: 98 employees, $12.5 million in
sales.) In the two years prior to participating in the Program, these firms lost 12% of
employment and 10% of sales. Since starting the TAA for Finms program, the firms grew a
startling 29% in sales. The firms dramatically slowed the rate of job loss, at the same time
gaining 18% in productivity, more than double the national rate of labor productivity growth.

Program funding of just under $63 million for the five years yields a cost of $1,260
per job impacted -- a fraction of the cost of worker retraining. In 1998 the Urban Institute
conducted an independent analysis and concluded that the Program provided the federal
government with a return on investment between 261% and 348%. The study further
demonstrated that participating firms far exceeded growth of firms that were eligible but did
not participate, and even out-performed similar firms in general. These results are all the more
remarkable considering that each participating firm had experienced a decline in sales and
employment in an environment of rising imports in the two years prior to starting the
Program.

Throughout this testimony I have referred to “trade impact” without having defined
the term, yet I am confident everyone present knows what I am talking about. [ have stood
with company owners in their fields and factories both of us convinced that the firm is trade
impacted but challenged to demonstrate this in terms of acceptable documentation. Surely it is
necessary to define standards and proofs; this is the essence of faimess and efficiency.
However, this program would greatly benefit from clarification of what constitutes trade-
impact and careful thought as to the methods by which it may be demonstrated.

Allow me to enumerate some situations that, at present, would be unlikely to generate
a certification of trade-impact: the only U.S. producer of a product; a firm in a rapidly
growing industry that is increasing in sales yet losing market-share to imports; all firms who
petition during the early stages of a recession; many firms whose product is not discretely
defined in the Harmonized Tariff Code; 2 firm that experienced a sharp decline due
demonstrably to imports, but over one year ago; a firm that has had the foresight to observe
demonstrable impact prior to it’s most severe damage; and family farms,

The method by which firms demonstrate trade impact has changed little in two
decades. A petition for certification of trade impact with all of its attachments is a bulky
package indeed, and one that no company I know of has endeavored to complete without
many hours of assistance from TAAC staff. The Trade Act specifies sixty days to evaluatea ~
petition but it often takes longer in practice. Meanwhile, the Department of Labor’s TAA for
Workers program, which also certifies firms as trade-impacted, does so based on a one page
form with limited attachments that are designed to be acted upon with a few hours of
evaluation effort. The Urban Institute’s 1998 evaluation of TAA for Firms strongly

recommended a revision of the certification criteria and process as have evaluators prior and
since.
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No doubt the content of the Trade Act is imprecise and I am certain efficiency is a
foremost objective of the Economic Development Administration. In the mean time, the pace
of trade liberalization has not slowed nor has the volume or pace of imports. I woutd ask both
the Department and Congress to consider anew the subject of what constitutes trade-impact
and how 1t can be demonstrated in a petition for certification.

The level of appropriations for TAA for Firms since 1994 has been between $8.5
million and $10.5 million dollars annually. Most observers find this starthngly low. Indesd,
the sum of appraved funds for projects that are postponed pending new resources is a figure
well in excess of $10.5 million - an entire year’s appropriation. The President’s proposed
budget includes $13 Million for TAA for Firms ~ this is a most welcome endorsement and the
only substantial increase proposed in recent years. Weeks ago, Congress passed legislation
authorizing TAA for Firms for six years and recommending appropriations of $16 Million
annually in each of these years. The ABC, iself, evalnated the structure of TAACs and
concluded that the maximum efficiency of the current nstwork would be achieved at this same
figure of $16 Million. The timing of these initiatives coincides with the rapid pace of trade
liberalization initiatives and the passage of Trade Promotion Authority. I believe it is safe to
predict increased trade-impact among the nations small farms and manufacturers, Yet, without
positive efforts, level appropriations would appear to be the most likely outcome. I urge the
members of the Committee to help see the optimum lovel of appropriations, $16 million,
through the various processes of the Congress.

In the Trade Act of 1974, Congress created TAA for Firms in order to save and create
jobs and help American farms and manufacturers compete internationally without creating
artificial trade barriers. Your wisdom in esieblishing this effective trade remedy is now
obvious. The Program’s ancillary benefits, while perhaps unforescen by Congress at the time,
have contributed to saving economically threatened communities, mitigating the trade deticit,
and generafing miltions of dollars in tax revenues. However, two matters would benefit from
the committee’s insights and recommendations, these ave criteria and methods for
demonstrating trade-impact in individual firms, and the level of appropriations for the
Program,

Finally, I would be remiss not to emphasize that the small business owners that
participate in this program face genuine crises of survival. We are told, that firms like these
are the bedrock of the economy and engines of job growth. Their individual stories are
dramatic and compelling. Some observers are surprised to learn that, at first, owners are
usually reluctant to seck assistance through TAA for Firms and that unjustified or
opportunistic participation is anathema fo their conduct. These businessos deserve better than
an obscure process for qualifying and a partially unfulfilled promise for assistance, I beseech
the comuniltee to use its influence to foster effective criteria and processes for fitm
certification and adequate resources for the Program’s operation on behalf these business
recoveries that are so valuable to employees, communities and the pation as a whole.

I will conclude by again thanking the Committes for hearing this testimony and your

attention to this important matter for the nations small farms and manufacturers as well as the
many and valued jobs represented at these enterprises. Thank you.

Page 4
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Testimony of Mary Delmege
Senior Advisor to the Trade Promotion Coordinating Committee
House Small Business Committee California Field Hearing

Mr. Chairman, Representative Napolitano and Members of the Committee:

Thank you very much for including us in this hearing. This provides an excellent
opportunity to highlight the importance of trade for our economy and to talk about how
small and mid sized businesses are participating in global trade. I'd also like to discuss
current efforts to ensure that the resources that are available to help small businesses
participate in international trade are delivered in a coordinated manner. Finally, I’d like
to share with you some examples of small California firms that have recently succeeded
in selling into overseas markets.

Overview

With regard to the importance of trade, the facts speak for themselves: Exports have
accounted for 30% of US economic growth since 1989 and 97% of the US businesses
that export are small and mid sized firms. In developing the National Export Strategy
this year, we surveyed more than 1,000 small and mid-sized exporters.* One of the things
that we learned was that many small and mid sized exporters regard trade as a core
element of their business and expect it to serve as a continuing source of revenue growth.
Many of them also view their export sales as an important source of diversification when
domestic sales are flat or declining. The majority of the firms surveyed have experienced
growth of more than 5% annually in the past three years and expect that their export sales
will continue to grow more than 5% annually in the next three years. Of the small
businesses (under 100 employees) that export, 60% derive more than 20% of their total
sales from exporting. Forty-four percent of the mid-sized exporters report that 20% of
their total sales come from exports. There is no doubt about the fact that trade provides
tremendous benefits for small and mid sized U.S. businesses. It is well worth the time
and effort we are spending to make sure that trade services are well coordinated and
effective.

The National Export Strategy

The Trade Promotion Coordinating Committee was established in 1993 by executive
order, pursuant to the 1992 Export Enhancement Act to provide a unifying framework to
export promotion and export financing. It is an interagency committee, chaired by the
Secretary of Commerce, which each year publishes the National Export Strategy.

This year, the TPCC developed the National Export Strategy through a process of
reaching out to US firms in order to better understand their needs. In addition to the
survey mentioned before, we conducted one-on-one interviews and focus groups with
companies throughout the US. We also looked at trade promotion programs of other
industrialized countries to learn as much as possible about their best practices. All of this
input was used to develop a series of recommendations, including steps to provide better
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customer service and expanded outreach and education. Many of the specific
recommendations for better customer service are focused on training. Although users of
services are generally pleased, many of them told us that they would like to see better
coordination between agencies. They expect more seamless client service than the
agencies currently provide.

As a result of these recommendations, an interagency task force is developing a training
proposal aimed at making sure that trade specialists who interact with clients are well
versed in the full array of services available. Trade specialists should be able to match
the needs of the client with the most appropriate resources. Many small and mid sized
exporters told us that they have trouble figuring out where to go for help. They would
appreciate it if someone could guide them through the maze of available assistance. The
goal of a well integrated, interagency training program is to deliver just this kind of help.
The training will consist of short term, classroom style sessions, on-line resources and
longer term rotational job details. By equipping trade specialists with increased skill sets,
we will be able to better respond to exporters and potential exporters who expect more
integrated service. The Commercial Service currently has over 300 international trade
specialists in the field and our goal is to develop them as true account managers who are
able to provide clients with access to the full array of trade services.

At the same time, it is important to point out that this is not a new effort. Rather than try
to reinvent the wheel, we are attempting to build on our most successful efforts and
institutionalize those best practices. The 1993 National Export Strategy called for the
creation of US Export Assistance Centers where Commerce, Ex-Im Bank and SBA are
co-located. These were designed to be “one stop shops” for exporters, where they could
access counseling, research, and marketing assistance, as well as trade finance. ‘One of
the first four US Export Assistance Centers was here in Southern California and helped to
serve as a model for how integrated trade services should be delivered. This work
continues today as the three agencies work side by side, calling on clients and helping a
great many small Californiz businesses expand through exporting. The Southern
California network of offices leads the country in numbers of successful export
transactions reported by our clients. So far this fiscal year, these offices have counseled
more than 1,100 clients and reported 480 completed transactions worth a total of $180
million. Many of these companies have received assistance from the US Department of
Commerce, SBA, Ex-Im Bank and other TPCC agencies.

To cite a few specific examples, one of our specialists here in Los Angeles recently
helped a small company in Santa Fe Springs, resolve an issue with the Mexican Customs
authorities. Her efforts led to the successful shipment of $30,000 worth of refurbished
electronic equipment.

In another case, the staff at the local US Export Assistance Center helped an apparel
manufacturer in Vernon, link up with our Commercial officer in France. Through a
series of “gold key™ meetings, the company was able to expand their distribution network
and generate sales in excess of $160,000 in 2001 and $200,000 this year.
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A third example, concerns a Whittier firm that specializes in the manufacture and of
electrical power systems and electrical components. By helping them understand
NAFTA requirements and complete a certificate of origin, our trade specialist was able to
help them complete a $16,000 sale of equipment to a buyer in Mexico.

These are just a few examples of local firms that have benefited from the trade services
available locally. By providing these very productive trade specialists with additional
training and resources, we are confident that we can increase the scope of assistance
available to small and mid-sized firms. The training effort, along with implementation of
the other recommendations in this report, are part of an overall effort to respond to the
changing needs of small and mid sized firms that want to grow their businesses by getting
involved in international trade.

* Report Card on Trade II: Assessing the Effectiveness of U.S. Government Support to
Small and Midsize Exporters. Kenan Institute. June 12, 2002
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TESTIMONY OF WILLIAM REDWAY
GROUP VICE PRESIDENT, SMALL AND NEW BUSINESS GROUP
EXPORT-IMPORT BANK OF THE UNITED STATES
HOUSE SMALL BUSINESS COMMITTEE CALIFORNIA FIELD HEARING
SEPTEMBER 3, 2002

Mr. Chairman, Representative Napolitano and Members of the Committee:

I am happy to be here today representing the Export-Import Bank of the United States
(Ex-Im Bank). Thank you for allowing me the opportunity to testify about our efforts to
support small business throughout the country, and in particular, in California.

Ex-Im Bank provides competitive financing solutions so businesses large and small can
export. Ex-Im Bank exists to aid in the financing of U.S. exports, thereby helping to
preserve and support jobs here in the United States. We do this by helping finance the
export of US goods and services through direct loans, loan guarantees, and insurance.
These are transactions that would not go forward without us, and they take on particular
importance during times of international economic slow down. The exports come from
large and small businesses in almost every state and most Congressional districts. Ex-Im
Bank offsets the support provided by the export credit agencies of our major competitors
in Burope, as well as the Canadians and the Japanese. We also will support exports that
offer a reasonable assurance of repayment that the private sector finds too risky at that
moment because of the market involved and / or the length of time required for
repayment. Finally, and importantly, pursuant to our charter, we do not compete with
private sector financing.

Last fiscal year we supported $12.5 billion of US exports to markets around the world,
We approved 2,124 small business transactions, which represent 90% of all of our
transactions in fiscal year 2001. Small business represented 18% of the exports the Bank
supported by dollar value and Ex-Im Bank intends to grow this amount.

We recognize that small business provides the greatest source of job growth in the U.S.,
and we continue to improve our small business programs and services. We are successful
because we listen to you, to our customers, and to our partners. Today I want to tell you
of our success reaching out to small businesses and helping to provide the financing
necessary to make a sale.

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

small businesses. Over the past few years, we have seen dramatic growth in one of our
most important programs, the Working Capital Guarantee Program. This program is
renowned in the export-financing arena for encouraging commercial lenders to make Ex-
Im Bank-guaranteed loans to small businesses. We recognize that small businesses,
particularly those owned by minorities and women, face a number of hurdles in obtaining
commercial financing. Small businesses typically lack capital, collateral and the
financial history to persuade banks to issue a loan. And, often, when a small business
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begins to compete in the export market, it lacks productive capacity and finances to
produce the export.

Loans made under Ex-Im Bank’s Working Capital Guarantee Program can be used for
the costs and expenses of manufacturing the export item or providing a service. Last
year, we approved $660 million in working capital loans. 90% of these loans supported
small businesses. These loans supported approximately $3 billion in export sales, making
this small business program one of the most significant in the Bank, This financing
product has grown 71% since FY98. When credit tightens, small businesses tend to be
more adversely affected than larger companies. Our working capital product provides
Ienders with a tool to accommodate the credit needs of small businesses. We are proud
of its recent growth and we are committed to its future success. Our loan guarantees —
even those small in dollar amount — have enabled small businesses to hire new employees
or buy equipment to produce an export, thus allowing them to complete nulti-million
dollar export sales. And, by increasing the coverage of working capital loan guarantess
for minority- and women-owned firms from 90 to 100 percent, we have given them
greater access to financing for pre-export costs.

Insurance:

Our export credit insurance is also mostly used by small businesses. Last fiscal year, we
issued 1,723 export credit insurance policies to small businesses, or ninety-eight percent
of the total number of Ex-Im Bank policies. These policies protect a U.S. exporter’s sales
to foreign buyers—mostly on a short-term basis. We have several types of policies
including one for “very small businesses™ with limited export sales and experience. This
policy bas extra benefits such as no first loss deductible, a simplified premium rate
schedule and special financing features.

‘We are presently automating all of our insurance products so that a small business can
apply for coverage through the Internet, have the majority of the underwriting decisions
made electronically, and have the policy issued electronically. This will make our
programs more accessible to small businesses and give them faster better service. We
expect this project to be complete in 2004.

Outreach and Marketing:

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

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

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

Direct Mail: we deliver more than 300,000 mailings to build awareness and
generate qualified leads for follow-up by our regional office staff. Our
mailings are direct and to the point. We track each mailing with source codes
in order to measure success and failure. Direct mail allows the Bank to target
niche and important markets in a cost-effective manner. For example, this
year we have delivered targeted mailings to exporters of environmentally
beneficial goods and services, minority- and women-owned exporters and
medical equipment exporters.

Additionally, Ex-Im bank has led a joint direct mail initiative with the U.S.
Commercial Services and Census Bureau’s Foreign Trade Statistics Division.
This year we will deliver 50,000 joint direct mail pieces. Not only is this
partnered approach cost-effective (it reduces our costs by 2/3rds) it gives the
recipient a comprehensive view of the suite of services offered by our
respective institutions.

Seminars: Educational seminars have long been a primary tactic of many of
the trade agencies. We continue to offer seminars, but we are doing things a
bit differently. Firstly, we are doing more and we are targeting them with
more precision. Secondly, we have taken them outside of Washington and
slimmed them down to one-day mini-courses. Thirdly, we almost always
either partner with Department of Commerce, a city/state partner or include
one of our sister agencies in the program. For example, this summer Ex-Im
Bank participated in a Department of Commerce-hosted exporter seminar in
Bakersfield, California.

Trade Associations: Working with key trade associations, we market the
Bank’s financing tools to their membership. Trade association interaction
also allows the Bank to channel its message to key audiences such as minority
groups. For example, the Bank has partnered with the National Minority
Suppliers Development Council INMSDC) for the past two years. This
partnership allows the Bank to interact and market our services to exporters
who are members of the NMSDC at their trade shows and regional chapters.

Additionally, the Bank is actively involved in trade shows. Attending trade shows where
hundreds, sometimes thousands of exporters and buyers are amassed is a very cost-
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effective outreach tactic for Ex-Im Bank. Partnering with DOC and Census Burean
makes our approach even more effective. Leads generated from our trade show activities
are our fastest growing, cost-effective tactic. We want to continue this successful
enterprise with DOC and Census Bureau and expand it.

Due to the predominance of the State of California as the nation’s largest exporter, Ex-Im
Bank assigns six full-time employees to its California offices in Long Beach and San
Francisco. Covering ten other states in addition to California, these six employees dwing
the first ten months of the current fiscal year 2002 have made sixty-one public
presentations, seminars and symposiums exclusively to California exporters.

Seven of these presentations were Ex-Im Bank of the U.S.-sponsored seminars, six were
DOC-sponsored, two were sponsored by SBA, and six by the Small Business
Development Corporations and the Centers for Intermational Trade Development of the
State of California. An additional twenty of these presentations were given to private
sector interests including commercial banks and international trade associations in the
state. Nineteen of the presentations were given to international trade groups that were
sponsored by universities, national and local government agencies, and chambers of
commerce, including the University of Southern California, The University of California
campuses of Hayward and Irvine, California State University campuses of Fullerton and
San Francisco, the World Trade Centers of Los Angeles, Long Beach, San Francisco and
Sacramento, the District Export Council of San Diego, the Chambers of Commerce of
Vernon and Beverly Hills, the Monterey Institute of International Studies, Santa Ana
College, SCORE, USAID/GTN, and the US Trade and Development Agency

The geographic coverage in California of these outreach seminars and presentations
included the cities of Anaheim, Bakersfield, Beverly Hills, Buena Park, Chico, Carmel,
Costa Mesa, Cupertino, Hayward, Irvine, Long Beach, Los Angeles, Manhattan Beach,
Monterey, Newport Beach, Oakland, Ontario, Riverside, Sacramento, San Diego, San
Francisco, San Marino, Santa Ana, Santa Clara, Santa Maria, Torrance, Vernon, and
West Hills.

An estimated 2,056 attendees were on hand for these seminars.

Ex-Im Bank, through its Long Beach and San Francisco offices, made a further outreach
in the first ten months of this fiscal year by personally making 2,056 marketing contacts
with and 477 direct sales calls on exporters. Marketing contacts with exporters are
general and informational in nature, while direct sales calls are face-to-face and have the
purpose of presenting the exporter with a value proposition wherein applying for an Ex-
Im Bank program is proposed as a means to increasing the exporter’s foreign sales
volumes.

Future Focus:

As for where the Bank intends to go from here, Congress recently increased from 10
percent to 20 percent the amount of the Bank’s aggregate loan, guarantee and insurance
authority that the Bank shall make available to small business in each fiscal year. Last
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fiscal year the Bank was at 18%; we look forward to growing further. Congress also
directed the Bank to place an emphasis on conducting outreach and increasing loans to
socially and economically disadvantaged businesses, small businesses owned by women
and small businesses employing fewer than 100 employees. Additionally, the Bank is
working on and has been directed to implement technology improvements that are
designed to improve small business outreach, including allowing customers to use the
Internet to apply for the Bank’s small business programs.

Conclusion:

In conclusion, Ex-Im Bank is proactively marketing Ex~-Im Bank products to achieve
small business goals. While the global economy has changed significantly since our
inception in the 1930s, we remain true to our mission: to support US jobs through
exports. I would like to thank Congress for your support of the Bank’s efforts and am
happy to answer any questions you may have.
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Dr. Raul Hinojosa-Ojeda
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September 3, 2002

This testimony explores the current and future potential patterns of inter-action
and integration between the U.S. Hispanic Community and Latin American economies.
First, the relative size and importance of the U.S. Hispanic community is situated in the
context of the Western Hemisphere. It is estimated that the U.S. Hispanic community is
actually the largest Latin American economy in the world in terms of value added. In
addition, we estimate that the U.S Hispanic community is also much more inter-
connected with Latin America than is the rest of the U.S. ‘economy through a variety of
flows, including migration, remittances, telecommunications, travel, as well as trade and
investments, particularly via small businesses.

Second, the current dynamics and impacts of integration between U.S, Hispanic
Communities and Latin America are reviewed. The current pattern of integration is
shown to generate significant positive gains in income and employment to some elements
of the Hispanic Community, yet we also find disproportionately high negative impacts
that accentuate and perpetuate patterns of dislocations and inequality on both side of the
U.S.-Latin American relation. Both the positive and negative impacts of NAFTA are
reviewed, including the participation of U.S. small business in increased trade, as well as
the current patterns of job losses, community dislocation, migration and remittances.

In the third section we review the potential gains from shifting to an enhanced
pattern of economic interaction between the U.S. Hispanic community and Western
Hemisphere economies. This shift would have to include increased financing of
transnational Hispanic small businesses for enhance trade and investment. This new
policy approach would also have to include a significant legalization of current and future
migration from Latin America, as well as a major push for the leveraging of the $25
billion in Hispanic remittances for augmented savings and investment. This dual focus
on enhanced flows of migrant labor and remittances should be specifically geared
towards (1) a major development of decentralized micro banking, internet connectivity,
energy generation and other small business based productive projects in immigrant
sending regions, as well as (2) the empowerment of social capital organizations within
transnational migrant communities.
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We estimate potentially large gains to be obtained from such a strategy of
increased economic interactions and integration between the U.S. Hispanic community
and Latin America. Such a policy approach focused on Hispanic small business,
remittances leveraging and legalized flows of migrant labor could be the most significant
growth component of a proposed Free Trade Area of the Americas.

L Relative Dimensions and Inter-Connections of the U.S. Hispanic Community
and Latin America

World-wide there is 2 growing interest in the importance of migrant Diaspora
communities for advancing and widening the benefits of global economic integration.
This is due to the large and still growing migration and remittance flows, as well as the
growing economic weight of these communities in sending and receiving countries and
their crucial potential role in further accelerating cross-border economic integration. It is
estimated that in 2002 there are at least 170 million foreign born immigrant in countries
around the wortld (Table 1). Global remittances by immigrant workers are conservatively
estimated at $100 billion by the IMF. While these flows are clearly large and expected to
grow, NAID Center estimates that the total value added generated by Diaspora
communities world-wide has already reached a total of $ 2.2 trillion, representing the 3rd
largest economy in the world, outranked only by the U.S. and Japan. (Hinojosa, NAID
Center, 2002b).

The economic power and importance of these Diaspora communities are expected
to grow considerably. In fact, the current migration numbers are actually very small
compared to the total world population, representing a smaller percentage than were
migrating around the world during the peak of the last major wave of globalization at the
beginning of the 20% Century. It is estimated that the current era of migration could
expand rapidly in the next decades, particularly given the growing demand for population
in the developed countries of the world (CSIS 2002). The NAID Center estimates that a
growth in migration could actually be extremely beneficial for the world economy,
generating much more growth and long term benefits than all the impacts of trade
liberalization agenda being negotiated in the current WTO “Doha Round” (Hinojosa,
2002b, see also Rodrick, 2002).

The economic importance of Diaspora communities is particularly significant in
the context of the Western Hemisphere. The U.S. Hispanic community, for example, can
be shown to be the largest Latin American economy in the world in terms of value added.
Table 2 shows a variety of estimates of the economic importance of the U.S. Hispanic
community. Traditional estimates are based on mean household income, which given the
growing number of Hispanic households in the U.S. (9.6 million), yields an impressive
total of $400 billion. This Hispanic purchasing power is indeed rapidly approaching
Mexico’s entire GDP. But a more accurate estimate should be based on the entire
economic contribution of the Hispanic community to total U.S. economic output. We
employ a technique that estimates the sectoral per-capita value added of Hispanic
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workers compared to the national sectoral per capita GDP. This methodology yields an
estimated total Hispanic value added of $1 trillion dollars. This means that if the U.S.
Hispanic community were a separate economy, it would not only be the largest Latin
American economy, but it would also be the second largest economy in the U.S. (only
California is bigger), the second largest in the Western Hemisphere (after the U.S. and
bigger than Canada), as well as the seventh largest economy in the world.

Hispanic businesses in their own right are also very important contributors to U.S.
economic activity. According to the most recently available U.S. Economic Census data
(1997 published in 2001), Hispanics owned almost 1.2 million of the 20.8 million U.S.
non-farm businesses, employing over 1.3 million persons and generating $186.3 billion in
business revenues. In just ten years, from 1987 to 1997, the total number of Hispanic
owned firms rose by 232%, compared to only 16.8% growth of all U.S. firms. Hispanic
women owned 28% of firms and were the fastest growing of any new business segment,
The sales and receipts of Hispanic owned firms rose an even more impressive 48.9%
from 1992 to 1997 (huip://www.census.gov/prod/ec97/e97cs-4.pdf), which if extrapolated to
2002 could indicate a $250 billion Hispanic business community. In particular states and
regions, the contribution of Hispanic business is even more central to economic growth,
indicated by the share of new business created by Hispanics in California (xx%) and Los
Angeles County (xx%).

Density of Cross Border Linkages between the U.S. Hispanic Community -
and Latin America

The U.S. Hispanic community is not only a very formidable part of the U.S.

- domestic economic might, but it is also a leading conduit for vitally important
international connections through trade, investment, migration, remittances, travel and
communications. Clearly important, yet surprisingly unexplored, are issues that include
the relative size, linkages, and cumulative network potentiality that the U.S. Hispanic
community represents for the U.S. relations with Latin America. The central proposition
is that the vast array of Hispanic transnational social capital provides a dense network for
facilitating a multiplicity of inter-actions. Many of these interactions are very little
explored and documented, representing huge economic opportunities. Ignoring their
potential as well as the obstacles that stand in the way of their development helps
reproduce the dynamics of inequalities in the U.S. and Latin America.

Trade:

The Hispanic community is particularly active in the most trade intensive sectors
and regions of the U.S. economy. Hispanic workers are disproportionately more highly
concentrated in trade intensive sectors such as manufacturing and agriculture (Table 3}.
Hispanic workers are more than 50% as likely to be employed in the tradable sectors of
the U.S. economy (34%) than are white workers (22%). Hispanic businesses are also
more represented in many of the sectors with high amount of trade activity with Latin
America, including food, agriculture, apparel manufacturing, travel services, and
communications. Hispanic workers and businesses are particularly very concentrated in
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those states and regions of the U.S. that are most involved in trade with Mexico and Latin
America, including California, Texas, Florida, and Hlinois (Table 4). The ten states with
the top 10 largest Hispanic communities, which contain 85% of Hispanic businesses, are
also responsible for more than 50% of U.S. exports to Latin America.

Being concentrated in sectors and regions with strong trade linkages can produce
both strong positive gains as export as well as negative impacts from imports and
production shifis abroad. As we shall see below in the analysis of NAFTA impacts, while
Hispanics workers and firms have received strong benefits from exports, they are also in
potential danger of being affected by import penetration and production relocation. The
crucial position of the U.S. Hispanic Community with respect to trade with Latin
America places it in a strategic position that deserves special attention in the upcoming
negotiation for a US-Central America and Western Hemisphere Free Trade Area.

The other measure that is significant is that migrant labor and Hispanic
Businesses also strongly support the non-traded sector of the U.S. economy, particularly
services. More than 94% of Hispanic business and 65% of Hispanic workers are in the
non-traded and service sectors. The NAID Center estimates that this represents close to
$600 billion in value added to the non-traded sectors. In effect, the Hispanic Diaspora of
Latin America can thus be seen as providing a major boost to the U.S. economy through a
transfer of resources that operates outside of the recognized trade and integration agenda.

Migration:

The full range of conduits for the contributions of U.S. Hispanics to Western
Hemispheric economic growth and integration are much broader than just trade, and
clearly deserve to be included as an integral part of any negotiations concerning regional
economic integration. Migration, for example, is the largest U.S. international
transaction, particularly with respect to Latin America. The U.S. is actually a relatively
closed economy with respect to trade as a share of GDP, reaching only 24% in 2002.
Trade with Latin America as a share of U.S. GDP is only 10%, and with Mexico it is only
5%, indicating only a modest potential for contribution to annual GDP growth though
trade liberalization. Migration, on the other hand, plays a much more significant role in
fueling GDP growth, representing more than 60% of annual labor market growth.
Migration from Mexico alone contributes 35% to U.S. labor market growth, much more
so to states such as California (90%) and Texas (75%).

Official flows and stocks of migration are clearly crucial to the overall value
added of the U.S. Hispanic Community. It is important to note that undocumented
migration also represents a significant contribution to U.S. GDP. Recent Estimates by
the NAID Center (2001) place the value-added contribution of the Mexican
undocumented population at $150 billion. Adopting extreme anti-immigrant policy
recommendations (such as those of the Center for Immigration Studies or Proposition
187) would result in g dramatic drop in U.S. economic activity. A reduction in the
undocumented Mexican immigrant population to zero would produce a dramatic drop in
U.S. economic output (about $155 billion). This would also produce negative effects on
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the United States' fiscal balance as well as severe negative impacts on Mexican wages
and income inequality.

Migration has not only been historically important for the U.S., but will be even
more important in the future. Migration is not only crucial for future growth of
population and employment levels in the U.S,, but will be essential to maintain the
financial health of Social security as well as a variety of other economic activities such
as real estate and housing Market. As such, continued migration is crucial for the
maintenance of the U.S. global economic and political leadership position and thus U.S.
national security.

While low wages and low productivity are a problem, contributing to U.S.
inequality, the answer is to improve conditions for immigrant to incorporate faster and
better, not cut off the sources. Immigrant come in low wage, experience the fastest
growth in wages and productivity over time. Legalization and incorporation into the
legal and economic mainstream will only accelerate this process, We explore this
dynamic below in detail, particularly making the point that migration and remittances
should be included directly as a part of the negotiations of a FTA in the Western
Hemisphere.

Remittances and Financial markets: .

While Migration into the U.S. Hispanic community is very important for the
health of the U.S. economy, it is also growing increasingly important for the health of
Latin America. Total U.S. remittances are calculated by the IDB at $25 billion a year
(IDB 2001), including 10 billion to Mexico and 5 billion to Central America.
Representing XX% of total remittances from the U.S. The NAID Center research
indicates that the actual numbers maybe significantly higher, with remittances in Mexico
actually 30% higher (based on what is carried in cash). The total amount of money that
immigrants save for remittance purposes is also at least 20% higher than what is actually
received in Mexico, the balance being kept as free, commission and exchange rate
charges by money transmitting companies. The total remittance funds to Mexico alone
are thus estimated at 15 billion.

These funds are a very large part of the Latin American economies, typically
representing much more than official aid, and in most countries, even more than total
direct foreign investment and export eamning. Remittances are particularly a much larger
share total income of immigrant sending regions and villages. NAID Center research
(2001B) indicates that in many cases, remittances represent over 100% of total income.
QOur surveys also indicate that remittances are not only very important to immigrant
receiving households (sometimes representing all of disposable income for consumption
and investment), but that are also very important for non-migrant households who rely on
selling goods and services to remittance households. Remittances also represent a huge
share of government investments, growing as a share of total public goods investments
via collective remittances of transnational hometown associations (HTAs).



105

The NAID Center estimates that current multiplier effects of each dollar of
remittances are already very significant (2x1) to local village income. Our research,
however, also estimates that potential multiplier effects are huge. We estimate are that
remittances with proper financial inter-mediation though banks and credit unions
financing local productive project could produce multiplier effects of 20x1.

While potentially very positive, remittances can also have negative impacts. This
will be reviewed in detail below, an could actually have negative cumulative causality
effects. Extremely high costs associated with transfers, with no inter-mediation, means
that there are current few options for these funds to be used productively. NAID
transnational household surveys show that total financial service fees for immigrants can
be as high as 23% of total income. Average expenditure on financing services and
telecommunications together can be as high as 40%.

Communications and Transpertation:

The transnational Hispanic community is one of the primary customers driving
the telecommunication revolution in the Western Hemisphere. Mexico received the
largest amount of U.S. long distance calling minutes than any other country in the world
(6.8 billion). All of the Western Hemisphere amounted to 18.4 billion of the 34.6 billion
minutes of traffic billed in the U.S. The total amouant that U.S. long distance carriers
billed for Western Hemisphere calls was 7.2 billion, and $3 billion for Mexico, more than
any other country in the world. Just for Mexico, an addition $1.5 billion and 8 billion
minutes total billed in the sending countries. And this is just the beginning as Mexico
telecom penetration is tiny by international standards.

The transnational Hispanic community is also a prime contributor to expanded
transportation services in the Western Hemisphere. Mexico is the number one travel
destination by U.S. residents and the location where travel payments by U.S. residents is
the highest U.S. Mexico is also the number one border-crossing destination with more
than 656 thousand crossings per day in 2000.

II. Positive and Negative Dynamics of Cross-Border Integration between the
U.S. Hispanic Community and Latin America

The current patterns of economic integration between U.S. and Latin America
produce a variety of both positive and negative impacts. In order to understand how this
occeurs, it is essential to see how trade, investments as well as labor migration and
remittance flows interact across muitiple countries. We also need to analyze how cross-
border economic integration generates a variety of cumulative causation processes,
allowing us to focus on how to foster positive and redirect negative dynamics, a
challenge that must be met via cooperation across borders.
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The U.S. Hispanic community is clearly a major force in the current pattern of
economic integration between the US and Latin America. Below we explore the
particular role of the Hispanic community in the current dynamics of integration,
establishing the basis for how initiatives specific to the community could make an
important difference in moving the patterns of integration towards generating wider
benefits across countries.

The U.S. Hispanic business, in particular, plays 2 central role in expanding trade
and investments relations to more sectors in both economies, particularly the more labor
intensive sectors where they operate. As trade and investment integration expands
rapidly, the US Hispanic community clearly participates in a number of positive
dynamics. As trade expands, workers and business experience gains from market growth
and productivity growth associated with increased economies of scale and specialization.
This increases the ability of Hispanic community to take further advantage of positive
cumulative causalities of higher profits, new markets, and investment opportunities.

While patterns of positive cumulative causation are clearly evident in sectors
throughout North America, these dynamics is not necessarily sustainable (in terms of
incentives for innovation and future productivity growth) and are not expanding fast
enough to be a major source of employment absorption, particularly in Mexico. Just as
the Hispanic community is in the position to benefit from many opportunities of
integration, however, Hispanics are also facing the brunt of negative impacts of
dislocation. Hispanic workers and firms are also concentrated in low wage linked sectors
on both sides where negative cumulative causality occurs frequently. Negative
cumulative causation dynamics linked across national economies continue to produce a
drag on low wage labor markets, reducing incentives for productivity enhancing
investments in low wage sectors as well as the entire regional economy. Our analysis
points to the need for major policy development efforts directed at both the investment-
production-trade dynamics and the employment-wages-migration-remittance dynamics.

NAFTA: An Example of Positive and Negative effects

The NAID Center research on the Impact of NAFTA (2002a) has analyzed the
process of integration and uneven development in North America as being driven by
“dynamics of cumulative causation” that move relative incomes along positive
(convergence) or negative (divergence) paths of evolution. The evidence clearly shows
that NAFTA did not create the North American dynamics of growth and inequality, but
neither has it significantly altered them. If anything, NAFTA appears to have only
slightly accelerated both the positive as well as negative cumulative causation dynamics.

The NAID Center research also shows that a focus on Jobs “lost” and “gained” is
a misplaced placed emphasis. In the aggregate, the total amount of jobs gained and lost
is minuscule with respect to the over all churning of the labor market in North America.
Our argument is that the crucial issues for U.S. and Latin American policy-makers are the
factors and policies that can shift the pattern of North American integration towards
greater growth, development and income convergence on both sides of the border. The
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fundamental issue for the future will continue to be the factors driving alternative paths of
cumulative evolution in two major areas -- (1) investment-production-trade dynamics and
{2) employment-wages-migration-remittance dynamics -- both of which together are the
major drivers of regional income convergence and divergence.

NAID research on NAFTA shows that economic integration can generate a
process of positive cumulative causation (PCC) whereby: (1) The operation of
integration itself can open wider markets (both goods and capital); (2) generating the
possibility for resource reallocation for specialized production to take root in regions of
comparative advantage; (3) allowing for producers to take advantages of increased
economies of scale; (4) generating rapid output and employment growth; (5) allowing the
possibility for enhanced growth of incomes of both profits and wages; (6) which can
allow for both growth of productivity and further innovation for both trading partners,
allowing for (7) sustained growth of investment and consumption; (8) generating
sustained income growth and upward income convergence on both sides of the border. In
addition, this process can lead to a possibility for the transnational region as a whole to
gain in relative competitiveness with respect to other regions around the world.
Integration with PCC can generate relative productivity growth and a regional
specialization in joint production for increased exports to third markets, attracting
investment from outside the region, potentially being trade creating versus merely trade
diverting.

NAID research also shows that economic integration between rich and poor
regions can also produce a number of dynamics of negative cumulative causation (NCC).
One scenario~the richer country gets richer--can operate via a process whereby: (1)
High initial inequality conditions in resources and economies of scale favoring the rich
can; (2) make the absolute competitive position of the rich region so high that poor
regions cannot develop the sufficient scale to make investment viable to compete; (3)
drawing resources (labor, capital) from the poorer region to the richer, en-riching the
richer and impoverishing the poorer. Another NCC theoretical possibility exists—the
classic “race to the bottom” scenario--whereby: (1) Under sufficiently large differences
in “surplus” labor endowments with low differences in productivity and scale economies;
{2) poorer countries can draw capital resources from the rich to the poor country (or
abundant labor from the poor to the rich country) in order to produce at a more labor
intensive yet lower productively choice of technique; thus (3) negatively impacting both
rich and poor countries by reducing the overall intra-regional income potential and extra-
regional competitiveness.

Role of Latinos and NAFTA :

Overall Jobs gains and job looses are only a small part of the picture, as NAID
Center research has also shown. Total NAFTA TAA certified job losses are tiny
compared to the over all churning of the economy. NAID estimates that while NAFTA
TAA represent a perhaps 60% undercount, even this numbers is small in aggregate terms.
Employment dislocations are concentrated in particular sectors and communities,
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however, that do produce significant negative impacts. NAID Center research has
documented some of the most impacted regions and sectors and has found that they are
highly concentrated with recent immigrant from Mexico and other places.

What is the case is that NAFTA TAA impacts are concentrated in particular
regions and sectors where Latinos and immigrants predominate such as in southwestern
states and, in particular, LA garments, Watsonville agriculture and El Paso textile. We
have traced were these jobs have moved in Mexico. In some case, such as frozen
vegetables moving form Watsonville to Guanaguato, literally the cousin got the same
jobs!

What does seem 1o be the case is that Hispanic workers are in general more
concentrated in the tradable sectors of the economy (Farms and manufacturing) and are
concentrated in the largest employment and most labor intensive industries in the tradable
sector, as well as in the regions which trade most intensively with Latin America. Table 3.
indicates that the top 10 most intensive Hispanic sectors (comprising 30% of Hispanic
versus 16% of white workers) compromise 66% of all NAFTA TAA dislocations. They
also comprise 30 of Exports to Mexico, yet 76% of imports from Mexico. They also
comprise slightly large share of Hispanic firms as compared to non-Hispanic firms (4.8%
to 4.6%), yet comprise 65% of certified firms losing jobs to NAFTA.

‘What is interesting is that Hispanic workers are concentrated in particular
industries in both the PCC and NCC sectors of the U.S. economy. Tables 5 and 6 show
data for which sectors in the U.S. are experiencing patterns of positive and negative
causality as defined above.

Beyond NAFTA: Migration, Remittances and transnational financial development

The US must also recognize that the current pattern of North American
integration clearly exhibits negative cumulative causation dynamics, although not based
on the simplistic “race to the bottom” anti-NAFTA metaphor. As in the case of positive
cumulative causality, there is evidence of a common cluster of sectors on both sides of
the border that share similar characteristics and linked dynamics. This cluster of sectors
exhibits slower growth of trade, employment, productivity and wages. These sectors also
share immigrant labor markets, linking migrant sending regions in Mexico with
immigrant receiving and heavily Latino regions in the U.S.

This low-wage bi-national labor market is also absorbing the bulk of employment
displacing effects from NAFTA and increased trade and plant relocation. These sectors
include, for example, corn production in Mexico and garment production in the U.S. Not
only are negative employment impacts highest in these sectors, but these low-wage bi-
national labor markets aiso suffer the lowest levels of education and training spending.
Finding employment to even sustain similar low wage levels after layoffs is very
difficult, let alone making a transition to higher skilled export jobs. The negative
pressures on these migration linked labor markets are compounded by a lack of
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productivity enhancing capital investment as well as low levels of human and social
capital investment. Demographic growth is also highest in rural and urban low skilled
sectors with low social investments, on both sides of the border. Adding to negative
causality is that this bi-national labor market only has access to very limited labor,
migration and political rights, compounding the inability to demand higher wages and
increased social investments for their communities on either side of the border.

While remittance transfers are very substantial (nearly matching DFI), they are
currently being underutilized in their current role of maintaining basic consumption
levels among large segment of the poorest communities in Mexico and perpetuating an
external dependence on their family networks in the poorest communities in the U.S.
Low-wage migration is thus functionally maintained and reproduced, producing a short-
sighted subsidy to the U.S. consumers of low wage goods and services. Over the long
run, this maintains communities in poverty on both sides of the border and high levels of
inequality in both countries. The US must recognize its long term stake in leveraging the
migration-remittance dynamic towards increased financing of productive savings and
investments in immigrant sending and receiving regions.

HI.  From Viscous to Virtuous Cycles: The Expansion of Positive Cumulative
Causality in US-Latin American Economic Relations

In this section we review the potential gains from adopting a comprehensive
integration agreement that would emphasize an enhanced pattern of economic interaction
between the U.S. Hispanic community and Western Hemisphere economies. This new
policy agreement, proposed as a part of the FTAA discussion currently under way, would
have to include increased liberalization of trade and investment flows as well asa
significant expansion of financing of transnational Hispanic small businesses involved in
cross-border trade and investment. This new agreement would also have to include 2
significant legalization of current and future migration from Latin America, as well as a
major push for the leveraging of the $25 billion in Hispanic remittances for augmented
savings and investment. The central issue is how to redirect and transform the current
patterns of trade, investment, migration, remittances, and financing from negative to
positive cumulative causation dynamics.

The elements of this new transnational approach would include:

(1) ~Enhanced Trade and Investments Integration
Increased trade liberalization combined with much grater emphasis on the role of
Small Businesses in both the US and Latin America

o -Integrate small business and community agenda into the US-CA FTA and FTAA

e -Support and expand NADBANK

e -Help create transnational SME support and financing networks, working with local
governments and NGO organizations
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(2) -Enhanced Migration and Remittance Integration
Legalization of stock and flow will move towards:

* -increased wages in immigrant receiving regions
e -decreased demand for undocumented
s -increase investment in human capital

Leveraging of remittance for financial development throughout the transnational
Hispanic communities in the U.S. and Latin America.

) Trade and Investment Integration

NAID Center research shows that a shift in US-Latin American economic .
integration towards a broad expansion of the dynamics of positive cumulative causality is
both possible and feasible. The U.S. Hispanic Community is in a unique position to be
mobilized for making the turnaround effort though economic development efforts. We
estimate potentially large gains to be obtained from such a strategy of increased
economic interactions and integration between the U.S. Hispanic community and Latin
America. Such a policy approach focused on Hispanic small business, remittances
leveraging and legalized flows of migrant labor could be the most significant growth
component of a proposed Free Trade Area of the Americas.

The U.S. Hispanic community is clearly a major force in the current pattern of
economic integration between the US and Latin America. We explore the particular role
of the Hispanic community in the current dynamics of integration, establishing the basis
for how initiatives specific to the community could make an important difference in
moving the patterns of integration towards generating wider benefits on both sides of the
border. The U.S. Hispanic husiness, in particular, can play a central role in expanding
trade and investments relations to more sectors in both economies, particularly the more
labor intensive sectors where they operate.

Clearly important, yet surprisingly unexplored, are issues that include the relative
size, linkages, and cumulative network potentiality that the U.S. Hispanic community
represents for the U.S. relations with Latin America. The central proposition is that the
vast array of Hispanic transnational social capital provides a dense network for
facilitating a multiplicity of inter-actions. Many of these interactions are very little
explored and documented, representing huge missed economic opportunities. Ignoring
their potential as well as the obstacles that stand in the way of their development helps
reproduce the dynamics of inequalities in the U.S. and Latin America.

Empowering the Transnational Hispanic business and workers will generate
income and productivity growth, expand integration and international markets for goods
and services, and will benefit economies throughout both sides of the border. Network
potentialities for trade and investments, new integrated markets, new transnational
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services for the financial, communication and travel needs. Addressing the needs of
Hispanic workers displaced by integration, particularly immigrant workers, on both sides
of the border is also crucial to broadening the positive impacts of integration.

Governments, International Financial Institutions, and large corporations should
focus on policies that empower the transnational community on both sides of the border.
Coordinated efforts should be an integral part of any agreement on regional integration.
Much more than merely focusing on lowering tariffs, this would allow the igniting of
economic agents that can expand the benefits of integration of markets of goods, services
and capital directly to those being most left out now, enhancing the total economic
benefits of integration for all.

@ Enhanced Migration and Remittance Integration

Shifting towards more virtuous cycles of causation in integration will require
coordinated policy and private sector action in the areas of trade and investment
liberalization, as well as the liberalization, empowerment and leveraging of migration and
remittances flows. The US Hispanic community can play a central role on this
development. The central issue is how to redirect and transform the current pattern of
migration, remittances, and financing from a negative to a positive cumulative causation
dynamic. This dual focus on enhanced flows of migrant labor and remittances should be
specifically geared towards (1) a major development of decentralized micro banking,
internet connectivity, energy generation and other small business based productive
projects in immigrant sending regions, as well as (2) the empowerment of social capital
organizations within transnational migrant communities.

A recent UCLA NAID (2001) report concluded that a real comprehensive
integration agreement, would have to include broad legalization of undocumented
migration stock and future flow, combined with targeted economic development
investments in migrant-sending regions in Mexico. This represents the best option for
generating prosperity and equity in both the United States and Mexico. The research
conclusions of this report also suggest that the possibility exists for the emergence of a
new consensus among labor unions, businesses, immigrant rights groups,
environmentalists and advocates for U.S.-born low-wage workers, creating a common
focus on a workable proposal for sustainable economic integration in North America.

The NAID Center modeled an alternative policy scenario, including the
“maximalist” version of the comprehensive proposal put forward by the Mexican
Government, defined by President Fox as “the maximum level of benefits for the largest
number of people.” We consider the impact of such a comprehensive approach as
having essentially two major aspects: one dealing with the Demand side of immigration
(U.S. policies for legalization, visas and guest workers) and one dealing with the Supply
side of out-migration (economic development in migrant-sending regions).

The results show that the maximalist versions of a combined demand and supply
side policy response can produce dramatic results in terms of growth and equity for both
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countries. On the demand side, a broad legalization program that guarantees full labor
rights to all current and future migrants has the best effect in terms of meeting U.S. labor
demand with higher wages, lower inequality and higher productivity. On the supply side,
the larger the level of investments in Mexico’s migrant sending regions, the more rapidly
the wage gap closes with the United States, migration declines and is replaced with
Mexican demand for U.S. exports.

Demand side:
Full Legalization of Stock and Flow of North American Undocumented Migration

On the demand side, we model (1) the full legalization of the current stock of
undocumented workers, and (2) the creation of a New Worker Visas Program for the
future flow of temporary and permanent immigrant workers. A New Worker Visas
Program is envisioned to include full labor rights, job portability, and a legalization
sufficiently large to meet U.S. labor demand needs. Unlike the Immigration Reform and
Control Act of 1986 legalization, which was applied to only a portion of the current stock
of undocumented immigrants, the New Worker Visas Program would also include a
future-oriented visa program that is needed in order to avoid replenishment of the
undocumented population.

In this report, we consider two demand-side policy changes as the basis for
running this set of scenarios in the NATD CGE Model.

(1) Legalization of the stock of all undocurnented immigrants

e Provide legal immigrant status to all current undocumented immigrants from Mexico
(approximately 3 - 4.5 million)

e Provide legal immigrant status to all current undocumented iramigrants from all
countries (approximately another 3- 4.5 million)

(2) Legalization of the future flow of immigrant workers through the establishment of a
New Worker Visas (NWVs) Program

e Make available an adequately large number of NWVs based on historical levels of net
new undocumented workers (300,000 a year from Mexico, for example), which could
be adjusted with experience.

e NWVs would have the following characteristics:
-renewable, based on evidence of employment, tax payments, and no criminal
record
-multiple re-entry, to allow for circularity of migration
-full labor rights, full portability across jobs
-path to legalization after five years of empioyment
-require workers to make full social security and enemployment insurance
payments, and give them the right to collect on this insurance
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-no access to means-tested social services during NWV period

The report makes the case that an NWV.based legalization of the stock and flow will
likely result in similar dynamics as those produced by IRCA. The impact of IRCA can
be anatyzed via the information published in 1996 by the United States Department of
Labor based on an extensive survey on “Characteristios and Labor Market Behavior of
the Legalized Population Five Years Following Legalization.”

(1) Increase in wage levels for the undocumented immigrant labor markets,®

An NWYV program would have the effect of shoring up the low end of the labor
market. A legalization of both the stock and future flow of migrants would enhance the
ability of immigrant workers to assert their rights, join unions, move across jobs, creating
a new competitive floor for immigrant labor markets, thus actually reducing the demand
for total immigration via increases in wages in the traditionally high exploitation labor
market segments.”

{2} Increase in human capital investments by legalized immigrants

It is expected that an NWV-based legalization would also have similar effects on
human capital investments as was seen in the years following IRCA. Studies show that
amongst newly legalized immigrants, there was a surge of investment in language skills,
education, training and general economic assimilation, particularly necessary for more
effective and productive participation in an increasingly technological and information-
based economy. This represented more than a doubling of the previous rate of human
capital accumulation for most immigrant groups.’

Overall, the NAID Center CGE Model shows that legalization can generate net
economic gains for the United States by offsetting declining immigration and wage and
price increases related to legalization with productivity increases also attributable to
legalization.

-Increase in prices for consumers of immigrant labor goods.

-Increase human capital investment (doubles), which will direct generate productivity
growth

-Increase in productivity growth in other sectors of the economy, through new
investments in labor-saving technologies and human capital.

' “Real wages of legalized undocumented workers rose an average of 15% in the 4.5 years following
legalization, compared to declining real wages in the years prior to legalization. * (US. Dept of Labor, 1996
p43)

“ The first few years immediately post-IRCA saw a sharp decline in INS apprehensions, only to stowly
increase in the 19905 as the path to legalization for new workers was closed. (Bean, Edmonston and Passel,
1991).

® Kossoudji and Cobb-Clark titled “Legalization, Wages, and Self-Investment™ 1996, U.S. Department of
Labor found that about 43 percent of Mexican men, 53 percent of those from Central America, 48 percent
of those from other Western Hemisphere countries, and 44 percent of those from countries outside the
Western Hemisphers undertook some type of skill enhancement training post-legalization.



114

Fiscal Impacts: Increased overall tax payments (both through formal economy,
and higher wages/productivity) more than offset new social service demand (which is
actually low compared to the native population and will be phased in).

Supply Side: Economic Development in Immigrant Sending Regions

Crucial to the long term success of the proposed new integral “five canasta”
approach to North American labor migration issues will be establishing a credible and
effective mechanism for the development needs in migrant sending areas in Mexico.
President Fox has repeatedly stated his proposal for using the already existing North
American Development Bank (NADBANK) for addressing regional disparities and
reducing out-migration pressures.

On the supply side, we model the mobilization of a wide variety of private and |
public investment funds. We consider various levels of investments targeted specifically
to the immigrant sending labor market in Mexico. We alternatively look at 5, 10 and 15
billion dollars mobilized annually for this purpose, measuring the effects of these
investments in terms of employment, wages, relative inequality, and thus out-migration
pressures. Combined with legalization in the United States undocumented fabor markets,
our CGE model results show that these relatively modest investment funds, along with
existing remittance flows that are geared primarily for consumption, could make
significant impacts in terms of reducing relative wage differences which induce out-
migration.

The UCLA NAID report supports the case that President Fox makes for targeting
the currently underutilized NADBANK funds (about $3 billion} for leading the
mobilization of public and private investments into immigrant sending areas. Such a
proposal could be a very effective mechanism for reaching a number of related goals,
including: (1) fostering North American cooperation for a long term mobilization of
private, public and multi-lateral resources, (2) tapping into credibie amounts of resources
that are already available, and (3) attracting a wide range of political support throughout
the countries and constituencies of North America.

Because of its bi-national institutional capacity, mandate and resources, the
NADBANK is arguably the key potential instrument that is capable of launching a
credible strategy for helping to transform the bi-national migration and regional
investment dynamics. Fostering such a transformation will require a two level trans-
national strategy:

First, the NADBANK would focus on supporting the development of carefully
crafted financial mediation mechanisms intended to increase savings and investments in
immigrant sending and receiving communities in the United States and Mexico.
Fostering cooperation with U.S. and Mexican agencies (such as SBA and NAFINSA), the
NADBANK would provide technical assistance and matching capital resources to help
develop financial platforms (such as micro-loan funds and credit unions) for remittances
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savings, both individual and collective, to leverage a wide range of local, state and
national public and private investment funds in both Mexico and the United States

These remittance-leveraged funds would be primarily used for employment- and income-
generating, environmentally-sustainable, and community-oriented infrastructure and
productive investments in targeted migrant-sending regions.

Second, in addition to developing transnational financial mechanisms, the
NADBANK is in a unique bi-national position to foster the cooperation needed to
address the most critical issue in migrant-sending regions: mobilizing technical assistance
delivery and transnational social capital for supporting sustainable regional development
projects. A NADBANK pilot project and TA grant program would build on
NADBANK s proven track record in pre-project development and project grant
facilitation along the United States-Mexico border which is one aspect of the bank that
has received very positive reviews from community and environmenta! groups.*

Conclusions

We propose an alternative comprehensive policy approach, combining liberalization
of trade, investments with increased U.S. migration and remittance in migrant-sending
regions in Latin America. This combined approach is by far the best alternative for
sustaining growth in the United States and reducing income inequality both in the United
States and between the United States and Latin America.

The research conclusions of this report also suggest that the possibility exists for the
emergence of a new consensus among labor unions, businesses, immigrant rights groups,
environmentalists and advocates for U.S.- born low-wage workers, creating a common
focus on a workable proposal for sustainable economic integration in the Western
Hemisphere.

* See details on the BEIF and IDP programs on the NADBANK Web Site, http://www.nadbank org.
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Table 1 Global Indicators, 2000
Population GDP GDP  Migration Remittances
lcap
World 6,057 m 31,315 bn 5170m 170 m 105,421 m
Developed 903 24,994 27,678 81 65,520
Developing i 5,154 6,321 1,226 89 39,901
Global Diaspora 170 2,132 2,541 170 105,421
Table 2 Western Hemisphere Indicators
Population GDP GDP  Migration Remittances
fcap
Us. 282 9,601 34,100 25 60
U.S. Hispanics 37 1,094 29,567 13 25
Mexico 98 497 5,070 1 15
Other Latin Am. 418 1,398 3,670 7 10

Sources: World Development Indicators, World Bank (2002); United Nations; IMF;
NAID Center (2002); Inter-American Development Bank; U.S Census

Note: Migration refers to Foreign Born
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NAFTA-TAA Table
Ranked by State and C Decisions
All Decisions C Decisions
Sum Ot certified Count of Sum of certified Countof |Rank by Certified
State worker certified firm | State worker certified firm [Worker
AK 952 6|TX 44219 346] 1
AL 18907 89INC 43995 2944 2
AR 16342 83|PA 35583 312 3]
AZ 5521 S54]CA 28602 218] 4
CA 39883 2751GA 24602 164] 5i
co 4863 A3INY 23453 173 6
CT 4036 34{TN 20380 165] 7
DE 75 2{AL 17544 77| 8
FL 16466 153IMI 17269 137] 9
GA 29923 204]IN 16107 102 10
1A 2559 21]IL 14063 81 11
1D 4547 59{wi 14049 105§ 12
1L 18745 129{VA 13294 88 - 13
IN 24128 151]AR 13127 65} 14
KS 3102 20]SC 11816 84 15|
KY 13954 92§KY 11743 72 16|
LA 7058 21{MO 11613 90 17
MA 6880 84]0H 11502 78 18
" [MD 410 4]oR 11191 143 19
ME 3789 3B{FL 10747 67 20|
Mi 25550 191|WA 9744 109 21
MN 6596 56{NJ 9185 83 22
MO 16846 122|LA 7052 18] 23]
MS 4264 16{MN 5306 45} 24
MT 1495] 40|AZ 4715 39 25
NC 59048 365|MA 4597 57] 26|
ND 468 5]CO 4461 37| 27|
NE 632 9|0K 41544 21 28
NH 671 16fMS 4099 14 29
NJ 13404 119]ID 3890 4 30|
NM 1724 17|UT 3461 18 31
NV 1226 18{ME 2799 31 32
NY 29385 265|CT 2325 29 33|
OH 14876 99(1A 1884 20] 34
OK 4570 25|KS 1819 12) 35
OR 17584 261|PR 1458 3 36|
PA 57175 500|NM 1408 11 37|
PR 1458 3|wv 1345 15 38|
SC 14567 99|SD 1344 14 39
SD 1344 14|MT 1171 24 40
TN 24617 210JAK 952 & 41
TX 55535 480|NV 778 9 42|
uTt 3509 21|wWY 632 14 43
VA 15115 103|NH 609 12] 44
vT 551 7IVT 544 & 45|
WA 13467 179|MD 4104 4 46
Wi 20995 178|ND 395 2 47|
wv 3206 32|NE 314 3 48
WY 1048 25|DC O] O 49|
DE 0] O 49
HI 0] [y 49
RI 0 Of 49
Total 633,066 5,023 475,850 3,558

Source: Nadbank NAFTA-TAA database as of August 2002, http:/naid.sppsr.ucla.edu
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Remarks for the House Committee on Small Business
September 3, 2002
Norwalk City Hall Council Chambers

Mr. Chairman and members of the Committee:

My name is Hugh Loftus and I am the Director of the Community Adjustment
and Investment Program (CAIP} for the North American Development Bank
(NADBank). I am pleased to be with you today and to have the opportunity to
provide you with information on the history and operations of the program.

The CAIP was one of several programs created with the passage of the Nafta
Agreement. It was conceived as a program to assist local communities adjust to
impacts, specifically job losses, associated with and attributable to changing
trade patterns with Canada and Mexico following passage of Nafta. Specifically,
it was to help those communities that were deemed likely to be in need of
special adjustment assistance in creating replacement jobs due to perceived
problems, such as an already high rate of unemployment.

The CAIP was capitalized by a 10% allocation of the $1.5 billion U.S. share of
funding committed to the NADBank, $150 million. In reality this amounted to
$22.5 million in cash and $127.5 million in “callable capital”. This later
amount represents a pledge of the U.S. government to purchase additional
shares of NADBank stock upon a request of the Bank’s Board of Directors.
Callable capital is a commonly used device that effectively transfers to
development banks like the NADBank a high level of creditworthiness in
support of their borrowing of funds in the credit markets. In the case of the
CAIP, it was established that the callable capital was not to be made available
for use in the program, either explicitly or implicitly, so the CAIP was effectively
limited to $22.5 million.

The nature of what the CAIP would be and do was devised by a Finance
Committee composed of four Federal Agencies; Treasury, HUD, SBA and USDA,
working with a Presidential Advisory Committee. This group which spent over
18 months discussing how the program should be structured, made several
significant findings and decisions including:

1. The CAIP would be focused on assisting communities that had been
negatively affected by the Nafta as opposed to individuals or
companies.

2. Because of its very limited funding, the CAIP would seek wherever
possible to use existing government resources and provide
enhancements rather than creating an entire new program and new
infrastructure.

3. The program would be focused on assisting with private scctor job
creation and preservation by providing business entities with
assistance securing loans.

4. Special assistance would be provided in conjunction with the
business loan guarantee programs of the SBA and the USDA, both of
which had histories of limited availability due to the nature of their
Federal funding, to assure their availability to targeted communities. -
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S. Direct loans that met the CAIP’s job goals could be considered where
np government loan guarantee program could be used.

By Executive Order, the CAIP is administered by the NADBank under the
direction of the previously noted Finance Committee. The Treasury Department
serves as permanent chair of the Committee and, since the program’s inception,
they have added the Department of Labor and the Economic Development
Administration to the initial members bringing the Committee membership to 6.
Details on all aspects of the CAIP and its current Guidelines are available on
the web site: www.nadbank-caip.org.

The CAIP program began active operation in 1997 with a pilot in 25
communities in 10 states. Today, following several changes in program
guidelines, there are 275 CAIP eligible counties in 31 states and Puerto Rico.
Currently, a county is or can be eligible if it meets one of the following criteria:

1. Itis a rural county {as defined] that, in the 36 month period
preceding consideration, has suffered Nafta related jobs losses equal
to or greater than 300 or in an amount greater than 2% of the
county’s civilian labor force and, that has had an employment rate for
the preceding 12 months that is on average at least 1% greater than
the national average.

2. Itis an urban county (as defined] that, in the 36 month period
preceding consideration, has suffered Nafta related jobs losses equal
to or greater than 500 and, that has had an unemployment rate for
the preceding 12 months that is on average at least 1% greater than
the national average.

3. Itis a “border county” defined as a county which has any portion of
its footprint falling within 100 kilometers of the U.S./Mexico border,
the defined operation area of the NADBank per the Nafta Treaty.

Eligibility is usually determined through the pro-active efforts of the NADBanlk,
which involve the regular review of all U.S. Department of Labor certifications of
Nafta related job losses and changes in unempioyment rates. It may also be
secured through application by communities and involve making a
determination of job losses using other sources of data and securing the
approval of the Finance Committee. Once approved a county remains eligible
for an initial three-year period and can receive one year renewal following the
initial period if the county continues to have an average unemployment rate at
least one-percent greater than the national rate.

To try and meet its goals, the CAIP targets the job creating potential of the small
business community and attempts to stimulate interest and expansion in CAIP
communities by existing and prospective businesses. The CAIP’s first effort was
to establish partnerships with the loan guarantee programs of two Federal
Agencies, the SBA and the USDA. The CAIP provides assistance by increasing
the availability of these programs by increasing each Agency’ s ability to provide
guarantees. Additionally, the CAIP can be used to cover borrower costs, i.e.,
guarantee fees, that are associated with these Federal Programs and are
frequently considered obstacles by businesses,
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The CAIP requires the following of businesses that wish to use this assistance:
1. At least one job must be created or preserved within 24 months of the
loan for each $70,000 of the portion of the loan that is guaranteed.
2. The majority of any loan must be used for business expansion
purposes, as opposed to refinancing.
This part of the program was initiated October 1997 and to date has assisted
with 639 loans for over $415 million in 27 states. These loans are projected to
create or save 13,681 jobs at a cost of $816 per job.

Because the USDA program called the Business and Industry Loan Guarantee
Program tracks job creation as a regular part of its operations, we were recently
able to complete an internal survey of those loans made through the CAIP.
These loans accounted for 110 of the 639 and equaled $227 million. Even
considering that not all borrowers surveyed have had the full 24 months
allowed to complete the projected job creation, the survey determined that more
than 100% of the job goal has already been reached.

The remaining CAIP Agency loans are with the SBA, divided between their loan
guarantee program, the 7 {a) Program which accounts for 480 loans, and the
SBA 504 Program that was added to the partnership in 1999 and accounts for
49 loans. A further survey covering those businesses assisted by the SBA is a
planned next step.

While serving as a direct lender to businesses was originally seen as a primarily
activity for the CAIP, the scarce resources forced the CAIP to put significant
limits on this activity. A CAIP direct loan can only be considered in cases where
conventional financing or a Federal Agency program loan is not available or
appropriate. Additional requirements are:
1. The CAIP portion must represent less than 50% of the total loan
request.
2. There must be one job created for each $35,000 of the CAIP portion of
the loan.
3. The loan should have the potential to act as a potential catalyst for
broader development opportunities within the community.
To date the CAIP has participated as a direct lender in five cases with two
additional loans approved but never funded due to outside circumstances.
Approved loans amount to $3,330,000 and are expected to assist in the
creation or preservation of over 200 jobs,

The initial CAIP capital, the $22.5 million, is specifically restricted from use as
grant funds by the NADBank’s charter. However, it became clear early on that
business credit alone is a very limited response to diverse community needs. In
some communities the aftermath of a major plant closure and related job loss
brought economic activity to such a low level that there were no prospective
borrowers. There was clearly an additional need for assistance in the form of
grants for the kinds of activities that were not going to generate a cash flow for
repayment, but were necessary prerequisites for many communities to create
jobs. Recognizing this, in both fiscal year 1999 and 2000 Congress
appropriated $10,000,000 to the Treasury Department for the CAIP. Of this
amount, $13,400,000 was later transferred to the NADBank to allow the CAIP
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to establish a grant component. Ideally, a grant program to assist communities
with their economic development needs would have a flexible funding cycle to
match up with needs as they arise. However, as time and circumstances did not
permit it in this case, the funds were made available through a time limited
solicitation process that resulted in two rounds of grants through which 39
grants were approved in 19 states. Grantees have projected that through these
grants 9800 jobs will be created. As with other CAIP programs, details on
individual grants are available on the CAIP web site.

After five years of existence and operations at the local level, several things have
been learned about the CAIP and about what trade impacted communities need
most to address.

1. Perhaps most important, the CAIP, as administered through a non-
federal entity, the NADBank, is able to bring a flexibility and
responsiveness to a situation that is rarely possible within the federal
government. The highest praise for the program has been its ability
to work with local communities and help devise approaches that can
be customized to local needs. The CAIP has been able to respond
quickly to new developments and information as the impacts of Nafta
became understood without requiring statutory or regulatory changes
while still operating under the oversight of the Federal Government.

2. Atits level of funding and as the program was ultimately designed,
the CAIP had is program that can offer some enhancements which are
best used to stimulate and support econormic activity. They also help
communities with their marketing through the distinction of the CAIP
designation. Coordinating grants and loans at the local project level is
still a desirable approach that the CAIP could undertake with
sufficient and appropriate funding but is otherwise not available.

3. While the typical needs of rural communities are very different from
those of urban communities, the CAIP’s program benefits are largely
the same for both places. However, the modest enhancements that
CAIP offers tends to be of less interest or impact in urban setting
where so much is happening. Conversely, in rural communities
awareness of the CAIP spreads much more rapidly as economic
activity is quickly seen by most of the population. This has meant
that rural communities are much quicker to find and take advantage
of the CAIP.

4. Most communities having a significant job loss from Nafta were not
prepared or equipped to more forward with the steps for transition.
What the CAIP could offer was of no immediate value, as the
community typically needed to perform a self-assessment and develop
a strategic plan. While some federal resources can be used for this
effort their availability is limited and in particular they cannot be
used at the project level where they are frequently needed. Again this
problem was particularly acute for rural communities.
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Over the five years of program activity some changes in some of the external
components and underlying assumptions that were factored into the design of
the CAIP make it timely to revisit the CAIP’s design and consider some updates,
for example:

1. One of the needs addressed by the design of the CAIP in 1995 was the
concern that both the SBA and USDA loan guarantee programs were
frequently known to run out of money. Since unfettered access to
these programs was seen as valuable for CAIP communities, the CAIP
provides the Agencies with supplemental funding to cover their costs,
i.e., the credit subsidy rate, associated with issuing the guarantees.
However, based the funding provided these Agencies the past few
years and the fact that Congress has begun to allow the Agencies to
“carry over” unused funding from one fiscal year to the next, the
Agencies are no longer experiencing such funding shortfalls. Despite
this, the way the CAIP was designed, eligible loans continue to be
funded by the CAIP from its limited resources. It needs to be
determined that this continues to be the best way to target limited
CAIP resources.

2. The SBA 7la] Program is largely dependent upon lenders to submit
loans and to help identify potential benefits of the CAIP to berrowers.
However, particularly in urban areas, the challenge has been to get
lenders to undertake the necessary additional steps in processing a
CAIP loan. The larger the lending institution the less prepared they
are to undertake situations that require “special handling”.

3. The CAIP mandate continues to be Nafta affected communities but
with significant additional trade impact from other countries
happening or immanent, it is a good time to consider ways to bring
the potential of the CAIP into the broader discussion on trade impact.
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Mace Metal Sales, Inc.

GOILS - SHEET & STHIP « SUTTING, EDGING & LEVELING OF YOUR MATERIAL « SPECIAL PRODUCTS
CARBON STEEL » ALLOY STEEL « SPRING STEEL » STAINLESS STEEL » GALVANIZED STEEL

September 3, 2002

Congress of the United States

House of Representatives

107 Congress

Cormnitiee on Small Business

2361 Rayburn House Office Building
Washington, DC 20515-0315

First, I wou}d;lﬂ"(e 0 thank Cpngressman Donald A Manzullo, Chairman of the Committee on
Small Business and Congresswoman Grace Napolitano for inviting me.

Mace Metal Sales, Inc. is a'small minority woman owned business, and has been in business
since’ 1971. Mace has always supported the domestic mills and will continue to do so in the
future, However, we do not agree with the 201 decision handed down on March 5™ for the
following reasons: )

1.

‘Pti@ '

Never before have the prices increased at this rate. Since March 2002, depending on the
produgcts, prices have gone up $20.00-to $40.00 per ton every 30 1o 60 days. Overall, we
have seen a 40% increase with more to come in the first quarter of next year; and who knows
how much more after that. ‘

Mace Metal customers can not absorb these kinds of increases; it is too much too soor. A lot
of our accounts have asked us to cut our costs by 10%. It is impossible. We work with them
trying to reduce their costs in other ways. With mietal starapers, raw material is 40 to 50% of
their costs, How can they be competitive with these kinds of increases? ’

Our customers are losing business at an alarming rate to countries such as China who are
importing finished goods into this country at prices below the raw material cost. So, maybe
the 201 decision should focus more on those types of issues instead of raw material. Raising
material prices is not the answer for these customers.

Allocations, steel shortages, and lead-times
What can be said? If you don’t have steel, you cap’t sell it. Mace has been cut back by
roughly 30 to 40%. Without imported steel, the domestic mills can vot produce enough steel

5545/5555 EAST SLAUSON AVENUE, LOS ANGELES, CA 80040-2986
PHONE: (323) 726-6783 FAX: (323} 721-2598
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to supply this market, Therefore, we have shortages, which leads to allocation, which leads
to loss of business.

If we can not get enough steel for all of our current customer’s requirements, they must buy
elsewhere. Thus, we lose part of that business as well.

In July, we were asked to place orders thru the end of the year. This is a six-month lead-
time, which is way too long. It is only a guess at that point as to what we will need in
December. So, if we receive pew inquiries, we can not quote them because all our allocation
has been ordered and booked.

One supplier told me that I would have to reduce my 4" quarter 2002 allocation by another
400 tons, When I asked why, they explained because they were unable to produce 400 tons
of my 3™ quarter allocation for various reasons and it would have to move into the 4”
quarter, thus the reduction. Why are we forced to pay the price because of the mill's failure?
They also explained they can only roll so many tons, which is another problem out bere on
the West Coast. There are not enough suppliers.

3. Loss of Business
Take points #1 and #2, high prices, long lead-times along with not enough steel and it all
adds up to loss of business; not only for current business but future business as well.

It is Mace Metal Sales position that the 201 decision should be reconsidered. It seems to help
only 4 few and not the majority in the steel industry.

Everybody that has been in the carbon flat rolled business knows the benefits of using offshore
material. Our customers are demanding more quality products all the time, and historically,
offshore material has provided the type of consistency required to meet those demands. Itisa
fact that world class foreign mills supply U.S. buyers with metal products to tolerance,
specifications and finishes not readily available from domestic sources.

While Mace Metal Sales, Inc. is 2 small minority woman owned business and may not seem

significant in the context of the entire steel industry; don’t forget, there are thousands of small
companies out there just like us.

Thank you for your time.

Joln Reyuolds
General Manaper
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Testimony of
Bart Alcamo, President, RBK Tool & Die Company
On behalf of The Society of the Plastics Industry, Inc.,
Before the U.S. House of Representatives, Small Business Committee
Congressional Field Hearing, September 3, 2002

Norwalk, California

Thank you Chairman Manzullo and Rep. Napolitano for calling this Field Hearing
of the U.S. House of Representatives’ Small Business Committes to address a number of

important issues affecting small businesses in California.

I am Bart Alcamo, President of RBK Tool & Die in Modesto, California. RBK
Took & Die, a plastics injection molder and tool maker, employs 26 persons and serves

the medical, agricultural, automotive, construction and toy markets.

On behalf of The Society of the Plastics Industry, I would like to address one of
the issues slated for your consideration today: the adverse impacts on companies from the

recent tariffs on steel.

Founded in 1937, The Society of the Plastics Industry, Inc. is the trade association
representing one of the largest manufacturing industries in the United States. SPI's 1,500
members represent the entire plastics industry supply chain, including processors,
machinery and equipment manufacturers and raw material suppliers. The U.S. plastics
industry employs some 1.5 million workers and provides $330 billion in annual

shipments.

The plastics processing industry is the fourth-largest manufacturing industry in
the United States after motor vehicles, electronics and petroleum refining. California, it
must be noted, ranks No. 1 in the country in terms of plastics jobs, employing 147,000
persons. The state ranks second for shipments, shipping more than $27 billion in plastics
raw material, products and equipment. In the six-county region from Los Angeles to San

Diego, the plastics industry is responsible for more than 70,000 jobs and $14.3 billion in
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shipments, and Los Angeles County has more plastics jobs than any other county in the

entire United States.

Thus, I don’t think there should be any doubt about the significance of the plastics
industry to the United States, California or, in particular, this region of California. Ours is
an industry that has grown more rapidly than overall manufacturing for the past 25 years,
as it has continued to adapt to meet the ever-growing needs of consumers and to meet
ever-changing economic challenges. Today, however, the industry is certainly facing
some particularly tough times, as it has been hard hit in the past two and a half years

during the nation’s economic slowdown.

For example, the plastics equipment sector experienced a 40.4-percent decline in
shipments in 2001 compared to 2002. Shipments of injection molding machines, the
largest industry equipment market, dropped nearly 50 percent from Quarter 4 2001
compared to Quarter 4 2000. The hope that 2001 was a bottoming out of the equipment
market did not materialize as the first quarter of 2002 continued the downward trend,

with an additional 23.3-percent slowdown compared to the previous year.

The current economic climate for the plastics equipment sector has been very hard
indeed, with frequent announcements of layoffs and plant closures that hurt American
workers and the industry. In one company survey of 1,000 mold makers, another plastics
industry equipment segment, the average profitability for moldmakers is down to just 1.4

percent.

All this serves to explain - as you may have been wondering — why the plastics
industry is here to testify before the Small Business Committee on the affects of the
recent steel tariff decision by the Bush Administration. And that is because the
equipment and mold sectors of the plastics industry are steel consumers and the

President’s imposition of tariffs on steel has exacerbated an already challenging situation.

As an example, Universal Dynamics, a plastics auxiliary equipment manufacturer,

experienced a 20-percent increase in their steel price immediately following the tariff
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decision. Its steel suppliers have told them that another increase may be expected in
September. Estimated annual costs to this company from steel price increases are more
than $100,000 annually. While this company has grown to meet the global demands of
the worldwide plastics industry, uncertainty about if and when a steel increase may
happen, or how much the increase may be, adds another level of uncertainty to an overall

already volatile economic environment,

Another large diversified company, ITW, which is a major plastics processor and
employs some 52,000 workers in plants in 43 couniries, believes that the tariff increase
may cost the company nearly $20 million apnually in additional duties. Other major
plastics equipment manufacturers have experienced price increases ranging from 9 to 16
percent since March 2002, when the tariff was implemented, with increases growing to

more than 35 percent over the past year.

While there have been exclusions granted from the U.S. Trade Representative for
certain steel imports, steel consumers are still feeling the pinch. One plastics company,
for instance, applied for 21 exclusions from the tariff, to have only four granted. The
resulting increased tariff manipulates the market and further erodes the plastics industry’s

ability to plan strategically for the long term.

My company, RBK Tool & Die, has not, quite frankly, experienced some of the
significant consequences of the steel decision that some of my colleagues in the industry
have faced. However, while we strive, as a small company, to adapt to global changes,
the moldmaking side of the business has been in decline for about five years. Therefore,
the tariff increase works to exacerbate market conditions that have been eroding for

several years, as my custormers, who are uncertain about the future, are not investing,

The tariff also has created considerable confusion regarding which products are
excluded from the tariff, further hindering short-term and long-term business planning.
Further possible retaliatory action taken by U.S. trade partners in response to the tariff
also serves to erode confidence and place yet another layer of ambiguity into the

marketplace.
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I began today by talking about the importance of the plastics industry. Quite
coincidentally, on August 29, Los Angeles Times columnist James Flanigan wrote an
article titled, “Future of Plastics.” He noted that “The Bush administration has been
preoccupied with helping the U.S. steel industry, but its impact on the economy is

minuscule compared with the manufacture of plastics.”

The plastics industry is “at the crossroads of the global economy,” he continued.
“Small to medium-sized companies in California and elsewhere are threatened by low-
wage competition from Asia and Latin America but manage to hold their own by
innovating products and manufacturing processes. The plastics industry ... may not be
the first industry that comes to mind when people think of business in this state. But
considering that it’s a manufacturing industry that relies on basic chemistry and adroit
development of technologies and new products, and that it is integrally involved in the

global economy, plastics are a natural for this region and this state.”

Flanigan concludes by adding, “Maybe the Bush administration should pay

attention to the health of the plastics industry; it’s more important than most.”

SPI certainly agrees and urges the administration to place a moratorium on its
March 5, 2001, Section 201 stee] decision and discontinue the patchwork of confusing
tariff exclusions. And it certainly should allow the steel consuming industries to have a

voice before it and the Congress on such matters of economic importance.

As such a consumer, I am grateful, Chairman Manuzullo and Rep. Napolitano, for
this opportunity to come before this distinguished session and provide comments on the

impact of recent tariff decision on the plastics industry.

Thank you for the opportunity and I respectfully request the opportunity to revise

and extend our written submission to the panel.
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Good moring. My name is Terry Bonds, I’'m the Director of District 12 of the United
Steelworkers of America. [ represent about 40,000 men and women who work in a wide
range of industries within 9 Southwestern states, including California.

I'd like to thank the Comumittee on Small Business Chairman Manzullo and Ranking
Member Velasquez for giving me the opportunity to address the issues of international
trade and steel tariffs. I'd also like to express my appreciation to Congresswoman
Napolitano for inviting me to this field hearing in her home district.

Members of the USWA work in almost every industry in America. In California, we
represent workers in rubber and plastics, aerospace parts, glass, aluminum, rail car repair,
the public sector, health care, steel fabrication, steel production and many others. The
only members we represent who manufacture steel in California are employed by USS
Posco in Pittsburg. ~ Only a few years ago, we represented thousands of steel production
workers in California such as at Kaiser Stee! in Fontana.

Following the Asian economic crisis, steel imports destined for Asia and Europe were
diverted to the U.8. Steel imports rose from 31 million tons or 25 percent of domestic
consumption in 1997 to 41 million tons in 1998. Imports mounted to nearly 40 percent of
the market. Domestic steel prices fell by 30 to 40 percent. The price of hot-rolled steel,
the largest volume product, fell from an average of $340 per ton in 1997 to $260 per ton
by December 1998 and to $210 per ton by December 2001. Currently, there is an annual
global over-capacity of 250 million excess tons due to decades of foreign government
subsidization — subsidies to foreign producers that were never available to American
firms.

The impact of the steel crisis of 1997-2002 cannot be overstated. Since 1998, 35
companies have declared Chapter 11 bankruptcy and 17 of those firms have ceased
production. 50,600 steelworkers lost their jobs. More than 100,000 steelworker retirees
have lost their health care benefits, The health benefits of another 500,000 retirees are at
risk with the possibility of more company liquidations. Dozens of hard-working steel
communities have been devastated — communities that built the products for America’s
infrastructure and national security.

Last year, the International Trade Commission (ITC), an independent federal agency,
found that imports had “seriously injured” domestic steel producers. The ITC’s
investigation was the most thorough in the ITC’s history. ITC Commissioners
recommended that tariffs and quotas be applied to 16 of 33 steel import product
categories.

On March 5, 2002 President Bush ordered tariffs on 14 of 33 product categories that start
as high as 30% this year, fall to 24% next year and then fall to 18% in the third year with
regular tariff schedules resuming in the fourth year. Furthermore, the highest tariff in the
first year on certain product categories ranges from 8% to 15%. Canada, Mexico and
almost all developing countries were exempted completely from the 201 tariffs. [TC
Commissioner Hilman has estimated that the Section 201 tariffs apply to only about 29%
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of all stee] imports. In addition, some legitimate exemptions have been issued for
products where the domestic industry has no capacity or willingness to make the given
product.

While some exemptions were warranted, hundreds of the 727 exemptions the President
has issued are for products that the domestic industry has the capacity and willingness to
produce. Too many unfounded exemptions could weaken the 201, since so many steel
import products are already exempted.

The President’s decision was not intended to be a permanent solution for the steel
industry. In fact, this temporary “safeguard” measure provides the industry a three-year
reprieve during which the following must occur for future industry viability: first, the
reduction of global over-capacity; second, the reduction of retiree health care liabilities;
and third the consolidation of the domestic industry.

It has come to my attention that some stecl-consuming companies have expressed
concern about recent price increases. Reasonable and modest price increases were to be
expected. Additionally, prices have increased in the U.S., Europe, Asia, and elsewhere
for reasons other than the 201. Current steel prices in the U.S. remain below the levels
that existed in 1997-1998, and also below their 20-year averages, in nominal terms. If
prices were so high in the steel industry, idled companies like Geneva Steel in Utah
would have already restarted their production. Our 1,800 laid-off members in Utah can
tell you this has not yet occurred.

No consumer wants to pay higher prices than necessary. Steel consuming companies are
no different. Over the last 20 years, the steel industry has invested $60 billion to improve
product quality, productivity and lower production costs and prices. But the import
prices of the 1998-2001 period were not fair market prices, but rather unfair dumping
prices, against which U.S. producers simply could not compete. Steel-consumers
couldn’t compete with imports dumped at 30 to 40 percent below domestic prices and
they shouldn’t expect steel producers to do so either.

With hot-rolled steel selling at $210 a ton, as it was last December, no steel producer in
America or anywhere in the world could survive for long. For consuming industries to
expect artificially depressed prices is not only unrealistic, it is an endorsement of
dumping which is a clear violation of American and international trade law. Iam not
asserting that consumers are feeling no impact at all since the tariff decision. We have
members employed by steel consuming firms as well as steel producing companies. We
must search for a balance to allow both to survive. But, it seems to me, for the American
manufacturing sector o grow, our nation must have a strong steel industry. We must be
able to produce our own steel.

[ hope to bring to this dialogue a voice of balance — a perception of survival for our steel
and steel-consuming industries, rather than a short-sighted view. The USWA believes it
is not in America’s interest to allow the steel industry to vanish, Not for our
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infrastructure. Not for our national security. Neither our members in the steel industry
nor our members in steel-consurning industries want that to occur.

America has already seen the danger of relying on foreign oil. Repeating this misfortune
in steel would be a mistake and could threaten our economy. Our trade remedy laws,
especially anti-dumping laws, are an extension of anti-trust laws that protect consumers
and workers from monopoly and oligopoly. The day our government refuses to usc cur
trade laws to rightfully defend American industry is the day we become solely subject to
the WTO and global markets that have no regard for the American worker, firm or
consumer. Steel consumers could be subject to far higher prices resulting from anti-
competitive foreign trading practices if steel production ceases in the U.S.

Revoking the 201 tariffs would be a misguided policy at this time. If Congress wishes to
help steel producers and consumers in the future, it should pass H.R. 4646, the Steel
Industry Legacy Relief Act, which would foster consolidation and protect retiree health
care benefits. This bill would also foster a more level playing field with most foreign
producers whose governments provide workers and retirees with national health care. It
could even help steel-consumers by reducing the cost of American steel. This bill has
already gained 175 co-sponsors since its introduction in May and I hope to see its
expeditious passage.

Thank you for allowing me to share my views regarding this important issue of
international trade and steel tariffs. I look forward to responding to your questions.
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Good morning Mr. Chairman, and members of the House Committee on Small Business.
1 wish a special good morning to Congresswomen Grace Napolitano, whom through
redistricting now represents Pomona where our Company is located.

My name is Tom Martin, and I am a member of the Board of Directors and Legislative
Chairperson for the Small Manufacturers Association of California (SMAC), an
organization representing about 1,000 small manufacturers in California. David Godreau,
Chatrman of the SMAC asked me to speak to you because our company has an intimate
knowledge of this issue. I am also on the Board of Directors of the California Small
Business Association, another major and active organization that represents other small
businesses throughout California. Most importantly I am a full time paid employee, and
manager of Insurance and Safety for Coast Foundry & Manufacturing Co., a Pomona
Company, which manufacturers price competitive water control valves for the toilet
industry. While Coast is an industry leader and may be the largest producer of toilet
valves in the world, today we employee 210 people. Two short weeks ago we employed
240. And we will say unequivocally those 30 jobs were lost to imports. My remarks
today are primarily on behalf of member companies of the SMAC including Coast
Foundry.

I am sure, if we look closely, we small manufacturers can find there are many good
things about exporting and even a few good things about importing. Dr. James Morrison,
Ph.D., president of the Small Business Exporters Association on May 15, 2002 told the
Congressional Committee on International Relations “While there is no doubt that some
of America’s biggest companies can continue to increase their exports, the largest
untapped resource for American exports is small and medium-size companies.” Some of
our SMAC members are exporters, or wanna-be exporters.

They are looking for customers offshore who can afford our rising prices. California
proudly announces it is the fifth largest economy in the world. Unfortunately, in the eyes
of California manufacturers, service industry jobs and lawyers filing lawsuits drive our
large economy. California legislation is raising our costs and quickly making many of us
non-competitive in the Continental United States. Especially if your Company
manufacturers price sensitive products. California has the second highest minimum wage
in the nation, and will soon be first. OQur legislated costs and tax payments to run a
business are major. Private Companies in most inland states cannot or more importantly
will not support the high wages and benefits costs that California manufacturers must
charge. They go offshore in search of cheaper, but comparable products. Often they find
products that are visually comparable and occasionally they are comparable in
performance and quality. But the bottom line is they are cheaper. Manufacturers who
want to stay in California have to look offshore for clients who want the quality we
produce not just the low prices and lax quality coming from overseas.

You were kind enough to offer me the opportunity to address federal programs to support
small business exporting, improve trade adjustment assistance and to minimize the
adverse impacts resulting from trade agreements, imports and tariff changes. Although
the SMAC fully supports trade adjustment assistance I will not be discussing that today.
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We have members who export — o want to export — to virtually every country and every
continent except Antarctica. When we export to those countries, we often find ourselves
in a quagmire where regulations in the receiving country can change overnight. We have
one member who exports to an American owned production facility in China. Our
member's product is palletized on hardwood pallets because China said they would not
accept standard softwood pallets. In fact China threatened to remove the product from the
pallets, burn the pallets and charge the expense back to the customer, which in turn would
be charged to the export seller. Now China has determined they will not accept hardwood
pallets because they are not totally hardwoods. They argue that even with hardwood

- pallets certain portions are softwood and might harbor bugs and insects. If it is decided
that wood burrowing bugs have attacked the softwood portions of the hardwood pallets
the shipment will be returned at the expense of the exporter and the importer on their end
will also be chastised and possibly barred from the Chinese market. The exporter, our
member, is looking for realistically priced plastic pallets, while still trying to keep costs
low to compete. China realizes that the expense will have to be eaten by the exporter or
paid by the customer. Neither is a positive for the exporter. If their costs risc too high
because of these irksome regulations the Chinese believe our exporters will bale out
and/or American companies already lured to China will buy Chinese produced product.
The Chinese are not the only one’s looking to create markets for their plant’s products at
the expense of outsiders, but their low labor, subsidized material costs and large
manufacturing base make them a natural.

In his remarks to Congress, Dr. Morrison noted that a positive government study on
exporting stated that "The report calls for better training, better measuring of results and
imparting a "big picture” national goal of promoting exports to all (government) export
promotion personnel, as opposed to narrower agency goals." He also said, "National
export strategy requires a collective effort at all levels of government. Exporting
companies won't be interacting with agency officials in Washington; they will be dealing
with lower-level officials in federal offices across the country.”

This is especially true in California. We have a mind-set that says we are part of the
Pacific Rim. We have two major ports within minutes of this hearing room. Californians
look to the government to provide living support in California -- not Washington. But we
do look to the Congress to protect us by providing a level playing field. Atariff on us
should be matched by a tariff paid to us. If we are forced to pay greater tariffs going out
then they are paying coming in; you are exporting our jobs. When a competitor making
price sensitive products is able to put that product on our dock ready for inland shipment
at a cost lower than we pay for material, we should tell our employees to go home, we
cannot compete. ‘

You ask for "recommendations for minimizing the adverse impacts on local companies
(and communities) resulting from trade agreements, imports, and recent tariff changes.”
Many Companies, Like Coast, who is regularly victimized by cheap knockoffs, feel like.
the little kingdom in that long ago novel The Mouse that Roared, We keep hoping the US



146

government will realize they have conquered us and now they will support us. But, even
as the state and federal governments mandate more costs, more taxes and more
regulations they continue to say we are free of constraints. We see product that is an
exact copy of ours in appearance, sitting on the ocean side docks for less cost than we pay
for the materials. And there is little if any tariff charged. We see these same products,
untested and often inferior, packaged in plastic with statements claiming they are
replacement parts for quality built American Products, and our government says nothing.
The true tragedy is these inferior parts gain acceptance because they are sold through the
bigger national chains of retailers -- what the unions call "Big Box Stores.” And when the
parts fail in an unreasonably short period of time consumers don't look at the true
manufacturer, they look at the quality US Company, whose name they know, believing
the US Company is responsible and blaming them.

As an attachment to these comments 1 have provided you some copies of full-page
advertisements run, in industry magazines, this spring intended to show how
unscrupulous these copycat artists are. These advertisements, which cost $10,000 to run,
were run in industry dedicated Wholesaler Magazine and Contractor Magazine.

We at Coast have actually found copies made by foreign competitors that brazenly bear
our patent numbers and indusiry certifications. Not realizing or not caring what these
number signifies they simply copy them onto their products. I can assure you we have
never found one of these copies that withstood the testing and quality we run. Coast has
been providing American jobs and quality products for almost 60 years. It concerns us
when someone makes an inferior copy of our vaives. And it conceris us more when a
reputable retailer buys these products for far less than they would pay for ours and then
sells them at rates only pennies less than they would normally market ours.

We worry about the copied repair parts causing health and safety issues for the consumer.
As Bruce Antunez, Coast Vice President R&D wrote "The situation is most often caused
by the back siphoning of contaminated or polluted water from a plumbing fixture (1oilet)
back into the home's drinking water supply..." If these cosmetically accurate but inferior
replacement parts are used when the pressure in the plumbing water supply line is less
than the atmospheric pressure, the back flowing of contaminated or polluted water can
end up in the next glass of water you drink. o

In conclusion we are only asking for the proverbial "Level Playing Field.” Unlike
publicly owned companies, your small manufacturer and small business owner has
his/her own money -- money they could be using for personal bills-- tied up in the
company. Often they have to forego their own wages to pay their workers. They de it for
the independence and for the challenge of producing the best. When they find that other
countries are financially subsidizing their competitors and the US Government appears,
through laze faire to be colluding with these foreign competitors, they become
disenchanted, and they start looking for locations offshore. When they hear their low cost
competitors have Most Favored Nation privileges, they also want to hear that US
companies also have Most Favored Nation status. They have earned it with the jobs they
provide and the quality products they produce. Please support them for that. Thank you.

od
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Copying the cosmetic appearance of a U.S. manufactured product is apparent as pictured
below for the sole purpose of misleading the consumer into believing the product which
they are purchasing is a well recognized U.S. brand name product. There is nothing
innovative about these copied products from these borrowed technology people. You as
the consumer do have a choice in the products you buy. The next time you visit your local
home improvement center and are in the market for purchasing a new toilet simply LIFT
THE LID ® and look to see if the components inside are manufactured in the U.S.A. The
same applies when purchasing a replacement {ill vaive and or flush valve.

Only products manufactured in the U.S.A. can bare the marking MADE IN U.S.A.

1

Counterfeit products/China
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COUNTERFEIT TOILET REPAIR KITS
THREATEN CONSUMER HEALTH AND SAFETY
By Bruce Antunez
Vice President R& D
Coust Foundry & Manufacturing Co.

As a leader in the toilet tank trim industry, we at Coast Foundry & Manufacturing
Co. find it alarming that a potentially serious health and safety issue is spreading acioss
the U.S. through the use of counterfeit repair kits, with little acknowledgement from the
plumbing industry or water districts,

The situation is most often caused by the back siphoning of contaminated or
polluted water from a plumbing fixture (foilet) back into the home’s drinking water
supply system through the use of counterfeit replacement parts (piston repair kits). These
parts, which are sold by many reputable retailers, and wholesale hardware stores, are
often inserted into Coast Foundry or other U.S. manufactured code approved anti-siphon
fill valves, without the realization that they do not work

Coast Foundry & Manufacturing Company has celebrated its 507 year as one of
the largest original equipment manufacturer of tank trim, with the largest selection of fill
vales and flush valves to choose from in the plambing industry. Their slogan “Lift the
Lid!"e shows that their products are found in most new toilets sold in the United States.
During this span of five decades, the comapany has consistently made a product
synonymous with quality and innovation.

These replacements piston repair kits are manufactured in Taiwan and China and
are being sold; based upon low price, because they closely resemble the parts they are
replacing. These same manufacturers are also producing look-alike water control valves,
called “knockoffs”, which may or may not be tested and certified to U.S. standards,

When these counterfeit repair kits are installed in 2 fill valve and tested to the
performance requirements for anti-siphon Fill valves (ballcocks) for Gravity Water
- Closet Flush Tanks A.S.8.E. Standards #1002, Section 3.3. Evaluation of Backflow
Prevention Device or Air Gap Assembly, they fail, allowing the back flow of water until
the tank is empty.

This backflow can result in toilet water and toilet bowl cleaners being diverted
into the building’s drinking water.

We need to alert the consumers who buy these replacements and the many
retailers who sell these parts to the potential health and safety threats they may cause. At
minimum most consumers would not knowingly drink toilet water, and at worst they may
become ill. These replacement parts and knockoff producers must be held to the same
standards as U.S. manufacturers.
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ED NOTE: 1 am submitting this article for publication in your rhagazine. I feel
you will find it relevant, and we are truly concerned about this problem

Please feel free to call me for more information regarding this matter.
1 have enclosed information on the packagers, which are purchasing and redistributing
these counterfeit replacement parts.

Sincerely,

BRUCE ANTUNEZ
Vice-President
Research & Development
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Hey Buddy-can you spare a toilet tank part?

We recently received a call from a good friend in our industry, Mr. Bruce Antunez of Coast
Foundry of Pomona, California. If you have ever lifted the lid on a gravity-type water closet
tank (and who hasn’t in our business), you probably witnessed a Coast Foundry fill valve
replenishing the water in the tank. Bruce, his father, Armand and other family members have
been supplying closet tank fill valves for decades. Their fill valve and flush valve products have
been installed in virtually every water closet manufacturer’s tanks for years and have provided
years of service to the consumer. The company manufacturers good product and they stand
behind their quality with ongoing, tireless quality assurance testing. Frankly, we also enjoy the
fact that Bruce and his colleagues have a music room adjacent to this offices where they can )
“jam” to relieve the stresses of the job. (With three musical offspring, I personally have come to
appreciate a good “jam session™.)

We have been pleased to work with Bruce for many years on product standards for fill valves
and other tank trim. Most recently, Bruce and a dedicated ASME Project Team headed by Team
Leader Burt Preston of Mansfield Plumbing Products has been diligently trying to develop
performance standards for chemical resistance of tank trim, most notably toilet tank flappers.
This Project Team has been laboring for over three years in their attempts to determine what
additives to the closet tank are the most aggressive, and how the existing products can be refined
to provide maximum resistance to chemical degradation. A primary benefit of this research has
been the obvious benefit that the plumbing and chemical industries have begun to communicate
their respective philosophies and, in doing so, are opening dialogs for improvement of the
products for the consumer. The Team is looking at the composition of additives and the affects
on existing products. Unfortunately, the additives are constantly changing and product which
passes chemical exposure tests this week may fail when exposed to a new substance next week.
The development of criteria based upon the “moving target” can be a frustrating challenge. We
appland the work of this Project Team and we hope to announce their great accomplishments in
the not-too-distant future. :

We suspected that Bruce’s call would relate to the work of the Project Team but soon learned of
another, equally troubling issue which is a result of Coast’s recent research.  Their research .
relates to the installation of repair parts in their fill valves from sources other that the original
equipment manufacturer. The issue of replacement parts has been a subject of constant review
by the industry for many years, from the backflow industry to the fixture industry. The
replacement component issue has gained enhanced scrutiny with the advent of low consumption
fixtures, for the water agencies are concerned with the consistent water use within fixtures when
replacement parts are installed.

This concern extends to the “parts within the parts”, such as the washers, O-rings and even
lubricants within plumbing components. For example, we are aware of a problem that arose a
few years ago when the wrong lubricant was used in conjunction with O-rings on a backflow
preventer. The lubricant caused the elastomeric seals to expand and the device failed to function
as intended. It is hard to fathom that something as innocuous as a lubricant could cause such
disastrous results, )
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Bruce informed us that his firm has made the effort to scour the retail and hardware stores in
southern California in search of so-called “replacement parts” for their tank components. After
procuring numerous repair parts, Coast technicians installed and tested the performance of these
elements for compliance with the national standards. Regrettably, the components not only
failed to demonstrate any level of equivalency, but also failed to provide the most critical feature
desirable in the fill valve-the ability to prevent backflow when exposed to a back-siphonage test.
{When conducting the back-siphonage test in ASSE 1002, a vacuum from 0-25 inches of
mercury is applied to the valve inlet and water within the tank must not enter the fill valve. The
alleged replacement components siphoned the content of the tank.}

This discovery is most disturbing when large and small retail chains are selling repair
components which fail to meet the minimum standards. The manufacturers of wholesale and
retail products generally must certify that their products comply with all national standards as
well as all national, state and local codes, yet the components that are sold under the pretense of
maintaining these products do not perform as intended, and could even create a dangerous
condition.

This information begs the question~how many other components that are sold for replacement
applications are tested 1o affirm performance? Unfortunately, the listing agencies cannot
address this concern unless the component carries a listing. And because these components are
sold in an aftermarket situation, the code agencies do not get involved with items that are not part
of the inspection process.

You may ask, “What shkould I care about parts as a specifying engineer? I never get involved in
the repair processes, for the replacement of parts is often after the job is completed and
operational. It could be months before parts are replaced.” Yes, this may be true, but
replacement components may be required before the first year has passed. Replacement parts are
always utilized by backflow service technicians during their annual service of protective devices.
The engineer may be called to address failed products or systems that are not functioning due to
the installation of a faulty, untested parts. Again, we should be most concerned about the failure
of components in which backflow is compromised, then secondarily, of components which do
not give adequate long term performance {operational cycling).

What is the solution to this problem? Should repair components be subjected to performance
tests that fixture fittings, valves and related devices currently must meet? Do we need to develop
certification criteria for these components? Should these products be listed to the industry
standards? Let’s hear your thoughts. :

1 thank Bruce and Coast Foundry for bringing this important issue to our aftention. I also thank
him for his efforts to assure that public health, safety and investment are protected by such
vigilant efforts. ’
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October 24, 2001

MEMORANDU
TO: Mr. Shanin Moinian
: LAPM.O.
FROM: Bruce Antunez
DATE: October 24, 2001
SUBJECT: Health and Safety Notice

1 am once again bringing to your attention a subject that was addressed approximately one
vear ago at an LA P.M.O. Plumbing and Research Committee meeting at your facility
concerning the subject of counterfeit replacement parts.

1 had mentioned to the committee that counterfeit parts such as 1B1P, MK-IV, and IB1X
piston repair kits were being packaged and distributed at retail and wholesale outlets acress
the U.S. and that if used in a Coast valve would disable the siphon breaker feature of the
valve in the event a negative pressure is put on the water supply system.

I have documented the names of the packagers, as well as the distribution outlets where
these components are being sold.

Not only do we need a standard of compliance for these replacement parts but also the
consumer needs to be fully aware of the potential health threat if these counterfeit
corupenents are used.

If you need further information, please feel free to contact me.

Sincerely,
S oz A
! /A_\/,L padd - _/-'{"/L«
PO. Box 4788 2707 N. Garey Avenue (909) 596-1883  (213) 6283432  FAX: [909) 596-2650

Pomona, Ca. 817681738 Pomona, Ca. 91787 Calif, (8GO} 4824911 USA [800) 5214021
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Reported to 1.A.P.4.0. all Home Improvement Centers to be
notified. |

Ace Hardware Stores (most locations)

Anderson Lumber

Coast-To-Coast ;

Do-lt-Best Hardware stores (most locations)

Eagle Hardware & Garden

The Home Depot

Lowe's Home Improvement Warehouse

Menards {most locations)

Orchard Supply Hardware

Qur Own Hardware

Payless Cashways

Sears Hardware

Servistar (most locations)

True Yalue

 Trustworthy (most locations)
Villagers Hardware Stores
West Building Centers
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As you read this notice there are literally thousands of code approved Anti-siphon fill valves
being turned into non-compliance produets through the purchase of Knock-off replacement
parts. These products, such as a simple repl t piston, are factured in Taiwan and
China and being sold and distributed at retail and wholesale ontlets through the U.S.

If these replacement parts are used in a Coast Foundry fill valves; when the pressure in the

plumbmg water supply llne is less than the atmospheric pressure, the back flowing or (back
of contaminated or polluted water from a plumbing fixture (foilet) can end up in

next glass of water you drink. In other words, these parts cause a serious heafth threat!,

These off shore unserupulous manufacturers ave betting that the American consumer will never
know the difference between products. Think of the implications the next time the consumer
visits his jocal home improvement center for a repl t part. Repl D lilce
these pictured below are being packaged by HOME PLUMBER and marketed as repair kits
for Coast Foundry Anti-Siphon Mark IV Valves, and Master Fill Valves.

roafuee Regrinit i1

It's important to remember that these products are not substitutions for the original Coast
Foundry products, and the use of these componerits not only veids any warranty
expressed or implied by Coast Foundry and Manuf: ing Company, but exp the
retailer to the possibility of legal action by injured consumers. Testing has shown that
these products are in every way inferior to the Coast Foundry products which they copy.

We are requesting you as a valued customer both in the past at
the present not to purchase these knock-off producis.
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As you read this notice there are literally thousands of code approved Anti-siphon £l valves
being turned into non-compliance products through the purchase of Knock-off replacement
parts. These products, such as a simple repl ¢ piston, are factured in Taiwan and
China and being sold and distributed at retail and wholesale outleis throughout the U.S,

If these replacement parts are used in a Coast Foundry fill valves; when the pressure in the

plumbing water supply line is less than the atmospheric pressure, the back flowing or (back
iph of inated or polluted water from a plumbing fixture (toilet) can end up in

next glass of water you drink. In other words, these parts cause a serious health threat!.

These off shore unscrupulous manufacturers are betting that the American consumer will
never know the difference between products, Think of the implications the next time the
conswer visits his local home improvement center for a repl t part. Repl t
components like these pictured below are being packaged by BANCOQ Company and
marketed as repair kits for Coast 18-1X Ballcocks, and Ceast 18-1, 1B-1P Adjustable.

- 1

4dh

it

Bepair Kit for Kobler Rintto 1 v
& Const 1B-1X Balleochs ] e 453

rclon pasa Yk,

it Valviskas
o - Coast 17X

It's important to remember that these products are not substitutions for the original Coast
Foundry products, and the use of these components not only veids any warranty
expressed or impled by Coast Foundry and Manufacturing Company, but exposes the
retailer to the possibility of legal action by injured consumers. Testing has shown that
these products are in every way inferior to the Coast Foundry products which they copy.

We are requesting you as a valued customer both in the past at
the present net te purchase these knock-off products.

TS MORE THAN JUST OK IF 1T 8AYS,
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Coast Foundry has recently discovered that Plump Pac®, a United Plumbing Technologies
company, is marketing counterfeit Coast Foundry replacement products. These products,
such as repair top assemblies and Certain Seal® gaskets are manufactured in Taiwan and
China and being sold and distributed at retail and wholesale outlets through out the U.S.

These off shore unscrupulous manufacturers are betting that the American eonsumer will
never know the difference between products. Think of the implications the next time the
consumer visits his local home improvement center for a vepl t part. Repl t

components like these pictured below are being packaged by Plumhb Pak® and marketed as a
repair cap for COASTMASTER and gasket for COAST CERTAIN SEAL.

wp

t
TOP ASSEMBLY
BALLCOCK

e psE oar

FOR ConsIaasy %

Testing has shown that these products are in every way inferior to the Coast Foundry
products which they copy.

We are requesting you as a valued customer nof to purchase these counterfeit products
and buy dirvectly from Coast Foundry.

MORE THAN J12
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As you read this notice there are literally thousands of code approved Anti-siphon fill valves
being turred into non-compliance products through the purchase of Knock-off replacement
parts. These products, such as a simple repl t piston, are f: ed in Taiwan and
China and being sold and distributed at retail and wholesale outlets throughout the U.S.

L3

If these replacement parts are used in a Coast Foundry fill valves; when the pressure in the

plumbmg water supply line is less than the atmospheric pressure, the back flowing or (back
) of ted or poliuted water from a plumbing fixture (toilet) canend up in

next glass of water you drink. In other words, these parts cause a serious health threat!.

£, 3

These off shore nnscrupul ers are L that the American consumer will
never know the difference between products. Think of the implications the next time the
consumer visits his local home improvement center for a repl t part. Repl t
eomponents like these pictured below are being packaged by ROC PLUMBING a division of
HANKO CORP. and marketed as repair kits for Coast 1B-1X Ballcocks, and Coast 1B-1,
1B-1P Adjustable.

2
- N"”—W

CER.E YIS NG

It's important to remember that these products are not substitutions for the original Coast
Foundry products, and the use of these components not only voids any warranty
expressed or implied by Coast Foundry and Manufacturing Company, but exposes the
retailer to the possibility of legal action by injured consumers. Testing has shown that
these products are in every way inferior to the Coast Foundry products which they copy.

We are requesting you as a valued customer both in the past at
the present not to purchase these knock-off products.

N
IT'3 MORE THAN JUST OR IF IT SAYS, MOADE 4 THE U.8.A
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Economy Repair Kit For Toilet
Tank, packaged by L.G.
Sourcing Inc, P.O. Box 1535
North Wilkesboro NC 28659
manufactured in TAIWAN is a
, |non-listed product.There are

| Ino seals of approval from any
agency marked on the product.
There is no name of the
manufacturer marked on the
valve, or country of origin. The
installation instructions do not
warn the installer about
maintaining a 1" clearance
from the C.L. tab on the fill
valve to the top of the flush
valve overflow tube. This
package was purchased at
Lowe's, Victorville CA.

24481

¥ REPAIR KIT FOR TOILET TANK

3

The ﬂapper"is also 2 non-listed
product.
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ECONOMY REPAIR KIT FOR TOILET TANK
SO TANKS 8,52 HIGH »
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The valves directly above are both non anti-siphen {ill vatves., The valve with
the while cover is a Coast Foundry, Coast Master regular fill valve and the
copy valve next to it with the blue cover is a W.D.L Model #81026 whichis
listed as a anti-siphon fill valve. These two valves are designed to work under
water. The trigger configuration is pointed upward compared to a normal
anti-siphon fill valve trigger, which is angled downward to reach lower water
levels always keeping it's head above water. There is no way to adjust a non
anti-siphon #ili valve to a lower water level al least 1” below the C.L. tab.
How can the W.D.l. valve be listed as an anti-siphon fill valve?
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THE ECONOMY

Tariffs Give Edge
To Foreign Steel
On West Coast

By RoBerT GUY MATTHEWS

Foreign steelmakers are snapping up
market share on the West Coast and reaping
huge profits, largely as a result of tariffs that
were meant to help.the U.S. steel industry
better fight its foreign competitors.

Domestic steelmakers, battling for lu-
crative customers in the Midwest, South
and East Coast, have largely ceded the
West Coast to foreign steel concerns be-
cause it simply costs too much to transport
steel to California and nearby states.
Nearly all of the country’s steel is made
east of the Rocky Mountains. Putting steel
on rail cars from the Midwest adds nearty
$30-550 per ton.

“What no one in Washington seems to
understand is that we live and die at the
whim of foreign-owned steel producers,”
said Tomas Charter, a steel purchaser for
Double A Inc. in Los Angeles, which makes

steel products for commercial office build-

ings. “These guys are making money hand
over fist from a law that was meant to
lessen their influence over the steel mar-
ket.”

A group of West Coast steel buyers, orga-
nized by Consuming Industries Trade Action
Coatition will testify at a congressional hear-
ing next week in Norwalk, Calif., to advocate
the repeal of President Bush’s steel tariffs.
The group says the action by the Bushadmin-
istration o exempt certain steel products
from import tariffs doesn't go far enough.

The tariffs ranged from 8%t030%on steel
imported into the U.S., but has had little neg-
ative effect on foreign-owned steel proces-
sors such as California Steel Industries Inc.,

which despite its name, is owned by Brazil- |

ian mining company CVRD and Japanese
steelmaker Kawasaki Inc.

California Steel buys'siabs, but only in
quantities that fall below the Bush adminis-
tration quota and processes the steel into
other products to sell exclusively in West-
ern states.

Rather than being hurt by the Bush ad-
ministration moves, it and others such as
Steelscape Inc. in Kalama, Wash., which is
owned by Mexico's Grupe IMSA, have be-
come stronger because the tariffs have
helped raise prices and given the domestic
steeimakers enough business on the East
Coast that they have little reason to ship
steel to the West.

Earlier this month, Moody’s Investors
Service raised California Steel's credit rat-
ing, saying the tariffs reduced the amount
of finished imported steel and pushed do-
mestic steelmakers out of the West Coast
market as they couldn’t compete with their
foreign competitors once shipping costs
were tacked on.

“With the withdrawal of Midwestern
steel producers from the West Coast mar-
ket and the shutdown of several of Califor-

nia Steel Industries’ competitors, CSI has '

gained market share and set volume
records,” said Moody's in & news release
this month about the company's second-
quarter financial results. “Section 261 tar-
iffs have raised steel prices and tempo-
rarily halted imports. Further price.in-
creases are expected during the third and
fourth quarters.”

Even the country’s largest steelmaker,
U.8. Steel Corp., which has a joint-venture
steel-processing plant, USS-Posco, in Cali-
fornia with a South Korean steelmaker,
doesn’t always supply steel to that mill
from its production plants located in the
East due to the high costs of shipping.

It is far cheaper to bring steel slabs,

cold-rolled and hot-rolled steel, all basic- .

grade steel products, via ship across the
Pacific Ocean from foreign sources, even
with the tariffs. The steel mills on the West
Coast don't make steel from scratch as do
the mills in the East. Instead, West Coast
mills take basic-grade steel and roll, cut or
finish it into products used in construction
and bridges.

The West Coast steel market is unique
and less profitable for some domestic steel-
makers. One reason is because steel sold in
the West is more likely to go into construc-
tion, which has a far lower profit margin
than automotive-grade and appliance-
grade steel. Another is the steel sold tends
to be in smaller quantities.

If the customers were larger, such as
automotive customers, that would help miti-
gate the costs of transportation. Mini-mills
aren’t big players on the West Coast, either
because their basic raw material—scrap
metal-is hard to find, since there isn't as

much scrap-generating heavy manufactur-

ing as there is east of the Mississippi.
Geneva Stee! in Utah was the only inte-

grated steelmaker west of the Rocky Moun-
tains that actually made steel from scratch,
but it closed last year, taking the last influ-
ential foothold the domestic industry had in
the Western market. The company is try-
ing to line up financing to come back as a
minimill and is confident it will be able to
find enough scrap steel.

Orvegon Steel Mills Inc., a minimiil with
plants in Oregon and Colorado, makes steel
for railroads and doesn’t concentrate solely

on the West Coast markets. The company !

glso has reported improved quarterly earn-
ings from last year and expects steel prices
to continue to climb this year.
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Steel Prices Stoke Tarti!
Backlash

Manufacturing: As costs
climb, downstream
industries such asanto
makers and suppliers
call for Bush to reduce or
rescind import duties.
TRAES STABF WRITER

WASHINGTON—Steel  prices
have risen sharply stoce President
Bush imposed import tariffs three
months ago, causing unexpected
hardship in i ing indus-

creases is being exaggerated. Much
of the stes] consumed in the U.8. is
purchased under long-term con-
fracts that have not been affected
by price spikes, which are occur-
ring ot the spot market. Even spot
prices are not that high by histori-
cal standards. The average price of
hot-rolled steel from 1981 through
2000 was $338 a ton, about the
same as today’s spot price.

“It’s some of the smaller stee]
consumers who are more subject to
spot market pricing who are mak-
ing' the hue and cty,” said Naney
Gravatt of the American Iron and
Bteel Institute, which represents

tries and fueling a political back-
lash that could hurt the White
House.

Prices of benchmark steel prod-
uets have soaved 30% to 50% this
year, far more than predicted when
the president slapped tariffs of as
much as W% on steel imports to
protect domestic producers from
foreign competition.

The taxiffs were widely viewed
as palitically metivated, a bid by
TBush to win Republican votes in
the Steel Belt of Pennsylvania,
West Virginia and Olio. But much
of the negative effect is in the adja-
gent Rust Belt, whers auto makers
and their thousands of suppliers
are huge customers of the steel in-
dustry. .

“1 think he's doing more harm to
the country than he realizes,” said
Michael Aznavorian, president of
Clips & Clamps Industries in Ply-
mouth, Mich., whose fitm has been
it with price increases of 17% to
42%.

Officials at the Commerce De-
pertment and UB. trade repre-
sentative’s office declined to com-
ment on e price inereages. But
Grant Aldonas, undersecretary of
Commerce for international trade,
‘has acknowledged that the admin-
istration had not expected the ini-
tial price spike and was concerned
abqut its potential economic effect.

Steal industry officials insist
that the effect of the price in-

‘When steel prices
were at 20-year lows last Decemn
her, they showld have been project-
ing in their business plans for 2002
that the price would increase.”

Bven the president's eritice ae-
knowledge that other factors are
contributing to the price increases.
More than 20 U.S. steel mills have
shut dowa or gone on standby in
the lagt 18 mouths, reducing steel-
making capacity by 25 million tons,
For the first time in years, U.5.
steel companies can't keep up with
demand, which is beginning to re~
vive as the sconomy emerges from
recession. The supply shortfall will
be alleviated somewhat when new
owners of shuttered plants previe
ously operated by steelmaler LTV

Corp. bring some capasity back on
line in coming months.

“Phe moderate upturn in the.
2eonemy, combined with the sup-
ply shortage, is what is really driv-
ing up the prices,” said Ben Good~
rich, 4 steel analyst at the Institute
for International Economics in
Washington. “1 thirk # has very
Hitle to dowith the tariffs.”

But  such  explwoations are
viewed with skepticism by the peo-
ple who buy raw steel and turn it
into finighed products.

“{ think that's baloney,” said
Brace Walker, who-runs a metak-
forming plant in Ontario. “As soon
as the tariffs were announced, the
prices wert up immediately. Lsn't
{hat a cointidence?”

Jimmy Torres at work in Walker Corp.'s metak-forming plant in On

tario. The steel parls maker

Meanwhile, low supplies of cer-
tain types of steel are causing buy-
218 to scramble to negotiate future
purchases before prices rise fur
ther. Profit margins are heing
squeezed in steel-using industries,
which have been absorbing higher
costs rather than ralse prices and
risk losing business o foreign ri-
wals. There is talk of future layoffs,
business failures, factory reloca~
tions—and political retribution.

“There’s definitely 2 panie men-
tality out there,” said steel industzy
consultant Christopher Plummer of
West Chester, Pa-based Metal
Strategies, “I don’t think there's
anyore in the market ... who ex-
pected anywhere near this kind of
magnitide.”

The tariffs also have triggered
threats of reteliation by Europe
and ather U.S. trading partners.

Tt could be several more months
before the tariffs werk their way
through the steel markets and the
effects become clear, experts sy,
But harely three months after the
tariffs took effect, the dislocations
are undentable.

Hot-rolled sheet steel sells for

‘SLEREN KOBNIG / Les fngeles Times i

employs about 130 peopls,

about $340 4 ton on the spot mar-
ket, according to the June survey
by Purchasing Magazine. The price
has shot up 62% since December,
when steel fell to 20-year lows, and
has pained 48% in the months
sinne Bush issued bis fariff order.
For Walker, president of Walker
Corp., a 4&-year-uid family-owned
firm, the arithmetic s scary.
Walker's company employs sbout
130 people, and rang wp nealy
$20 million in sales last year Xt
paid about $5 million for the steetit
used to make brackets for aiv bags,
cases for car sterecs and other
parts, If prices rise 209, Watker's
profit margin could disappear.

“I'm wvery concerned about the
next year. [f I can’t pass these in-
creases along to the customer, we
will definitely have to reduce our
work force” Walker said T a
conservative by nature ansd gener-
aily suppert the president, but this
was & huge mistake.”

Steel users are lobbying the
‘White House to reseind or veduce
the tariffs before their scheduled
expiration in 2003. Failing that,
they want the administration to be
generous in awarding tariff exemp’-



tions for steel products not pro-
duced in large quantities by U.S.
mills. The administration received
more than 1,200 exemption re-
quests; it has approved 107.

Bush announced March 5 that
he was placing temporary tariffs of
as much as 20% on some catego-
ries of imported steel to give the
domestic industry more breathing
room to restructure. The action
was based on a trade law that al-
lows the president to protect U.S.

industries whose survival is threat- |

ened by surging imports.
At the time tariffs were imposed,
many industry executives, admin-

istration officials and independent :

economists predicted the effect on

steel consumers would be limited. '

Average steel prices might rise 5%
over time, they said, but not
enough to cause appreciable dam-
age. It now appears the administra~
tion may have miscalculated, in
both economic and political terms.
“Whoever was advising him, 1
don’t think they understood how
fast the prices would increase and
how much harm could be done,
said Roy Berlin, president of Berlin
Metals in Hammond, Ind. “I think

i

the mills themselves have heen

caught by surprise at how tight the
market's been. They are in a dream
world right now of being able to
sell any ton at almost any price.”
Steel buyers said the higher
prices, if they stick, are bound to
reduce employment in industries
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that are major buyers of steel. For
some firms, that could mean lay-
offs; for others, fewer new hires.

At GR Spring & Stamping in
Grand Rapids, Mich., 10 jobs al-
ready have evaporated. That’s how
many people President Jim Za-
wacki was planning to hire to
crank out a new line of engine com-
partment parts for a major automo~
tive supplier. But when he revised
his terms in April to reflect higher
steel prices, the deal fell apart.

“We submitted a bid subject to
what happened with the tariffs,”
said Zawacki, who keeps about 200
people busy making metal parts for
cars, appliances and furniture. "We
‘would have been hiring in 2002.”

He said an additional three jobs
‘were Jost when a customer took his
business to Mexico, where metal-
forming firms can buy steel at tar-
iff-free prices. Zawacki has not laid
off anyone since the tariffs took ef-
fect, but he said he will have fewer
employees by year's end than if
Bush had not intervened,

Aznavorian, of Clips & Clamps

Industries, said his suppliers no
longer are willing to enter into
“blanket” contracts that lock in
prices for six months to a year.

“Nobody will give us a blanket,”
said Aznavorian, whose 60 em-
ployees generate about $10 million
in annual sales. “We're basically
buying everything on the open
market. It's eating up my bottom
line.”

One of Clips & Clamps’ main

products is a bracket used to
mount cruise control wnits in
DaimlerChrysler trucks. Before
prices began rising, Aznavorian
saw a profit of about 1 cent on each
57-cent bracket that rolled off his
line, with the steel used in each
costing 25 cents. But the steel in
each bracket now costs 37 cents,
and Clips & Clamps could lose 11
cents on each bracket it ships.
_ Aznavorian and other steel-buy-
Ing executives say they hope Bush
will rescind or relax the tariffs af-
ter reviewing the effect they are
having on downstream industries.

5
et
iy
&

SR il il
GLENN KOENIG / Los Angeles Times

3ruce Walker, president of Walker Corp., says that if he can’t pass along rising steel prices to his customers, he will have to reduce jobs.
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213 687 4206

June 27,2002

Hon. Donald A. Manzullo

U.S. House of Representatives

409 Cannon House Office Building
Washington, D.C. 20515-1316

Atin: Philip D. Eskeland
Fax: 202-225-3587

Dear Congressman Manzullo:

T am writing on behalf of my company, Purchase Planners Group. We are a Haworth, Inc.
corttract furniture dealer located in Los Angeles, California and we employ 20 workers. We
need your help.

“The steel tariffs imposed by the President in March have increased the price and reduced
the availability of steel to the point that cur supply of office furniture products may be disrupted.
This is at a time when the Office Furniture Industry is suffering the greatest decline in sales in its
entire recorded history. Many manufacturers and dealers in the industry are in grave financial
positions because of the sales decline. Adding the costs and disruptions of the steel tariffs to this
mix is a catastrophic combination.

Without some form of relief] the Office Furniture Industry will be irreparably harmed and more
vulnerable to off shore competition in the North American market. As an industry we have been
successful in maintaining the North American market share with by aggressive advances in
product, services and customer value. The dramatic increase in domestic steel pricing, the
availability of Jow cost foreign manufactured products, and the weak financial strength of the
domestic manufacturers makes our industry very vulnerable to imported products.

To maintain a strong competitive position in this difficult market, Haworth, Itc. my
primary furniture supplier, has applied for four exemptions to the steel tariff. These exemptions
are N358.01, N358.02, N358.03 and N358.04. T am requesting your support for these
exemptions to help keep Office Furniture Manufacturing & US based industry for North America.

FAX 213 687 4154
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Page 2

Please support the adoption of these four exclusions.

Thank you.

avid C. Wheeler
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. 2027 HARPERS WAY, TORRANCE, CA 90501 1950v?'000

VIRCO HIGHWAY 65, SOUTH, CONWAY AR 72032

July 18, 2002

VIA FACSIMILE AND FIRST CLASS MAIL

The Honorable Donaid A. Manzullo
United States House of Representatives
Washington, DC 20551

Dear Representative Manzullo:

Our company manufactures and sells classroom furniture throughout the United
States as well as furniture for other public facilities such as churches, convention
centers, and municipalities. Our annual sales are approximately $250 million.
We employ about 700 people in California, and 1500 people in Arkansas.

Cold-rolled steel is the largest dollar expenditure of the raw materials that we
use. As such, it is a major determmant in the cost'of the product that we make
and, the price that we ‘charge our customers

Until the Tast few m’ohth‘s “We have a\)‘ailed ourselves of high quality steel from
various sources around the world as well as domestically produced cold-rolled
steel. L

With the imposition of the recently enacted steel tariffs, we now find ourseives
facing a double problem: higher prices and shortage of supply.

Our domestic sources are telling us that they cannot guarantee to ship our
requirements for the first quarter of 2003, and they cannot assure us as to what
the price would be. Conversely, we are committed to a number of annual
contracts that have no flexibility for price increases. The uftimate customers
served by us are basically public funded entities who rely on local tax dollars. In
this scenario, everyone suffers. The manufacturer pays a higher price and the
only way to recover the increased cost is to raise the price to the end user, which
is ultimately the Iocal taxpayer B o,
We have resisted the' temptatlon to bu’y fabricated’ steel parts from low cost
foreign suppliers. Atthe same time, we have an obligation to return a profit to
our shareholders. Loyalty to domestic suppliers at non- competmve prlces that
hurt the consumer seems to disadvantage all parties.

TORRANCE - PHONE: 310-5330474 « 800-448-4726 » FAX: BOD-25873647 » (OMWAV PNONE 501292901 8004484726 » FAX: 800396-8232 © WEB: WWW.VIRCO.COM
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Honorable Donald A. Mansullo
Page 2
July 19, 2002

| wouid urge you to immediately seek remedies to these tariffs to the extent that
they be eliminated completely or significantly reduced so as to enable American
manufacturers to compete with foreign suppliers not subject to these import
tariffs.

Sincerely,
Virco Mfg Corporation

Robert A. Virtue
President

C: Brad Miller, Manager of Communications & Government
Affairs
BIFMA International
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June 6, 2002

Hon. Donald A. Manzullo
U.S. House of Representatives UJHLHGR
409 Cannon House Office Building CORPORATION
‘Washington, D.C. 20515-1316

Attn: Phillip D. Eskeland

Dear Congressman Manzullo:

I am writing on behalf of my comparny, Walker Corporation. We are located in Ontario,
California and we employ 140 workers. We need your help.

The steel tariffs imposed by the President in March have increased the price and reduced the
availability of steel to the point that our supply of steel is not reliable. Our steel suppliers are
demanding 20-40 % increase effective June 1, 2002. Some of my suppliers are indicating they
cannot guarantee the amount of steel we need to make product requirements. No steel supplier
will commit to pricing beyond October 2002. I am very concerned about the chaotic situation that
exists today in the U.S. steel market. The President cannot have expected that prices would rise
so fast or that the ability of companies like mine to obtain steel would virtually disappear. [ have
no assurance of steel suppliers past October this year.

My business is in danger if I cannot get steel. My customers will not pay the increased prices I
am being charged for steel. Unless things change rapidly, my company will lose business to
foreign competition that now has a built-in cost advantage, thanks to the actions of our own
government.

‘We are a small business. We need the steel we buy to be priced by the market, not by the
government. We cannot afford to come to Washington to buy steel.

Please ask the President to help us get the steel we need to stay in business in the USA,
Thank you.

Sincerely,

Bruce Walker
President/CEO

1555 VINTAGE AVENUE, ONTARIDO, CA 917861 = 909.390.4300 = FAX 909.390.4301

METAL STAMPING . SLIDE FQRMING - SPRING COILING - ASSEMBLY
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NORTH STAR COMPANY, INC.

CUSTOM ROLL FORMED METAL PRODUCTS
148912 5. BROADWAY, GARDENA, CALIFORNIA 90248

TELEPHONE 310/515-2200 FAX 310/71
June 05, 2002

Post-it* Fax Note 7671 lﬂa’ -O5-0)J8> |
Hon. Donald A. Manzullo ™ Congregsrman [Nanztls [ B 11 Oy horger
U.S. House of Representatives Colbepr, Co. T
409 Cannon House Office Building Phone # Fhons 17510 =5
‘Washington, D.C. 20515-1316 Fax \O05-7S8 + IF>* »(\? NSNSz 201

Attn: Philip D. Eskeland
Fax: 202-225-3587

Congressman Manzullo,

The steel tariffs bave placed our company in a precarious position. I am
writimg on behalf of our company members and our customers. We are located in
Gardena, California and we employ 68 workers. We and the industries we serve

need your help!

The steel tariffs imposed by the President in March have increased the
price and reduced the availability of steel to the point that our supply of steel is
not reliable. Many of our suppliers are on allocation from the mills. HRPO steel
prices raised 25%-30% so far. We understand that more increases are coming
next month. The President cannot have expected that prices would rise so fast or
that the ability of companies like ours to obtain steel would virtually disappear.

Our business is in danger if we cannot get steel. Our customers will not
pay the increased prices we are being charged for steel. Unless things change
rapidly, our company will lose business to foreign competition that now has a
built-in cost advantage, thanks to the actions of our own government.

‘We are a small business. We need the steel we buy to be priced by the
market, not by the government. We cannot afford to come to Washington to buy
steel.

Please ask the President to help us get the steel we need to stay in business
in the USA. We're counting on your help and thank you for your speaking on
behalf of our customers and employees.

A

William E. So: er
Chairman

CUSTOM RO FORMING INSTITUTE
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Sent By: PACIFIC PRECISION METALS AZUSA ; 626 334 7593; Jun-6-02 10:41AM; Page 2/2

APPNVE/

PACIFIC PRECISION METALS, INC.

JOHN A. DRAXLER, JR.
Vice President Anance
Chief Financiol Oficer

June §, 2002

Hon. Donald A. Manzullo

U.S. House of Representatives
409 Canneon House Office Building
Washington, D.C. 20515-1316

Attn: Philip D. Eskeland
Fax: 202-2253587

Dear Congressman Manzullo:

| am writing on behalf of my company Pacific Precision Metals, Inc. We are located in Azusa and La
Verne, CA and we employ over 400 workers.

The steel tariffs imposed by the President in March have increased the price and reduced the
availability of steel to the point that our supply of steel is not reliable. We have just been advised,
without prior notice, that a particular steel that we use in supplying the automotive industry will not be
shipped to us this month due to shortages. Furthermore, most of our steet suppliers have
implemented substantial price increases. We also use a certain amount of stee! of foreign origin that
is not readily available to us domestically, but we do not have the financia! ability to hire attorneys to
lobby for individual exceptions. The President cannot have expected that prices would rise so fast or
that the ability of companies like mine to obtain steel would virtually disappear. | have no assurance
of steel supplies past September this year.

My business is in danger if | cannot get steel. My customers, who are continually pressing for price
concessions, will not pay the increased prices | am being charged for steel. Unless things change
rapidly, my company will lost business to foreign competition that now has a built-in cost advantage,
thanks to the actions of our own government.

We are a small business. We need the steel we buy to be priced by the market, not by the
government. We cannot afford to come to Washingtan to buy steel.

Please ask the President to help us get the steel we need to stay in business in the USA.

Thank you.
. Iy
Jonn DraxW
& CFO

601 South Vincent Avenue « Azusa, California 91702 « Telephone: (626) 334-0361 - Fax: (626) 334-7563
www.pacHicprecisionmetals.com
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12700 WESTERN AVE, « GARDEN GROVE, CA 82841
{714) BIB-2656 » (56Z) 536-6666 » FAX {714) BIE-1388
W BaZ-housion com

June §, 2002

Hon. Donald A. Manzullo

U8, House of Representatives

409 Cannon House Office Building
Washington, D.C. 20515-1314

Anp: Philip D. Bskeland
Fax: 202-225-3587

Dear Congressman Manzulto:

Tam writing on hehalf of the awners and employees of Bazz Houston Company. We are a small metal stamping
company located in Garden Grove, California employing 80 workers. We urgently need yo i help for the long-tesm
survival of this 40 year old company.

The stee! tariffs imposed by the President in March had increased the price and reduced the availability of steel; 10
the poeint that our supply has become unreliable. Our stee! vendors have piven us notice of substantial price
increases and have placed us on allocation. We have aiso been asked (0 order steel without a price commitment
from the supplier. The President could not have expected that prices would rise so fast or that the ability of small
companies ke mine fo obtain steel would virtually disappesr. Regretfully, T have no assurance of steel supplios
past 3 Quarter of 2002.

My business is in danger of ¢losing if | cannot get steel at a compelitive price. My custanu:rs will not pay for the
increased prices | am being charged for steel, Unless things change rapidly, my company \v/ill lose business to
foreign computition that now has a buill-in cost advantage, not to mention that praducls cu tently nade heve in the
U.S.AL would hisve ne tari(f added it they were praduced by a foseign market and shipped hack to the Staies, thanks
to the aclions of our own goverament.

Understanding that the pereentage of tarifl added 10 every shipment of stee] coming into this country will, over the
next three years gradually decrease, it will not be enough just 10 be complacent with the pr co increases until said
me.

We are a small bysiness. We need the stesl we buy to be priced by the market, not by the jovernment, Please ask
the President to Jiclp us get the steel we need Lo stay in business in the USA.

ter Castia
~Vice President

General Manager

Baze Houston Conpany

COIL & FLAT SPRINGS « WIRE FORMS » METAL STAMPING » 71 JOLING = ASSEMBLY
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Holga Inc.

= HON INDLSTRIES comparty

7901 Whoodley Avenue

Van Nuys, Califomia #1406

(818} 762-Q600)

(813} 374-5544 PAX, Custormer Senvice
www.halga.com

Holga
June 7, 2002

Hon. Dogald A, Manzullo

U.S. House of Representatives

409 Cannon House Office Building
Washington, D.C. 20515-1316

Attn: Philip D. Eskeland
Fax: 202-225-3587

Dear Congressman Manzullo:

I am writing on bohalf of my company, Holga Inc. We are located in Van Nuys,
California and we employ 130 workers. We need your help.

The steel tariffs imposed by the President in Murch have increased the price and reduced
the availability of steel to the point that our supply of steel is not competitively priced or reliable.
Discussions with suppliers bave indicated that we can shortly expect to see premiums of up to
30% above recent price levels, as well as longer lead times and frequent instances of shortages,
The President cannot have expected that prices would rise so fast or that the ability of companies
like mine to obtain steel at competitive prices would virtually disappear. Ihave no assurance of
reasonably priced or reliable steel supplies past August of this year.

My business is in danger if T cannot procure steel at competitive prices. My customers
will not pay the increased prices 1 am being charged for steel. Unless things change rapidly, my
company will lose business to foreign competition that now has a built-in cost advantage, thanks
to the actions of our own government. In turn, my company will have no choice but to
significantly reduce its workforce.

We need the steel we buy to be priced by the market, not by the government. Please ask

the President to help us get the steel we need to stay in business in the USA. Thank you for your
time and attention.

Sincegply,

Thomas D. Head
Vice President, General Manager

High Dansily Starege, Sheding & Moliile e Systens
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ALLY” A
AMERICAN

TURINO
Sincs 1938 June 6, 2002
Dear Congressman Manzullo:
All American Mfig. Co. has been a supplier of stamped steel products for over 65 years,

We have in recent years contended with very compem_we overseas sources for our
products. Our company has needed to operate on very thin margins- usually less
than 3 %,

The trade sanctions imposed are a very, very bad two-edged sword. On the one edge-
they have: 1) caused our availability of steel to be cut off- foregin suppliers of stee] have
cancelled our purchase orders with them, refusing to ship under the tariff rules pow in
place; 2) The repl U.8. suppliers, have raised prices two times in the past
four months in response to this lack of competition. My cost of materials has increased
by over 13%, from $0.4275 1b. to 30.4925 Ib. for the special finish AK, DQ, 010" thick

coif steel we use mosi. The other steels we purchase are also § inpriccona
steady basis.

The second sword edge refers to finished goods. The competition in onr market is Asia,
and our customers ar¢ able to obtazin at opportunistic prices the same products we are
making. Steel Tariffs have given Asia a great advantage by cutting the raw materials out
from under us, while at the same time increasing their steel supply. The same steel we
tariff so heavily for domestic use now gets to my customers ss finished goods- with
only a minor tariff. The ones damaged, and paying the price, are the American
manufacturers, with lost business, and the American workers in lost jobs,

The Steel Tariff Rule has already cost jobs in my factory, and is on the verge of costing
more jobs. We cannot pass through price increases when the customer can just as easily
buy from offshore. I hope my message is clear enough, The sanctiong have helped
cripple domestic manufacturing while giving a great beost to foreign competition.

It seems 2 no-brainer, which is just what was needed to pass such poor legislation. 1 hope
your efforts can move us back to using intelligence in governmental actions.

Sincerely,
Zxﬂ’. Norton

President
All American Mfg. Co.

2201 Fast 51% Strest » Los Angeles, California 90058 + (B00) 447-8203 « Fax (323) 581-1548 » www.aamfgeo.com
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June 26, 2002 interiors

CORPORATE QFFICE
561-8 Kinetic Dive

Hon. Donald A. Manzulle

U.S. House of Representatives Oxncict, CA 93030
409 Cannon House Office Building el: B05-988-6700
Washington, D.C. 20515-1316 fax: B05-988-6710

poloxnard@ani.com
www.p-oA.cam

Attn: Philip D. Eskeland
Fax: 202-225-3587

Dear Congressman Manzullo:

I am writing on behalf of my company, Pacific Office Interiors. We are a Haworth, Inc.
contract furniture dealer located in Oxnard, CA and we employ 35 workers. We need your help.

The steel tariffs imposed by the President in March have increased the price and reduced
the availability of steel to the point that our supply of office furniture products may be disrupted.
This is at a time when the Office Furniture Industry is suffering the greatest decline in sales in its
entire recorded history. Many manufacturers and dealers in the industry are in grave financial
positions because of the sales decline. Adding the costs and disruptions of the steel tariffs to this
mix is a catastrophic combination.

Without some form of relief, the Office Furniture Industry will be irreparably harmed and more
vulnerable to off shore competition in the North American market. As an industry we have been
successful in maintaining the North American market share with by aggressive advances in
product, services and customer value. The dramatic increase in domestic steel pricing, the
availability of low cost foreign manufactured products, and the weak financial strength of the
domestic manufacturers makes our industry very vulnerable to imported products.

To maintain a strong competitive position in this difficult market, Haworth, Inc. my
primary furniture supplier, has applied for four exemptions to the steel tariff. These exemptions
are N358.01, N358.02, N358.03 and N358.04. 1 am requesting your support for these
exemptions to help keep Office Furniture Manufacturing a US based industry for North America.

Please support the adoption of these four exclusions.

REGIONAL OFFICE

21241 Ventuo Bivd. Suite 153
Wondiand Hils. CA 91364

tek 818-594-8770

fox. 818-504-8775
poisouth@nol.zom
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