MINUTES OF THE MEETING
TAXATION COMMITTEE
MONTANA STATE SENATE

February 2, 19..
The seventernth meeting of the committee was called to order by
Chairman Pa . Goodover at 8:00 a.m. in Room 415 of the State Capitol
Building.
ROLL CALL: All members were present.

CONSIDERATION OF SENATE BILL 150:

"AN AC'® AMENDING SECTION 15-31-123, MCA, TO INCREASE THE SMALL
BUSINI'SS INVESTMENT CREDIT TO 100 PERCENT OF THE FEDERAL
CREDI™"

Senator Kolstad, District 5, said that this bill would increase
small busin¢ss investment credit to 100 percent of government credit,
allowing sarle credit on the state return as on the federal. He

said the bi. 1l helped to find ways to help business increase their
capital expenditures. Sen. Kolstad introduced Janelle Fallon, Mon-
tana Chamber of Commerce, to speak in support of the bill. Her
statement 1t attached as Attachment #1. She read letters from
Douglas Wolie, a Lewistown small businessman, Attachment #2, and
from Richarc. Porte, Caird Engineering Works, Attachment #3. Janelle
introduced IEd Nurse, Helena, who handed the committee information he
had receivec while attending a White House conference on small busi-
ness, Attachments #4 and #5.

PROPONENTS: John Lopach, representing Economic Growth Council of
Great Falls, said the bill was a welcome step to improve the business
climate in Montana.

Gerry Hudson, Helena Area Chamber of Commerce, Attachment #6.

Ralph Anderson said this bill, if passed, would help his business in
the area of obsolete and worn-out eguipment.

Don Burnham, rancher in the Helena valley, said that 1) a justifica-
tion could be made to bankers for a loan with the higher investment
credit, and 2) form preparation would be simplified if both returns
showed the same amount.

Jack Martins, President and General Manager of Superior Fire Apparatus.
Dave Goss, Billings Area Chamber of Commerce

Roger Tippy, representing small business called Executone

Jim Murphy, controller for Allen Electric, Helena

Dennis Burr, Montana Taxpayers Association, said if corporate profit
and corporate tax collections in the state decrease to the level anti-
cipated in the next 3 years, it would be wise to look at legislation
that provided a healthy business climate and he believed this bill
would help.

Ed McHugh, owner and operator of Clover Leaf Dairy, Helena.

Clark Pyfer, Chairman of the Montana Chamber of Commerce, said he
didn't feel the fiscal note figures were correct as projected and
wouldn't make the kind of impact on over-all net revenues that is
indicated. He said this bill would benefit those corporations that
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have 10 or fewer stockholders which limits to small business, sole
proprietorships, and small partnerships, and he u-ged supp.it of

the bill.

There were no questions, and the hearing was clos2d on Senate Bill 150.

CONSIDERATION OF SENATE BILL 160:

"AN ACT TO INCREASE THE INSURANCE EXEMPTION FOR INHERITANCE
TAX PURPOSES FROM $50,000 TO $100,000 AND TO CLARIFY THE
EXISTING LAW TO SPECIFICALLY LIMIT THE INHERITANCE TAX ON
INSURANCE PROCEEDS TO INSTANCES IN WHICH THE INCIDENCE OF
OWNERSHIP IS IN THE INSURED; AMENDING SECTION 72-16-304, MCA."

Sen. Mike Anderson, District #40, said this bill naeeded an amendment.
On Page 1, line 16, "incidence" should be "incideaces." He explained
the proposal is to increase exemptions from $50,000 to $100,000. 1In
1925 the cost of life insurance was $6.00/thousani and now it is
$2.00/thousand.

PROPONENTS:

Senators Towe and Manley from the committee.
Jo Brunner, W.I.F.E., said she would gladly accept the suggested
$500,000 exemption and urged passage of the bill.

There were no further proponents and no opponents, so questions were
called for.

Tom Stohl, Department of Revenue, said his office does not take a posi-
tion. He felt the incidence of ownership language is a change he
supposes legitimizes what he has been doing for 20 years. He agreed
with the language, but was confused as to why relief would be given

to so few people.

Sen. Elliott wondered if this bill needed to L. enacted if tax on

inheritances were eliminated. Sen. Anderson agreed there is a de-
creasing need for this legislation, but he was not sure the inheritance
tax measure would pass. Sen. Anderson thought the committee should

keep in mind that this is for Montana tax only.

There were no further questions and the hearing on Senate Bill 160
was closed. It was decided to delay any action on this bill until
executive session.

CONSIDERATION OF SENATE TAXATION COMMITTEE BILL 210:

"AN ACT TO ALLOW TAXPAYERS TO CHALLENGE ASSESSMENT RULES AND
PROCEDURES BEFORE THE STATE TAX APPEAL BOARD; PROVIDING THAT
RELIEF GRANTED IN SUCH A PROCEEDING MAY APPLY TO ALL SIMILAR-
LY SITUATED TAXPAYERS; AMENDING SECTION 15-15-101, MCA; AND
PROVIDING AN IMMEDIATE EFFECTIVE DATE."
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Sen. Towe said the bill's purpose is to address handling pers n:o in
the tax appeal process. The present procedure for appealing tax is
appealing valuation and this bill would give taxpayers a way to
protest the procedure for determining valuation. Sen. Towe said one
way would be to use the same manual for evaluating all properties.

Sen. Hager spoke as a proponent for the bill. He said he had been
involved where he appealed property taxes in 1978 and the problem
was that the Dept. of Revenue was using Billings to determine cost
in his area.

OPPONENTS: Larry Weinberg, Department of Revenue, said they had some
problems with SB 210. Calling attention to page 1, line 21, he said
the standard for reversing a rule of the DOR is that the procedure

be "improper", and he felt no where in the bill is it improper. If
DOR chose to take an appeal of STAB's decision there would be a more
strict review. He wanted "improper" defined more precisely. Another
objection he had was that the measure provides for class-type relief
but set out no method for notifying the class. He felt in the assess-
ment area STAB would be permitted to be a rule-making body without
being subject to the Administrative Procedures Act. Because there

is no requirement to notify DOR, a class taxpayer could initiate a
suit at STAB. 1In effect, at least in the area which the bill
addresses, it makes STAB the head of DOR, because DOR makes a rule
and they review the rule. He felt caseload would be increased at
STAB, and he also thought that the Declaratory Judgment Act would
address the problem. He felt one point to bear in mind would be

ROC bills 107, 117, and now 210 which challenge refunds on taxes
levied by state government. He said we have laws already and now

we are proposing new laws.

Helen Peterson, Chairman of STAB, said her board is taking no posi-
tion, but she had one suggestion that the language is such that it
might be possible that action might become retroactive and this
would be a county burden. She said, if the bill is passed, it
should be limited to current year's taxes with some appeal deadline
set.

Sen. Elliott wondered if the rule adopted in 1976 was relative to
assessment method. Dennis Burr thought both manuals were part of

the rules. Helen Peterson said she could answer specifically that
the rule adopted by DOR said Montana appraisal manual was to be used
for everything it covered and the national appraisal service for
everything else. She said this was an administrative decision by DOR.

Sen. McCallum asked if this bill would help a taxpayer who appealed
and was told it depended upon circumstances. The taxpayer must file
an individual appeal and having class action would save time, but
they weren't sure this bill would help. STAB has 2 1/2 full-time
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employees and an attorney (n retainer.

In answer to a question of whether this bill would put STAB in con-
trol of DOR, Dennis Burr s: id he didn't think so. He thought a bill
allowing the manuals to be argued would speed up the process, the
roll-back tax the same way He felt there should be a more stream-
lined method of challenge ind thought it would be better to haul

the challenge out of the DUR to have types challenged once rather
than 3,200 times.

Sen. Towe asked Helen Peterson if she considered she was covered by
APA and had rule-making auihority under it. She said APA applies
except where there are statutory exceptions. He asked further if she
had ever explored under AP;. that she could use DJA ruling. She said
there 1s one Supreme Court decision which says STAB cannot change DOR
ruling, and she didn't thiik that there are procedures that would
allow STAB to change a DOR rule even though they could see one was
incorrect.

Sen. Steve Brown said there was a structure originally established
that would be changed by this bill. He felt it wasn't intended that
STAB would be a legislatin¢ body hearing appeals. He felt DOR's con-
cern legitimate but that there were related issues about whether
under APA. Sen. Brown suggested asking Cort to see how Senate
Bills 117, 107, and 210 re.ate to each other and whether we have
problems with all three of them.

The Chairman announced that any revenue bills affecting either income
or expense can be considered until the 70th day in the committee.

DISPOSITION OF SENATE BILL 148:

Sen. Steve Brown moved the bill be given a DO NOT PASS. The motion
carried unanimously.

The meeting was adjourned at 9:55 a.m.

D Lkt

PAT M GOODOVER, CHAIRMAN

-
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Norman, Bill

Ochsner, J. Donald

Severson, Elmer D.

Towe, Thomas E.

A ANANANANANANANANANANANININ

Each day attach to minutes.




COMMITTEE ON

DATL (Z/Q{Mcg%__@ 75/

T AXA7T/O0M

—

VISITORS' REGISTER

P ‘ REPRESENTING BILLS # /és_:%;gg %E&?
il /aé[w,v Tentrues Chamipe X )
/ o JL/(//(::e-' Se - Ssu/f Esymess X
wﬂu Jelbeva (s, (oot Floun. | %
) @W@Mw X
i éss
sz O AL Conm (b Cons Cond K
Lol 20\ Witoorr T2t T e bopponp x| 2y0 %
' Lllow hosTs: Y| |[°
I el DN 0.2 Swre X
IC’%A &"’f’"\ M aecu-hw_ Sgs«km..s of Mad - K
- el (0 Dok Coin Here | 15 |x
- 'Dm\\ ST 5L MO W e X
0 (. [ L X

%“///W(/z
J

(Plecase leave preparced statement with Secretary)



i ailormavl =/

b

MONTANA CHAMBER OF COMMERCE

P. 0. BOX 1730 . HELENA, MONTANA 59601 . PHONE 442-2405

SB 150
Senate Taxation Committee
February 2, 1981

The existing two-per cent small business investment tax credit
was introduced in 1977 at the request of the Montana Chamber
of Commerce. It passed the House 94 - 0 and the Senate,

48 - 2. 1Its need and popularity since might be indicated by
the fact that some 5000 to 6000 businesses use this credit
each year.

When we surveyed our membership last fall, increasing this tax
credit to a full 10 per cent was one of the questions we
asked. Eighty-eight per cent of our membership supported
this change. The Great Falls Chamber asked its members the
same question and 81 per cent supported it. Seventy-six
percent of the members of the Havre Chamber also support it.

Small business has received increasing levels of attention
of late, at least some of it stemming from the White House
Smalll Business Conference last year. Suddenly, Americans
are realizing the overall vast importance of small business
to our economy and our way of life in general. Even most
of our very largest companies started from one person's
effort.

The majority of new jobs come from the birth and expansion of
independent corporations, and small firms contribute
crucially to new job creation.

In Montana, .75 per cent of private employment is in firms with
fewer than 50 workers. Forty-three per cent is in firms with
fewer than 19. More than 60 per cent of private employment
growth between 1970 and 1976 in Montana came in small firms.

Of all new jobs generated in Montana between 1974 and 1976,
at least 75 per cent of them came from firms that were less
than four years old..

With all the serious discussion we are hearing this session about
economic development, it is easy to see where at least some of
the attention should be directed. It is obviously toward

small business. -

The Montana Chamber of Commerce, with a membership that is
approximately 95 per cent small business, urges a do-pass
vote on SB 150.
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Jan., 29,1981
Hon. Senator Pat Goodover
Chairman: Senate Taxation Committee
Capital Station
Helena, Montana 59620

Sen. Goodover;
- The purposc of this letter is to voice my support of senate bill 150,

I am the ovner and operator of a small and growing business in Central
Montana.. 1 am concerned that the State of Montana at this time only has

-
a 2% investment tax credit. Tax credits such as this are one of the ways
that small businessmen like myself can justify the capital expeditures
needed to expand our business. Without it, it often takes too long to gain
4

the necessary return on the investment made. This is especially true when
we are faced with the high interest rates we have today. The negative ef-
fects of expansion on cash flow can be offset to a great degree by the

- investment tax credit.

I feel that the Montana investment tax credit rate of 2% has hindered
- the growth of small business in the state. It has probably also been a fac-
tor in keeping new industry from coming into the state, which would help
broaden the economic base.,If it were to be raised as is proposed in Sen.
bill 150, it would become a greater incentive for business to reinvest in
capital expansion, creating more jobs and increasing productivity.

I know that one of the arguments used for setting the rate at 2% was
- that the Montana Corporate License Tax was only 20% of what the federal
tax rate was. I just finished my corporate returns for my fiscal 1979-8Q
year, and my Montana tax was 41% of my federal tax. This was not due to
- the disparity in Investment tax rates as I had made no capital expendi-
tures during that fiscal year.

I am sorry I could not be present Monday for the hearing on this bill.

-~ I would have preferred to have been able to say this in person, in the
interests of seeing this bill passed. I feel it could have a very positive
effect on the economy of Montana.

oy

Sincerely,
L
Douglas C. Wolfe
7
-
-
-y -
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rSYeel Warehouse
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ESTABLISHED 1894

CAIRD ENGINEERING WORKS

COMPLETE STEEL WAREHOUSE SERVICE

POST OFFICE BOX 5837 1311 N. MONTANA AVE. TELEPHONE: 442-7957
_ AREA CODE 406
HELENA. MONTANA 59601

January 29, 1981

Chairman: Senate Taxation Committee
State Capitol Building
Helena, MT 59601

Re: S.B.150

Mr. Chairman:

I am a small businessman writing in support of S.B.150. My

business is the operation of a machine shop, foundry and fabrication
shop in Helena. This plant has been in operation at the same
location in Helena since 1894,

At the present time much of our plant and equipment is out-dated
and worn out and needs to be replaced. High interest rates &
high taxes make it extremely difficult to generate the funds
necessary to maintain an adequate replacement program,

S.B.150 would provide some of the relief and incentive that is
needed for such a program. I feel that the bottom line would be
healthier, cleaner and safer work places and a more productive
and more competitive small business community.
1 respectfully urge the recommendation of your committee for S.B.150,
Yours very truly,
CAIRD~EN INEERING?
Richard A, Porte
President

RAP/cm

Foundry Machine Shop Boiler Shop Steel Fabricating

‘Boats & Motors CAIRD Feed Rolls and Steamers Welding Supplies
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Small busmesa es ‘n big bing
/,ly JOHN CUNNIFF o In their study, for the Center for the Study of American
~ AP Business Analyst Business, they say one of the most serious thrests 1o small

.~ NEW YORK (AP) — One of the safest political posl- firms is the need to make big capital expendxtu'es t0 meet
&m today is to stand foursquare, forthrightly, 10) per- environment or safety standards.
eomt, ahsolutely behind small business nnd. as they say, . Typicaily, they say, a small company must rely on rela-

“everything it stands for. tively short-term debt to finance its operations, and this
The White House now has a “small business admte." reliance tends to make it a poor candidate for increased
“and’early this year it threw a huge conference on small - debt to meet regulatory requirements. —f"‘
. business that produced 60 recommendations, 11 resolutions To {llustrate: If a big company with access to bond
and a reaffirmation of goals. markets borrows $1 million for 20 years at 10 percent to
The Small Business Administration busily schedules meet regulatory expenditures, its amortization and inter- f
pe-togethers on small business topics, the latest of which,  ests costs would be $96,000 a year,
“A Conference on Small Business and Senior Citizens,"” The same amount of money borrowed by a small firm
was compieted in Phoenix last week. on a 10-vear term loan at 15 percent a year would require
In Denver last month the National Governor’s Associa- principal and interest payments of $iS3,000 = year, or
tion unamimously committed itself to ‘‘cooperation in  about double that of the Jarger company. ——)
working at both state and national levels to encourage The inconsis:ency doesn't end there. A smal! firm, they
growth and development of smal! business.” continue, doesn't bave the szme ability to pass along its ;

And nothing less than a substantial volume could list increased costs. Its larger competitor can often do so with
all the legislators, mayors and city officials who have only small unit price rises.
otated on their undying devotion to the principles and ac- “In other words,” they say, ‘‘capital expenditures man-
complishments of small business. dated by government regulation produce artificial ‘econo-
Why, then, does small business continue to feel ha- mies.of scale.’ "~ And, of course, they make the smaller
rassed by the very institutions represented by mayors, company even less competitive,
povernors, senators and presidents? Chilton and Weidenbaum go on to document other ins-
: One obvious answer is that conferences, recommenda- tances of w!.' amounts to discriminatory regulation that,
" tions, resolutions and promises don’t of themselves solve they say, involves the very survival of smal!l companies
prublems. Another is that many officials seem ignorant-of - and their entrepreneurial managers,”
small-business needs. And a suspicion also exists that per- - Their findings proviue one partial but almost indisputa-

: haps the bureaucracy is somewhat out of control, - ble answer' to the question of what's wrong with small
+* Two esteemed researchers, Kenneth W, Chilton and - business.
Murray L. Weidenbaum, document what seems to be “a It is government, the very one run by those’ presidents,

wive belief on the part of some government policymakerswlegis!amm, -governors and mevors who, you are assured, .
= and much of the public that the regulatory system is new- * are fully supportive of smal. business. You have their ‘

'..an_\vim respect to the size of the business firm." . o -word they are. - .
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Association of New Fughind, penerated
$1 6 nuthon in cash sales 10 two years ;

Nearly two to three nmes that amount
s reporntedly on cantact with toreign

firms. ———ly l
Cnergy cccls sralre the |

v

small companios firs?
Not surprisingly, nsing cncrgy  costs
hurt smaller businesses more than thar
|.'chr CoMpentorns, rePorts AN ccunomic
consultant to the National Federation
of Independent Business  But Purduce
University's Willhiam Duankelbery found
out just how much harder the really
small firms are hit i a .ecent study of
H 5000 compames, . o

The average business with annual
sales of $30,000 or less, Dunkcelberg
I found, spent 7.3% o1 cach sales dollar on
energy 1 1975 In contrast, the average
company with SKIGLOGH 1 sales spent

¢ only 15% ot that revenue to pay its cn-

- crgy halls that year

Thus, when the cost of energy dou- }
bles, as it has since then, the smalier
- company niust raisc s prices nearly ¢
five umes as much as 1ts larger competi-
tOr just to recoup its Cnergy expenses. Ty
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here is a tide in the spirit of irdividual enterprise
in America, and it is nising

More and more Americars are eager to start
smal!, independent businesses. More and more
are decic¢ing that cnly through ventures of their
own can they achieve the kind and cuality of life
that they envision. According to Dun & Brac-
street,' 477,827 new businesses were incorporat-
ed in 1978, and late in 1979 the annual rate was
running at more than 520,00 3% greater than
the number of new incorporations five years
before.

In those same five years, the number of self-
employed Americans tabulated by the Bureau of Labor Statistics’ leaped nearly a
million to 6.6 million—reversing a trend that had been down or flat for the better
part of a century.

This shift is only in its infancy. Its momenturn, however, holds profound
implications “or the political and social fabric of the ration, for it represents a
renaissance among Americans of se'f-confidence, resourceluiness, and risk-taxirg.
But frustration ard dissatisfaction aire motiva.&frag factors, t00. As the 1980 Whit
House Conference on Smzll Business showsed, the men and women who own and
operate small businesses in America are cistressed by o hemorrhaging of economic
ilis, and they fce! they must assert their voice in nofions’ affairs.

Attenced by 1,682 delegates and 3,600 other paticipants, family members,
and observers, the White House Conference on Smali Business convened 1n
Washington on January 13, 1980, at the behest of President Jimmy Carter. During
the next four days, delegates aired a wide variety of hopes and grievances. Like
other Americans, they are deeply disturbed about inflation, counterproductive 1ax
and regulatory burdens, extravagant growth in government bureaucracy, and the
soaring cost of crecit.

Small-business people are speaking out because they know that something
fundamental is wrong and that basic changes are neeced. Hynerinflation and falling
productivity are not temporary disorders requiring short-ienm palliatives. They are
symptomatic of deeper problemc 1T OUr €CONOMIC Structure.

Some are problems of s.: rcity: We must find new energy sources, éevelop
new supplies of raw materials and expand our cdepleting roo! of capital. Some are
problems of deterioration: V.': must regenerate our rencwable resources, renovate
our aging plant and equipm: 1., and restore our leadership in world nurkets. Some
are prooiems of lethargy: ™ /e mus: stoke the embsrs of competition and revitalize
OUr innovative genius.

The magnitude of these difficulties is disheartening. But “hey all come down to

9

.
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two basic challenges—Americans must start pro-
ducing again, and they must start saving again.

The members of the White House Commission
on Small Business share a deep conviction that the
spirit of individua! enterprise is our most vital -
source. A flourishing Sma!! Rusiness Economy is
absoiutely essential if we as a nation are 0 ride out
the transitons of the 1980s. Small Business cun
give our communitics an even kee!l of economic
stability. It cin supply the bulk of the naticii’s new
jobs. And it can incubaic new formulas for the
nation’s growth,

Unfortunately, current economic policy weighs
against it.

' he Double Tilt
Against Emall Business

Government in recent decades has tended to view
Americans as employees and consumers rather than
as entrepreneurs and producers, a nhilcsophy of
collectivism at the expense of indivi wlism. As a
result, there are two fundamental ir:balances in

postwar economic policy—a kind of doubie tii* that,

largely through inadvertence, has pzrmitted the
climate for small, independent ventures i defori-
orate badly.

One is a tilt favoring the nation’s lasgest cornora-
tions. The tax code, accounting principles, ¢t
policies, procurement practices, export incentives,
even business-school programs, have all evolved
over the years to support Big Business.

The other is a tilt toward managing the demand

- side of the economic equation to the neglect of the
supply side—alternately whetting and suppressing
the appetite to consume rather than quickening the

w  adrenalin to produce.

A debate is currently raging among policymakers
over ‘‘demand management’’ versus ‘‘supply man-
agement.”’ Demand-side economists believe that

- the way to avoid recessions is to stimulate demand
with federal deficits, easy credit, and tax cuts for
consumers, while the way to fight inflation is to

wr  reduce demand through budget cuts, high taxes, and
costly credit. With inflation now at crisis levels, this
approach clearly has not worked.

- Supply-side economists emphasize productivity.
They hold that the way to fight inflation is to recuce
the costs of regulation, ease credit for productive

g

-

purposcs' and cut taxes in ways that encourage
savings and investment.

Tracitiona! economists vizw ‘‘productivity’” as a
manufacturing probiera of !cverdg"’zy a worker's
output with mac.hln»s and technelogy; that is,
nutting capital and fus! to work to make people
more procuctive. But that view developed when
capital and /el were inexpensive relative to lzbor,
and when the U.S. ecor ormy was based firmly on
manufactwirg. The U.S., however, has become
increasingly service criented, and capital and fuel
ROW are expensive relative to labor. These changes
require new wavs of vy 'srstanding productivity:
putting more pao*‘le to work, for example, to make
capital and fuel more productive instend of the other
way around.

The issuz, in the Commission’s view, is not to
jettison demand-side techniques for c-mo!y sice
measures but o integrate both under a policy that
addresses declining productivity and hyperinflation

as two sicdes of the same coin. The Administration,
the Tournress, and the Federal Raserve Board have
taken some laucable steps in the right cirection. But
so far the efforis have been tentative and frag-
mented.

The priorities of policy must he reorcered! to en-
courage Americans to replenish the nation’s wawiih
instead of squandeing . Srall Pusiness—which is
herwvily service orienizy, labor intensive, and capital
POOI—DC38CES3S vast procuciive potencal. What is
needed are fiscal and crsdit mecosures that re-
ernphasize savings and investment and that bring
Small Business’ potential into full play.

Mma” Busness’ V! Ro'es

Smal! Business is critical to the nation in a multitude
of ways.

A vibrant interplay of numercus small enter-
prises, for instance, would rovive urban areas and
provide communities with t‘ae fiber and self-
sufficiency to withstand nationa! economic turmotl.

New and existing «ma!l companies in recent yeurs
have provided an astonishing 86.7% of the nation’s
new jobs in the private secter’—a critica! con-
sxderanon at a time when government anti-inJation

tforts are tempered by fears of creating massive
unemploymem.

As has often Heen noted, small companies work

10




prom ed an amcmshmg &:5 7% of
the nation’s new jObS v

harder in order to survive. Industry by industry, the
proliferation of small enterprises strikes at inflation
through competitive pricing, while small innovative
firms renerate new technologies to leverage produc-
tivity in its traditional sense. As a study by the
Office of Management and Budget shows (page
21), more L‘wan half of the maior innovations in
contemporary life have come from individuals and
small organizations.

Investrent dolar for investment dollar, in fact,
smzi! compunies produce far more jobs and as much
as 24 times a3 many innovations*—a critical con-
sideration at a tme when productive capital is
increasingly scarce and costly.

Small Business is critical to the nation's balance
of trade in two ways. There is mounting evidence
that in many industries where small companies
flourish, imports are unable to gain a significant
mariet share—too-use of smell companies’ com-

pet:‘tive pricing, high standards of craftsmansh'>,

and the wice vuriety of their products,

Meanwhile, the notential for exrorts by small
producers is virtually untapped—even as visitors
from other countries marvel at our products. Ue-
veloping this potestial wou'd contribute greatly ‘o
overcoming the naton’s trade deficit, sirengthening
the doilar, and & mrovmg U.3. negotiating pos-
ture in inernational affairs.

There are at least two important benefits inherent
in smallness, as economist E. F. Schumacher elo-
quentiy potnted out in his 2ook, Small is Beautiful,®
that are not easily quantified. One is that industrial
activity distributed among many smai! producers
disperses strains on the envirenment and nermils
nature to recuperate more resdily. The other 1s that
small-scale organizations, because they are so tlex-
ibie, can more easily structure jobs to motivate
cmployees and to make work more personally
meaningful—thus achicving psychological benefits
that accrue directly to productivity.

Sma.! enterprise is also the chief avenue for
drawing women, Blacks, Hispanics, and other
minorities, as well as Vietnam veterans, into the
economic mainstreamn. Thesc groups, partly be-
cause they have been left outside the mainstream,
represe~i an important reservoir of fresh perspec-
tives, imagination, and energy tha: must be brought
to bear on national problems.

Must signiiicantly, through its inventive talents
an¢ endless experimer~tion, Small Business pro-
vides the seedbed for o with. Small Business’ new
products, new services, and technological break-
trwoughs—in everything from energy sources and

1



protein development to biogenetics and geronto!-
ogy—wil! create the frontier industies and new
markets for the nation’s next great erpansionary
cycle.

Indeed, under a balanced economic policy, Small
Business can transform the coming decads into one

of the great flowerings of entreprencurial spisit in -

our history. Already, in towns and cities and neigh-
borhoods across the continent, Americans are roll-
ing up their shirtsleeves.

But initiatives must come quickly. The Commis-
sion cannot stress this too strongly: The spirit of
individual enterprise must be nurtured, not crushed
by outdated policies. If it is crusi:ed, the agonies of
economic readiustment for the pation in the 1980s,
along with the much-discussed malaise in the na-
tional will, can only be deepened and prolonged.
The scars to the American psyche couid, like those
left by the Great Depression, take a generation or
more to heal.

the Birthright Econemy

i A

The chief prerequisite of refocusing policy is to-
perceive that Small Business is not t::: lower pert of
a single economic pyrzmid. The oid notion that
priming Big Business helps everyone, because the
benefits will *‘trickle down”’ through the pyramid,
i8 not working. The reason is that the U.S. has, in
fact, evolved two economies.

One is of many small entities interwoven in the
daily life of neighborhoods and communities. The
other is of gargantuan organizations col'iding in
national and international spheres. The Small
Business Economy and the Big Business Economy
interact and intersect in innumerable ways. But the
Small Business Economy is different in both prac-
tice and culture.

Just as it is quicker to adapt to new trends, it is
first to be hit by economic downcycles. It differs in
its economic handicaps, financial difficulties, and
regulatory burdens. It differs in its personal ways of
doing business, its accent on craftsmanship, its dis-
tribution networks, its advertising media, and even
its life-styles, oriented strongly toward self-reliance
and independence.

Small Business is, in a deep sense, our Birthright
Economy. It is through individual enterprise that we
seize those rights of liberty and opportunity that we

-~ 2

cherish—the freedom to take our lives into our own
hands and ~7sue prosperiy by our own lights; the
chance t0 e risks on our own behalf. And the
more pecpie w'. assume risk and responsibility,
the more citizens there will be with a direct stake in
fortifying democratic government.

There has always been an analogy in the Ameri-
can mind betweru compatitive markets and demo-
craue processes, for both are healthiest when they

‘are open to the greatest variety of participants and

2

ideas, Both, as the frames of our Constitution and
Bill of Rights unders xod well, are founced on a
diversity of decinion-making and initiative.

That diversity is alse the source of extraordinary
economuc resilience. Two generations after our
nation's birth, the Frenck social philosopher Alex’s
de Tocueville, the keenest observer of 1J.S. affairs
in his day, ascribed the unique vitality of American
life to its *‘rmultitude of small undertakings.”

The knitting together of pioneer conununities by
tracers and merchants, the building of tumpikes and
canals, the initial stages of industrialization, ever:
the growth of retaijing and the great postwar con-
sumer boom—a! were snarked by ¢ inventiveness
zudd ingenuity of individuals. Time and again
turoughout the past 300 vears, it has been the cycle
of resurgence n “‘smai undertakings’’ that has
provided the wellspring for the nation’s growth.

)

- Framewori for Pelicy

e
By taking the short view, government policymakers
have Jost sight of this regenerative process. Restor-
ing the process ‘s so vitally important to the nation
that it transcends the narrow concerns of special
interest groups. It is essential to the well-being of
every American, to large businesses as well as
small, and to the underpinnings of democratic
government.

An important step toward fostering the entrepre-
neurial snirit is to recognize that Small Business
forms a distinct economy within the complex inter-
actions of naticnal commerce. A precedent can be
seen in how government policymakers recognized
that farming is ¢ifferent from cther economic sec-
tors. When they ceveloned a wholly separate policy
for U.S. frrming, they were able ¢ ©um the Ameri-
can Agricu:tural Economy into the most astonishing
productive engine the world has ever seen. With an
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appropriate policy for the Small Business Economy,
American enireprencurship can produce with equal
vigor.

The Commission wishes to contribute to a frame-
work for such a policy by drewing upon the pro-
posals of the !,682 delegates to the White House
Conference on Small Business. Durirg five hord-
working days, the delegates hammereu out 60 spe-
cific recommendations 0 put before the President,
and they voted to underscore !5 of those recom-
mendations as top-priority measures requinng
immediate attention,

As those recommendations show, small com-
panies are aggrieved by a policy of neglect that has
inadvertently imposed obstacles and inequities that
seem to thwart efficient business operations at every
turn. The single most important message of the
Conference is that governmen’ must eliminate those
obstacles and inequities and piay a reducsd role i
smail-business activities,

Eleven of the top 15 recommer latiors, for ¢:-
ample, involve raues, inflation, and regulados,
Uppermost among the d.:legates’ concerns iz that

t. 70 ) For the past 200 vears, the
cveie 07 resurgence in ‘emaii
underizkngs’ has providad *me

wallspring for the nation’s
crowth, £

disproportionately heavy taxes are siphoning away .

capital, and that misgiuded regulations and paper-

work are siphoning away produc:ive tisae asd

encrgy. The delegates are disturbed, too, thatemly a
tiny fraction of federal research-and-devciopment
dollars go to small, innovative fums. They want
specific procurement and credit measures 0 help
groups outside the economic mainstream to build
businesses of their own. And they want channe's
opened so that small-business interests can be
advanced in policymaking circies.

The roic of the Cornunission is to cast the dele-
gates’ immediate concemns and tactical proposals
into long-range gouls for the Small Business
Econor: . Adopting both the spirit and the recom-
mendations of the Conference, the Commission has
derived three overall objectives for the 15:0s:

o Small Business must play a larger role in nationa!
economic activify and should account for 50% of
the gross national product by the end of t" decade;

¢ Policymaking units such as the Economic Policy
Group, the Federal Reserve Board, the Department
of Treasury, Congress, and the regulatory agencies
should recognize that small enzerprises fors a
distinct economic structure within the national
commerce and should develop distinct policy ap-
proaches for the Small Business Economy;

: 13
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) The most important
message of the Conference is that
government must play 2 reduced
role in sman bumnes,s

o Federal policyiakers should adopt supply-side
economic measures to fight inflation by encourng-
ing Americans to save, invest, and »roduce.

As can readily be seen, these three objectives are
interrelated. The first, a larger role for Smnall
Business, is the Commission’s overriding aim. The
other two objectives address imbu‘ances in current
policy that must be altered to achieve the first,

With these objectives in mind, the Commission
also feels that specific goals are important to focus
policymaking in the coming decade. It has evolved
these goals from the six major themes in thz
Conference recommendations. Accordingly, the
Commission proposes that tic following six-point
program be developed for the %mﬂ}_l Bus;rzws
Economy: ;

Goal 1: Equalize the tax burdens on Small Business

relative to large corporations in order to increase
new-business starts and to provide existing small
companies with more retained earnings for re-
investment.

Goal 2: Eliminate or reduce onerous regulations
and repomng regiirements that inhibit small com-
punies’ growth aud in some cases threaten their
survival.

Goal 3: Encourage private-sector intiatives to
improve Small Business management and entrepre-
neurial skills, in order to reduce failures and
improve productivity.

Goal 4: Promote Small Business opportunities in
such areas of critical nationul priority as inter-
national trade, new energy sources, and innovative
technologies.

Goal 5: Employ procurement and credit measures
to assist groups who have found it difficuit to get
into business.

Goal 6: Provide channels to institutionalize Small

Business’ voice in puliicymaking at both federal and

state levels.

In preparing this report, the Commission en-
countersd two major difficulties thar suggest how
seriously Smai! Rusiness has been neglected. One is
a severe lack of reliable data. The Sma!! Business
Administration (SBA) has hegun to develop a data
base on “muil Business, but much of it must be
derived from 1977 census figures that the U.S
Census Buresy has not yet collated. Tus it could ?v-
several years before an adequate data base is avail-
able, O:"y then cac econcretricizns devise the
sta stical microscopes and barometers necessary to

nigor the Smell Business Beonomy accurately.

'Efms state of affairs promnts the Commission to
advance at the outset one ncommendation that it
fcxaszsof par:-nount importance.

Recommendation: A thorough duta base on Small
Business must be developed. The Commission urpes
all governmen: agencies to assist the SBA in tais
project. It also requests that the SEA be granted

f/)rnza! authority to selicit assistance jrom the

private secter to expedite the task.

The second difficulty that the Commission faced
is related to the first. No standard measure of
*‘small’’ is wholly satisfactory, for smallness varies
bClWCCn service and u'\"factum‘g sectors and
from industry to industry. Some measures are based
on asset size, whiie others are based on sales or on
the number of employees. The SBA is trying to
ﬁevelop industry-by-industry measures, not only of

*‘smali’’ companies but also of discernible sub-
categories such as ‘‘micro’”’ companies. in the
interim, the Commission adopts a general standard,
un'ess otherwise stated, that small, independent
companies are those that have fewer than 500 em-
ployees and are not controiled by a bigger entity.
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he Smal!l Business Fconomy is so imbedded in -
e-eryday existence that it is easily overjooked. .
Like the ecosystem of the proverbial pond, it is
hard to see vet teaming and complex. There are
about 12 milllon sma'l-business operations in the
.8, or more than 97% of 2l American com-
panies. Nine million are sole nroprietorshins,
two millicn are corporations, and one miilion are
partnerships. 1aey provide livelioods for more
then 100 million Americans and ascount for
roughly 42% of our gross nationa! procuct.

But statistics hardly do jusiice to the diverse
ways that people depend on small concerns every day for goods and services.

Small enterprise runs the gamut from comer news-vending to <eveloping '
optical fibers. Small-business people sel! gasclire, fowers, and cofee-to-go. They
publish magazines, hau! freight, teach languages, and program comnuters, They
make wines, motion pictures, and high-fashion clothes. They build new homes ard
restore old ones. They repair plumbing, £ix apnliances, recycle me*:ls, and sell
used cars. They drive taxicabs, run cranes, and {1y helicopters. They wildeat for
oil, quarry sand and grave., and mine excic ores. They forge, cast, weid, photo-

. engrave, electroplate and anodize. They alsc invent: antipoliution devices, guality-
control mechanisms, energy-saving technigues, microelectronic systems—a list
would go on for volumes. o : - b

Such operations typically are run by the people who started and own them. .
With a direct emotiona! as well as financial sti2, owner/managers usually are
involved in day-to-day operations. More cften than not, they know their em-
ployees’ names and family concems. Thesy deal face-to-face with customers,
suppliers, and neighbors every <ay and are accountable to them in ways that large
corporations rarely are. In addition, many owner/managers of small businesses
become involved in community affairs, and more than a few of them go or to
responsible roles at state and federa!l levels.

Healthier Communities. As a result, small compan‘=s are deeply root.ed in' their
communities, regions, and neighborhoods and are t.hc; most vila! ingred;er}t,s in th_e
pulse and morale of local economies. Through their personal ways of écr:g m'x
ness, grocers, druggists, restaurateurs, apparel merch?.mza, g&icfs, real e.s;a‘c’
agents, hooksellers, and dry cleaners g!} weave to‘ge}her t_n:e fabric of commun! tes”
daily life and enrich that life with the diversity of their ?rocu.czts and se{vzcis.

The tighter the weave, of course, the tougher the cloth. A st ly ol postwar

RS > ey g e
industrial concentration by the distinguished sociolog:st C. Wright Mills contrastes
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enterprise gives communities a
cushion of self-sufficiency apainst

towns comprised of small businesses with towns
dominated by large companizs headguartered and
owned elsewhere.

Professor ¥.ils found that small-business com-
munities had higher income levels, more balanced
and stable econcemic lives, and greater civic partici-
pation. His stuCy showed that smail-business towns
“ad more abundant retail facilities and goods; more
nome ownership, better housing, and fewer slumy;
better hea’th and sanitation standards and lower
mortaliiy rates; plus greater expenditures for educa-
tion, recreation, cultural, and religiou activities.

Since Miils' study, govemment programs and
more enlightened attitudes among many iarge cor-
porations nave raised the standards in »'g-company
towns, Neveriheiess, a broad base of small enter-
prise clearly pives communities many advantages,
not the ieast of which can = 2 cushion of relative
self-sufficiency against national economic trauma.

How takeovers ¢f loca! companies can depress a
local economy is suggested by a study of acquisi-
tions in Wiscensin by Professor Jon G. Udeli cf the
University of Wisconsin’s Graduate School of
Business.? The study showed that in three out of
four cases, the acguired company severed its ties
with local banks, local accountants, and local artor-
neys. It ofien cut off local suppliers and advertising
agencies to consclidsie accounts with the new
parent, and it {requenty reduced financial coniribu-
110ns to commurity activities. To cap it off, most «f
the corr anies, after being acuuired, saw their ¢wn
growth rates drop—vwiich accelerated the local
economic decline.

7 Yrends Toward

Regionalization

The beginnings of an extraorcinary change in popu-
lation moverment may make Smali Business far
more important to the nation’s heulth in the future.
In the 1970s, the traditiona! patzerns of migration
from rural areas and small towns to big cities

- suddenly reversed. Several million people moved
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back to small iowss.

One reason for this shift is the quest for a differ-
ent cuality of life: Increasing nurnbers of ~eople are
willing to sacnifice a measure of affluence to escape
the vicissitudes of big-city liie. Another reason is
that new empioyment has cpened up in coal and
racial mining due to the eaergy crisis and to soaring



.7 Small regional companies
may become more critical to the

nation’s health as bic companies

become more mtematmna’zy
oriented. {3

‘%

prices on world metal markets. Meanwhile, world-
wide demand for U.$ . agricuitura! nroduce 1s stimu-
lazing new opportunities 1n farming.

Small-scale entrepreneurs, who habitually re-
sponZ o change and adspt far more readiy than big
companies, are following the trend with new retail,
service, and construciion businesses—which in tum
create more employment opporiunities to attract
more peuple.

This shift is leading to incr»asing regionalization

within the Sma!l Business Zeonomy. Furthermore,
higher and higher gasoline prices will weigh against
nationwide distribution networks, which have
favored giant manufacturers, and will tend to
benefit regional distribution patterns zad local
producers.

This regionalization is not according to states but
to much smaller geographic areas. Working from
the Burean of Zconomic Analysis’ 160 areas, David
L. Birch, who heads the Massachusetts Institute of
ch"mo‘ogv's Frogram on Neighborhood and Re-
gioral Change, has so far ¢istinguished 315 sm l
regions of relative self-sufficiency®—'‘islands,’

- Birch descrihes them, of economic ccohesion L‘\ar

have a minimal amount of trade and exchange few

~ workers with neighboring regions.

X

Ancther trend that may add a significant dimen-
sion to this picture is a shifting focus among many

" giant corporations. Their growth during the past

scveral decdes has depenced mostly on spiraling
consumer demand. But double-digit ination and
dwindling savings are corrocding the underpinnings
of consumer buying power As Business Weer
stated in its cover story Cuted January 28, 1980:

The appetite of the U.S. consumer for more
and more goods made this country’s factories
hum, as well as those of Evrope, Japen, and
the Third World, creating more than @ < carter-
century of unprecedented economic growtn.

But the goiden age of the consumer is over.

. The American credo that each generation
can look forward to a more comfortable life
than its predecessor has been shattered.

For that reason, many giant corporations perceive
their prospects to lie in developing consumer mar-
kets abroad. Their focus is on buiicing facilities
near those markets. To the exient that large com-
panies are generating new iobs and improving pro-
ductivity, the bencfits are accruing mostly in
countries such as Xorea, Taiwan, the Philippines,
Mexico, and Brazil, to name a few.

18
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In sum, the Small Business Economy, although
nationwide in principle, is in practice a loosely-
connected mojecular network of hundreds of local
cconomies. In the future, regional business may
make more sense than transcontinental business.
Small regional companies may become far more
critical to the nation’s health as big corporations
become more internationally than domestically
oriented.

A national policy for Small Business should take
this increasing regionalization into account. Stand-
ardized measures that blanket the nation may rrove
unwise. Policymakers should be sensitive to re:ion-
al differences in levels and kinds of econusinic
activity, supplies of materiais and labor, availability
of capital, and other financial and commercial
consigerations.

\ enerating Mew Johs

s

Sma]l Business in the I%Os will have to take over -
-+ more and more of the responsibility for creating
. new employment in the U.S. economy, as growth
among medium and large companies becomes more
stagnan: and government struggles to siow its own
expansion. As {aner Henderson, co-director of the
Princeton Center for Alternate Futures, testified in

hearings before the U.S. House of Representatives
Subcommittee on Antitrust, Consumers, and %:3 To achieve a healthy leve!

Employment: of employment for Americans in

In my opinion, the future of small business in the 198@‘1 17 million new IObS will
our country is going to have a great deal to do  have 10 coma from Small

with helping the U.S. economy remain strong :
as we come down after 25 years of absolutely
cornucopian growth to a rather slow-growing
economy. We are going to have to look to
small business to pick up some of the slack to
provice not only more jobs, but jobs which
over the next decade absord all the energy and
talents of the biggest, best-educated, and
potentiiiily the most capable labor force in
U.S. history.!°

Small Business is already producing the lion’s
share of new jobs. Government’s contribution to
new employment in the U.S. climbed as high as

© 35.2% in the early 1970s but since 1975 has
dropped to about 9% as government’s growth has
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slowed."" As for the private sector, data from
Fortune Magazine show that the nation’s 1,000
largest corporations contributed only half of 1% of
the new jobs created from 1969 to 1576, Medium
and large businesses together accounted fur about
9% of the total, or 13.3% of the private secto’s
share,

In the same period, businesses with fewer than
500 employees generated 86.7% of the private sec-
tor’s new jobs, and the majority came from very
small companies. A study? of Dun & Bradstreet
records by MIT’s David Birch shows that 66% of
employment growth came from businesses with 20
or fewer employees. And most of those companies
were less than five years old—that is, fresh entre-
prencurial ventures,

At the start of the 1970s, the Bureau of Labor
Statistics’ count of unemypioyed Americans stood at
2.8 miilion, or 3.5% of the work :urce. Teiay, in
the early months of the 198Cs, some 6.3 :nillion
people are unemployed—rore than double the
number a decade ago—and the rate is 6%." Clearly,
the nation’s producers are pot creating cnough new
job opportunities.

It we are to achieve anything spproaching a
healthy leve! of employment for Americans in the -
1980s, the leverage tor public policy es in spurring

entrepreneurship and existing small companies. The |

need for new jobs will likely decline a hit in the

coming decade, but the problem is nevestheless a
‘pess'’ incdicale that small companies have been

big one.

Population growth following the postwar *‘baby
boom’’ has retumned to more normal levels, and the
initial repercussions of women entering the work-
force have passed. By cumrent estimates, the U.
will need 11.8 million new jobs in the 1980s to
accommodlate net increases in the workforce, »lus
another 2.3 million to take up the slack of the 1970s
and push the unemployment rate down to 4%, the
level that most economists consider a healthy target.
That adds up to 14,1 million new jobs overall,

If the contributions {rom government and large
companies continue at present levels, however,
some 11 million new jobs will have to come {rom
Small Business, or an average of 1.1 million every
year.

To perform such a feat, Small Business needs
three things. One is the capita! to create more and
more new businesses. Another is greater retained
earnings for existing sma!l companies so they can
reinvest and grow. The third is management train-
ing to reduce the number of business failures.

Also, because small businesses are so rooted in

community and neighborhood life, they have al-
ways been able and willing to provide jobs for
teenagers, part-time workers, the elderly, and the
disabled, many of whom are not incluced in gov-
ernment employment figures. But the current mini-
mum-wage level of 83.10 per hour, plus severe
inflation in other costs, has forced sma'l-business
owners 10 cut back such hiring drasticaily. Tuis has
contributed 0 rising ecoremic and social problems
in many areas of the country. For the long-term
health of the nation’s communities, it may prove
wise to provide for flexible mininum-wage stand-
ards to increase employment.

L)

nnovative rilliance

Sma!! Business receives an inequitably small share : .

of the government's 599.2 billion procurement
budget. That share hes fluctuated from year ‘o year,
according to SBA figures.™ It was 17.2% in 1969,
for instance. Today it is 22.2%.
= But Sl Business® share of research and devel-
opment <xpenditures is another matter. Figures
compiled by the House Committee on Small Busi-
receiving less than 3.5% of foderal ¥ 2D collars,
which totalied $23 billion in 1978. in some in-
stances, R&D budgets border on the irrational.
Experimentation in solar energy devices, for
instance, is almost the excius've province of smal!l
companies and incividua!l inventors. Yetonly 1.6%
of ‘ederal funds for so'ar energy development wen!
to smail concerns in 1979.4

On the other side of the ledger, Small Business
has demonstrated incomparable innovative fertility.
A National Science Foundation study' disclosed
that, for every R&D dollar, small companies pro-
duce four times more innovations than medium-
sized companies and 24 times more Innovations
than large compaznies. As President Carter has
stated:

. . . there is a lot that can be done to channel
research and development funds to the small
business entities of America. We’ve done an
analysis that shows the Government gets a
much better return on is investment.

i
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*! Budget'® shows that more than half of the major-

! technological advances this century originated from

" individual inventors and small companies. A
sampling of those achievements is romarkable. And
many of these inventions sparked inajor new U.S,
indusines and growth companies:

Xerography Frequency modulation
DDT radio
Insulin Self-winding wristwatch
Vacuum tube Helicopter
Penicillin Mercury dry cell
Titanium Power steering
Cyclotron Kodachrome
Shrink-proof Air conditioning

~ knitted wear Polaroid camera
Zipper Ball-point pen
Automatic transmission ~ Celiophane !
Gyrocompass Tungsten carbide
Jetengine Bakelite

If federal policymakers have tended to disregard
America’s inventive talents, other nations have not.
One disturbing trend is that foreign interests have
been buying control of several of our small high-

. technology companies. Moreover, federal R&D
expenditures relative to GNP have slipped gradually
from 2.9% in 1967 to 2.3% in 1975, the latest

-
ya

A study by the Office of Management and .

figurs available, while the R&D ratios of such
couziries as Japan and West Germany have bees:
rising. One refiection of tais is that foreign com-
panics and ipveniors have been claiming = rising
proportion of U.S. pazents. In 1964, oniy 22% of
the paients wsued by the U.S. Patent and Trademark
Office went to foreign applicants. In 1979, that
share reached 38%.%

Innovation has always been a hallmark of Amer-
ica’s strength. “*Technology transfer’” to oticr
countries has been a bulwark of our international
trade. Yet the nation risks losing iis leadership in
innovation.

The most productive target for R&D dollars is
unguestionably small businesses. Polaroid, Xerox,
anc countless other growth companies of the 1960s
and 1970s were, after all, once small entities them-
seives. A more recent success story is Small Busi-
ness’ development of the microelectronic industry.

In the future, new forms of duata communications,
laser technology, ultrasonic scanning, medical in-
struments, biogenetics, cancer-fighting techniques,
water and resources conservation, energy from re- -
newable rescurces such as sun, tides, and wind,
unforeseeable discoveries to retard the aging
process—ihese, and more, will be frunsformed inio
commercial industries in the Small Business
Economy. If history is anv guide, the growth com-
panies of 1990 and beyond will most likely have
names unknow:n today.
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he Potential for Exporis

Figures from the Department of Commerce?' show
that only 8.3% of the pation’s 300,000 rmanufac-
turers export regularly, and a tiny fraction of
those—about 1,900 companies—account for 84%
of U.S. exports. In Commerce’s view, at least
20,000 small companies that are not exporting now
could easily sell their products overseas.

U.S. trade deficits, meanwhile, have rangcd
during the past three years from $24.7 hillion to
almost $29 billion, the highest in our history.2 U.S,
exports as a'..re of GNP are only 7.7 -, the lowest
of any industrial nation.

Small producers offer unique characteristics for
international trade. They produce a great variety of
products, otten of exceptionally high quality. They
can penetrate small markets and profit from them in
ways that large compas.s find difficuit. They are
more flexible in meeting foreign customers’ speciat
packaging and labeling requiremesnts. Because they
are smaller and more entrepreneurially oriented,

they can adapt more ¢:ickly to ﬂucmanng market

conditions.

But few smal! produccts consider exporting, be-.
cause the U.S. market has always been huge and .

hungry enough to absorb everything they could
produce. The mechanics of international trade—not
to mention the languages and cuirency exchange
rates--seem forbidding and comgpiex, while learn-
ing about markets and financing opportunities is
difficult. Federal foreign-trade programs, for
e¢xample, are scattered among seven different
agencies, each with its own bureaucratic maze. And
unlike many nations, the U.S. has never provided
incentives to small companies in the form of sub-
sidies, tax credits or deferrals, or as in Japan, direct
sales help.®

Many small producers have long believed that the
Export-Import Bank required applicants for export
financing to meet sales minimums tar above the
capacities of small firms. Eximbank, however, has
developed new programs specifically for small
compames, as has the Overseas Private Investment
Corporation (OPIC), which counsels and provides
financial aids for direct investment in developing
countrics. With the Commerce Department and the
Small Business Administration, Eximbank and
OPIC have been staging a series of Interagency
Small Business Export and Investment conferences

Ve By t‘he stancard of com-
m‘s‘z ve orit and eff'2iency, small
comnanies represen? the most
nroductive use for capital.
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around the U.S., attended by more than 9,000
small-business peopie so far.”

What Small Business needs is education, avail--

ability of credit and financing, and some effective
trade mechanism such as export trading companies
to handle their products overseas, or programs such
as the Massachusetts Export Marketing Program.
Called MASSPORT and funded by federal, state,
and local monies, the program provides small ex-
porters with market research, counseling about
finance and shipping, and also sets up trade fairs
and missions.

\ mail &. siness’ Dwindling
i Siice of the Pie

Since the war mobilization effort of the 1940s,
Small Business’ share of the nation’s economic ac-
tivity has been in a serious downtrend. Much of the
shrinkage is due to neglect. As commentator Irving
Kristol wrote in a November 13, 1975 Wall Street
Journal editorial entitied ‘‘The New Forgotten
Man:”’

No one is ieading a crusade against him, and it
1s probable that no one really wants to. He is
merely being chided, harassed, ruined, and
bankrupted by a political process that takes
him for granted and is utterly indifferent to his
probiematic condition. I refer to the small
businessman.

It is a measure of how overlooked Smail Business
is that no adequate yarusticks have been developed
to descnbe the decline. According to some guess-
timates, Smati: Business’ share of GNP was close to
55% afier World War 1. The SEA today uses two
figures based on differing stundards of what a
‘‘small’’ business is, and neither figure is more
recent than 1972. One indicates that Smali Busi-
ness’ share of GNP has failen to 40%. The other
says the share is 36.5%%

Measurements of individual business sectors
show the same trend. Manufacturing, where the
greatest industrial concentration has occurred, has
received the most attention. According to data from
the Federal Trade Commission (FTC), the share of
manufacturing assets held by small companies—
those with $10 million in assets or less—fell
dramatically from 18.6% in 1960 to 11.1% in
1976.%

Census data provide another way to look at the
trend over a shorter time span: In 1963, companies
with 500 or fewer employees captured 29¢ of every
sales dollar from manufacturing; 10 years later,
their share had dropped to 23%¢. The same pattern
appears in retailing and wholesaling.

In other words, unless the trends for Smali Busi-
ness as a whole are reversed, more and more new
companies will merely be battling over a smaller
and smaller slice of the pie.

There is another set of numbers, however, that
leads to an arresting conclusion—figures on net
profits. The nation’s total corporate aftertax earn-
ings, as tabulated by the IRS, rose from $23 billion
to $49 biilion bewteen 1960 and 1976.2 FTC
figures for that period show that large companies,
those with more than $250 million in assets, in-
creased their share of profits from 59% to 73%. The
share of profits for small and medium-sized com-
panies fell from 41% to 27%.

The smaliest businesses, however, bucked the
trend. Companies with less than $5 million in assets
doubled their proportion of total corporate profits
from 3% to 6%. Moreover, during that same 1960-
1976 period, large corporations were on a buying
spree—more than 37,500 corporate mergers and
acquisitions took place just in industries over which
the FTC has jurisdiction, which excludes comimuni-
cations, transportation, and banking.

It is thus hard to avoid the conclusion that large
companies have been expanding profits mostly by
gaining control of other companies, while the
smallest com:panies have been expanding profits
through competitive grit and efficiency. By that
standard, as well as the standards of new jobs and
innovations, small and new companies represent the
most productive use for capital. '
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Executive Director
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COMMERCE

February 2, 1981

Senator Pat Goodover, Chairman
Senate Committee on Taxation
Room 415

State Capitol Building

Helena, Montana 59601

Dear Sir;

The Helena Area Chamber of Commerce is comprised of over six
hundred members. Nearly 500 of these members are small businesses
which would be favorably affected by the passage of an investment
credit bill such as S.B. 150.

No one in the economic community has been hit as hard as the small
business by inflationary pressures such as spiraling energy and
transportation costs, higher wage and benefits demands, and higher
costs for goods and services necessary to operate.

S.B. 150 would help make reinvestment easier and be a definite aid
in meeting the ever increasing competition from larger bussinesses
which are able to borrow more favorably and absorb more effectively,
the higher costs of doing business in these difficult times.

The Helena Area Chamber of Commerce is only one local organization
out of nearly 80 chambers of commerce state-wide with similar mem-
berships and interest in this particular legislation. In view of the
ultimate gains for the consumer through healthier small business and
the ultimate gains for the State of Montana through a broader and
healthier economic base, we urge that your committee give a favorable
recommendation to S.B. 150.

Respectfully submitged,

erry G. {Hudson, President
HELENA AREA CHAMBER OF COMMERCE

GGH/mjt
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business by inflationary pressures such as spiraling energy and
transportation costs, higher wage and benefits demands, and higher
costs for goods and services necessary to operate.

S.B. 150 would help make reinvestment easier and be a definite aid
in meeting the ever increasing competition from larger bussinesses
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the higher costs of doing business in these difficult times.
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