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ABSTRACT

This report examines the extent and composition of U.S. exports by small and
medium-sized enterprises (SMEs) and factors that may disproportionately
impede U.S. SME exports. It compares the exporting activities of SMEs in the
United States with those of SMEs in the European Union (EU); describes barriers
and costs associated with exporting, as reported by U.S. SMEs; and identifies the
benefits to U.S. SMEs from improvements to the exporting environment resulting
from free trade agreements (FTAS) and other trading arrangements.

The U.S. market is more integrated than Europe’s, and U.S. firms that export
tend to be larger than EU firms that export. This helps to explain one of the
Commission’s findings: that estimated exports by SME manufacturing firms in
the EU in 2005 amounted to approximately $231-$275 billion in value (about 31
percent of total EU exports), compared to the $65 billion in exports (about 13
percent of total U.S. exports) made by similarly defined U.S. SMEs. The study
found that while there is little difference between U.S. and EU agencies in
granting medium- and long-term export credits, the United States provides a
wider range of support for pre-export financing and short-term credit than is
generally available in EU countries. On the other hand, SMEs in the EU appear
to have access to more sources and a higher level of assistance in foreign markets
than U.S. SMEs do, as well as more financial support for participating in
international trade fairs.

The barriers to exporting that were noted as the most important by U.S. SMEs at
the Commission’s public hearings and in written submissions and interviews for
this investigation were similar to those that have already been identified by the
Organisation for Economic Co-operation and Development. These included
insufficient access to finance, complex and sometimes nontransparent domestic
and foreign regulations, rising and unpredictable transportation costs, the small
scale of SME production, tariff and nontariff barriers, time-consuming foreign
customs procedures, language and cultural differences, and lack of knowledge of
foreign markets.

U.S. SMEs identified numerous improvements to the exporting environment
associated with U.S. FTAs and other trading arrangements, such as mutual
recognition agreements, bilateral investment treaties, trade and investment
framework agreements, and World Trade Organization agreements. These
improvements include tariff reductions, reduction or elimination of nontariff
barriers, better market access, easier interactions with customs, trade facilitation,
intellectual property protection, a more efficient and transparent regulatory
environment, and dispute resolution mechanisms.
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Republic, Denmark, Estonia, Finland, France, Germany, Greece, Hungary, Ireland, Italy, Latvia, Lithuania,
Luxembourg, Malta, Netherlands, Poland, Portugal, Romania, Slovakia, Slovenia, Spain, Sweden, and the
United Kingdom.
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NOP
NTB
NTM
OECD
OPIC
PCT
R&D
REACH

ROO
SBA
SBA for Europe
SME
SMM
SPS
TBT
TCC
TIFA
TRIPS
TRQs
TTB
UN
USCS
USDA
uSDOC
USDOS
USEAC
USITC
USTR
Wi
WIPO
WTO
WWTG

National Organic Program

nontariff barrier

nontariff measure

Organisation for Economic Co-operation and Development

U.S. Overseas Private Insurance Corporation

patent cooperation treaty

research and development

Registration, Evaluation, Authorization and Restriction of
Chemical Substances program (European Union)

rules of origin

U.S. Small Business Administration

Small Business Act for Europe

small and medium-sized enterprises

small and medium-sized manufacturer

sanitary and phytosanitary measure

technical barriers to trade

Trade Compliance Center

trade and investment framework agreement

Trade-Related Aspects of Intellectual Property Rights

tariff-rate quotas

U.S. Treasury, Tobacco and Alcohol Tax and Trade Bureau

United Nations

U.S. Department of Service Commercial Service

U.S. Department of Agriculture

U.S. Department of Commerce

U.S. Department of State

U.S. Export Assistance Center

U.S. International Trade Commission

U.S. Trade Representative

Wine Institute

World Intellectual Property Organization

World Trade Organization

World Wine Trade Group

Xii



EXECUTIVE SUMMARY

This report is the second in a series of three interrelated reports by the United States
International Trade Commission (USITC, the Commission). As requested by the United
States Trade Representative (USTR), the reports collectively describe the role of small
and medium-sized enterprises (SMEs) in U.S. exports and identify and fill information
gaps in the available literature on the subject.' This report seeks to assist in the analysis
of the performance of U.S. SME firms in exporting compared to that of SME firms in
other leading economies.

Specifically, this report examines the extent and composition of U.S. exports by SMEs,
as well as factors that may disproportionately impede U.S. SME exports. It compares the
exporting activities of SMEs in the United States with those of SMEs in the European
Union (EU). It also describes barriers and costs associated with exporting as reported by
U.S. SMEs, as well as business strategies that U.S. SMEs adopt to address these
constraints. Finally, it identifies benefits reported by U.S. SMEs from increased export
opportunities resulting from free trade agreements (FTAs) and other trading arrangements
in which the United States participates.

The Commission’s first report on SMEs (January 2010) found that while more than 99
percent of U.S. businesses are SMEs, SMEs account for a relatively small share of U.S.
exports.” The present report finds that some of the barriers to exporting that were noted as
the most important by U.S. SMEs at the Commission’s public hearings and from written
submissions and interviews for this investigation were similar to those identified in 2009
by the Organisation for Economic Co-operation and Development (OECD).’* These
included insufficient access to finance, problems with domestic and foreign regulations,
high transportation costs, the small scale of SME production, tariff and nontariff barriers,
burdensome foreign customs procedures, language and cultural differences, and lack of
knowledge of foreign markets.

Key Findings

EU Exports More Dependent on SMEs than U.S. Exports

The share of SMEs in U.S. manufacturing activity—and total U.S. exports—is smaller
than the share of SMEs in EU manufacturing activity and exports.” SMEs accounted for
approximately 19 percent of the value of U.S. sales and almost 40 percent of the value of

! The first investigation—inv. no. 332-508, Small and Medium-Sized Enterprises: Overview of
Participation in U.S. Exports—was delivered to USTR on January 12, 2010. The first report defines U.S.
SMEs as firms that employ fewer than 500 employees. This is the definition employed by official U.S.
government sources, which define SMEs as manufacturing and services firms that employ fewer than 500
employees. In addition to an employment threshold, exporting services firms are also subject to certain
revenue thresholds (< $7 million for most services firms, and < $25 million for high-value service firms). See
also note 5 below.

2 USITC, Small and Medium-Sized Enterprises: Overview of Participation in U.S. Exports, 2010, table 2-
1,2-2.

3 OECD, Top Barriers and Drivers to SME Internationalisation, 2009, 7.

4 The Commission held public hearings in St. Louis, MO, on March 10, 2010; in Portland, OR, on March
12, 2010; and in Washington, DC, on March 18, 2010.

5 The data presented in this section are based on a common U.S.-EU definition of SMEs: firms with
fewer than 250 employees. This study’s data sources, definitions, and approach are described in chapter 1.
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EU sales in 2005.° Similarly, SMEs accounted for approximately 31 percent of the total
manufactured goods exported by the EU in 2005, whereas SMEs in the United States
accounted for only 13 percent. However, the export intensity of the two markets was
comparable. The relatively larger role that European SMEs play in European exports can
be explained by the fact that historically the U.S. market has been more integrated than
Europe’s and has produced comparatively larger firms than in Europe. Other key
differences between U.S. and EU SME exporting activities are highlighted in table ES.1
below.

Official Support for SME Exporting: U.S.—EU Comparisons

The governments of most industrialized countries promote SME exporting activities by
providing export finance assistance, foreign market information, and a variety of business
support services. Such programs address the costs of becoming an exporter—costs that
are often too high for small firms. The Commission found the following differences
between U.S. and EU export promotion programs and policies:’

e Trade financing. Both the United States and the EU countries support a broad
range of trade financing programs that promote SME exporting activities. There is
little difference between U.S. and EU export credit agencies with respect to
medium- and long-term export credits. The United States, however, provides a
wider range of support than is generally available in EU countries for pre-export
financing and short-term credit, which is particularly beneficial to SMEs at the
early exporting stages. In addition, the U.S. Export-Import Bank (Ex-Im Bank) is
generally competitive in terms of overall project finance assistance among export
credit agencies of the leading industrialized countries. On the other hand, U.S.
domestic content and direct shipping requirements are more restrictive than those
of EU export credit agencies.

o Representation in foreign markets. Through the multiple worldwide networks of
assistance centers established at several levels—European Commission (EC),
national, and regional—SMEs from EU countries appear to have access to a larger
number of sources and level of assistance in foreign markets than is available to
U.S SMEs.

e Support for trade fair participation. EU countries generally provide more financial
support for SMEs to participate in international trade fairs than is available from
the U.S. government. Participation in trade fairs was consistently reported by U.S.
SMEs to be one of the most cost-efficient and effective ways to help SMEs achieve
international recognition and to make contact with potential foreign customers.

e Investment promotion. Many EU member countries actively seek and promote for
inbound foreign investment from small and larger foreign firms as an indirect form
of export promotion. For example, Germany and Poland seek foreign investors to
build export-oriented manufacturing facilities in those countries; such investment is
seen as indirectly supporting the development of exports by local SMEs through
supply chain linkages. U.S. policies primarily focus on promoting exports.

® The year 2005 is the most recent year for which a direct comparison can be made.

7 This information is intended to be neither a comprehensive catalog of official U.S. or EU programs nor
an evaluation of their respective programs, but rather an illustration of key policies and programs that support
SME exporting activities.
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TABLE ES.1 Comparison of SME exporting activities in the United States and the European Union, 2005

: - United States Euro_pean
Comparative factor Key findings Union
(percent)
(percent)

SME share of total sales® SMEs account for a gmaller share of U.S. 19 39 6°
manufacturing activity.

SME share of total exports® SMEs account for a smaller share of the value of 13 31P
U.S. exports.

Exports/sales ratio® U.S. an(_j EU SMES are approximately equally 71 g.oP
export-intensive.

Share of SME exports by:

- manufacturers U.S. exporting SMEs are more likely to be 39 51°

- wholesalers middlemen (wholesalers). 41 24°

- other 20 25°

Share of exports by

wholesalers: In the United States, exporting wholesalers are

- SMEs more likely to be large firms. 46 84

- large firms 54 9.9¢

Share of employment

provided by SMEs:® U.S. SMEs account for a smaller share of 37 57¢

- manufacturers employment. c

56 82
- wholesalers

Source: U.S. Department of Commerce, Eurostat, OECD, and USITC staff estimates.

#Manufacturing sector only.

®Countries included Austria, Belgium, Cyprus, Czech Republic, Denmark, Estonia, Finland, France, Germany,

Greece, Hungary, Ireland, Italy, Latvia, Lithuania, Luxembourg, Netherlands, Poland, Portugal, Slovak Republic,
Slovenia, Spain, Sweden, and the United Kingdom.
“Countries included Austria, Belgium, Cyprus, Czech Republic, Denmark, Estonia, Finland, France, Hungary,
Italy, Latvia, Lithuania, Luxembourg, Poland, Slovak Republic, Slovenia, and Sweden.
“Totals do not sum to 100 percent due to missing data on firm size.

®Data are for 2006.

U.S. SMEs’ Views on Trade Barriers and Strategies to Increase

Exports

U.S. SMEs listed a diverse set of constraints and barriers, as well as strategies they use to
address these barriers (table ES.2). They also reported export opportunities and
challenges related to FTAs and other trading arrangements. The most frequently reported
trade barriers and strategies to exporting include the following:

Domestic Barriers

e Access to finance. SMEs have difficulty obtaining both trade finance and working
capital. This problem often prevents them from financing purchases by foreign
buyers, which encourages foreign buyers to choose suppliers that are able to extend
credit. SMEs also reportedly lack financing for U.S. exports, particularly pre-
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TABLE ES.2 Summary of barriers to exporting and strategies to enhance exporting activities as reported by U.S. SMEs

e U.S. government regulation
0  Export controls: they require too much paperwork and involve a lengthy,
cumbersome, and costly process
o Difficulty obtaining U.S. visas—e.qg., in order to bring foreign employees for
training for sales, customer service, repair, etc., or to bring customers to
view an SME’s U.S. operations/product lines
o U.S. tariffs on imported intermediate inputs for U.S. products
e Access to finance
0 Lack of financing for U.S. SME exporters, for both trade finance and
working capital, particularly pre-shipment financing to cover big orders or
Domestic Barriers orders for goods that take time to build
o0 Lending institutions’ perception of SMEs as higher risk than larger firms
o  Community banks’ lack of familiarity with exporting
e Transport costs
o Container shortages; containers are bottlenecked on the East Coast
o Port bottlenecks to access markets (e.g., having to ship through Houston,
Miami, or Los Angeles for Latin American markets)
e Small scale of SME production
o Lack of economies of scale, which limits export potential
o0 Limited ability to supply large orders

e Foreign government regulations
o0 Varying labeling, certification, quality, and design requirements from
country to country
0 Costly sanitary and phytosanitary (SPS) regulations
o Inadequate protection of intellectual property (IP) and enforcement of IP

laws
0 Lengthy, opaque customs clearance procedures
Foreign Barriers o High foreign import tariffs and import restrictions such as quotas and bans

e Knowledge of foreign markets
0 Limited information to locate or analyze foreign markets
o Inability to contact potential overseas customers
e Language and cultural barriers
o0 Limited ability to market effectively
0 Limited ability to understand traditions

e Pool Resources
o  Work with other firms through trade associations or less formal coalitions for
SMEs
o  Work with larger firms, brokers, or agents that provide services such as
financing and logistics
e Use U.S. government programs designated to help exporters
0 Use Small Business Administration (SBA) guarantees and small business
loans
0 Use Ex-Im Bank to avoid having to use letters of credit
0 Use U.S. Department of Agriculture (USDA) Market Access Program
0 Use U.S. Commercial Service

Suggested Strategies

Source: Hearing testimony, written submissions, e-mails, and interviews (in person and by phone) with Commission staff.
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shipment financing to cover large orders. Another finance-related barrier
includes lack of support from banks; since many SMEs are start-ups, with
minimal collateral, banks often see them as higher-risk than larger firms.

e U.S. government regulations. SMEs in many sectors reported that
domestic regulations maintained by the U.S. federal and state
governments—particularly export controls and visas for foreign nationals
to visit the United States—also serve as barriers to exporting. SMEs
reported that export controls require considerable paperwork, adding that
the process is too lengthy, cumbersome, costly, rigid, inflexible, and
bureaucratic. SMEs are concerned about accidentally violating the
regulations because of ambiguities in the application of export control
regulations to many emerging-technology products. SME representatives
also reported poor coordination of government agencies and conflicting
advice from different agencies regarding exporting. In addition, they cited
difficulties in obtaining U.S. entrance visas to bring foreign employees to
the United States for training related to sales, customer service, repair, and
other functions, or for potential customers to view the U.S. company’s
operations and production lines. Tariffs on intermediate inputs can also
serve as barriers to SME exports, in the view of SME respondents.

e Transport costs. SME executives reported that transportation costs can
significantly constrain exports, and certain fixed costs place SMEs at a
disadvantage in exporting compared to larger firms. One key constraint
cited by SME exporters is container shortages. Data for the Port of
Portland alone show an annual shortage of approximately 70,000
containers in 2009. SMEs noted that containers are often bottlenecked on
the East Coast, and must be repositioned to West Coast ports for use in
exports.

o Small scale of production. Another key domestic factor limiting U.S. SME
exports is the small scale of production. This may limit export potential for
SMEs, as foreign buyers may seek out only suppliers able to fulfill large-
volume orders, particularly in the agricultural sector.

Foreign Barriers

e Foreign government regulations. SME representatives reported that the
costs of understanding and complying with foreign government regulations
can be significant barriers to exporting. Factors that raise costs include the
lack of standardized regulations across countries and the administrative
costs of compliance (e.g., administrative paperwork; additional record
keeping, testing, or certification; and meeting foreign regulations, such as
sanitary and phytosanitary (SPS) regulations and packing and labeling
requirements). SMEs stated that unreliable protection of intellectual
property (IP) was an important barrier to exporting, as SMEs are unlikely
to have the resources to protect their IP in foreign markets, as large firms
often do. A number of SMEs singled out China as an export market that
offered few legal protections against theft of trade secrets, product designs,
and other IP infringements. In addition, foreign regulations and import
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requirements can result in delays at foreign ports, potentially damaging
perishable food or pharmaceutical products. SMEs also noted that high
tariffs increase the cost of U.S. exports and that existing trade agreements
between their export market countries and third countries offer foreign
exporters preferential treatment over U.S. exporters.

Language and cultural barriers. SMEs reported that language and cultural
differences may be barriers to exporting because such differences make it
more difficult for firms to identify and service foreign customers and
markets for their products. This problem may be particularly acute for
SMEs in the computer services industry, because of the need to provide
installation assistance and ongoing customer support.

Limited knowledge of foreign markets. SMEs reported that their limited
knowledge of foreign markets is a significant barrier to exports, because
SMEs do not have the resources to hire staff with the specialized skills
needed to identify export opportunities, establish relationships with foreign
buyers, understand regulations and compliance rules of importing countries,
and obtain export assistance available through various U.S. state and
federal government programs.

Suggested Strategies to Reduce Trade Barriers

U.S. SMEs have developed a number of strategies to overcome some of the
domestic and foreign barriers to exporting they had identified. These include the
following:

Combining forces with other firms in the same industry. SMEs reported
combining resources either through trade associations or through less
formal consortia. Agricultural commodity and trade organizations provide
members with support ranging from agricultural research to commodity
promotion. Industry consortia allow SME manufacturers to share costs and
risks related to regulatory programs and transportation, as well as
maximize their foreign market presence.

Working with larger companies, brokers, or agents. Larger companies
help SME manufacturers achieve the economies of scale needed to meet
foreign customer demand. Larger companies also help SMEs by offering
professional and legal services to establish business relationships and
provide referrals in foreign markets. Brokers and agents facilitate SME
exports by matching producers with foreign buyers and providing advice
on foreign compliance requirements. Working with global shipping and
logistics firms can help SMEs access foreign markets, navigate foreign
customs clearance procedures, and track shipments.

Taking advantage of U.S. federal and state government support
programs. U.S. government programs can be key facilitators of SME
exports. These include programs offered by the Ex-Im Bank, the U.S.
Small Business Administration, the U.S. Department of Agriculture, the
U.S. Department of Commerce, and various state government agencies.

Xviii



SME representatives noted that many small companies are not aware of
these programs, but those that have used them generally found them very
helpful in beginning to export and in expanding ongoing exports.

U.S. SMEs’ Views on the Benefits of Increased Export
Opportunities from FTAs and Other Trading Arrangements

SMEs have identified numerous export opportunities associated with FTAs and
other trading arrangements, such as mutual recognition agreements (MRAs),
bilateral investment treaties (BITs), trade and investment framework agreements
(TIFAs), and World Trade Organization (WTO) agreements. Factors that
encourage these expanded opportunities include tariff reduction, reduction or
elimination of nontariff barriers, increased market access, customs facilitation,
trade facilitation, IP protection, regulatory environment and transparency
improvements, and dispute resolution. SMEs most frequently cited the following
benefits:

e Increased competitiveness in a foreign market. This is the benefit most
commonly cited by SMEs, who stated that reduced duties made them more
competitive or “leveled the playing field” in export markets.

e Increased market access. SMEs stated that:

0] Dominican Republic-Central American Free Trade Agreement (DR-
CAFTA) rules of origin support the participation of U.S. textile
SMEs in regional production networks, because for the final
products to be eligible for reduced duties when exported to the
United States, they must have a certain minimum share of U.S.
inputs.

o] U.S. FTAs with Chile, Singapore, and Australia have provided
market access for remanufactured goods such as machinery,
computers, cellular telephones, medical equipment, automotive parts
and equipment, and other devices.

o] Reduced tariff rates on U.S. exports to Canada and Mexico under the
North American Free Trade Agreement (NAFTA) have allowed
SMEs to reduce costs and improve their competitiveness in these
markets.

o] The non-ratification of pending U.S. FTAs with Korea and Colombia
has cost U.S. SMEs potential exports to competitors from third
countries that have FTAs with these two nations.

e Trade facilitation. SMEs identified benefits from trade facilitation
measures, including improved customs procedures, standards
harmonization, and mutual recognition of certifications. One company
decided to start exporting to Canada and Mexico because NAFTA
“streamlined a lot of paperwork.”

e Improved regulatory environment. As with other overhead costs,

regulations may be more burdensome to SMEs than larger firms, which
can spread out these fixed costs over more products or markets. Trading
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arrangements can support SMEs by improving and harmonizing
regulations and making the regulatory environment more predictable.

o |P protection. For many SMEs, IP issues can impede or preclude exports,
and trading arrangements that support IP protection and enforcement are
critical. Some industry representatives stated that they are more
enthusiastic about exporting to Japan, Singapore, and the EU than to China
because of IP considerations.

U.S. SMESs’ Views on Barriers and Strategies to Increase
Exports: Case Studies in Agriculture, Manufacturing, and
Services

Specific industry constraints to exporting—as well as strategies to reduce those
barriers—were noted by U.S. SME representatives in seven industries across the
agriculture, manufacturing, and services sectors: apples, wine, chemicals and
nanotechnology, textiles and apparel, medical devices, computer services, and
professional services (table ES.3). These industries were chosen as case studies
because in all of them, SMEs are well represented and are competitive actors.

Trade barriers common to all these industries are (1) limited access to trade
financing and working capital and (2) complex domestic and foreign regulations.
Specific barriers to exports of apples and wine include relatively small-scale
production, SPS measures, and high tariffs. U.S export controls are important
barriers in computer services and in chemicals and nanotechnology, while
cultural and language barriers confront the computer services and professional
services industries. Other barriers cited by SMEs in these industries include
labeling regulations, greater levels of support given to foreign competitors by
their home nations, and transportation costs.

To increase exports of apples, wine, chemicals and nanotechnology, and
professional services, SMEs create or join industry associations to pool resources
dedicated to market research, promotion, and services to resolve international
trade issues. Another strategy adopted by SMEs in these industries, as well as by
the textiles and apparel industry, is to make use of U.S. government programs
such as the USDA Market Access Program (MAP) and the U.S. Commercial
Service. Medical device SMEs seek financing from venture capital firms, while
SMEs in computer services partner with other firms to overcome some of their
barriers to export.
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TABLE ES.3 Key barriers and strategies to export reported by highly competitive U.S. SMEs, selected industries

Industry Domestic and foreign trade barriers to export  Strategies to overcome trade barriers

Apples ¢ Limited access to capital and financing; small e Consolidate product through larger
volumes and inadequate product varieties; packers and marketers to increase
and limited sales staffs and resources exporters’ product offerings and minimize
dedicated to exporting. SPS measures are risk; create industry associations that
the primary barriers that keep U.S. apple provide market research, promotion, and
exports from all producers out of certain services to resolve international trade
foreign markets. However, SPS protocols issues; and use promotion programs and
have a greater impact on smaller producers services provided by various U.S.
who are not able to spread the costs of government programs and agencies.
implementing those protocols over a larger
volume of produce.

Wine ¢ Lack of resources dedicated to exporting; e Organize into regional industry groups to

Chemicals and
nanotechnology

Textiles and
apparel

Medical devices

Computer

services

Professional
services

relatively small-scale production; and a
primary focus by SMEs on the U.S. market.

High tariffs, together with trade agreements
between competitor nations; compliance
issues, including SPS measures and labeling
regulations; limited knowledge of U.S. wine in
foreign markets; longer contract terms
abroad; and a higher level of support provided
by competitor nations to their wine sectors.

U.S. export controls; U.S. state and federal
environmental and health regulations
(particularly for new products such as
nanomaterials); and transportation costs.

The new EU chemical regulatory system; EU
directives; labeling requirements; and EU
member state requests for additional product
information.

Challenges in prospecting for foreign
customers; understanding customs and
foreign regulations; and receiving payment
from foreign customers.

Complex regulatory procedures; lack of
access to capital; and inadequate
reimbursement from foreign health insurers.

Export controls on encryption software;
limited access to export finance; regulations
on data security; and language barriers.

Limited availability of skilled workers; cultural
and language barriers; and nontransparent
regulation in many foreign countries.

pool resources dedicated to market
research, product promotion, and
identification of potential export
customers; and use U.S. government
export promotion programs, including the
USDA Market Access Program (MAP).
SMEs also increasingly employ agents
and brokers specializing in foreign
markets to gain export market share.

Approach issues together with other
SMEs to share costs and risk and to
maximize market presence; use U.S.
Department of Commerce export
promotion programs.

If foreign firms in the sector are highly
automated, compete with them either by
addressing niche markets or by
emphasizing quality.

Seek financing from venture capital firms;
work with the U.S. Commercial Service
and private sector consulting firms to
explore market opportunities abroad.

Partner with other firms and adopt
innovative pricing models.

Leverage relationships, join networks of
SMEs, seek employees with international
experience, and promote U.S. codes and
standards abroad.

Sources: Hearing testimony, written submissions, e-mails, and interviews (in person and by telephone) with

Commission staff.
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CHAPTER 1
Introduction

Purpose

This report is the second in a series of three interrelated investigations undertaken by the
United States International Trade Commission (USITC, or the Commission) in response
to a request from the United States Trade Representative (USTR). Collectively, these
reports Elescribe the role of U.S. small and medium-sized enterprises (SMEs) in U.S.
exports.

This report provides (1) a comparison of exporting activities of SMEs in the United
States and European Union (EU) based on information gathered regarding firm
characteristics, sectoral composition, exporting behavior, and other characteristics that
highlight differences between U.S. and EU SME behavior; (2) a description of the
barriers to exporting as reported by U.S. SMEs, including both domestic and foreign
barriers and trade costs, as well as a description of the strategies adopted by U.S. SMEs
to overcome these constraints; and (3) a description of the benefits to U.S. SMEs of
increased export opportunities from free trade agreements (FTAS) and other trading
arrangements.

This report builds on the findings of the first report in this series, published in January
2010.% Specifically, the Commission’s first report provided an overview of the current
state of SMESs’ participation in U.S. merchandise and services exports. It presented the
value of overall SME exports; listed the principal products, sectors, and destination
markets involved; and analyzed the trends of those exports over time. It also described
SME characteristics, explained their role in generating domestic employment and
economic activity, and highlighted areas in which data limitations inhibit a more
comprehensive understanding of SME participation in U.S. exports. A forthcoming third
report will identify, to the extent possible, ways of overcoming some of the data problems
described in the first report to provide a fuller understanding of SMEs’ role in overall U.S.
exports. The third report will also identify trade barriers that may disproportionately
affect SME export performance, as well as possible linkages between exporting and SME
performance.®

Scope and Approach of the Report

This report encompasses SMEs in all sectors of the economies of the United States and
the European Union. The comparison of exporting activities of U.S. and EU SMEs is
based on qualitative information supplemented with quantitative information. The
qualitative analysis focuses on four EU member countries—France, Germany, Ireland,
and Poland. These countries were selected as representative of the economic diversity
that characterizes the European Union. A detailed quantitative analysis of U.S. and EU

! See October 5, 2009, USTR letter to the USITC (appendix A).
2 See USITC, Small and Medium-Sized Enterprises: Overview of Participation in U.S. Exports, 2010.
® The third SME report, “Small and Medium-Sized Enterprises: Characteristics and Performance,” is to
be completed by October 6, 2010. For further information see 74 Fed. Reg. 65787 (December 11, 2009).
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SME exporting activities is also provided, using comparable U.S. and EU economic data
from the Trade by Enterprise Characteristics (TEC) database of the Organisation for
Economic Co-operation and Development (OECD).

The report also presents U.S. SMES’ views on barriers to exporting, strategies to
overcome those barriers and other trade costs, and policy recommendations to increase
U.S. exports. It recounts the views of U.S. SMEs on the U.S. economy as a whole and on
seven specific industries in the agriculture, manufacturing, and service sectors. The seven
industries are apples, wine, chemicals and nanotechnology, textiles and apparel, medical
devices, computer services, and professional services. They were selected because SMEs
are well represented and highly competitive in all of these industries.

The report also identifies the benefits to U.S. SMEs of improved export opportunities
from FTAs and other trading arrangements, such as mutual recognition agreements,
bilateral investment treaties, trade and investment framework agreements, and World
Trade Organization agreements. This information is primarily qualitative.

The information presented in this report on the views of U.S. SMEs reflects the views of
those particular SME representatives, not the views of the Commission. The Commission
did not corroborate the views of SME representatives that are presented in this report. In
most cases, the barriers to exporting discussed in this report are common to all U.S. firms,
SMEs or otherwise, although SMEs may be especially vulnerable to them. The third
report will describe trade barriers that affect SMEs disproportionately.

Information Sources

This report is based on information from a variety of sources. Information on U.S. SMEs
was gathered at three public hearings held in St. Louis, MO (March 10, 2010), Portland,
OR (March 12, 2010), and Washington, DC (March 18, 2010). A total of 33 witnesses
appeared at these public hearings. The Commission also solicited information through
written submissions from interested parties (those submissions are summarized in chapter
6). Commission staff also contacted approximately 260 organizations and companies
through domestic fieldwork, meetings, telephone interviews, and e-mail exchanges. For
instance, Commission staff met with representatives of 154 organizations in interviews in
12 U.S. cities, covering approximately 112 SMEs, 24 trade associations, and 18 state and
federal organizations. * In addition to information obtained from the fieldwork,
Commission staff contacted 73 companies, 26 organizations, and 7 state and federal
organizations for the seven industry sectors discussed in chapter 4.

The information on SME exporting activities was obtained from publicly available
sources, largely consisting of national business surveys and other economic literature. In
addition, Commission staff traveled to France, Germany, Ireland, and Poland to collect
information on EU and individual countries that promote exports by European SMEs.
Commission staff conducted 30 interviews with representatives of multinational
institutions, including the European Commission and the OECD; various branches of
member  country  national governments; industry  associations; academia,;
nongovernmental organizations; and selected SMEs. Other data sources included other
U.S. and foreign government agencies, private sector surveys, and international

* Those cities were Irvine, Los Angeles, and Torrance, CA; Boston, MA; New York, NY; Houston, TX;
Miami, FL; Raleigh, Sanford, Charlotte, and Mt. Airy, NC; and Washington, DC.
1-2



organizations, such as the OECD and the World Bank, as well as relevant academic
literature. Information sources also included published information and documents posted
on official U.S. government and EU and member countries’ Web sites, and interviews
with U.S. government officials in Washington, DC, including the U.S. Department of
Commerce Commercial Service, the Small Business Administration (SBA), and the
Export-Import Bank of the United States. Commission staff also obtained data and other
information from private organizations such as the U.S. Chamber of Commerce and the
National Association of Manufacturers.

The OECD Trade by Enterprise Characteristics (TEC) database provided comparable
data on U.S. and EU SME trade for the year 2005. Other business data were provided by
the SBA Statistics of U.S. Businesses database (for U.S. SMEs) and the Eurostat
Structural Business Statistics database (for EU SMEs).

SME Definition

Making a direct statistical comparison between U.S. and EU SME exporters involves
many challenges. Foremost among them is the fact that the United States and the
European Union use different definitions for “SME.” Those definitions are described in
more detail in chapter 2.

This report defines SMEs in the U.S. economy overall as enterprises with fewer than 500
employees in the agriculture, manufacturing, and service sectors. The Commission’s
January 2010 report on SMEs observed that several U.S. government agencies, including
the SBA, the U.S. Department of Agriculture, and the U.S. Census Bureau, define small
businesses and small farms in various industries using a variety of employee, revenue,
and asset criteria.®> These size categories, however, define which firms are small
businesses relative to specific industries, rather than the economy as a whole. Since this
report analyzes the role of SMEs throughout the economy, the Commission has employed
an economy-wide, rather than industry-specific, definition of SMEs.

With regard to the agriculture and service sectors, the SME definition used in this report
differs somewhat from that of the Commission’s January 2010 SME report by focusing
on the employment limit and not on the annual revenue limit. This is due primarily to the
nature of the research in the current report, which relies heavily on hearing testimony,
written submissions, and interviews with individual firms, where the firm’s revenue
information is generally not available. For agriculture, the $250,000 annual revenue limit
used as a component of the definition of SMEs in the January 2010 report refers only to
small farms. However, the discussion of the wine and apple industries in the current
report refers primarily to agricultural SME exporters that are not small farms (orchards)
but rather wineries and packers.

Organization of the Report

This report contains six chapters. In addition to discussing the objective and scope of this
report, chapter 1 provides a global context for SME exporting activities.

® USITC, Small and Medium-Sized Enterprises: Overview of Participation in U.S. Exports, 2010, 1-2 to
1-3.
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Chapter 2 compares SME exporting activities in the United States with those in the
European Union. It begins with an overview describing SME exporting activities in the
United States and in other leading economies. It then compares exporting activities in the
United States and in the European Union, based on such statistics as the SME share of
manufacturing exports and the exports/sales ratio. The chapter then describes selected
U.S. and European Commission SME export promotion programs. Finally, to give a more
complete picture of EU support for SME exporting activities at the national level, the
chapter concludes with case studies on four EU countries—France, Germany, Ireland,
and Poland.

Chapter 3 offers information on domestic and foreign barriers to exporting as reported by
U.S. SMEs, as well as the strategies that these enterprises reported as effective in
overcoming such barriers. This chapter also summarizes suggestions for policy changes
to increase exports that SME representatives offered in the course of the investigation.

Chapter 4 builds on chapter 3 by giving more detailed information on barriers to SME
exporting and on strategies to address these barriers in seven industry case studies. The
case studies represent the agricultural sector (wine and apples), manufacturing sector
(textiles and apparel, medical devices, and chemicals and nanotechnology), and the
service sector (professional services and computer services).

Chapter 5 provides a brief overview of the export opportunities provided by FTAs and
other selected trading arrangements, such as mutual recognition agreements, bilateral
investment treaties, trade and investment framework agreements, and World Trade
Organization agreements.

Chapter 6 presents the positions of interested parties, based on hearing testimony and
written submissions. The five appendices at the end of the report include USTR’s request
letter, the Federal Register notices issued in connection with this investigation, additional
information on topics covered in chapters 2 and 5, and an overview of the relevant
economic literature.

Global Context for SME Exporting Activities

SMEs are the most common form of business organization and the principal creators of
jobs in the world. They account for more than 95 percent of manufacturing enterprises
and an even higher share of firms in many service industries in OECD countries.® They
are also the source of the majority of business and employment in many Asia-Pacific
Economic Cooperation (APEC) countries’ and in Latin American countries.® More than
99 percent of U.S. businesses are SMEs.® SMEs are also closely associated with
innovation—the development, deployment, and economic utilization of new products,

® OECD, SME and Entrepreneurship Outlook, 2005, 2005, 9.

" APEC, “How APEC SMEs Can Contribute to Inclusive Growth and Benefit from It,” 2009, 1.

8 SMEs account for 99 percent of all enterprises in Chile and Mexico, and 90 percent of enterprises in
Colombia. SMEs reportedly account for almost 75 percent of employment in Mexico, while medium-sized
enterprises account for more than 50 percent of employment in Chile and Colombia. ECLAC, “Proyecto
CEPAL/GTZ,” 2003.

° USITC, Small and Medium-Sized Enterprises: Overview of Participation in U.S. Exports, 2010, 2-2,
table 2-1.
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processes, and services. SMEs conduct an increasing share of research and development
(R&D), and in some OECD countries SMEs are almost as innovative as large firms.'

SMEs also provide entrepreneurship opportunities for women, minorities, and
immigrants. U.S. data show immigrant-owned small businesses generate nearly 12
percent of U.S. business income.'* Another source reported that minority-owned small
businesses account for 18 percent of all U.S. businesses.* Given the large populations in
Africa, Asia, and Latin America and the rapidly growing market of middle-class
consumers in those countries, “the [U.S.] minority business community represents an
untapped resource for us in reaching this market that represents approximately 80 percent
of the world’s population”;*® consequently, according to this source, it is important for
U.S. government assistance to help make minority-owned SMEs “export ready.”
Similarly, data from the European Commission (EC) show that “proportionately more
migrants and members of ethnic minorities than nationals start small businesses” in
Europe.”® A Canadian study likewise reported that a relatively high proportion of
majority female-owned SMEs engaged in new exporting activities, and that SMEs owned
by “visible minorities” and immigrants were more likely to begin new exporting
activities."®

A number of factors can motivate SMEs to become global, including:

e Asmall firm’s desire to grow by expanding beyond the domestic market. Specific
growth-related motives may include a small firm’s desire to expand its business,
increase its profits, expand its market size, strengthen its market position, and
reduce its dependence on a single or small number of markets.*” Exporting allows
SMEs to diversify their business operations and insulates them against periods of
slower growth in the domestic economy.'® Growth motives are consistently
identified among the key drivers of globalization in the economic literature.” One
study reported that firms whose owners had expressed growth intentions for the
firm were more likely to export than those whose owners did not indicate growth
ambitions.?

e Supply chain linkages to larger exporting firms. Sources in Germany stated that
successful SME exporters were often associated with being regular suppliers of
components to larger firms in foreign markets. Larger firms reportedly often prefer
to maintain such relationships to standardize their product in different markets,
rather than to rely on slightly differentiated components being supplied in
individual markets. Sources stated that many German SMEs would not export

1 OECD, SME and Entrepreneurship Outlook, 2005, 35; OECD, Promoting Entrepreneurship and
Innovative SMEs in a Global Economy, 2004, 8-9.

11 gBA, Report to the President: The Small Business Economy, 2009, 2009, iv.

12 Data are for 2002. USITC, hearing transcript, March 18, 2010, 73 (testimony of Fritz-Earle McLymont,
National Minority Business Council).

3 USITC, hearing transcript, March 18, 2010, 72 (testimony of Fritz-Earle McLymont, National Minority
Business Council).

“bid., 74.

5 EC, Directorate-General for Enterprise and Industry, “Migrant Entrepreneurs/Ethnic Minority
Entrepreneurs,” 2009.

16 Data are for 2004. Orser, Riding, and Carrington, Canadian SME Exporters, 2008, 19.

7 palich and Bagby, “Trade Trends in Transatlantica,” 2007; Hessels and Terjesen, “Resource
Dependency and Institutional Theory Perspectives,” 2010.

8 UsDOC, ITA, Trade Finance Guide, 2008, 1.

1 OECD, Top Barriers and Drivers to SME Internationalisation, 13.

2 Orser, Riding, and Carrington, Canadian SME Exporters, 2008, 18.
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without such linkages to larger firms.?* Gaining access to the global supply chains
of larger firms is one way for SMEs to offset some of their resource constraints.?
However, one study showed that supply chain relationships can sometimes lock
SMEs into a restrictive relationship, making them overly dependent on
intermediaries and unable to independently expand their market presence.?

e The “push” effects of a limited or stagnating domestic market. Domestic
economic conditions can “push” SMEs to export. Firms in a stagnating region of a
country may be likelier to export than firms in other regions, especially if that
region has local incentives to export and good export infrastructure. In much the
same way, firms in one sector may be more apt to export than those in other sectors
if that sector already has a significant presence of foreign buyers.?*

e Knowledge-related competitive advantages. Firms with such advantages appear
more motivated to pursue international business activities. This seems to be
particularly true of SMEs whose owners or managers have an international
background or interest that provides special knowledge about a foreign market,
such as language skills, an understanding of consumer preferences, and the
business environment. *® Firms managed by an individual with an immigrant
background (which may confer special knowledge about a foreign market) were
also more likely to export.?®

e Technology-related factors. The search for new technology, skills, and resources
can be factors that “pull” small firms into global business operations.?” On the other
hand, small firms that enjoy innovation-related advantages such as a unique
product or technology may be competitively positioned to enter global markets.?®

e Personal connections in other markets. Sources reported that personal
connections or business contacts were the most important way for SMEs to enter
foreign markets.?® Business network connections with other firms and even family
connections abroad have been shown to be important drivers of SME
internationalization.®

The benefits of SME engagement in international business operations have been well
documented. For example, exporters have been found to outperform non-exporters in
terms of number of workers, wages, productivity, and technology intensity.** The OECD
also reported that internationalization benefits SMEs through greater access to new
markets, improved resource utilization and productivity, and increased exposure to

2L German academic representatives, interview with USITC staff, April 7, 2010; German industry
representatives, interview with USITC staff, April 9, 2010.

22 OECD, Top Barriers and Drivers to SME Internationalisation, 15.

;31 Tambunan, “Facilitating Small and Medium Enterprises in International Trade,” 2009, 17.

Ibid., 14.

% Knight, “Entrepreneurship and Strategy in the International SME,” 2001; Orser, Riding, and
Carrington, Canadian SME Exporters, 2008.

% Orser, Riding, and Carrington, Canadian SME Exporters, 2008, 18.

2T OECD, Top Barriers and Drivers to SME Internationalisation, 2009, 13.

2 Hollerstein, “Determinants of International Activities: Are SMEs Different?” 2005; Lefebvre, Lefebvre,
and Bourgault, “R&D-Related Capabilities as Determinants of Export Performance,” 1998; and Orser, Riding,
and Carrington, Canadian SME Exporters, 2008, 18.

% Chambers and Shaw, “Reaching Out: Exploring SME Exporting Opportunities and Challenges.”

% OECD, Top Barriers and Drivers to SME Internationalisation, 2009, 13.

3! Bernard and Jensen, “Why Some Firms Export,” 2001.
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international best practices, knowledge, and technology via the pressures—competitive,
yet also creative—of the international trading environment.*

32 OECD, Removing Barriers to SME Access to International Markets, 2008, 14.
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CHAPTER 2
Comparison of Exporting Activities of U.S.
and EU SMEs

This chapter compares exporting activities of SMEs in the United States to those of
SMEs in other leading economies, with a particular focus on the countries of the
European Union (EU). It begins with a cross-country overview comparing SME
exporting activities in the United States and in other leading economies. Next, a
quantitative analysis compares U.S. and EU SMEs’ exporting activities in the United
States and in the EU, based on such statistics as the SME share of manufacturing exports
and the exports/sales ratio. Following that analysis, selected U.S. and European
Commission (EC)' SME export promotion programs are described. Finally, to provide a
more complete description of EU support for SME exporting activities at the national
level, the Commission conducted case studies on France, Germany, Ireland, and
Poland—countries selected as representatives of the economic diversity that currently
characterizes the EU.

Overview of SME Exporting Activities in the United States
and in Other Leading Economies

Exporting is typically the way SMEs reach beyond their country’s borders to access the
global economy. However, as the Organisation for Economic Co-operation and
Development (OECD) has observed, SMEs use multiple forms of international
engagement, including subsidiary relationships, importing, and other forms of cross-
border cooperation.” A significant portion of the economic literature describing SME
international business operations uses the terms “internationalization” or “globalization”
of SMEs. In addition to exporting, these broader terms include such activities as foreign
direct investment (FDI), improving access to new technologies, participation in
international value chains, and other forms of inter-SME cooperation.’ For the purposes
of this report, however, only SME exporting activities are described.

Definition of SME

There is no single globally accepted definition of SME.* Countries use different
definitions for a variety of reasons, including the need to scale the terms “small” and
“medium” to meaningful levels, given the typical size of firms and level of economic
activity in the country. Moreover, some countries’ legal definitions of SMEs differ from

! The EC is the executive body of the EU responsible for planning and implementing common policies,
executing the budget, managing EU programs, and ensuring that EU laws are applied. EC, “Europa Glossary:
‘European Commission,”” n.d.

2 OECD, Removing Barriers to SME Access to International Markets, 2008, 19-20.

3 EC, Directorate-General for Enterprise and Industry, Supporting the Internationalisation of SMEs,
December 2007, 8.

* For a detailed discussion of the U.S. definition of SME, see USITC, Small and Medium-sized
Enterprises: Overview of Participation in U.S. Exports, 2010, 1-2.
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the statistical definitions they use.” However, definitions typically require SMEs to be
independent firms, and also are typically based on firm size limits according to the
number of full-time employees. In addition, definitions of SME sometimes include
thresholds of firm financial performance, such as the value of annual sales, annual
revenue, or turnover (total revenue minus indirect taxes). Farms are sometimes excluded
or separately accounted for in SME definitions (for example, defined by revenue)
because many “large” farms operate with very few workers.

In contrast to the proliferation of definitions of SME in most of the world, the EU
member countries are beginning to converge on a single definition of SME. The EC
reported that a common definition of SME had been “widely applied” since 2001° and
recommended that EU members adopt a standard definition of SME so that enterprises
would be treated uniformly across the EU.” Nonetheless, USITC field investigations at
various EU institutions suggest that while a harmonization of SME definitions has begun,
different institutions at national and subnational levels still employ different definitions.®
A new common definition of SME with updated financial thresholds entered into force
for EU members on January 1, 2005.° Use of this definition is voluntary on the part of
EU members, but the EC is encouraging all member countries “to apply it as widely as
possible.”"

Table 2.1 compares the statistical definition of SME used by the United States with
definitions used by selected industrialized countries.'' The employment threshold for
SMEs in the United States of fewer than 500 employees is significantly higher than the
threshold used by most other industrialized countries.

Cross-Country Comparisons of SME Exporting Activities

Because there is no single globally accepted definition of SMEs, available individual
country data on SME activities generally are not directly comparable (apart from EU
countries using the common EU definition of SME) unless a post hoc effort is undertaken
to make country SME data sets roughly comparable—as is done later in this chapter to
compare U.S. and EU SME exporting activities using a standard definition for SME as
having 250 or fewer employees. Nevertheless, the available information on SMEs allows
certain general observations to be made comparing SME exporting activities globally.

SUN, Department of Economic and Social Affairs Statistics Division, “SME Statistics,” 2004, 8.

® Pursuant to EC Recommendation 96/280/EC (April 3, 1996).

" EC, Directorate-General for Enterprise and Industry, The New SME Definition, n.d., 32.

8 French academic representative, interview with Commission staff, April 12, 2010; OECD official,
interview with Commission staff, April 14, 2010; Irish academic representative, interview with Commission
staff, April 15, 2010.

? Pursuant to EC Recommendation 2003/361/EC (May 20, 2003).

19 EC, Directorate-General for Enterprise and Industry. The New SME Definition, n.d., 6.

' For additional discussion of cross-country definitions of SMEs, see OECD, Promoting
Entrepreneurship and Innovative SMEs in a Global Economy, 2004, 10-12.
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TABLE 2.1 SME Definitions in the United States, the European Union, Australia, and Canada

Country or
Region Definition
United States All manufacturing firms Exporting service firms® Farms
and non-exporting service
firms® Most High value®

Number of <500 <500 <500 < 500°

employees

Annual revenue Not applicable < $7 million < $25 million < $250,000
European
Union

Number of employees <250

Annual turnover® < €50 million ($61 miIIionf)

OR

Balance sheet total® < €43 million ($52 million")
Australia

SME (nonfarm)

Number of employees < 200 employees
SME (farm)
Estimated value of operations A$22,500-A$400,000 ($1 8,866—$335,400h)

Canada

Number of employees <250 _

Annual revenue < C$50 million ($48 million")

Sources: USITC, Small and Medium-sized Enterprises: Overview of Participation in U.S. Exports, 2010, table 1.1, 1-3;
EC, Directorate-General for Enterprise and Industry, The New SME Definition: User Guide and Model Declaration,
undated, 14 and 16; Government of Australia, Australian Bureau of Statistics, “Definition of Small Business,” April 3,
2009; Government of Canada, Industry Canada, “Small Business Quarterly,” February 2010; IMF, “Representative
Exchange Rates for Selected Currencies,” June 1, 2010.

? Includes exporting and nonexporting manufacturing firms and nonexporting services firms.

® Selected by the Commission on the basis of size and export potential, and includes wholesale trade services;
professional, scientific, and technical services; and finance and insurance services.

© Computer services was the only sector in this category.

4 This threshold was imposed by USITC staff to partially harmonize definitions across sectors.

¢ Annual turnover equals the firm’s annual value of income from sales and services less rebates paid; does not
include value-added tax or other indirect taxes paid.

"Based on an exchange rate of US$1.00 = €0.8227 (as of June 1, 2010).

9 Annual balance sheet total refers to the value of a firm’s main assets.

" Based on an exchange rate of US$1.00 = A$1.1926 (as of June 1, 2010).

' Based on an exchange rate of US$1.00 = C$1.0479 (as of June 1, 2010).
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Share of SMEs That Export

Despite the increasingly significant role of SMEs in their own national economies, SMEs
are generally underrepresented in world trade.'? Based on current estimates using
national definitions of SMEs, 3.9 percent of U.S. SMEs"> and 4 percent of Australian
SMEs export goods,'* while 8 percent of Canadian SMEs export goods or services.'” On
average, 8 percent of SMEs in the 27 members of the EU are involved in exports of
goods or services—ranging from highs of 23 percent of the SMEs in Estonia, followed by
21 percent in Slovenia and 19 percent in Finland, to lows of 6 percent of the SMEs in
France, followed by 4 percent in Bulgaria and 3 percent in Spain and Cyprus.'®

SME Exports as a Share of Total Exports

Based on the limited amount of available data, SMEs in the United States tend to account
for a greater share of the value of total exports than SMEs in many (though not all) other
countries. SMEs accounted for about 30 percent of the value of U.S. merchandise exports
between 1997 and 2007."7 Various reports estimate that SMEs accounted for nearly 36
percent of total merchandise exports for Canada,'® 29 percent for Thailand, 18 percent for
Indonesia, 17 percent for the Philippines, and 16 percent for Singapore.'’ Data for 2001
(the most recent data available) show that Canadian SMEs had higher exports per firm
than U.S. SMEs;™ this likely reflected the relative strength of the U.S. domestic market
vis-a-vis the Canadian domestic market—U.S SMEs had less incentive to export, mostly
because of growth opportunities in the domestic market during that period.*'

Exports as a Share of SME Total Revenue

Exports tend to account for a relatively small share of firm revenue for SMEs that export.
The OECD reported in 2008 that 58 percent of the SMEs in its survey received less than
20 percent of their total revenue from exports, while 12 percent of SMEs surveyed
generated more than 80 percent of their revenue from exporting.?

On average, exports accounted for 4.6 percent of revenue for SMEs in the EU in 2005;
average firm revenue shares for SMEs ranged from highs of 15.2 percent in Belgium,

2 OECD, SME and Entrepreneurship Outlook, 2005, 2005, 39.

I3 USITC staff estimate, based on 232,146 U.S. SME exporters in 2006 and 6,004,036 U.S SMEs in 2006.
USITC, Small and Medium-Sized Enterprises: Overview of Participation in U.S. Exports, 2010, 3-6, table
C.2, and 2-2, table 2.1.

14 Data are for 2001. International Trade Centre, “Australia—Doubling SME Exporters,” 2002.

'3 Data are for 2004. Orser, Riding, and Carrington, Canadian SME Exporters, 2008, 15.

16 Share of SMEs gaining any revenue from exports. Data are for 2006. Gallup, Observatory of European
SMEs: Analytical Report, 2007, 44.

7 USITC, Small and Medium-sized Enterprises: Overview of Participation in U.S. Exports, 2010, 3-1.

'8 Data are for 2002. Government of Canada, Industry Canada, “Small Business Exporters: A Canadian
Profile, Value of Exporters, Canada,” 2009.

1% Tambunan, “Facilitating Small and Medium Enterprises in International Trade,” 2009, 15, table 4.

2% For Canada, exports per firm were C$2.7 million ($2.6 million) for small firms (0-99 employees) and
C$12.7 million ($12.1 million) for medium-sized firms (100-499 employees). For the United States, exports
per firm were C$0.9 million ($0.9 million) for small firms and C$4.5 million ($ 4.3 million) for medium-
sized firms. Industry Canada, “Small Business Exporters: A Canadian Profile, Comparison with the United
States,” August 18, 2009. Based on an exchange rate of US$1.00 = C$1.0479 as of June 1, 2010. IMF,
“Representative Exchange Rates for Selected Currencies,” June 1, 2010.

! Government of Canada, Industry Canada, “Comparison with the United States,” 2009.

22 OECD, Removing Barriers to SME Access to International Markets, 2008, table 1.8, 43.
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11.9 percent in Estonia, 11.0 percent in Slovenia, and 9.7 percent in Iceland to lows of
less than 3 percent of average firm revenue for Latvia, Cyprus, and Greece.” While
Germany, Ireland, Norway, and the United Kingdom ranked above the EU-27 average
based on the proportion of SMEs with any revenue from exports, these four countries
ranked below the EU-27 average based on the share of exports in average firm revenue—
suggesting that these countries had many SMEs exporting relatively low values of
exports.”* A study of Canadian SMEs reported that exports on average accounted for less
than 25 percent of total firm revenue;> on the other hand, another study reported that
one-third of Canadian SME exporters received at least 50 percent of their total revenue
from exports.”

Comparable data on export revenue at the firm level are not available for the United
States. However, sources reported that on average, 13 percent of annual revenue of U.S.
information technology SMEs was earned by exports®” and that exports account for 20—
30 percent of the annual revenue for 99 percent of all wine industry SMEs.*®

Destination of SME Exports

China and India—the fastest-growing developing-country markets—and the United
States rank as the leading destination markets for SME exporters, based on an OECD
survey of its members. After these three large markets, SMEs appear to target export
markets based on geographical proximity or shared historic, linguistic, or cultural ties.*’

North American Free Trade Agreement (NAFTA) partners Canada and Mexico are the
leading markets for U.S. SME goods exporters,*® while Canada and the United Kingdom
are the leading markets for U.S. SME service exporters.”’ Canada and Mexico combined
accounted for 33 percent of U.S. merchandise exports by SMEs in 2007, with exports to
those two countries valued at $70 billion ($45 billion exported to Canada, and $35 billon
exported to Mexico). >

Other top markets for U.S. SME merchandise exports in 2007 were China (SME exports
valued at $21 billion), Japan ($18 billion), the United Kingdom ($15 billion), Germany
($12 billion), and South Korea ($11 billion). An increasing number of U.S. SMEs are
exporting to China, with the number of known U.S. SMEs that exported to China rising
more than sevenfold, from 3,143 in 1992 to 25,949 in 2007. In 2007, SMEs accounted for
more than one-third of all known U.S. merchandise exports to China. In one recent
private sector survey focused on information technology, U.S. SMEs ranked China as the

2 Data are for 2005. Gallup, Observatory of European SMEs: Analytical Report, 2007, 45.

** Ibid., 44-45.

% Data are for 2004. Orser, Riding, and Carrington, Canadian SME Exporters, 2008, 34.

2 Data are for 2004. Government of Canada, Industry Canada, “Characteristics of Canadian SME
Exporters,” 2008.

7 CompTIA, “Small Business Issues.”

2 USITC, hearing transcript, March 18, 2010, 81 (testimony of James Gore, Clawson International).
Views of U.S. SMEs on barriers to exports in the wine industry are described in more detail in chapter 4 of
this report.

¥ OECD, Removing Barriers to SME Access to International Markets, 2008, 44—45.

30 UsITC, Small and Medium-Sized Enterprises: Overview of Participation in U.S. Exports, 2010, 3-8,
figure 3.5. The benefits to U.S. SMEs from increased export opportunities as a result of NAFTA are
described in more detail in chapter 5 of this report.

31 USITC, Small and Medium-Sized Enterprises: Overview of Participation in U.S. Exports, 2010, xi.

32 USDOC, ITA, “Small & Medium-Sized Exporting Companies: Statistical Overview, 2007,” n.d.
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most important current export market and as the likely most important export market in
five years.*

Fifty-nine percent of U.S. SME exporters posted sales to only one foreign market in 2007,
while 54 percent of large U.S. firms that exported recorded sales to five or more foreign
markets in 2007; this led the U.S. Department of Commerce (USDOC) to conclude that
many U.S. SMEs could sharply increase their exports by entering new markets.**

However, the economic literature has extensively reported that the high fixed costs
associated with entering new markets pose significant financial challenges for SMEs.™

The views of U.S. SMEs on their exporting activities are discussed in greater detail in
chapters 3 and 4 of this report.

Most Canadian exports, whether by large firms or small ones, are shipped to the United
States, which is a natural trading partner for Canadians because of the long, shared U.S.-
Canadian border. The United States was the destination of more than 85 percent of
Canadian SME exports by value in 2002. The EU ranked as the second leading
destination for all Canadian exporters, although Japan ranked as a more important export
destination for Canadian SMEs.*

Exporting to another EU country is a typical way EU SMEs begin as exporters.*’
According to a 2007 survey commissioned by the EC, two-thirds of EU SME exporters
indicated that other EU countries were the primary destination of their exports, with 12
percent of firms surveyed indicating Germany as the primary destination of their exports,
followed by France (10 percent), Spain and the Netherlands (6 percent each), and Italy (5
percent). A total of 14 percent of EU SME exporters reported that a European country
outside the EU was the primary destination of their exports, while 7 percent exported
primarily to Asia, 5 percent primarily to North America, 4 percent primarily to Africa,
and 1 percent primarily to South America.*®

A Comparison of SME Exporting Activities in the United
States relative to the European Union

This section presents a quantitatively based comparison of SME exporting behavior in the
United States and the EU. It shows that:

e SMEs account for a smaller share of total manufacturing exports in the United
States than in the EU,;

e The exports/sales ratio for U.S. and EU SMEs appears to be similar;

33 CompTIA, “Small and Medium Size Business Export Insights and Opportunities,” 2010, 14.

3 USDOC, ITA, “Small & Medium-Sized Exporting Companies: Statistical Overview, 2007,” n.d.

3% Bernard and Jensen, “Why Some Firms Export,” April 1997, revised April 2001; Hutchinson, Quinn,
and Alexander, “The Intemationalization of Small to Medium-Sized Retail Companies,” 2005, 149-179. See
also USITC hearing transcript, March 12, 2010, 46 (testimony of Matt Nees, Software Association of
Oregon).

%% Halabisky, Lee, and Parsley, Small Business Exporters: A Canadian Profile, 2005, 22 and 23, table 7.

3T EU industry representative, interview with USITC staff, April 8, 2010.

38 Gallup, Observatory of European SMEs: Analytical Report, 2007, 48. See also the country profile of
Ireland later in this chapter.
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e U.S. SME exporters are more likely to be wholesalers or other intermediaries than
are EU SME exporters;

e Patterns of employment for manufacturers and wholesalers differ between each
other, between the United States and the EU, and between SMEs and large firms;

e SMEs in the EU play a greater role in manufactured exports relative to the United
States for almost all manufacturing industries.

Before presenting comparative estimates applicable to the above parameters, a brief
description is provided of the methods used to compute these estimates.

Analytic Methods

The official U.S. data define SMEs as firms employing fewer than 500 workers, while the
EU data define SMEs as firms employing fewer than 250 workers.* In order to compare
the SME exporting activities in the United States with those of the SMEs in the EU, the
Commission employed OECD data which provides comparable information for U.S. and
EU SMEs, defining SMEs as firms employing fewer than 250 workers (see table 2.1).*
The comparisons of SME exporting behavior in the United States and the EU were made
by examining for their respective markets: (1) the total value of SME and large firm
exports and their exports/sales ratio; (2) differences in SME and large firm exports by
major industry (manufacturers, wholesalers, and other firms); (3) differences in the
composition of SME and large firm manufactured exports by sector; (4) differences in the
composition of SME and large firm employment for manufacturers and wholesalers, and
(5) differences in SME and large firm labor productivity.

A detailed description of the methods used for this analysis is provided in appendix C.
Some key points about the methods are as follows:

e U.S. exports are compared to EU exports outside of the EU.

e Data on exports by firm size are generated by a process of merging business and
trade data. Unless otherwise stated, all comparisons presented here refer to the year
2005, the most recent year for which internationally comparable merged data are
available.

e The OECD Trade by Enterprise Characteristics (TEC) database includes data for
only 17 EU member countries (EU-17); therefore, the actual trade data

3 For a detailed discussion of the U.S. definition of SME, see USITC, Small and Medium-sized
Enterprises: Overview of Participation in U.S. Exports, 2010, 1-2.

" Trade data were provided by the OECD Trade by Enterprise Characteristics (TEC) database, made
available by courtesy of the OECD to the Commission in a special pre-release version for the purposes of this
study. To enable OECD-wide comparability, OECD reclassified EU data to UN classifications using standard
tables as agreed upon by the OECD-Eurostat Steering Group on TEC. See appendix C of this report for
additional information on data sources and methods.
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comparisons in this section are for the EU-17 countries.*’ However, in 2005 (the
most recent year for which data were available), there were 25 EU member
countries (EU-25).* As a result, comparisons provided for EU-25 countries are
based on Commission staff estimates of EU-25 (or EU-24 ¥ ) and are
approximations.

e “SME?” in this section only refers to firms with fewer than 250 employees. This is
the definition used in the TEC database, which is consistent with the employment
thresholds of the EU SME definition. In some cases, U.S data for firms with fewer
than 250 employees were estimated to facilitate direct comparisons. **

Structural Differences between the United States and the European
Union Explain Differences in SME Export Performance

SME:s play a less prominent role in both manufacturing and exports in the United States
than in the EU. There is also a substantial difference between the role of SMEs in the
United States and their role in the EU. In value terms, in 2005, exports by EU-17
manufacturing SMEs—nearly $127 billion—were almost double U.S. manufacturing
SME exports, valued at $65 billion (table 2.2).* Among manufacturing firms, SMEs
accounted for approximately 13 percent of U.S. exports and 19 percent of U.S. sales in
2005; in contrast, SMEs in the EU accounted for 34 percent of EU exports and 45 percent
of EU sales in 2005 (table 2.2).*° The structural differences between the U.S. and EU
economies have long-standing historical antecedents which have led large firms to
dominate the U.S. market and SMEs to dominate the EU market. Box 2.1 discusses some
of the economic factors explaining the tendency of EU firms to be smaller than U.S.
firms.

4! The EU-17 countries in the TEC database, in descending order of sales of manufactures in 2005, are
France, Italy, Sweden, Poland, Austria, Finland, Czech Republic, Denmark, Hungary, Portugal, Slovakia,
Slovenia, Luxembourg, Lithuania, Estonia, Latvia, and Cyprus. TEC data exclude some large members of the
EU-25, including Germany, the United Kingdom, and Spain.

42 The EU-25 countries were Austria, Belgium, Cyprus, Czech Republic, Denmark, Estonia, Finland,
France, Germany, Greece, Hungary, Ireland, Italy, Latvia, Lithuania, Luxembourg, Malta, Netherlands,
Poland, Portugal, Slovakia, Slovenia, Spain, Sweden, and the United Kingdom. Bulgaria and Romania
acceded to the EU in 2007 as the 26th and 27th EU members.

4 See Appendix C for the method used to include the EU members not in the TEC database. The EU-24
countries are the EU-25 countries minus Malta.

* Sales data for U.S. firms with fewer than 250 employees are USITC staff estimates.

4> EU data are for the EU-17 (actual data). Using Commission staff-estimated data for the EU-24, exports
by EU-24 SMEs were valued at $253 billion, with an estimated range of $231-$275 billion—almost four
times the value of U.S. SME exports in 2005.

¢ EU data are for the EU-17 (actual data). Using Commission staff-estimated data for the EU-24
countries, SMEs accounted for almost 40 percent of EU-24 sales and 31 percent of EU-24 exports (table 2.2).
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TABLE 2.2 Estimated exports and sales for manufacturing firms, by firm size, United States and European

Union, 2005
United States EU-17 (observed)? EU-24 (estimated)b
Billion $ Percent Billion $ Percent Billion $ Percent®
Exports
SMEs® 65.0 12.7 126.8 341 (230_9_27223')2 31.2
Large firms 445.2 87.3 2211 59.5 (497.6—5?23.53.)8 65.9
Total 510.1 100.0 371.6 100.0 811.5 100.0
) ’ ) ) (728.5-847.2)° ’
Sales
SMEs 920.0 19.3 1,589.8 454 3,096.7 39.6
Large firms 3,839.8 80.7 1,914.8 54.6 4,727.6 60.4
Total 4,759.8 100.0 3,504.6 100.0 7,824.3 100.0
Exports/sales
SMEs 71 8.0 (7.5—8.%)29
, 11.3
Large firms 11.6 11.5 (10.5-12.1)°
Total 10.7 10.6 © 3_13%')‘:;

Sources: OECD, TEC database, pre-release for USITC; SBA, Statistics of U.S. Businesses; Eurostat,
Structural Business Statistics Database; USITC staff estimates. See appendix C for method and further

details.

@ Austria, Cyprus, Czech Republic, Denmark, Estonia, Finland, France, Hungary, ltaly, Latvia, Lithuania,
Luxembourg, Poland, Portugal, Slovak Republic, Slovenia, and Sweden.
® Austria, Belgium, Cyprus, Czech Republic, Denmark, Estonia, Finland, France, Germany, Greece,
Hungary, Ireland, Italy, Latvia, Lithuania, Luxembourg, Netherlands, Poland, Portugal, Slovakia, Slovenia,
Spain, Sweden, and the United Kingdom.

“Some totals do not sum to 100 due to missing data on firm size.

4SMEs are defined as firms with fewer than 250 employees.

° Figures show estimated ranges.
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Box 2.1 Why EU firms are so much smaller than U.S. firms

The structural features of the U.S. economy have been particularly well-suited for the development of large firms over
time. Generally, the U.S. market is still more integrated relative to the EU market, given the common language and a
willingness of residents, including immigrants, to adopt similar consumption patterns in different parts of the United
States. In the late 19th and early 20th centuries, a series of technological and social changes led to U.S.
predominance in goods produced by mass production and sold by large firms exploiting economies of scale.? These
included the “American system” of interchangeable parts, a nationally integrated system of commercial transport via
road and railroad, national retailers such as Sears Roebuck, and the assembly line of Henry Ford. Expressions of
European concern about the competitive advantages of large firms in the United States have been expressed
repeatedly over time.”

In comparison with the United States, the European market has historically been fragmented. Italy and Germany
consisted of numerous micro-states separated by internal trade barriers until the mid-19th century; the unification of
Germany for customs purposes was not completed until 1888. After the economic disruptions of the two World Wars,
the present phase of European economic integration began in the 1950s. Regulatory union within the EU, often
thought to have been achieved by 1993 due to the Single European Act, has in fact taken longer, as has the process
of integrating 12 new EU members in Central and Eastern Europe which acceded to the EU between 2004 and 2007.
As of 2010, the EU operates with 13 currencies and 23 official languages, despite the development of the euro zone.
Although the pace of European integration has been rapid considering the associated institutional barriers, its
economic integration is not yet comparable to that in the United States. This situation has likely limited the
development of large firms in the EU, explaining the predominance of SMEs in the European market relative to the
U.S. market.

@ Marshall, Industry and Trade (1919), 2009; Nelson and Wright, “The Rise and Fall of American Technological
Leadership,” 1992, 1931-64.
® Mackenzie, The American Invaders (1907), 1976; Servan-Schreiber, The American Challenge, 1968.

U.S. SME Exporters Are Relatively More Likely to Be
Intermediaries

The role of non-manufacturing SMEs is greater for the United States than for the EU.
Approximately 39 percent of U.S. SME exports are by manufacturers, compared to 51
percent of EU SME exports; in contrast, 41 percent of U.S SME exports are by
wholesalers, compared to 24 percent of EU SME exports (table 2.3)."

Large-firm exports in both the United States and the EU are heavily dominated by
manufacturers. Among large firms, wholesalers comprise a larger share of exports in the
United States (accounting for 14 percent of exports by U.S. large firms, versus 2 percent
of EU large-firm exports), whereas firms which are not identified as wholesalers or
manufacturers were more important in the EU (accounting for 22 percent of exports by
large EU firms, versus 9 percent of U.S. large-firm exports) (table 2.3).

In cases where manufactured goods are exported by wholesalers or other types of firms, it
is not possible to directly observe the firm size of the manufacturer relative to the

47 Almost 20 percent of U.S. SME exports were by other types of firms, compared to 25 percent for EU
SME:s. Firm activities that are classified as “other” include agriculture, construction, energy, mining,
transportation, retail trade, finance, real estate, and services.
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TABLE 2.3 Estimated share of exports by firm size and major industry, 2005

United States EU-17
Percent Percent®

Share of SME exports through
Manufacturers 39.2 514
Wholesalers 41.0 23.8
Other 19.8 24.8

Share of large exports through
Manufacturers 774 75.2
Wholesalers 13.8 2.3
Other 8.8 224

Share of total exports through
Manufacturers 68.4 65.3
Wholesalers 19.7 12.3
Other 11.8 224
Manufactured goods exports as a share of all goods 86.6 88.5

exports, all firm typesb

Implied minimum share of manufactured good exports 20.9 26.2

by non-manufacturing firms®
Sources: OECD, TEC database, prerelease for USITC and USITC staff estimates. See appendix C for method
and further details.

@ Some totals do not sum to 100 due to missing data on firm size.
® Data are from GTIS, Global Trade Atlas Database and USITC staff estimates.

intermediary. For example, it is not known whether SME manufacturers use SME or
large-firm wholesalers or other intermediaries. **

In both the United States and the EU, a major portion of merchandise exports are
manufactured goods. Manufactures accounted for almost 87 percent of U.S. merchandise
exports and 89 percent of EU merchandise exports in 2005. These percentages exceed the
corresponding percentages for exports by manufacturing firms, because some
manufactured goods are exported by wholesalers or other nonmanufacturing firms. It can
reasonably be inferred that, at a minimum, 21 percent of exports of manufactured goods
in the United States and 26 percent in the EU are exported by non-manufacturing firms
(table 2.3).%

U.S. Export-Oriented Wholesale Firms Are Larger than EU
Wholesale Firms

Another potentially important difference between the United States and the EU is that
exporting wholesalers appear to be larger in the United States. In the United States,
approximately $79 billion (54 percent) of exports of wholesalers were by firms with at
least 250 employees. In the EU, only about $7 billion of exports by wholesalers were
made by firms with at least 250 employees, accounting for approximately 10 percent of
exports by wholesalers (table 2.4). This suggests that SME manufacturing firms in the

8 USITC, Small and Medium-Sized Enterprises: Overview of Participation in U.S. Exports, 2010, 3-3.
49 oy : . :
This assumes that all exports by manufacturing firms are in fact manufactured goods. But since a small
portion of exports by manufacturing firms are nonmanufactured goods (agricultural, mining, or extractive
products), these estimates can only be close lower bounds.
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TABLE 2.4 Estimated exports by firm size and major industry, 2005

United States EU-17
Billion $ Percent Billion $ Percent?
Exports

Total manufacturers 510.1 371.6
SME® 65.0 12.7 126.8 34.1
Large 445.2 87.3 221.2 59.5

Total wholesalers 147.2 70.0
SME® 68.0 46.2 58.6 83.7
Large 79.2 53.8 6.9 9.9

Total other 88.1 127.2
SME® 32.8 37.2 61.3 48.2
Large 50.8 57.7 65.9 51.8

Total, all firms 745.4 568.8
SME® 165.8 22.2 246.7 43.4
Large 575.2 77.2 294.0 51.7

Sources: OECD, TEC database, prerelease for USITC and USITC staff estimates. See appendix C for method

and further details.

@Some totals do not sum to 100 due to missing data on firm size.

® SMEs are defined as firms with fewer than 250 employees.

United States may benefit from the export services of large wholesalers to a greater
extent than do EU SMEs.

U.S. and EU Employment Growth for Manufacturing during 2002-
06 Was Better for SMEs than for Large Firms

Exporting and nonexporting SMEs in the EU accounted for larger shares of employment
in manufacturing and wholesale trade than in the United States, which is consistent with
the predominance of SMEs over large firms in the EU. In 2006, SMEs in the EU
represented 57 percent of manufacturing employment and 82 percent of wholesale trade
employment, compared with 37 of manufacturing employment and 56 percent of
wholesale trade employment in the United States (table 2.5).

From 2002 to 2006, overall employment increased by 6.7 percent in the United States and
by 5.2 percent in the EU. U.S. employment by SMEs in all sectors grew by 34.3 percent,
while employment by large firms in the United States declined by 15.3 percent over the
period (table 2.5).”

The picture for manufacturing employment in the United States was quite different from
that in the EU. Total U.S. manufacturing employment declined by 5.3 percent from 2002
to 2006. Large firms experienced the greater setback, with employment declining by
more than 7 percent, compared to a 1 percent decline for SMEs. During the same period,

0 Comparable data for the EU are not available.
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however, total manufacturing employment in the EU increased by 4.3 percent;
employment by EU SMEs expanded by 8.2 percent, compared to a slight decline in
employment by large firms (table 2.5).

Employment growth in the wholesale trade sector outpaced manufacturing sector
employment growth for both U.S. and EU SMEs. Wholesale sector employment grew by
28 percent in the U.S. economy overall, and by 26 percent for U.S. SMEs. Wholesale
sector employment grew by 27 percent in the EU, and by 25 percent for EU SMEs (table
2.5). These data suggest that the expanding sector of wholesale trade played a greater role
in generating employment in both the United States and the EU during this period than
did manufacturing.

U.S. SME Exports Share Is Lower in Nearly Every Sector

For most manufacturing sectors, SMEs made up a smaller share of sector exports in the
United States than in the EU. The average share of exports by SMEs was 12 percent for
the United States and 34 percent for the EU (table 2.6, last panel). In 18 of the 22 sectors
reported in table 2.6, the SME share of total exports was higher for the EU than for the
United States.

Some of the more capital-intensive sectors had the lowest SME shares in both the United
States and EU—including motor vehicles, tobacco products, and paper and paper
products. For the United States, the sectors of machinery and equipment not elsewhere
classified (n.e.c.), other nonmetallic mineral products, and rubber and plastics products
had SME export shares of or below 10 percent. For the EU, the sectors of radio, TV, and
communication equipment, other transport equipment, and coke and refined petroleum
products also had relatively low SME export shares of below 20 percent (table 2.6).

The United States broadly appears to have exported more from industries with low SME
export shares, while the EU exported slightly more from industries with high SME export
shares. Thus, table 2.6 shows:

e Industries with low SME export shares in both the United States and EU (paper and
paper products, tobacco products, and motor vehicles) recorded $70.7 billion in
total exports in the United States in 2005, compared to $44.4 billion in the EU.

e Industries with high SME export shares in both the United States and EU (wearing

apparel, wood products, and furniture manufacturing) recorded $28.2 billion in
total exports in the EU in 2005, compared to $10.3 billion in the United States.
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TABLE 2.6 Estimated exports for manufacturing sectors, by firm size, United States and European Union, 2005

Sector Firm type United States EU 17
Billions of $§ % of sector total ~ Billions of § % of sector total
SMEs?® 26 16 4.5 23
Basic metals Large firms 13.6 84 14.6 76
Total 16.2 100 19.3 100
_ _ SMEs 8.3 12 16.4 35
Chemicals and chemical Large firms 62.3 88 30.9 66
products Total 70.6 100 47 100
. SMEs 1.4 60 0.7 6
Coke, refined petroleum Large firms 0.9 40 9.4 82
products and nuclear fuel Total 23 100 11.4 100
) . SMEs 3 27 5 30
Electrical machinery and Large firms 8 73 11.4 69
apparatus Total 11 100 16.5 100
SMEs 29 14 8.1 40
Food products and beverages  Large firms 18.5 86 11.2 56
Total 215 100 20.2 100
SMEs 0.9 45 8.1 64
Furniture manufacturing Large firms 1.1 55 4.3 34
Total 1.9 100 12.7 100
SMEs 9.5 10 27.2 44
Machinery and equipment n.e.c. Large firms 90.1 90 35 56
Total 99.7 100 62.4 100
. . ) SMEs 43 13 5.5 40
Medical, precision and optical | grge firms 28.7 87 8.1 60
instruments Total 33 100 13.6 100
) SMEs 5 24 9.4 63
Metal products, exc. machinery | grge firms 16 76 5.4 37
and equipment Total 21 100 14.8 100
) ) SMEs 0.7 1 26 8
Motor vehicles, trailers and Large firms 52.2 99 20 59
semi-trailers Total 52.9 100 33.6 100
. . SMEs 1.9 14 0.7 21
Office, accounting and Large firms 11.8 86 23 71
computing machinery Total 13.6 100 3.2 100
o SMEs 1.7 9 3.8 40
Other nonmetallic mineral Large firms 17.4 91 5.8 60
products Total 19.1 100 9.6 100
SMEs 1.9 32 2.2 9
Other transport equipment Large firms 4.2 68 22.4 88
Total 6.1 100 255 100
SMEs 0.8 5 1.9 18
Paper and paper products Large firms 16.2 95 8.6 81
Total 17 100 10.6 100
. o SMEs 0.5 24 1 58
Publishing, printing and reprod. | grge firms 17 76 0.6 36
of recorded media Total 2.2 100 1.7 100
_ o SMEs 3 41 3 13
Radio, TV and communication | grge firms 42 59 12.8 55
equipment Total 7.2 100 232 100
. SMEs 3.3 8 55 49
Rubber and plastics products Large firms 39.6 92 5.3 48
Total 429 100 11 100
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TABLE 2.6 Estimated exports for manufacturing sectors, by firm size, United States and European
Union, 2005—Continued

Sector Firm type United States EU 17

Billions of $ % of sector total ~ Billions of § % of sector total

Tanning and dressing of leather SMEs 1.9 11 6.1 68
Large firms 15.1 89 2.7 30

Total 171 100 9 100

SMEs 4.7 11 5.9 61

Textiles Large firms 38 89 3.5 36
Total 42.6 100 9.7 100

SMEs 0 4 0 1

Total 0.8 100 0.2 100

) ) SMEs 29 47 55 59
We:_armg apparel, dressing and Large firms 392 53 37 40
dyeing of fur Total 6.2 100 9.3 100
SMEs 0.9 40 3.2 51

Wood, products of wood and Large firms 13 60 3 48
Cork, except furniture Total 292 100 6.2 100
SMEs 62.1 12 126.4 34

(AT'LQS””faCt“red goods Large firms 4451 88 221.2 60
Total 507.3 100 370.9 100

Source: OECD, Trade by Enterprise Characteristics database (TEC), prerelease for USITC; Comtrade; USITC staff
calculations. See appendix C for method and further details.

@ SMEs are defined as firms with fewer than 250 employees.

These data suggest that the greater export intensity of EU SMEs relative to U.S. SMEs
might be, in part, related to a difference in U.S. and EU industry composition.

In the EU, SMEs accounted for more than 50 percent of exports in seven manufacturing
sectors.”’ Three of these sectors also accounted for the highest SME export shares in the
United States,’” but because of the lower SME presence, in general this corresponded to
SME export shares in the range of 40-48 percent. In both regions, exports of wearing
apparel products had relatively high SME shares. The other top industries for SME
exports in the United States and the EU were wood products and furniture manufacturing.
Exports of leather manufactures were dominated by SMEs in the EU (export share of 68
percent) but not in the United States, where the SME export share was just 11 percent.
The role of leather products such as shoes in Italy, Europe’s largest country for SME
exports, is particularly interesting, and has historically featured dynamic clusters of
SMEs in local industrial districts. A case study of the Italian footwear and leather
industry is provided in appendix C.

5! Those seven sectors were furniture manufacturing; metal products; publishing, printing, and
reproduction of recorded media; leather products; textiles; wearing apparel; and wood products.
52 Those three sectors were furniture manufacturing, wearing apparel, and wood products.
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SME Productivity Is as High in the United States as in the
European Union—or Higher

Firms in the United States have higher labor productivity than their European
counterparts, with the exception of purchasing power parity (PPP)-adjusted productivity
of SMEs in the manufacturing sector.” Table 2.7 reports two versions of relative labor
productivity between firms in the United States and EU in 2002, one using the nominal
exchange rate and the other adjusted for PPP. Both versions define labor productivity as
sales per worker and are not limited to exporting companies.**

The productivity lead that U.S. firms have over European firms is greatest when
comparing productivity of all firms in a sector, and is greater for large firms than for
SME:s. In all instances, U.S. firms engaged in wholesale trade have a greater productivity
lead over their European counterparts than U.S. manufacturing firms have relative to their
European counterparts.

U.S. and EU Support for SME Exporting Activities

This section describes selected U.S. government and EC programs that promote SME
exporting activities and highlights key differences between the programs.” This section
begins with a discussion of the SME business environment in the United States and the
EU, followed by a discussion of barriers to exporting experienced by SMEs in developed
economies such as the United States and the EU countries. Next, key U.S. and EC export
promotion programs are described. Finally, to provide a more complete description of EU
support for SME exporting activities at the national level, the chapter concludes with case
studies on France, Germany, Ireland, and Poland.

Information Sources

Information presented in this section is based on published information and documents
posted on official U.S. government and EU Web sites. Additional information on U.S.
programs was obtained from hearings held by the Commission in conjunction with this
report and from interviews with U.S. government officials in Washington, DC. The
Commission also collected information on EU programs from interviews with European
government officials, industry associations, private sector representatives, and academics.

53 The price correction using PPP takes into account the overall price level in the economy, which
includes services. Using specific price corrections for manufacturing, or individual manufacturing sectors,
may yield different results. The comparison is also sensitive to the choice of the year for comparison, since
PPP exchange rates are influenced by the nominal exchange rate between the euro and the U.S. dollar.

* According to Bernard et al., exporting firms are more productive than non-exporters. In their study,
exporters have 119 percent more employment, 148 percent higher shipments, and 26 percent higher value
added per worker than do non-exporters. These differences are still significant after controlling for industry
fixed effects and company size. Bernard et al., “Firms in International Trade,” 2007, 110.

3% The private sector in the United States and in the EU countries also is actively engaged in supporting
SME exporting activities through industry associations, chambers of commerce, and other activities.
Examples of such private sector initiatives are described in more detail in chapters 3 and 4 of this report.
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TABLE 2.7 Relative productivity by firm size, United States and European Union (European Union = 1), 2002

Relative productivity Relative productivity

(2002 nominal exchange rate) (adjusted for 2002 PPP)

Manufacturing (SMEs)® 1.09 0.88
Manufacturing (large firms) 1.31 1.08
Manufacturing (total) 1.42 1.17
Wholesale trade (SMEs) 1.40 1.16
Wholesale trade (large firms) 2.01 1.66
Wholesale trade (total) 2.15 1.80

Sources: SBA, Statistics

of U.S. Businesses; Eurostat, Structural Business Statistics; USITC staff

calculations. PPP was calculated using data from the World Bank’s World Development Indicators. See

appendix C for method.

@ SMEs are defined as firms with fewer than 250 employees.

The information presented in this section is not intended to be either a comprehensive
catalog of official U.S., EC, or EU member state programs or an evaluation of those
programs, but rather is presented as a brief description of key U.S. and EU policies and
programs intended to support SME exporting activities. The referenced sources should be
consulted for more complete information.

SME Business Environment in the United States and the European
Union

The United States has one of the most favorable business climates in the world and is
generally ranked significantly higher than most EU member countries by the leading
global indexes that compare business environments. In recent international comparisons:

The United States ranked as the 2nd most globally competitive economy for 2009—
10, with an overall score closely behind that of Switzerland.”® The United States
ranked particularly high in categories related to innovation (investment in research
and development [R&D], the presence of high-quality scientific research
institutions, collaboration in research between universities and industry, and the
protection of intellectual property) and business sophistication (the quality of a
country’s overall business networks and the quality of individual firms’ operations
and strategies).”’

The United States ranked 4th in the world in 2010 (behind Singapore, New Zealand,
and Hong Kong) in terms of ease of doing business, based on an overall composite
index. The United States ranked 10th with respect to ease of getting credit; the only
EU countries ranking higher were the United Kingdom (ranked 3rd) and Bulgaria
(ranked 5th). However, the United States ranked 18th in the category of ease of
trading across borders, which measures procedural requirements for exporting and

3 Switzerland’s overall score was 5.60; the U.S. score was 5.59. World Economic Forum, The Global
Competitiveness Report, 2009-2010, 2009,14.
3" World Economic Forum, The Global Competitiveness Report, 2009-2010, 2009, 321.
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importing by ocean transport, behind EU members Estonia, Finland, Denmark,
Sweden, Norway, the Netherlands, Germany, and the United Kingdom.” 8

e The United States ranked 8th in the world in 2010 in terms of economic freedom,
based on a composite index that included factors such as business freedom, trade
freedom, investment freedom, financial freedom, and the protection of property
rights. Ireland (ranked 5th) was the only EU country ranking higher than the United
States on this index.”’

The EC has observed that European workers appear to have a less entrepreneurial focus
than U.S. workers. “Europe needs more entrepreneurs. Unlike in the United States,
however, this career path is rarely first choice for people in Europe.”® European
entrepreneurship is encumbered relative to the situation in the United States because “[i]n
Europe, there is a perceived lack of money, too much complexity and insufficient
information and all three have increased.” ®! According to one source, U.S. SMEs have a
competitive edge because they “are able to react faster, due to a less regulated labor
market” than in Europe, and U.S. manufacturing costs are generally lower; however,
European firms have certain labor advantages with respect to overtime pay, greater
availability of skilled lower management and technical staff, and better credit costs.®

Moreover, even in areas where European firms are thought to have an advantage, such as
greater ability to work with foreign languages, global factors may work to provide a more
level playing field. According to one source, “even the European nations, whose citizens
often speak three or four languages fluently, realize that they lack sufficient fluency in
the languages of the rising world economies” such as China.* Testimony at USITC field
investigations stated that while fluency in several languages is a competitive advantage
for EU SMEs relative to their U.S. counterparts, the depth of technical language
knowledge necessary for legal contract work, understanding government regulations, and
prospecting export markets is nonetheless a barrier to EU SMEs relative to larger firms or
firms that possess specialized staff.**

%8 The U.S. ranking for ease of trading across borders seemed to be driven largely by import costs. With
respect to exporting, the United States ranked only slightly above the OECD average for number of
documents needed to export, below the OECD average for export costs per container, and significantly below
the OECD average for number of days required to export. World Bank. Doing Business 2010, 2009, 33 and
160. See also the World Bank “Economy Rankings,” 2010.

59 Heritage Foundation, “2010 Index of Economic Freedom: Finland,” January 20, 2010, 195,
http://www.heritage.org/index/Country/Finland.

80 EC, Directorate-General for Enterprise and Industry, Putting Small Business First: Europe Is Good for
SMEs, 2008, 17, Another EC source reported that European workers have a greater preference for being
employees, while U.S. workers report a greater preference for being self-employed. Gallup, Entrepreneurship
Survey of the EU (25 Member States): Analytical Report, April 2007, 9.

8! Gallup, Entrepreneurship Survey of the EU: Analytical Report, April 2007, 100.

62 Bieri, prehearing brief for the USITC, February 9, 2010, 2.

83 USITC hearing transcript, March 18, 2010, 62 (testimony of Spencer Ross, National Institute for
World Trade).

% Ppolish industry association representative, interview with USITC staff, April 7, 2010; German
government official, interview with USITC staff, April 7, 2010; EU private sector official, interview with
USITC staff, April 7, 2010.

2-19


http://www.heritage.org/index/Country/Finland

Barriers to SME Exporting Activities

The world over, SMEs face similar resource constraints that affect their ability to export.
Fixed costs, such as the costs of exploring and testing new markets, R&D, product
localization, compliance with foreign technical standards, and transportation and other
costs, can have a significant impact on the limited financial resources of small firms.*> As
a result of these financial constraints, SMEs are often unable to hire personnel with skills
in specialized domains, such as law, foreign languages, trade finance, and trade
compliance. Small firms, particularly recently established ones, encounter greater
difficulties obtaining bank credit than larger and longer-established companies. These
financial constraints were exacerbated by the 2008—09 global recession, as discussed in
more detail in box 2.2. Small firms generally are small producers; with their limited
output, SMEs often report that they are at a disadvantage in competitively pricing their
products.®® At the same time, small firms are often reported to be more nimble in
responding to shifting customer preferences.®’

Numerous country-specific studies have identified and ranked barriers to exporting by
SMEs as a first step toward creating effective policies to support SME
internationalization. In its 2008 report, based on a survey of its members, the OECD
found that the four top barriers to SME access to international markets were:

e shortage of capital to finance exports;
e problems identifying foreign business opportunities;
e limited information to locate and analyze markets; and

e inability to contact potential foreign customers.*®

In its 2009 report, the OECD further analyzed these top four barriers and added a fifth
one: lack of managerial time, skills, and knowledge.”” The OECD concluded that “the
continuing salience of the previously identified top barriers to SME internationalization
challenges policymakers and executors to intensify ongoing efforts at removing these
resilient barriers, specifically limitations in finance and related resources, international
contacts, and relevant managerial knowledge.”””

% For example, see Dejo-Oricain and Ramirez-Aleson, “Export Behavior: A Study of Spanish SMEs,”
2009.

5 A study of SME exporters in Western Australia found that, given the absence of scale economies,
many SMEs turned to combinations of premium pricing, niche marketing, product differentiation,
customization, and innovation to become successful exporters. Western Australian technology and Industry
Advisory Council, A Snapshot of Exporting Activity in Western Australia’s SME Sector, 2006.

%7 Freund and Pierola, “Export Entrepreneurs: Evidence from Peru,” 2009. See the literature review in
appendix E of this report. See also Bernard and Jensen, “Why Some Firms Export,” April 1997, revised April
2001.

8 OECD, Removing Barriers to SME Access to International Markets, 2008, 47, figure 1.9.

% OECD, Top Barriers and Drivers to SME Internationalisation, 2009, 7.

70 11.:

Ibid., 8.
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Box 2.2 The 2008-09 global recession and its effects on financing in developed countries

The recent global recession has been the deepest economic contraction since the 1930s. Nearly every major
developed country experienced an economic downturn beginning in the first half of 2008, although for most
countries, real GDP growth had resumed by the second half of 2009. Trade was particularly hard hit by the
recession—the developed economies’ annual output shrank by about 3 percent in 2009, but their annual
exports fell by more than 12 percent.® The magnified effect on trade was due to a combination of factors,
including large demand declines in heavily traded sectors and reduced demand for intermediate inputs. To a
smaller extent, trade also fell because of the reduced availability of trade financing.

Impact on financial markets. Global financial markets declined along with declines in real output. Lower
production of goods reduced the demand for corporate financing; in addition, lower availability of financing
reduced companies’ ability to produce. The September 2008 collapse of Lehman Brothers provoked a global
credit market freeze, further reducing the availability of financing while driving the cost of obtaining funds
markedly higher. The crisis negatively affected every type of financing that companies use to fund their
domestic production and international trade. Companies get financing in many ways, such as by issuing
bonds or equity, obtaining bank loans, or self-financing through retained earnings. All of these channels were
undermined by the cr|S|s interest rates on bonds and loans rose, while equity prices and profits (and hence
retained earnings) fell.®

Decline in availability of trade financing. Exporters (particularly SME exporters) rely on banks to provide
working capital financing while goods are in transit, while importers often use banks to guarantee payment for
items that are shipped. Lack of access to trade financing can reduce trade and worsen economic downturns.
The financial crisis decreased the supply of available trade financing and increased the perceived risks
associated with international transactions. The availability of trade financing declined and financing credit
standards tightened for firms worldwide.® Between the second quarter of 2008 and the same quarter of 2009,
the supply of trade credit fell 22 percent and the use of trade financing fell by 12 percent To counter this
trend, policymakers supplied over $250 billion in additional trade financing during the recession through
national governments, multilateral development banks, and export credit agencies.®

Impact on SMEs. Although all types of firms were harmed by the downturn, SMEs have been particularly
vulnerable because of their more limited access to funds. Larger companies obtain much of their financing in
equity and bond markets—sources that smaller firms largely cannot access. Banks are the main source of
external finance for SMEs." During the downturn, bank loans for smaller U.S. companies have been harder to
obtain and more costly than loans for larger firms, despite the greater |mportance of such financing for small
firms.? Internal funds are also a “critical” source of financing for SMEs." With sharply reduced (or negative)
profits, however, many companies have had limited ability to self-finance their operations. Finally, credit
cards are an increasingly important source of funds for U.S. SMEs, and personal credit cards are the most
common source of funds for the smallest U.S. businesses. Because household wealth has declined in the
downturn, the ability of many small business owners to borrow has likely been impaired, and credit card
loans have also been increasingly hard to obtain throughout the period.'

@ IMF, “World Economic Outlook Update,” 2010, table 1.1.

® Guichard, Haugh, and Turner, “Quantifying the Effect of Financial Conditions,” 2009, 27.

° Mora and Powers, “Did Trade Credit Problems Deepen the Great Trade Collapse?” 2009.

“The change in supply and use do not match because the data are not comprehensive. Supply is measured by
issuance of export credit insurance (short run). Use is measured by gross external debt, trade credits (short term, other
sectors) The data are reported by countries through the World Bank’s JEDH database.

¢ Auboin, “Restoring Trade Finance during a Period of Financial Crisis,” 2009, 2.
fOu and Williams, “Lending to Small Businesses,” 2009, 26.

9 Japan has similarly reported a greater tightening of lending standards to small firms than to large firms, but the EU
has not reported this pattern. See Federal Reserve, “Senior Loan Officer Opinion Survey,” 2010, table 2; ECB, “Euro Area
Bank Lending Survey,” 2010, charts 1 and 6; and Bank of Japan, 2010, “Tankan,” tables i and j.

" Haynes and Brown, “How Strong Is the Link between Internal Finance and Small Firm Growth?” 2009, 1.

' Federal Reserve, “Senior Loan Officer Opinion Survey,” 2010, figure 4; Federal Reserve Governor Elizabeth Duke,
Testimonv to the House Committee on Financial Services. Februarv 26. 2010.
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Export Promotion for SMEs

In light of the identified barriers to SME exporting activities, the governments of most
industrialized countries have programs to promote SME exports by providing export
finance assistance, foreign market information, and a variety of business support services,
such as export counseling, business-to-business matchmaking, advocating on behalf of
firms, and advising firms on how best to market their products in foreign markets.”!
Countries provide export promotion assistance both domestically and abroad through
their networks of foreign embassies and industry association outposts. >

The economic arguments made to justify government involvement in export promotion
typically cite the need to address asymmetries of information or other market failures,
because most small firms see the fixed costs of becoming an exporter as too high without
some form of public support.” For example, a discussion of export promotion by the U.S.
Government Accountability Office (GAO) says:

In addition to macroeconomic considerations of job creation and economic growth,
microeconomic considerations exist for government programs to address ‘“market
failures”—where conditions such as imperfect information and entry barriers prevent
markets from generating the most efficient outcome. Rationales may also exist for
export programs based on achieving broader trade policy objectives, such as helping
U.S. exporters overcome foreign trade barriers that make it difficult for U.S. products
to penetrate foreign markets.”

Some studies have shown that “SMEs are likely to benefit disproportionately from the
pro-competitive effects of internationalization.””> However, one source reported that
there is limited empirical research as to whether foreign trade promotion helps SMEs
overcome trade barriers.”®

Export promotion programs vary widely from country to country. The OECD reported
that most of its member countries provide programs to address financial barriers to SME
exporting activities through such measures as export credit guarantees, pre-shipment
financing, and facilities to augment working capital, and that these programs largely
comply with OECD voluntary standards (see box 2.3).”” Many OECD members also

! For additional information, see GAO, International Trade: Observations on U.S. and Foreign
Countries’ Export Promotion Activities, 2009, 3-4.

"2 The existence of government-supported trade promotion agencies dates to 1919. EC, Directorate-
General for Enterprise and Industry, Supporting the Internationalisation of SMEs: Good Practice Selection,
2008, 7.

3 USITC hearing transcript, March 18, 2010, 17 (testimony of the Honorable Donald A. Manzullo, U.S.
Representative, 16th District, IL). See also Lederman, Olareaga, and Payton, “Export Promotion Agencies:
What Works and What Doesn’t,” 2006, 2; EC, Directorate-General for Enterprise and Industry, Supporting
the Internationalization of SMEs: Good Practice Selection, 2008, 7; and OECD, Top Barriers and Drivers to
SME Internationalisation, 2009, 15.

" GAO, International Trade: Observations on U.S. and Foreign Countries’ Export Promotion Activities,
2009, 3.

5 EC, Directorate-General for Enterprise and Industry, Supporting the Internationalisation of SMESs,
2007, 17.

76 Hauser and Werner, “The Impact of Foreign Trade Promotion on the Foreign Sales Intensity of SMEs,”
20009, 5.

T OECD, Top Barriers and Drivers to SME Internationalisation, 2009, 15-16.
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BOX 2.3 OECD standards for export credits

An export credit is a loan or other financing arrangement extended to finance a specific purchase of goods or
services from within the creditor country. The OECD further defines export credits as any combination of (1) export
credit guarantee or insurance (i.e., an export credit that carries a guarantee or insurance issued by an export credit
agency protecting the creditor against political, commercial, or transfer risks in the debtor country that may prevent
the remittance of debt-service payments—so-called “pure cover”) or (2) official financing support including direct
credit and/or financing and refinancing, or interest rate support (where the government supports a fixed interest-rate
for the life of the credit).?

Both the United States and the EU are signatories to the OECD “Arrangement on Guidelines for Officially Supported
Export Credits” (OECD Arrangement). According to the OECD, the main purpose of the Arrangement “is to provide a
framework for the orderly use of officially supported export credits” provided by or on the behalf of a government
through providing for “a level playing field . . . whereby exporters compete on the basis of the price and quality of their
products rather than the financial terms provided . . . and reducing subsidies and trade distortions related to officially
supported export credits.” The OECD Arrangement sets out limitations on terms and conditions that may be officially
supported. Among other things, the Arrangement places limits on the conditions (interest rates, term to maturity,
down payment required, repayment schedule), under which credits may be granted. The OECD Arrangement is often
referred to as a “Gentleman’s Agreement” that is open to OECD members, but participation in it is voluntary.®

China, India, and Brazil are not OECD members and are not signatories to the OECD Agreement. According to a
U.S. Export-Import Bank official, “there are again times when sadly we will see a deal slip away because of
concessional financing offered or other measures that sadly do not allow U.S. companies to be as competitive as
companies from some of the nations who are just not governed under the OECD rules.”

% OECD, “Officially-Supported Exporter Credits and Small Exporters,” 5-6.

® OECD, Arrangement on Officially-Supported Export Credits, 2010.

€ Ibid.

dusITC hearing transcript, March 18, 2010, 31 (testimony of Diane Farrell, Export-Import Bank of the United
States).

provide support programs to help SMEs identify foreign business opportunities, locate or
analyze markets, and contact potential foreign customers and partners.” In conjunction
with export promotion, some governments also work to reduce procedural and
bureaucratic obstacles to exporting or seek other ways to simplify the exporting process
and facilitate trade.” The OECD identified several countries that offered export-focused
programs to improve SMEs’ managerial skills and knowledge, including programs at the
national level and below.® The OECD also observed that there is “an increasing tendency
to take a sub-national approach to promoting SME internationalization” in several
countries, including the United States and the EU member countries.® USITC field
investigations have confirmed this for the EU, and observed that EU and national SME
support mechanisms are often administered at the subnational level 22

Despite the apparent proliferation of government support programs for SME exporting
activities, the OECD also noted that there are “persisting low user-level perceptions of

78 H
Ibid., 18.
" Laird, “WTO Rules and Good Practice on Export Policy,” 1997, 17-19.
8 OECD, Top Barriers and Drivers to SME Internationalisation, 2009, 20-21.
81 H
Ibid., 22.
8 polish government official, interview with USITC staff, April 6, 2010; German academic official,
interview with USITC staff, April 7, 2010.
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the effectiveness of public sector support programs.”™® These could be the result of
several factors, including inadequate input from program users, inadequate levels of
awareness of specific programs among the target user communities and other
stakeholders, and low-quality implementation and delivery of program services. ** One
study found that “both exporters and non-exporters reported a lack of awareness of
available export assistance programs.”® Another study found that although export
promotion programs on average have a positive and statistically significant impact on a
country’s exports, there were “important decreasing returns to scale in resources devoted
to expgﬁrt promotion, and even negative marginal returns for budgets above a certain
level.”

U.S. Support for SME Exporting Activities

National Policies and Programs Supporting SME Exporting Activities

The U.S. government supports SME exporting activities through several agencies and
programs. To support U.S. firms doing business in foreign countries, as well as gather
data and information about these local markets, the Foreign Agricultural Service (FAS)
of the U.S. Department of Agriculture (USDA) has 101 offices in 81 countries, and the
U.S. Commercial Service a part of the USDOC, has 126 offices in more than 80 countries.
In addition, U.S. Department of State personnel provide in-country services at
approximately 100 embassies overseas where either the USDA or the USDOC lacks a
presence. ¥’ Key institutions involved in providing financial support for exporting
activities include the Export-Import Bank of the United States (Ex-Im Bank), the
Overseas Private Investment Insurance Corporation (OPIC), and the U.S. Small Business
Administration (SBA). Information on these and other institutions is provided in
appendix table C.1.

The U.S. government supports exporting activities by U.S. SMEs through three basic
types of financial assistance:

e Financing (including loans, lease financing, and loan guarantees). The U.S.
government offers financing for exporting activities in four categories: export
development and working capital financing; facilities development financing;
financing for international buyers; and investment project financing.™

e Insurance. The U.S. government provides U.S. companies with insurance and risk
mitigation policies that cover export transactions and overseas investments.

8 OECD, Top Barriers and Drivers to SME Internationalisation, 2009, 30. See also EC, Directorate-
General for Enterprise and Industry, Supporting the Internationalisation of SMEs, 2007, 19.

% OECD, Top Barriers and Drivers to SME Internationalisation, 2009, 30.

%Moini, “Small Firms Exporting: How Effective Are Government Export Assistance Programs?” 1998,
12.

8 1 ederman, Olareaga, and Payton, "Export Promotion Agencies: What Works and What Doesn’t,” 2006,
3.

87 GAO, International Trade: Observations on U.S. and Foreign Countries’ Export Promotion Activities,
20009, 4.

88 USDOC, “U.S. Government International Financing Programs.”
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Coverage includes losses from nonpayment, currency inconvertibility, asset
expropriation, and political violence.®

e Grants. The U.S. government provides funds to enable U.S. firms to conduct
feasibility studies on infrastructure projects and to train the foreign business
community and government officials on U.S. business practices, regulatory reforms,
and other economic development activities.”

The United States also supports SMEs’ exporting activities through a range of export
promotion programs. These non-financial assistance measures take the form of online and
customized market research; support for U.S. exhibitors taking part in selected overseas
and domestic trade shows to attract qualified business partners; fee-based programs to
introduce exporters of U.S. products to qualified buyers and distributors; individualized
counseling and advocacy; and training programs, as described in appendix table C.1.%!

State and Local Programs Supporting SME Exporting Activities

In addition to federal government efforts, U.S. states and cities maintain their own
domestic and foreign trade offices to support SME exporting activities. Services offered
vary by state,” but typically include some form of export counseling; market research;
market entry strategy development; product and pricing information; searches for agents
and distributors; foreign company background checks; foreign trade missions; trade
shows; and training programs and seminars. State and local programs are more limited
than those offered by USDOC, and states’ trade offices often collaborate with the U.S.
Commercial Service (USCS) to ensure that firms have access to all U.S. government
export promotion services.” In addition to partnering with USCS, some states’ trade
offices also work closely with their local U.S. Export Assistance Centers (USEACs).”*

State programs are both fee-based and non-fee-based, although most states do not charge
fees for most of the services they offer.”> In addition, some states provide grants or
payments to SMEs to help defray the costs of USCS fee-based export promotion services,
such as attending international trade shows and trade missions, USCS Gold Key
Service,”® and export training.”’ In a recent U.S. government survey of state export

zz USDOC, “International Finance,” http://www.export.gov/finance/index.asp (accessed April 8, 2010).
Ibid.

1 USDOC, Export Programs Guide, 2009, iii; USTR, “Export Assistance,” April 6, 2010
http://www.ustr.gov/trade-topics/trade-toolbox/export-assistance.

92 USITC, hearing transcript, March 12, 2010, 16—17 (testimony of Tim McCabe, Oregon Business
Development Department).

> GAO, Export Promotion, March 2009, 21 and 13.

4 USEACs are a national network of USDOC, Ex-Im Bank, and SBA offices located in major
metropolitan areas throughout the United States. See appendix table C.1 for additional information. GAO,
Export Promotion, 2009, 13.

% Tbid., 19.

% USCS Gold Key Service provides such services as customized market and industry briefings,
customized market research, appointments with prospective trade partners, assistance in developing
marketing strategies, help with travel, accommodations, and interpreter service. USDOC, USCS, “Gold Key
Matching Service,” http://www.export.gov/salesandmarketing/eg_main_018195.asp (accessed April 16,
2010).

T GAO, Export Promotion, 2009, 3 and 7; GAO, International Trade: Observation, 9-10.
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promotion services, 19 of 45 states reported that they provided grants to SMEs to help
defray the costs of USCS export promotion programs and services.”®

Some states are very actively engaged in export promotion. An official from Oregon
stated that Oregon was recently the only state with its own exhibit at an annual food
export show in Tokyo.” One recent U.S. government survey reported that each state has
about 5 five foreign offices or representatives, on average.'*

National Export Initiative

On March 11, 2010, President Obama signed Executive Order 12870, the National
Export Initiative (NEI). Among other things, the NEI established an Export Promotion
Cabinet to develop programs to enhance export assistance to SMEs, including programs
to improve information and other technical assistance to first-time exporters and assist
current exporters in identifying new export opportunities.'®’ Key provisions of the NEI
include:

e An increase in the Ex-Im Bank’s budget for fiscal year (FY) 2011 to help it expand
the financing it makes available to SMEs.

e Anincrease in the USDA FY 2011 budget to enhance export promotion activities.

e An increase in the USDOC International Trade Administration’s FY 2011 budget,
in order to expand the number of trade experts available to serve as advocates for
U.S. companies; to put a special focus on increasing the number of SMEs
exporting to more than one market by 50 percent over the next five years; to
increase the presence of U.S. SMEs in emerging markets such as Brazil, China, and
India; and to develop a comprehensive strategy to identify market opportunities for
U.S. SMEs in fast-growing sectors such as environmental goods and services,
renewable energy, health care, and biotechnology.'*

EU Support for SME Exporting Activities

The EU supports exporting activities by European SMEs through financial assistance—
grants, loans, and loan guarantees—as well as through non-financial assistance measures
in the form of business support programs and services. EU support for SME exporting
activities is available either directly from EC institutions or through EC-funded programs
managed by EU member states at the national, regional, or local level'” to help member
states “develop policies aimed at promoting entrepreneurship, improving the situation of

% GAO, Export Promotion, 2009, 3.

% USITC hearing transcript, March 12, 2010, 13 (testimony of Tim McCabe, Business Development
Department of Oregon).

190 GAO, Export Promotion, 2009, 22.

19" White House, “Executive Order: National Export Initiative,” March 11, 2010,
http://www.whitehouse.gov/the-press-office/executive-order-national-export-initiative; 75 Federal Register
12433, March 16, 2010.

12 JSDOC, “Commerce Secretary Gary Locke Unveils Details of the National Export Initiative,” press
release, February 4, 2010.

193 EC, Directorate-General for Enterprise and Industry, European Union Support Programmes for SMEs,
November 2008; EC, Directorate-General for Enterprise and Industry, “Small and Medium-sized Enterprises
(SMEs),” http://ec.europa.eu/enterprise/policies/sme/index_en.htm (accessed April 19, 2010).
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SMEs throughout their life cycle, and helping them to access new markets.”'™* EC
support for SME exporting activities is directed at all forms of cross-border trade—i.e.,
SMEs exporting to other EU countries (intra-EU exports) as well as SMEs exporting
outside of the EU market (extra-EU exports). The EC has over 130 delegations and
offices around the world that help gather data about local markets.'” Key EC programs
to support SME exporting activities are summarized in appendix table C.2.

In addition, the Enterprise Europe Network (EEN), partially funded by the EC and by
European institutions at the national level, “comprises about 600 partners in 44 countries
employing around 4,000 experienced staff helping to increase the competitiveness” of EU
SMEs.'* The EEN characterizes itself as “a one-stop shop for all . . . [SME] business
needs.” """ It helps European SMEs by arranging meetings with potential business
partners; facilitating commercial access to technological research; facilitating access to
business and research financing; providing advice on legal, trade, and intellectual
property issues; and advocating on behalf of European SMEs in foreign markets.'®
However, sources contacted by the Commission stated that the EEN was minimally
effective because it merely created an agency made up of existing organizations and
agencies.'”

Individual EU member countries also maintain their own support programs for SMEs at
the national and regional/local levels, some of which are funded or co-funded by the EC.
EU member countries also provide officially supported export credits through private or
government-supported export credit agencies. Most EU countries, however, have largely
privatized the business of extending short-term credits. "' In addition to the EC’s
delegations worldwide, EU countries maintain their own national embassies around the
world that, among other things, support firms from those countries as well as gather data
and information about local markets. Semiprivate and private national organizations, such
as chambers of commerce and industry associations, also play a significant role in export
promotion programs for some EU countries. Some German states have their own foreign
commercial service branches as well. For example, the German states of Bavaria and
North Rhine-Westphalia both have promotional offices outside of Germany.'"

Small Business Act for Europe

In addition to the financial and non-financial assistance it provides for SMEs, the EC has
implemented a legal framework to support European SMEs. The EC adopted the Small

1% EC, Directorate-General for Enterprise and Industry, “Small and Medium-Sized Enterprises (SMEs),”

105 B, “External Service.”

1% EC, Directorate-General for Enterprise and Industry, “Enterprise Europe Network,” December 12,
2009,

17 EC, Directorate-General for Enterprise and Industry, “Enterprise Europe Network: Our Mission,”
http://www.enterprise-europe-network.ec.europa.cu/about/mission (accessed April 20, 2010).

8 pC representative, interview with USITC staff, April 8, 2010; EC, Directorate-General for Enterprise
and Industry, “Enterprise Europe Network: Our Services,” http://www.enterprise-europe-
network.ec.curopa.eu/services/overview (accessed April 19, 2010).

19 EU private sector representative, interview with USITC staff, April 8, 2010; EU private sector
representative, interview with USITC staff, April 9, 2010.

1% OECD, “Officially-Supported Export Credits and Small Exporters,” 6.

"1 For further information, see the Germany country profile later in this chapter. Government of
Germany, Bavarian Ministry for Economic Affairs, Infrastructure, Transport and Technology Web site,
http://www.bavaria.org/ (accessed April 16, 2010); Ministry of Economic Affairs and Energy, North Rhine-
Westphalia Web site, http://www.economy.nrw.de/ministerium/index.php (accessed April 16, 2010).
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Business Act for Europe (SBA for Europe) in June 2008,'"* with the stated objectives to
“put SME:s at the forefront of decision-making, to strengthen their potential to create jobs
in the EU and to promote their competitiveness both within the Single Market and in the
global markets.”'"” Among the concerns about European SMEs cited in the SBA for
Europe were that “EU SMEs still have lower productivity and grow more slowly than
their counterparts in the United States,” and that SMEs in the United States provided
greater longer-term employment and were more successful sources of business
innovation.'"*

The SBA for Europe applies to all EU-defined SMEs (independent companies with fewer
than 250 employees; see table 2.1).'" Technically not a legal instrument within the
EU,"° the SBA for Europe comprises several different elements designed to improve the
legal and administrative environment for SMEs throughout the EU. It includes a set of 10
common principles to guide policies at the EU and national levels, as well as legislative
proposals for future implementation.''” The main elements of the SBA for Europe are:

e Provisions to design SME-friendly legislation at the EU and at the national level.
The “think small first” principle directs that legislation made at the EU and
national levels take SMEs’ interests into account at the very early stages of
policymaking in order to make legislation more SME-friendly.'"*

e The “SME test” to ensure that the interests of SMEs are taken into account at the
earliest possible stage of the policymaking process. The SBA for Europe directs
that all new legislative and administrative proposals be subjected to a review to
assess their impact on SMEs. A number of EU countries, including Belgium,
Denmark, Finland, and Germany, have integrated an “SME test” into their national
decision-making process.'"’

e A provision to appoint an SME envoy, whose role is to open channels of
communication between the EC and SMEs and their representative organizations.
The envoy also is to act as the promoter of SMEs’ interests throughout the whole
EC to ensure that the “think small first” principle is being applied effectively.'*

"2 EC, “Frequently Asked Questions (FAQ) about the ‘Small Business Act’ for Europe (SBA),”

'3 EC, Commission Working Document: Report on the Implementation of the SBA, 2009, 1.

14 EC, Communication from the Commission, 2008, 3.

!5 EC, Directorate-General for Enterprise and Industry, “‘Small Business Act’ for Europe,”
http://ec.europa.eu/enterprise/policies/sme/small-business-act/ (accessed February 16, 2010).

"6 EC, “Frequently Asked Questions (FAQ) about the ‘Small Business Act’ for Europe (SBA),”
http://ec.europa.cu/enterprise/policies/sme/files/docs/sba/sba_faq en.pdf (accessed February 3, 2010). “The
symbolic name of an “Act” given to this initiative underlines the political will to recognize the central role of
SME:s in the EU economy and to put in place for the first time a comprehensive policy framework for the EU
and its Member States.” EC, Communication from the Commission, 2008, 4.

"7 EC, Directorate-General for Enterprise and Industry, “‘Small Business Act’ for Europe,”
http://ec.curopa.cu/enterprise/policies/sme/small-business-act/, accessed February 16, 2010; and EC, “‘Small
Business Act’ for Europe,” http://ec.europa.eu/enterprise/policies/sme/small-business-act/index_en.htm.

"8 EC, Directorate-General for Enterprise and Industry, ““Think Small First’ Principle,”
http://ec.europa.cu/enterprise/policies/sme/small-business-act/think-small-first/index_en.htm (accessed
February 16, 2010).

19 EC, Commission Working Document: Report on the Implementation of the SBA, 2009, 3.

120 EC, Directorate-General for Enterprise and Industry, “SME Envoy,”
http://ec.europa.eu/enterprise/policies/sme/small-business-act/sme-envoy/.
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e To promote entrepreneurship through the “Erasmus for Young Entrepreneurs”
program. The program aims to help young entrepreneurs gain experience and
insight by spending up to six months working in an SME in a different country.'?'

e To support and encourage SMEs to benefit from the growth of markets outside the
EU. The SBA for Europe calls for the creation of Market Access Teams in key
export markets to bring together EU countries’ trade councilors and EU business
organizations to improve SMEs’ access to information on markets outside the EU.
It also calls for the establishment of business support centers in China and India to
help European SMEs achieve greater access to these markets. '

In its most recent report on the implementation of the SBA for Europe, the EC observed
that a number of EU countries have “transposed” the SBA into their national policy
programs, and that even some subnational regions, such as Catalonia (Spain) and North
Rhine-Westphalia (Germany), have implemented measures similar to those of the SBA
for Europe.'?

Summary Comparison of U.S. and EU Support for SME Exporting
Activities

Based on information received for this investigation through hearing testimony, written
submissions, and interviews, key differences between U.S. and EU export promotion
programs and policies include:

e U.S. trade finance programs offer broad support for SMEs:

0 The United States generally supports a broad range of trade-financing
programs to support SME exporting activities, '>* while many European
countries offer no provisions in such areas as foreign exchange risk cover,
direct lending, and working capital.'*

0 There are notable differences with respect to pre-export financing'*® and
short-term credit. The United States provides a wider range of support,
particularly at the early exporting stages.'”” EU countries generally do not
provide pre-export financing comparable to the Ex-Im Bank’s working
capital guarantee program; the United Kingdom reportedly is considering a

12V EC, Directorate-General for Enterprise and Industry, “Erasmus for Young Entrepreneurs,”
http://ec.curopa.cu/enterprise/policies/sme/promoting-entrepreneurship/erasmus-entrepreneurs/index_en.htm.

122 EC, Commission Working Document: Report on the Implementation of the SBA, 2009, 3; EC,
“European Small Business Portal: EU SME Policy,” http://ec.europa.eu/small-business/policy-
statistics/policy/index_en.htm (accessed May 17, 2010).

12 EC, Commission Working Document: Report on the Implementation of the SBA, 2009, 2-3.

124 The United States offers all of the following: short-term insurance, medium- and long-term export
credit; fixed-rate financing; foreign exchange risk cover; direct lending; investment insurance; bond support;
unfair calling insurance; letter of credit guarantee; and working capital. USITC hearing testimony, March 18,
2010 (Diane Farrell, Export-Import Bank of the United States, PowerPoint slide 6).

125 USITC hearing transcript, March 18, 2010, 28 (testimony of Diane Farrell, Export-Import Bank of the
United States).

126 pre-export working capital financing provides a firm with a guarantee to obtain a loan that will
facilitate the export of goods or services in advance of the actual exports. Ex-Im Bank, “Working Capital
Guarantee,” http://www.exim.gov/products/work cap.cfim (accessed May 15, 2010).

127 USITC hearing transcript, March 18, 2010, 27 (testimony of Diane Farrell, Export-Import Bank of the
United States).
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pre-export financing program.'*®® One source reported that EU countries
generally do not provide official short-term credit comparable to that of Ex-
Im Bank except for Germany’s Euler-Hermes export guarantee program'”
and an EC-authorized short-term export credit program available in
France. ' There is little difference between U.S. and EU export credit
agencies with respect to medium- and long-term export credit, as they all
adhere to OECD guidelines. "

0 The Ex-Im Bank requires that at least 51 percent of the content of a project
be made in the United States and shipped from the United States to receive
short-term financing.'* This requirement excludes exports with a lower U.S.
content and could exclude U.S. SMEs seeking international expansion
through other means than exporting goods. The U.S. SBA export working
capital program does not have a U.S. content requirement.'**

The EU provides greater support for trade fair participation: Participation in
trade fairs is consistently reported to be one of the most cost-efficient and effective
ways for helping SMEs achieve international recognition and make contact with
potential foreign customers.'** The U.S. Trade Fair Certification program provides
U.S. government endorsement, oversight, promotional support, marketing
facilitation, and other assistance at international trade fairs, and the USDA provides
fee-based support for U.S. food and beverage exporters at trade shows.'*> However,
the U.S. federal government generally does not provide funding for SMEs to
participate in international trade fairs as many EU countries do, although funding
on a cost-share basis may be available at the U.S. state level. Co-financing for trade
fair participation is available in most EU countries from national and local
government agencies. For example, Germany offers co-financing for participation
in trade fairs for firms that produce products in Germany or that manufacture
abroad under several programs.'*

The EU offers extensive networks of assistance in foreign markets: SMEs in
both the United States and the EU have access to a broad network of official
government assistance in foreign markets. However, through the multiple

128 11
Ibid.
129 S0 named because management of the guarantees is provided by Euler Hermes Kreditversicherungs-

AG (Euler Hermes) and PricewaterhouseCoopers AG WPG. For further information, see Euler Hermes,
“Export Guarantees,” http://www.eulerhermes.ru/en/export-guarantees/export-guarantees.html (accessed May
15, 2010). See the Germany country profile later in this chapter for additional information.

30 USITC hearing transcript, March 18, 2010, 27-28 (testimony of Diane Farrell, Export-Import Bank of
the United States).

31 OECD guidelines are discussed in box 2.4 above. USITC hearing transcript, March 18, 2010, 27
(testimony of Diane Farrell, Export-Import Bank of the United States).

132 Ex-Im Bank, “Foreign Content Policy for Short-Term Exports,”
http://www.exim.gov/products/policies/foreign_short.cfim (accessed April 20, 2010).

133 SBA, Export Working Capital Program (EWCP),”
http://www.sba.gov/financialassistance/borrowers/guaranteed/7alp/EXP_ WORK CAPITAL_7A-LOAN-
PROG.html (accessed April 20, 2010).

13 USITC hearing transcript, March 12, 2010, 64 (testimony of Tim McCabe, Business Development
Department of Oregon).

135 USDOC, ITA, Export Programs Guide, 2009, 50.

136 German government official, interview with USITC staff, April 7, 2010; Government of Germany,
Ministry of Economics and technology (BMWi), Federal Office of Economics and Export Control (BAFA),
“Funding for Trade Fairs and Foreign Trade Aid,” http://www.foerderinfo.bund.de/en/653.php (accessed
May 15, 2010).
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worldwide networks established at the EC, national, and regional levels and the
EEN, SMEs from EU countries appear to have access to more extensive networks
of assistance in foreign markets than U.S. SMEs. Assessing the effectiveness of
that assistance was beyond the scope of this investigation. Beginning in 2007,
USDOC Commercial Service (USCS) implemented a plan to “strategically realign
resources from developed markets . . . to developing markets, such as India and
China.”"®” According to one source, this realignment “leaves established global
markets for SMEs without [USCS] presence in some cases.”'**

e EU programs for SMEs target measures to counter the perceived “lag” behind
U.S. SMEs: As discussed above, EC documents cite a perceived “lag” behind U.S.
SMEs with respect to productivity and innovation as a key factor driving the SBA
for Europe.'® This also appears to be related to long-standing EC concerns about
any possible adverse economic impacts on SMEs of EU enlargement and resulting
increased competition within the single EU market.'*

e The EU uses investment promotion to support SME exporting activities: Some
EU countries actively seek and promote opportunities for inbound FDI as part of
their efforts to promote exports. For example, Germany and Poland seek foreign
investors to construct export-oriented manufacturing facilities; once operational,
these facilities develop supply chain linkages with domestic SMEs, thereby
contributing to SME indirect exports.'*'

European Institutional Support for SME Exporting
Activities: Selected EU Countries

It was not possible within the time frame for this investigation to collect and analyze
information for each of the 27 EU member countries on their programs to support SME
exporting activities. To provide an admittedly limited overview of EU activities and
programs at the national level, the Commission conducted case studies on four EU
countries—France, Germany, Ireland, and Poland. These countries were selected as
representative of the economic diversity that characterizes the EU. Selected economic
indicators for these countries are presented in table 2.8.

Each country profile has five main sections: (1) country economic overview, (2) the SME
business environment, (3) SME exporting activities, (4) exporting constraints facing

37USDOC, ITA, “Department of Commerce Announces Plan to Shift Resources to World’s Emerging
Markets,” March 28, 2007.

138 GAO, Export Promotion, 2009, 12.

13 EC, Communication from the Commission, 2008, 3; Council of the European Union, “Conclusions on
‘Think Small First—A Small Business Act for Europe.”

140 EC, Observatory of European SMEs, The Impact of EU Enlargement on European SMEs, 2003, 7.

141 polish industry official, interview with Commission staff, April 6, 2010; Polish academic official,
interview with Commission staff, April 6, 2010; German government official, interview with Commission
staff, April 7, 2010. See the case studies of Germany and Poland later in this chapter.
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TABLE 2.8 France, Germany, Ireland, and Poland: Selected economic indicators, 2009

France Germany Ireland Poland
GDP (nominal, US $ billion) 2,677 3,354 2216 441.9
Real GDP growth (%) -2.2 -5.9 -7.0 1.7
Population (million) 62.6 82.8 4.3 38.1
GDP per capita ($ at PPP) 33,717 33,339 41,416 18,006
Goods exports (US $ billion) 472.7 1,159 109.7 128.4
Goods imports (US $billion) -538.9 —966 —66.9 -133.0
Merchandise trade balance (US $ billion) —66.2 192 42.7 4.6
Services balance (US $ billion) 16.5 —40 -8.1 5.1

Source: EIU, France: Country Report, 2010,17; Country Report: Germany, 2010,17; Country Report:
Ireland, 2010,14; Poland Country Report, 2010, 17.

SMEs, and (5) national policies and programs promoting SME exporting
activities.'*” The constraints facing SMEs are discussed relative to the top five barriers
identified by OECD cross-country surveys as discussed earlier in this chapter. Those top
constraints are:

e shortage of capital to finance exports;

problems identifying foreign business opportunities;

limited information to locate and analyze markets;

inability to contact potential foreign customers; and

lack of managerial time, skills, and knowledge.'*

France
Economic Overview

With a GDP of nearly $2.7 trillion, France ranked as the 2nd largest EU economy after
Germany in 2009.'** France ranked 30th out of 43 European countries in 2010 based on a
composite index of economic freedom that included factors such as business freedom,
trade freedom, investment freedom, financial freedom, and the protection of intellectual
property rights (IPR).'* Although it ranked above the world average on the overall index,
economic freedom in France “remains curtailed by the pervasive presence of the state in

142 The discussions of EU member country exporting activities in this section refer to all cross-border
trading activities, including trade within and trade outside of the EU market.

43 OECD, Top Barriers and Drivers to SME Internationalisation, 2009, 7; OECD, Removing Barriers to
SME Access to International Markets, 2008, 54.

1% EIU, France: Country Report, 2010, 17.

14> Among all countries, France ranked as the 64th freest economy. Heritage Foundation, “2010 Index of
Economic Freedom: France,” 197.
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economic activity,” as “the government’s dominance continues in major sectors of the
economy.” '*®  France’s ranking reflected a lack of transparency in standards and
regulations, barriers to services market access, and pharmaceutical sector restrictions that
exceed those mandated by the EU. Nevertheless, France’s regulatory environment
reportedly makes it relatively easy to establish and run a business, and IPR protection in

: 147
France is very strong.

France has a diversified economy. The financial and business services sector (including
banking, insurance, real estate, and other business services) make up more than one-third
of the French economy, the largest among the countries studied in this report.
Government services account for 25 percent of the French economy, also the largest
among the countries studied in this report. Other leading sectors of the French economy
include transport, trade, and hotels and restaurants (19 percent), industry (14 percent),
construction (6.5 percent) and agriculture (about 2 percent).'*®

France’s leading goods export sectors in 2009 by value were electrical, mechanical, and
electronic machinery (20 percent of total manufactured exports); transportation
equipment, including motor vehicles and parts and aircraft parts (20 percent); chemicals,
perfumes, and cosmetics (12 percent); and food and beverage products (10 percent).'*’
The EU was the primary destination market for French exports in 2009, with Germany
and Spain the leading country markets. The United States ranked as the sixth leading
market for French goods exports and the leading non-EU market in 2009.*° France has
long benefited from a surplus on trade in services due largely to receipts from tourism.""

SME Business Environment

SMEs account for approximately 99.8 percent of all enterprises in France, identical to the
EU average; 92.3 percent of French enterprises are micro enterprises. SMEs account for
61.3 percent of national employment, below the EU average (67.1 percent); micro-sized
enterprises employ a marginally larger share of the workforce than small and medium-
sized firms. '*> SMEs in France account for 48.4 percent of total value added, below the
EU average (57.9 percent).'”

According to a recent EC assessment of SME activities, France ranked above the EU
average in the categories of internationalization and skills and innovation, and on par
with the EU average with respect to entrepreneurship, responsive administration, and
finance. In particular, the EC observed:

i:: Heritage Foundation, “France,” 2010 Index of Economic Freedom, 198.
Ibid.

18 Data are for 2007. OECD, “Country Statistical Profiles 2009.”

i‘s‘z Government of France, Ministry of the Budget, Apercu du commerce extérieur de la France, 2009.
Ibid.

SUEIU, France: Country Profile, 2008, 36 and 39.

152 Based on data for 2004 and 2005. EC, SBA Fact Sheet: France, 2008, 1. According to the EC, micro
enterprises have fewer than 10 employees and an annual turnover or balance sheet of less than €2 million
($2.4 million). Medium-sized enterprises have 50-249 employees with either annual turnover < €50 million
($61 million) or a balance sheet < €43 million ($52 million). EC, Directorate-General for Enterprise and
Industry, The New SME Definition: User Guide and Model Declaration, n.d., 14 and 16. See also table 2.1.
Based on an exchange rate of Based on an exchange rate of US$1.00 = €0.8227 as of June 1, 2010. IMF,
“Representative Exchange Rates for Selected Currencies,” June 1, 2010.

"> Based on data for 2004 and 2005. EC, SBA Fact Sheet: France, 2008, 1.
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¢ Internationalization: A much larger share of French SMEs gained income from
subsidiaries and/or joint ventures abroad than SMEs in other EU countries.
Moreover, France ranked as having more efficient procedures for exporting and
importing than the EU average.

. Skills and innovation: More than 80 percent of all French SMEs provided training
for their staff (compared to the EU average of 66.5 percent), with even very small
(micro) enterprises in France reporting higher participation rates in learning
activities than the EU average. French SMEs reportedly spent more time on
continuous vocational training than the EU average.

. Entrepreneurship: A substantially larger share of the population was reported to
have participated in entrepreneurship education in France than the EU average,
although there were fewer women entrepreneurs in France than the EU average.

. Responsive administration: The time required to start a business and the costs
required to set up and close a business were lower in France than the EU average.
The costs of enforcing contracts also were lower in France than the EU average.

. Finance: Access to venture capital and guarantees for SMEs in France was
reported to be on par with the EU average.'*

According to one French source, services accounted for more than one-half of French
SME economic activity in 2008, followed by wholesale/resale trade (23 percent) and
industry (21 percent).” Approximately 23 percent of SME workers were engaged in
providing business services in 2008, followed by wholesale/retail trade (20 percent),
personal services (15 percent), and construct