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ABSTRACT

This report is the third in a series by the U.S. International Trade Commission
(USITC) that examines the domestic and global operations of U.S. small and
medium-sized enterprises (SMEs). The Commission found that U.S. exporting
SMEs outperform their nonexporting SME counterparts by several measures.
Whether they deal in services or manufacturing, exporting SMEs show higher
total revenues, faster total revenue growth, and higher labor productivity than
their nonexporting SME counterparts. The Commission also found several
noteworthy contrasts between exporting large firms and exporting SMEs. Across
all sectors, large firms primarily sell to foreign clients via foreign affiliates rather
than through direct exports, while SMEs serve foreign clients primarily through
direct exports. Exporting services SMEs, which represent a very small share of
all U.S. services SMEs, are more export-intensive than large services exporters.
U.S. services SME multinational companies, which are even less common, are
nearly three times more export-intensive than large U.S. multinationals. On the
other hand, trade barriers, including both tariffs and nontariff measures,
disproportionately affect SMEs relative to large firms, as do many business
impediments, such as high transportation costs. In addition to their role as direct
exporters, U.S. goods and services SMEs also participate in the export economy
by exporting indirectly through wholesalers and other intermediaries or selling
intermediate goods or services domestically to large and small firms that use
these intermediate inputs to produce exported goods or services. The
Commission estimates that SMEs contribute a substantially higher share of the
value-added content embedded in exports than suggested by traditional trade
statistics.
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Executive Summary

The U.S. International Trade Commission (Commission or USITC) found that despite
facing trade barriers and other impediments, small and medium-sized enterprises (SMES)
in the United States that export goods and services are more productive than their
nonexporting counterparts. SMEs (defined in this report as firms with less than 500 U.S.-
based employees), through their role as suppliers to exporting firms, make a larger
contribution to U.S. exports than standard trade statistics suggest, and SMEs in the
services sector are more export-intensive (i.e., reliant on exports) than large exporters of
services.

The report is the last in a series of three Commission reports requested by the United
States Trade Representative (USTR). The reports investigate the performance of SMEs in
U.S. exports of goods and services. The first report, released in January 2010, described
the characteristics of U.S. SMEs and the role they play in U.S. exports.! The second
report, published in July 2010, provided views of U.S. industry on impediments to trade
and compared U.S. SMEs with those from the European Union and other major trading
partners.” This third report analyzes the contribution of U.S. services SMEs to U.S. trade
and focuses on the role of SMEs as indirect exporters, thereby highlighting their
contribution to the foreign trade sector of the U.S. economy.

This analysis was made possible by the availability of new data from the Bureau of
Economic Analysis (BEA) and the U.S. Census Bureau (Census) on affiliate sales and
cross-border exports of U.S. services SMEs. These data are used to describe the linkages
between exporting and SME performance, characteristics of U.S. services SME
exporters, and U.S. SME multinational companies (MNCs). The Commission also issued
a questionnaire that generated several thousand responses from SMEs and large firms in
both the manufacturing and services sectors. The questionnaire data are used throughout
the report, but are particularly useful in identifying trade barriers and other impediments
that disproportionately affect SME export performance.

U.S. SMEs That Export Generally Outperform SMEs That
Do Not Export

U.S. exporting SMEs outperform their nonexporting SME counterparts according to
several measures. According to data from the Commission questionnaire, exporting SME
manufacturers in 2009 had more than twice the total revenue of their nonexporting
counterparts (table ES.1). These exporters had revenue growth of 37 percent between
2005 and 2009, while total revenue declined by 7 percent for nonexporting SME
manufacturers over the same period. Also, labor productivity, as measured by revenue
per employee, was over 70 percent greater for manufacturing SME exporters than for
nonexporters. Similarly, Census data show that services SME exporters had nearly four
times as much total revenue per firm as services SME nonexporters and that total revenue
per firm earned by these exporters grew faster than the total revenue per firm earned by
nonexporters between 2002 and 2007. Labor productivity in 2007 was more than twice as
high for services SME exporters as for their nonexporting counterparts.

L USITC, Small and Medium-Sized Enterprises: Overview of Participation in U.S. Exports, January 2010.
2 USITC, Small and Medium-Sized Enterprises: U.S. and EU Export Activities, and Barriers and
Opportunities Experienced by U.S. Firms, July 2010.
xi



TABLE ES.1 U.S. SMEs

: Comparison of the performance of exporters with nonexporters

Non-
Indicator Exporters | exporters Key finding
Average revenue per e SME manufacturers that export earned
fi o 3.9 1.5 | more revenue than nonexporting SME
irm (million $, 2009)
manufacturers
S';/Irgnwﬁag/:fgars;:?ue 36.8 68 ° ExpfortitngtﬁMEt rr]n?nl;facturers’ rtr_eveguMeE
2005-09) grew faster than that of nonexporting S
Average revenue per e SME manufacturers that export are
employee 281 163 @ associated with higher labor productivity
(thousand $, 2009) than nonexporting SME manufacturers
Average revenue per e Services SMEs that export earn more
f o 3.8 1.0 total revenue than nonexporting services
irm (million $, 2007) SMEs
Services revenue e Exporting services SMEs’ revenue grew
growth (% change, 32.3 23.6 faster than that of nonexporting services
2002-07) SMEs
Labor productivity e Services SMEs that export realized
growth (% change, 435 26.8 higher growth in labor productivity than
2002-07) nonexporting services SMEs

Source: Data for manufacturing SMEs are from the Commission’s questionnaire; data on services
SMEs are from Census.

Services SME Exporters Are More Export-Intensive than
Large Exporting Services Firms

Services SMEs that export account for a very small share of total services providers, but
they were more export-intensive between 2002 and 2007 than large services exporters.®
Services SME exporters derived, on average, 22 percent of their total revenue from
exports, versus only 15 percent for large services exporters (table ES.2). Of the exporting
services firms, the smallest firms (0-19 employees) were the most export-intensive, with
29 percent of their total revenue originating from exports. Revenue and employment
growth of services exporting SMEs also outpaced that of large services exporters.

U.S.-based multinational (MNC) services SMEs that own and operate at least one foreign
affiliate accounted for a small share of foreign sales by all U.S. MNCs; the SME share
generally ranged between 1 and 4 percent for most industries. The one exception was
wholesale trade, where U.S. MNC SMEs accounted for just over 15 percent of foreign
sales by U.S. MNC wholesalers. U.S.-based services SME MNCs were more export-
intensive than large U.S. services MNCs; foreign sales accounted for 15 percent of total
sales of services SME MNCs and only 6 percent of those for comparable large firms
(table ES.2). Although total sales of foreign affiliates of U.S. SME MNCs were small
compared to those of foreign affiliates of larger firms, sales by foreign affiliates of U.S.
services SMEs experienced faster revenue growth. Sales back to the United States by
foreign affiliates of both SME and large U.S. services MNCs accounted for less than
10 percent of the affiliates’ total sales.

® Export intensity refers to the ratio of revenue from export sales to total revenue.
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TABLE ES.2 Services firms: Comparison of SMEs with large firms, (figures are for 2007 except as

indicated)
Large
Indicator SMEs firms Key finding

Total value of exports 47 78 ® The value of SME exports was less than
(billion $) that of large firms
Exports as a share of total 29 15 ® SMEs were more export-intensive than
firm revenue (%) large firms
Export revenue growth (% 90 g ® Exports by SMEs and large firms grew at
change, 2002-07) similar rates
Total revenue growth (% 64 o5 ® Exporting SMEs’ total revenue grew faster
change, 2002-07) than that of large exporting firms
Employment growth (% 12 4 °® Employment in exporting SMEs increased
change, 2002-07) at a higher rate than in large exporting firms

, . e The value of foreign sales of SME MNCs
;/a?llgse((t))filli'\ﬁ)ﬂ%i foreign 17 270 | was substantially less than that of large

MNCs
g/tharCesof‘otLeelﬁqostzllessa?essa 15 6 ° SME MNCs were more export-intensive
(%) than large MNCs
Growth in foreign sales .
o e Foreign sales by SME MNCs grew more
gi\;r;]uee ggg/‘l{\ig?)( % 27 23 rapidly than those of large MNCs
Revenue of foreian e Total foreign affiliate sales of U.S. SMEs
affiliates (billion $g) 90 1,258 | were much less than those of foreign
affiliates of larger firms
Foreign affiliates’ sales . .
g 5 e Foreign affiliates of U.S. SMEs grew faster

8;‘;Wth (% change, 2004 20 14 than affiliates of large firms
Foreign affiliates’ sales to e Most sales by foreign affiliates of U.S. firms
the United States as share 9 8 are in foreign markets, rather than to the

of total sales (%) United States
Source: Staff calculations from BEA and Census data.

Large Multinational Firms Sell Primarily to Foreign
Customers through Foreign Affiliates, while SMEs Tend to
Export Directly

SMEs typically serve foreign customers in a significantly different way than large firms.
According to Commission estimates, SMEs tend to serve their foreign customers
primarily through direct exports, rather than selling through foreign affiliates. An
estimated 73 percent of foreign sales by SMEs were conducted through direct exports,
with the remainder (27 percent) by foreign affiliates of U.S.-based SMEs. On the other
hand, large firms primarily sell to foreign customers via foreign affiliates rather than
through direct exports. In 2007, an estimated 85 percent of foreign sales by large firms
were conducted through foreign affiliates of U.S. firms, versus approximately 16 percent
of foreign sales conducted via direct exports.
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The Commission also found that there are a small but significant number of SMEs in the
United States that are owned by foreign MNCs. These foreign-owned SMEs are more
numerous and employ more people in the United States than U.S.-owned SME MNCs.
There are approximately 9,400 of these foreign-owned U.S.-based SMEs, and they
employed an estimated 440,000 U.S. workers in 2007, including 187,000 in
manufacturing and 84,000 in wholesale trade.

Indirect Exports of U.S. SMEs Increase Their Total
Contribution to U.S. Exports

In addition to their role as direct exporters, U.S. SMEs participate indirectly in the export
economy. SMEs export indirectly through wholesalers and other intermediaries and by
selling intermediate goods and services to large and small firms in the United States that
produce exports with these intermediate inputs. SMES’ contribution to U.S. exports
through these indirect channels was substantial. In 2007, direct exports of goods and
services by U.S. SMEs totaled $382 billion, or approximately 28 percent of total U.S.
exports. According to Commission calculations, if the value of intermediate inputs that
SMEs supplied to exporting firms is taken into account, SMEs’ total contribution to
exports in 2007 would increase to $480 billion, or 41 percent of the total value of U.S.
exports of goods and services. These values imply that SMEs that exported goods and
services directly supported an estimated 1.9 million U.S. jobs in 2007. In addition, when
employment by SMEs that supply intermediate inputs to exporters is considered, the
Commission estimates that SME indirect exporters accounted for an additional 2.1
million U.S. jobs in 2007. Therefore, these results suggest that direct and indirect exports
of SMEs supported about 4 million jobs—with about half the jobs sustained by direct
exports and the other half by indirect exports. The Department of Commerce estimates
that U.S. exports of goods and services support about 10 million jobs. Taken together
with the results from this study, this work suggests that SME exports account for
approximately 40 percent of all export-supported jobs in the United States.

Trade Barriers and Other Impediments Disproportionately
Affect SME Export Performance

The Commission’s July 2010 report on SMEs provided views of U.S. SMEs concerning
impediments to exporting including access to financing and U.S. government regulations.
The Commission survey data indicate that SMEs regard many impediments as more
burdensome than large firms do. Responding firms rated the severity of 19 impediments
on a 1-to-5 scale, with 1 indicating no burden and 5 indicating a severe burden. The
proportion of SMEs that regarded the impediments as burdensome (a 4 or 5 response)
tended to be higher than the proportion of large firms that did so, for both services and
manufacturing firms (figures ES.1 and ES.2). For services firms, SME scores exceeded
those of large firms by the largest amount for “insufficient intellectual property (IP)
protection,” “foreign taxation,” and “obtaining financing.” For manufacturing firms,
SME scores exceeded those of large firms by the largest amounts for the following
impediments: “inability to find foreign partners,” “difficulty receiving or processing
payments,” and “high tariffs.”
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FIGURE ES.1 Services: Shares of SMEs and large firms rating impediments as burdensome
(response of 4 or 5 on a scale of 1-5)

Customs procedures X ®
Difficulty establishing affiliates in foreign markets X ®
Difficulty in receiving or processing payments x [ ]
Difficulty locating sales prospects ] X
Foreign regulations *®
Foreign sales not sufficiently profitable x ®
Foreign taxation issues X ®
High tariffs 4 ®
Insufficient IP protection x L)
Lack of government support programs [ X ®
Lack of trained staff X ]
Language/cultural barriers X ®
Obtaining financing X ®
Preference for local goods/services in foreign market X ]
Transportation/shipping costs * &
Unable to find foreign partners X ®
LS. regulations x [
U.S. taxation issues | X ]

Visa issues x ®
[ I I I I
10 20 30 40 50

Percent

SMEs ® Large firms X

Source: USITC staff calculation from questionnaire data.
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FIGURE ES.2 Manufacturing: Shares of SMEs and large firms rating impediments as burden-
some (response of 4 or 5 on a scale of 1-5)

Customs procedures X L]
Difficulty establishing affiliates in foreign markets pd ®
Difficulty in receiving or processing payments X ]
Difficulty locating sales prospects X ®
Foreign regulations e
Foreign sales not sufficienthy profitable ® X
Foreign taxation issues ® b4
High tariffs X ®
Insufficient IP protection ® x
Lack of government support programs b ®
Lack of trained staff X L
Language/cultural barriers * [ ]
Obtaining financing X L)
Preference for local goods in foreign market X ®
Transportation/shipping costs x .
Unable to find foreign partners X ]
U.S. regulations | ® x
U.S. taxation issues x L

Visaissues | X @

Percent

SMEs ® Large firms *

Source: USITC staff calculation from questionnaire data.

Indications from the survey are that as SMESs export more, their perception of the severity
of impediments typically declines. However, the pattern varies somewhat depending on
whether SMEs are in services or manufacturing. Newer services SMEs tend to report
impediments as more burdensome, export to fewer regions, and export less intensively
than more established services firms. Manufacturing SMEs tend to report impediments as
more burdensome when they export to only one or two regions; on the other hand,
newness to exporting and lack of export intensity have a less pronounced effect on
burdens reported by manufacturers.
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Tariffs in foreign markets on certain manufactured goods and processed agricultural
products, in which SMEs are major suppliers, are substantial. For example, SMEs are
major exporters of knit apparel and meat and meat products, sectors in which U.S.
exporters faced average applied tariffs in excess of 20 percent. However, tariffs on most
products were quite low, and the average tariff faced by SMEs (3.4 percent) was only
1 percent higher than that faced by large exporters.

Certain specific NTMs, such as nationality or licensing requirements, which must be met
to practice certain professions, make it difficult for SMEs to enter many foreign markets.
In some countries, laws prohibit the establishment of a commercial presence by foreign
firms. For example, a foreign retail firm must have a net worth of at least $200 million to
establish itself in the Philippines. Licensing, residency, and commercial presence
requirements frequently constrain services SMEs from entering foreign markets. Foreign
standards and certification requirements often impede exports by manufacturing SMEs.
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CHAPTER 1
Introduction

Purpose and Scope

This report is the third in a series of three interrelated reports on the role of U.S.
small and medium-sized enterprises (SMEs) in U.S. exports that the U.S.
International Trade Commission (Commission or USITC) has prepared in
response to a request by the United States Trade Representative (USTR)." As
requested, it provides (1) an examination of the linkages between exporting and
SME performance for both goods and services firms; (2) a profile of U.S.
services SME exporters, including the characteristics of firms that produce
tradable services, the growth of services exports by SMEs, and the differences
between SME and large services exporters; (3) an analysis of the operations of
U.S. SME multinational companies (MNCs) and of U.S. SMEs that are affiliates
of foreign MNCs; (4) an examination of the role of SMEs as indirect exporters,
either through sales to exporting wholesalers or other intermediaries, or through
sales of intermediate goods or services to exporting firms; and (5) an analysis of
trade impediments that disproportionately affect SME export performance for
both goods and services exporters. This report, like the previous reports in this
series, defines SMEs as firms with less than 500 U.S.-based employees.2

A major focus of this report is an analysis of the operation of U.S. services SME
exporters. As noted in the first report, SMEs accounted for 99.9 percent of the
27 million employer and nonemployer® nonfarm businesses in 2006. Eighty-eight
percent of these SMEs were services firms.* Before the publication of the current
report, no official trade data were publicly available on the export activities of
SME services firms, even though they accounted for the vast majority of all U.S.
businesses. This report seeks to fill an important gap by reporting data on the
international operations of U.S. services SMEs. In addition to services, however,
this report also provides information on SMEs in the agriculture and

! See appendix A and B for the request letter from the USTR, and Federal Register notices
associated with this investigation. The first report in this series—USITC, Small and Medium-Sized
Enterprises: Overview of Participation in U.S. Exports—was published in January 2010. The
second report in this series, USITC, Small and Medium-Sized Enterprises: U.S. and EU Export
Activities, and Barriers and Opportunities Experienced by U.S. Firms—was published in July
2010.

2 Earlier reports in this series applied an additional revenue threshold for services firms (less
than or equal to $7 million for most services firms). This report does not apply revenue thresholds
for services firms because they do not correspond to those used by the major data sources on
services—that is the U.S. Census Bureau and the U.S. Dept. of Commerce (USDOC), Bureau of
Economic Analysis (BEA)—used in this report. However, an analysis of this revenue threshold,
applied to the services firms in the USITC questionnaire described below, indicates that 78 percent
of services firms with less than 20 employees, 39 percent of firms with between 20 and 99
employees, and only 3 percent of firms with between 100 and 499 employees have annual revenues
of less than $7 million.

% Nonemployer firms refer to businesses without paid employees that are subject to federal
income tax. Most nonemployers are self-employed individuals operating very small unincorporated
businesses, which may or may not be the owner’s principal source of income.

4 Census, Statistics of U.S. Businesses; Census, Nonemployer Statistics.
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manufacturing sectors, particularly in chapters analyzing SME MNCs, SME
indirect exporters, and impediments to SME exporters.”

Approach

Most of the analysis in this report is based on comparisons between SMEs and
large firms (firms with 500 or more U.S.-based employees) or between SME
exporters and SME non-exporters. In many cases, this involves direct
comparisons of business statistics, such as total exports by SMEs versus those of
large firms, or employment by SME exporters versus that of SME nonexporters.
In the analysis of trade impediments, however, the Commission has relied on
guestionnaire responses to determine which of the impediments have a
disproportionate (greater) effect on SMEs relative to large firms. To examine the
role of SMEs in indirect exports (goods or services that are inputs into goods or
services produced and exported by other firms), the Commission used input-
output analysis.

Data Sources

The current report builds on the two previous Commission reports by drawing on
a number of new data sources to provide additional details on the exports,
international operations, and challenges faced by U.S. SMEs.® For instance, the
first report, published in January 2010, analyzed foreign affiliates of U.S.
services SMEs using a firm-level commercial database, but noted that no official
data existed on services exports disaggregated by firm size. The current report
uses specially tabulated data from the Bureau of Economic Analysis (BEA) and
the U.S. Census Bureau (Census) to report additional details regarding affiliate
sales and cross-border exports of U.S. services SMEs.” Also, the first report
disaggregated SMEs by broad types of firms—manufacturers, wholesalers, and
other firms—but did not include direct information on the types of goods
exported by those firms. The current report takes this analysis one step further
by presenting new information on the types of goods exported by SMEs, cross-
referenced by firm type (e.g., chemicals exported by manufacturers versus
chemicals exported by wholesalers or other firms), which allows a more in-depth
analysis of the role of intermediaries in SME trade.

Similarly, the Commission’s second report on SMEs, published in July 2010,
summarized the views of SMEs regarding export impediments that were gathered
in a series of public hearings and interviews with SMEs throughout the United
States. However, the report did not rank the reported trade impediments faced by
SMEs, nor did it assess which barriers disproportionately affected SMEs relative
to large firms. The current report employed a questionnaire in which both SMEs
and large firms rated the severity of many of the impediments identified by the

® Throughout this report, industries are classified by the North American Industry Classification
System (NAICS); under the NAICS, agricultural processing is classified as a manufacturing
activity.

® A list of industries covered in each of these datasets is presented in appendix C.

" Analysis of this data is primarily found in chapter 3, with additional detail presented in
appendix D.
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Commission’s July 2010 report on SMEs.® This approach allowed for a
guantitative analysis to determine which impediments pose the greatest
challenges to SME exporters. Information regarding the industry coverage, time
frame, and contribution of new information from each of these data series is
summarized in table 1.1. Additional information on the data sources used in this
report is provided below.

Statistics on SME Trade and Foreign Affiliate Sales

At the request of the Commission, Census compiled a special tabulation using
data from the 2002 and 2007 Economic Censuses to produce statistics on cross-
border exports for certain services sectors by firm size. Additionally, at the
request of the Commission, BEA produced a special tabulation on financial and
operating data for U.S. MNCs and their foreign affiliates, by employment size of
U.S. parents in all sectors.” Census provided additional data on related-party
exports of SMEs, i.e. exports for which both the exporter and importer are part of
the same MNC. Finally, at the request of the Commission, Census compiled a
data series that provides product-level detail on the exports of goods by non-
manufacturers (wholesalers and other companies). These special data tabulations
allowed a much more detailed analysis of the international operations of services
SMEs than was previously possible.

Commission Survey of U.S. Firms

To assess the degree to which impediments to exporting disproportionately affect
U.S. SME exporters compared to large firms, the Commission sent
questionnaires to firms in the manufacturing and tradable services sectors.™® For
comparison purposes, the questionnaire sampled both SMEs and large firms, as
well as SME exporters and SME nonexporters.** The questionnaire employed a
stratified random sample to survey over 8,400 U.S. firms, and weighted results
on the basis of firms’ proportion in the overall population and the response rates
of various categories of firms to ensure that reported results more accurately
represented the entire population of SMEs.*? Besides asking about impediments
to exporting, the questionnaire also included questions on employment, total
revenue, revenue from foreign clients (export revenue or revenue from foreign
affiliates), and method of marketing to foreign clients.*®

8 A copy of this questionnaire is presented in appendix E.

® These data are also available on BEA’s Web site at
http://www.bea.gov/international/xls/SelectUSMNCEMP .xls.

10 Technical details regarding this questionnaire can be found in appendix F.

11 Because the vast majority of large firms are exporters, large firms are not classified as
exporters or non-exporters for this analysis.

12 The questionnaire was originally sent to 9,000 firms, however, a number of questionnaires
were undeliverable due to incorrect addresses.

13 Results and analysis of this data are presented in appendix G.
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TABLE 1.1 Comparison of major datasets employed in this study

Dataset: Analysis found in chapter:  Industries covered®: Years covered: What is new about this dataset:
Census cross-border services  Chapter 2 Services: 2002, 2007 Categorizes services trade data by five firm size
trade by firm size (derived Chapter 3 Information; finance (except categories:
from the 2002 and 2007 insurance); professional Total SMEs (less than 500 employees)
Economic Censuses) services; administrative and SMEs with 0-19 employees

support services; and several SMEs with 20-99 employees

other services industries SMEs with 100-499 employees

Large firms (500 or more employees)
Commission questionnaire Chapter 2 Manufacturing; services 2005-2009 Quantitative data on the severity of trade
Chapter 6 (services data not impediments for SMEs and large firms in the
Appendix E disaggregated, but includes manufacturing and services sectors

construction, wholesaling,

transportation, information,

finance, professional services,

higher education services and

a number of other service

industries)
Bureau of Economic Analysis  Chapter 3 Mining and agriculture, forestry, 2004—2007 Data on the operations, including foreign and
(BEA) multinational companies Chapter 4 fishing, and hunting; domestic sales, exports, and number of
(MNCs) operating data by firm manufacturing; wholesale employees, of U.S. MNC parents and their
size of parent trade; information; finance and affiliates by SMEs and large firms

insurance; other services

industries
Census data on related-party ~ Chapter 4 Agricultural goods; 2007 Data on related-party exports of SMEs, i.e.
exports Mined goods; and exports within MNCs

Manufactured goods
Census goods exports by firm  Chapter 5 Agricultural goods; 2007 Product level data on exports by manufacturers,
size Mined goods; and wholesalers and other firms by five firm size

Manufactured goods

categories described above

®For complete list of industries covered in each dataset, please see appendix C.



Other Sources of Data

The Commission also used a number of other sources in analyzing the operations
of U.S. SMEs. The Commission used information obtained from hearings held in
Washington, DC, Portland, OR, and St. Louis, MO, in March 2010, and
information from interviews with SME personnel conducted by Commission
staff throughout the United States. This information was used to explore trade
impediments that disproportionately affect SME export performance and to
describe how SMEs participate in indirect exports, by producing inputs that are
sold to exporting firms.** The Commission also received new data on U.S.
government trade financing that is provided to services SMEs." Finally, the
Commission drew extensive information from the economic literature, U.S. and
foreign government reports, and other published sources.

Organization of the Report

This report contains six chapters. In addition to describing the purpose, scope,
and approach of this report, chapter 1 offers a brief summary of the major
findings of the previous two reports in this series.

Chapter 2 briefly reviews the previous research related to the performance of
SME exporters and nonexporters globally, and provides new supporting evidence
for U.S. SMEs on linkages between exporting and performance indicators, such
as revenue growth and labor productivity, for both goods and services firms.

Chapter 3 examines U.S. SMEs engaged in providing services, including the
characteristics of firms that produce tradable services, the growth in these
services exports, and the difference between SME and large services exporters.
The chapter also describes services SME MNCs, including the operations of the
U.S.-based SME parents of foreign affiliates, as well as the activities of the
foreign affiliates themselves. Finally, the chapter identifies how data gaps might
be overcome to further enhance understanding of SME services exporters.

Chapter 4 provides insights on the degree to which SMEs operate as MNCs and
as affiliates of foreign MNCs. The chapter also analyzes the extent to which
SMEs and large firms service their clients through foreign affiliate sales versus
direct exports, and the extent to which SME exports of goods are to related
parties.

Chapter 5 examines the role of SMEs as indirect exporters.’® This includes two
kinds of transactions: sales of intermediate inputs to exporters, and sales to
wholesalers or other intermediaries who export essentially untransformed goods
and services produced by SMEs. The chapter also provides an estimate of the
number of U.S. jobs supported by SME indirect exporters.

¥ The views of all witnesses who testified at the Commission’s public hearings or expressed
their views in written testimony are summarized in chapter 6 of the Commission’s July 2010 report
on SMEs.

15 Ex-1m Bank, e-mail spreadsheet attachment to Commission staff, July 28, 2010.

18 Technical details regarding this analysis are presented in appendix H.
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Chapter 6 identifies and ranks trade impediments that may affect SME exporters
more than large exporters, based on questionnaire responses. The chapter also
describes how firms’ responses vary relative to export experience. The chapter
primarily focuses on tariff and nontariff measures (NTMs) that
disproportionately affect SMEs, but in order to provide context on the importance
of trade barriers relative to other measures, it also analyzes the impact of business
impediments and domestic policy impediments identified by the Commission’s
second report on SMEs.

Previous Reports in this Series

In its first report in this series, the Commission gave an overview of the current
state of SMEs’ participation in U.S. exports, based on available data.” It found
that SMEs accounted for about 30 percent of known U.S. merchandise exports
between 1997 and 2007. Canada and Mexico were the largest markets for these
exports. Electrical products, machinery, and chemicals were the primary
merchandise export categories for SMEs. The Commission also found that
between 1997 and 2007, much of the growth in SME merchandise exports was
attributable to an increase in the number of net new market entrants—SMEs that
were new to exporting. Export growth from large firms, by contrast, resulted
almost exclusively from increases in the value of exports by existing firms. The
Commission also found that Canada and the United Kingdom appeared to be the
largest destination markets for U.S. SMEs’ services exports, based on a
comparison between data on affiliate transactions by SMEs from ORBIS, a
proprietary firm-level database, with official cross-border exports statistics—not
differentiated by firm size—in three services sectors.™®

In its second report, the Commission compared exporting activities of SMEs in
the United States and the European Union (EU). The Commission found that
SMEs in the EU accounted for 40 percent of total manufacturing sales and
31 percent of manufacturing exports, while U.S. SMEs accounted for just
19 percent of total manufacturing sales and 13 percent of manufacturing
exports.'® The Commission found that this difference is consistent with the larger
share of EU economic activity accounted for by SMEs. The report also included
a summary of the views of SMEs on trade impediments and the strategies they
have used to increase exports, including views expressed at Commission public
hearings and in interviews with Commission staff.?

The Commission found that SMEs commonly identified access to finance,
certain U.S. government regulations,®* transportation costs, and the small scale of
SME production as major domestic impediments to increased exports. SMEs
identified foreign government regulations, lack of knowledge of foreign markets,
and language and cultural barriers as the major foreign impediments to increasing

7 UsITC, Small and Medium-Sized Enterprises: Overview, January 2010.

'8 Bureau van Dijk, Orbis Companies Database.

¥ UsITC, Small and Medium-Sized Enterprises: U.S. and EU Export Activities, July 2010.

2 A summary of the major findings from the Commission’s July 2010 report on SMEs
regarding trade impediments, which is used as a basis for the quantitative analysis of trade
impediments in this report, can be found in chapter 6.

2 primarily U.S. visa and export control regulations.
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exports. U.S. SMEs also reported that they use three primary strategies to
overcome these barriers: (1) combining forces with other firms in the same
industry; (2) working with larger companies; and (3) taking advantage of U.S.
government support programs. Finally, U.S. SMEs identified several improved
export opportunities associated with FTAs and other trading arrangements, such
as greater competitiveness in foreign markets, increased market access, improved
regulatory environments, and better intellectual property rights protections.
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Chapter 2
Exports and SME Performance

Key Findings

U.S. SME exporters of manufactured goods were larger and grew more rapidly than their
counterparts that only sold in the domestic market during 2005-09, according to
Commission questionnaire data. These data also show that labor productivity of SME
manufacturers that exported was almost twice as high as that of SMEs that only sold in
the domestic market. By contrast, questionnaire data on exporting SMEs in the services
sector were inconclusive with respect to whether they earned more revenue or had higher
labor productivity than similar nonexporting firms. However, Census data on firms in
selected services industries did show that exporting firms were larger and had higher
rates of labor productivity than nonexporters.

This chapter examines the relationship between exporting and firm performance of
SMEs. Previous work shows that large firms were more likely to export than small firms,
although most of the literature was not specific to SMEs. Exporting manufacturing firms
generally scored higher than nonexporting manufacturers on a number of performance
indicators. Based on some indicators, it appeared that after manufacturing firms began to
export, exporting itself contributed to improved performance. In other cases, however,
firms after beginning to export did not outperform nonexporting firms. Only a few studies
on performance and SMEs in the services sector were available, and the final part of this
chapter provides one of the first presentations of data on revenue and labor productivity
for SMEs that export services.

Size and Performance

Empirical research suggests that large firms usually pay higher wages, produce more
output per given level of inputs, are more likely to survive, obtain more patents, and
export more than small firms.! Leung et al. found that large Canadian firms, both
manufacturers and non-manufacturers, were more productive than small firms.? Van Ark
and Monnikhof found similar results for firms in France, Germany, Japan, the United
Kingdom, and the United States.® Kim et al. found that the number of patents per
inventor increases with firm size in the U.S. pharmaceutical and semiconductor industries
even after controlling for education, experience, other inventors in the firm, and other
firm characteristics.*

! Gibson and Stillman investigated the link between wages, skill level, and firm size in nine countries.
They found that large firms pay higher wages even after controlling for education and workplace literacy and
that workers in English-speaking countries with better literacy skills are more likely to work for bigger firms.
Gibson and Stillman, “Why Do Big Firms Pay Higher Wages?” 2009. Large firms also usually obtained more
patents than small firms. See Kim et al., “Relation of Firm Size to R&D Productivity,” 2009, which examined
some complexities related to patents.

2 Leung et al., “Firm Size and Productivity,” 2008, 1-3.

% van Ark and Monnikhof, “Size Distribution of Output and Employment,” 1996.

4 Kim et al., “Inventor Productivity and Firm Size Evidence from Panel Data on Inventors,” 2009, 516.
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Firm size also affects survival, and a body of empirical evidence shows that small firms
are less likely to survive than large firms, that growth is positively related to size, and that
smaller firms beginning operations are less likely to survive than firms that are larger at
entry.® The particular group of firms that are active at any one time is in constant flux. In
2006, approximately 600,000 firms went out of business in the United States, of which
96 percent had less than 20 employees and over 99 percent had less than 500 employees.®
That same year, there were 670,058 new firms, which had a similar distribution of sizes.

Large firms are more likely to perform well and are more likely to export than small
firms because firms with greater sales and higher revenue from exporting are better able
to cover the fixed costs of entering foreign markets. Using revenue as an indicator of size,
Armenter and Koren found that exporters were 4.2 times larger, on average, than
nonexporters based on 2002 firm-level Census data for manufacturers.” Bernard and
Jensen examined plant-level data from the U.S. Census and found that exporting plants
with less than 250 employees had 1.9 times more revenue than nonexporting plants.®

Using revenue as an indicator of size as in previous studies, data from the Commission’s
guestionnaire show that SMEs that export manufactured goods were, on average, from
1.8 to 2.6 times larger than nonexporting SME manufacturers during 2005-09.° These
estimates suggest that relationships between exporting and size among manufacturing
SMEs are similar to those that have been noted between exporters and nonexporters in
the overall economy.

Exporting and Performance of Manufacturing SMEs

This section summarizes some previous studies on exporting and performance in the
manufacturing sector. It also uses data from the Commission’s survey to compare
revenue and labor productivity of SMEs that export with those that do not export.

Just as large firms often outperform small firms, exporters score better on a variety of
performance measures than nonexporters. For example, one study of firms in the United
States found that exporters are more productive and grow faster than nonexporters.*
Exporters, regardless of the size of the firm, have been shown to be more skill- and
capital-intensive, to be more productive, and to pay higher wages than nonexporting
firms.'* Bernard and Jensen found that labor productivity was 12 to 24 percent higher for
exporters than for nonexporters. Studies on firm performance in other countries have

® Agarwal and Audretsch, “Does Size Matter?” 2003, 23.

® Small Business Administration (SBA), Office of Advocacy. Data originated from Census’s longitudinal
database. The Commission is not aware of any public data on firm births and deaths by export status.

" Armenter and Koren, “Economies of Scale and the Size of Exporters,” August 2009.

8 Bernard and Jensen, “Exceptional Exporter Performance: Cause, Effect, or Both?” 1999, 5.

® A revenue export premium is the ratio of mean revenue per exporting firm to that of nonexporters. A
premium greater than 1 indicates that exporters’ revenue was higher than that of nonexporters. The export
revenue premium was statistically greater than 1 for manufacturing SMEs for four out of five years during
2005-09. Mean revenue for SMEs that export services was actually less than that of SMEs that only sell
services domestically; however, the revenue data on services were highly variable, and one cannot determine
at conventional levels of statistical significance from the questionnaire data whether exporters of services
earned more or less revenue than nonexporters. It is thus possible that the revenue export premium is greater
than 1 for the population of services firms.

10 Bernard and Jensen, “Exporting and Productivity in the USA,” 2004, 344.

1 Bernard et al., “Firms in International Trade,” 2007, 105.
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roughly similar results. A study of European SMEs found that internationally active firms
had higher revenue growth relative to all SMEs from 2007 to 2008."

Commission questionnaire data indicate that U.S. SME exporters of manufactured goods
performed better with respect to revenue and labor productivity than manufacturing
SMEs that only sold in the domestic market. The average revenue of exporting SME
manufacturers grew by 36.8 percent between 2005 and 2009, a period during which the
nominal gross domestic product increased by 12.8 percent (figure 2.1). Nonexporting
SME manufacturers experienced a slight decline (6.8 percent) in revenue for this period.
As previously stated, SME manufacturing exporters earned more per firm than
nonexporters. Also, labor productivity as measured by revenue per employee was over
70 percent greater for manufacturing SMEs that exported than for nonexporting
manufacturing SMEs.

Exporters typically have superior performance characteristics before they enter a foreign
market. Bernard and Jensen examined plant-level data of U.S. manufacturing firms
before they began exporting and while they were exporting. They found that the firms,
including small plants, that later became exporters were initially larger, had greater labor
productivity, and paid higher wages.™® Moreover, for the manufacturing sector, a firm’s
productivity level is a better predictor of whether it will export than the industry to which
it belongs.™ Another study found that higher-performing Taiwanese firms are more likely
to choose to become exporters than lower-performing firms.™ In this study, firms’ initial
high performance permits them to incur a nonrecoverable sunk cost related to obtaining
information about the foreign market and meeting any initial requirements and
regulations.

Exporting in itself potentially improves performance, because the need to serve additional
markets may require a firm to expand production and allow it to operate on a more
efficient scale. The higher level of production could permit the firm and its workers to
improve the production process, so that there may be a “learning-by-doing” effect.
Selling in several markets could also allow a firm to diversify risks if the markets
perform differently.

Bernard and Jensen examined the performance of manufacturing plants once they became
exporters and found mixed results.® They found that exporters have significantly lower
failure rates than nonexporters with similar characteristics. However, performance
measures at exporters’ plants did not improve more rapidly than at other plants, and
productivity improved at a slower rate. They attributed this to volatile foreign markets.
During entry into foreign markets, a plant is typically growing and improving

12 \an Elk, Hessels, and van der Horst, Internationalisation of European SMEs: Final Report, 2009. The
EU has a broad definition of “internationally active,” which includes exporting, importing, or engaging in
foreign direct investment.

% Bernard and Jensen, “Exceptional Exporter Performance: Cause, Effect, or Both?” 1999, 11.

14 Bernard et al. “Plants and Productivity in International Trade,” 2003, 1287.

5 Aw et al., “R&D Investment, Exporting, and Productivity Dynamics,” forthcoming.

16 Bernard and Jensen, “Exceptional Exporter Performance: Cause, Effect, or Both?” 23.
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FIGURE 2.1 Manufacturing SMEs that export have higher average revenue per firm than manufac—
turing SMEs that do not export

6 Exporters: mean = 90% confidence region (CR) ===+
Nonexpaorters: mean 90% CR
-‘—_.-r"""*-.____'_."
5 | — - . —
- - T T -
-

Millions of $
[¥%]
|
\
\
.‘.
I
]
i
]
;

e i — = - N
- -
- -
2 — - =
1 —
0 I I I I I
2005 2006 2007 2008 2009

Source: USITC staff calculation from questionnaire data.

MNote: 90% CR indicates that the true population mean falls in this region with a 90 percent probability.

performance, but plants that stop exporting often experience declines in performance, and
more than 10 percent of manufacturing plants enter or exit foreign markets every

17
year.

Exporting and Performance of SMEs in the Services Sector

Data collected through the Commission’s questionnaire were generally inconclusive
about whether U.S. firms that export services outperform their nonexporting U.S.
counterparts. Examination of Census data shows that exporters typically have higher
revenue per firm and higher labor productivity than similar nonexporters.

" Empirical work on performance after beginning to export is mixed. Aw et al. found that firms that
continued to export raised their future productivity, but generally by small amounts. Plants whose
productivity was already high realized large benefits from exporting, but other plants benefited less or not at
all. Aw et al., “R&D Investment, Exporting, and Productivity Dynamics,” forthcoming. Lileeva and Trefler
found that some less productive Canadian plants that were induced to export because of tariff cuts became
more likely to increase their labor productivity, to develop innovative products, and to adopt new
manufacturing technologies than firms that did not begin to export. They concluded that exporting potentially
improved the profitability of investing in technical improvements because it increased the output over which
the investment to enter the export market was spread; thus, some plants found it profitable to export and
invest, although either exporting or investing would be unprofitable by itself. Lileeva and Trefler, “Improved
Access to Foreign Markets Raises Plant-level Productivity,” 32.
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There is very little economic literature on the relation between performance and
exporting for the services industries. One study found that exporters in retail and
wholesale trade increased their employment more rapidly than other firms between 1993
and 2000."® Another study found that a smaller proportion of services firms than
manufacturing firms are engaged in international trade in the United Kingdom (UK).*
This study also found that, although trade was rare, services exports occur in a variety of
sectors, including manufacturing sectors that sometimes tie technical assistance and
service contracts in with export sales. Using firm-level data from the UK, these
researchers found that exporters employ more people, pay higher wages, earn more
revenue, are more productive, and have a higher share of skilled employees than firms
that do not engage in foreign trade.?® Another study found that U.S. services industries
with higher wages have more exports per worker.?

Data from the Commission’s questionnaire indicated that the average annual revenue of
SMEs that export services was only about 60 percent of that of providers of exclusively
domestic services; however, the data were highly variable, and there was no statistically
significant difference between revenue for exporters and that for nonexporters of
services. From 2005 to 2009, U.S. exporters of services grew more (47.4 percent) than
nonexporters (43.4) on a revenue basis.?

Detailed unpublished data on selected services industries from the Census Bureau show
that exporting SMEs earned more revenue per firm than nonexporting SMESs in the
similar industry (table 2.1). The export revenue premium ranged from a low of 1.4 for
performing arts, spectator sports, and related industries to a high of 8.1 for securities,
commodity contracts, and other financial investment activities. Overall, SME exporters in
these industries earned 3.8 times more revenue per firm than nonexporting SMEs. For
about half of these services industries, revenue grew faster for exporters than for
nonexporters between 2002 and 2007. Revenue grew most rapidly for securities,
commodity contracts, and other financial and related activities, while exporters of waste
management and remediation services experienced a decline of 36 percent. Overall,
however, these exporting services industries grew by 32.3 percent, compared to
23.6 percent for nonexporters between 2002 and 2007.% Labor productivity (revenue per
employee) was approximately equal for exporters and nonexporters of services,
according to data from the Commission’s questionnaire.?* According to the Census data,
however, an employee of an SME that exported services generated approximately twice
as much revenue on average as an employee for a firm that sold only domestically (table
2.2). The largest export labor productivity premiums for 2007 occurred in other
information services and in securities, commodity contracts, and other financial
investment and related activities. Labor productivity for exporters grew faster than that of
nonexporters for about half of these services industries between 2002 and 2007, although
the growth rates were uniformly positive for the nonexporting firms.

18 Bernard, Jensen, and Schott, “Importers, Exporters and Multinationals,” 2009, 514, tables 1 and 2.

19 Breinlich and Criscuolo, “International Trade in Services,” 2010, 1.

2 Breinlich and Criscuolo, “International Trade in Services,” 2010, 2.

2 Jensen and Kletzer, “‘Fear’ and Offshoring,” 2008, 10. This conclusion is based on information
services (NAICS 51), professional, scientific, and technical services (NAICS 54), and administrative and
support and waste management and remediation services (NAICS 56).

22 similarly, this difference is not statistically significant.

2 |nformation is unavailable to determine the statistical significance of the differences between services
exporters and nonexporters in the Census data.

2 Because the data on revenue and employment for services were highly variable in the Commission’s
questionnaire, it is impossible to determine the mean labor productivity with much precision for this group; it
is thus possible that the population value of labor productivity of services exporters may exceed the similar
measure for nonexporters, which would be consistent with other information.
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TABLE 2.1 Selected services SMEs: Comparison of revenue for exporting versus nonexporting firms

Export
Mean revenue per firm in revenue  Mean revenue growth
2007, $ premium rate 2002-07, %
Exporter  Nonexporter 2007% Exporter Nonexporter
Securities, commodity contracts, and
other financial investment and related
activities 17,169,940 2,132,563 8.1 135.1 62.7
Other information services 3,632,238 713,801 5.1 26.6 25.6
Repair and maintenance 2,263,552 595,156 3.8 35.6 25.1
Motion picture and sound recording
Industry 3,818,972 1,101,087 35 29.3 14.7
Lessors of nonfinancial intangible assets
(except copyrighted works) 11,246,899 3,303,559 34 515 38.1
Broadcasting (except internet) 6,571,079 2,083,200 32 82 281
Professional, scientific, and technical
services 2,654,586 824,622 3.2 17.8 19.4
Internet service providers, web search
portals, and data processing services 6,328,557 2,017,953 3.1 32.3 38.7
Publishing industries 5,643,472 1,928,355 2.9 39.5 18.6
Rental and leasing services 5221121 1,897,770 28 45 337
Administrative and support services 2174635 773,710 238 16.5 239
Telecommunications 6,994,664 3,230,888 2.2 -19.6 225
Waste management and remediation
services 4,051,142 1,848,066 2.2 -36.0 37.4
Credit intermediation and related
activities 5,496,633 3,369,398 1.6 -20.1 19.0
Internet publishing and broadcasting 2.931,914 1,798,766 16 37.9 16.3
Performing arts, spectator sports, and
related industries 1,781,371 1,264,038 1.4 -6.1 32.2
All selected services SMEs 3,802,055 1,001,102 3.8 32.3 23.6

Source: Commission calculations from Census data.

Note: These data are aggregated at the 3-digit NAICS.

®The export revenue premium is the ratio of the exporters’ revenue value to the revenue value of
nonexporters. A premium greater than one indicates that exporters’ revenue was higher than nonexporters.



TABLE 2.2 Selected services SMEs: Comparison of labor productivity for exporting versus nonexporting firms

2002 2007 2002-2007
Exporter Exporter
labor Export labor Export Non-
productivity labor productivity labor exporter  Exporter
(revenue/  productivity (revenue/  productivity growth growth
employee) premium®  employee) premium?® rates rates
$ $ %
Other information services 153,609 2.8 212,942 2.8 37.2 38.6
Securities, commodity contracts,
and other financial investment
and related activities 544,318 2.0 1,158,145 2.7 60.2 112.8
Administrative and support
services 128,998 2.3 152,810 2.2 25.1 18.5
Performing arts, spectator sports,
and related industries 185,890 1.9 264,250 1.8 49.0 42.2
Mation picture and sound
recording industry 297,435 1.6 406,510 1.7 30.4 36.7
Rental and leasing services 416,344 2.3 361,939 1.7 19.9 -13.1
Publishing industries 183,554 1.5 245,396 1.6 20.8 33.7
Professional, scientific, and
technical services 169,332 1.5 224,411 1.6 23.6 325
Repair and maintenance 139,573 1.4 186,121 15 24.2 33.4
Telecommunications 462,124 1.9 385,337 1.4 16.0 -16.6
Internet service providers, web
search portals, and data
processing services 157,334 1.3 233,673 14 42.1 48.5
Credit intermediation and related
activities 317,942 1.6 343,540 14 27.6 8.1
Broadcasting (except internet) 286,266 2.7 178,294 1.2 33.3 -37.7
Lessors of nonfinancial intangible
assets (except copyrighted
works) 402,196 1.3 543,080 12 48.8 35.0
Waste management and
remediation services 265,069 2.2 200,986 1.2 32.2 -24.2
Internet publishing and
broadcasting 165,858 11 219,541 1.0 44.3 324
All selected services SMEs 194,050 1.8 277,984 2.1 26.8 43.3

Source: Commission calculations from Census data.

Note: These data are aggregated at the 3-digit NAICS.

*The export labor productivity premium is the ratio of mean labor productivity of exporters to that of nonexporters.






CHAPTER 3
Examination of Services SME Exporters

Key Findings

Relatively few services SMEs export; however, export activity among those that do, is
often relatively dynamic. Among services exporting firms and among services
multinational companies (MNCs), SMEs are more export-oriented than their large
counterparts. Additionally, in the recent period, services SMES’ cross-border exports
grew faster than that of large services firms and sales by foreign affiliates of SME MNCs
outpaced that of foreign affiliates of large MNCs. As noted in chapter 1, the examination
of both cross-border exports by services SMEs and services supplied through SME
MNCs and their foreign affiliates is based on data that for the first time report services
trade activity by firm size.

Using special tabulations prepared by the Census and the BEA for 2007 (the most recent
year for which data are available), the Commission has found that while only a small
fraction of services SMEs participate in exporting, services SME exporters are fast
growing and relatively more export-oriented than large services exporters. Overall,
services SMEs account for a small share of export revenue earned by large and small
services exporters collectively. However, services SMEs that export derive a larger share
of their total revenues from exporting than do large firms. Moreover, services SME
exporters’ exports, revenues, and employment grew faster than those of large services
exporting firms between 2002 and 2007.

There were several standout subsectors among services SMEs. Information services firms
accounted for the highest percentage of all exporting establishments, as well as leading in
terms of employment and revenue generated by exporters among all U.S. services SME
exporters included in the analysis. In addition, SME exporters of administrative, support,
waste management, and remediation services ranked highest in share of exports by large
firms and SMEs collectively, while SME exporters of finance and insurance services
ranked highest in the ratio of export revenue to total revenue.

The Commission also found that U.S. parents of SME MNCs in services industries
accounted for only a small share of MNCs’ total sales and foreign sales by all U.S.
parents. Nonetheless, U.S. parents of SME MNCs in services industries are more export-
oriented than large services MNCs as measured by their share of foreign sales to total
sales. They also recorded higher foreign sales growth than large MNCs during 2004-07.

Likewise, foreign affiliates of SME MNCs in services industries accounted for only a
small share of all foreign affiliate sales. Such affiliates, however, recorded higher total
sales growth than foreign affiliates of large services MNCs during 2004-07. It is worth
noting that virtually all foreign affiliates’ sales remain in foreign markets (host countries
and third countries), rather than being exported back to the United States.*

1 The term “third country” in this chapter is used differently than in USITC Title VIl investigations. Sales
by foreign affiliates in third countries refer to countries other than the United States and the host country of
affiliates.
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This chapter begins with a discussion of tradable services, which provides context for the
analysis that follows. The analysis focuses first on cross-border exports by services SMEs
and second on services SME MNCs. The chapter concludes by briefly identifying
remaining data gaps that impede further examinations of services SMES’ exports.

Tradable Services

Services are “traded” or provided to foreign markets and consumers through four modes
or channels of delivery—cross-border supply (mode 1), consumption abroad (mode 2),
commercial presence (mode 3), and the presence of natural persons (mode 4)—which are
exemplified below.?

e The cross-border supply of services occurs when an individual or firm in one
country provides a service to an individual or firm in another country, with
people, information, or money crossing national boundaries in the process.
An example of such a transaction is an advertising firm in the United States
delivering an advertising plan by e-mail to a client in the United Kingdom.

e Consumption abroad takes place when a resident in one country consumes
services while visiting or temporarily residing in another country. For
instance, a Chinese national that pursues graduate studies at a university in
the United States is engaging in consumption abroad; the provision of
educational services by the U.S. institution to the Chinese resident is
considered a U.S. export.

e Services delivered via commercial presence occurs when a firm from one
country establishes an affiliate in another country, with the income generated
from affiliate transactions appearing as direct investment income in the
balance of payments.® Such trade would take place, for example, if a
subsidiary of a U.S. management consulting firm, established in Germany,
were to provide services to local clients.

e Services trade via the presence of natural persons occurs when an individual
service supplier travels to another country on a short-term basis to supply
services. A U.S. architect traveling to France to render design advice is an
example of services supplied through this channel.*

Services firms in all industries could engage in international trade through the four modes
of delivery mentioned above. In many services industries, however, the share of SMEs
that conduct business with foreign clients is small and it is exceptionally low in others.
For instance, trade in retail services is primarily achieved through commercial presence,

2These modes of services trade delivery are defined under the General Agreement on Trade in Services.
For more information, see WTO, “Chapter 1: Basic Purpose and Concepts,” undated (accessed August 30,
2010).

% By contrast, “cross-border transactions” in which providers in one country sell services to consumers in
another country appear as imports and exports in the balance of payments. See chapter 4 discussion in
USITC, Small and Medium-Sized Enterprises: Overview, 2010, 4-1.

4 Official data on U.S. services trade published by the BEA captures services provided through mode 1
(cross-border supply), mode 2 (consumption abroad), and some mode 4 (presence of natural persons) as
cross-border imports and exports. Services provided through mode 3 (commercial presence) are captured as
affiliate transactions. Data collected by the USITC questionnaire include all four modes of delivery.
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and small or boutique stores often lack the financial capital to establish brick-and-mortar
operations overseas.” At the same time, restrictions on establishing a commercial
presence in a particular foreign market may hinder trade in professional services, though
professionals may be able to participate in the market by traveling there briefly to
perform the service demanded and then returning home (presence of natural persons). In
addition to four modes of services delivery, there are varying means by which firms
attract foreign clients (see box 3.1 for a comparison between services and manufacturing
SMEs’ marketing methods to foreign clients).

Cross-Border Trade

This section examines services SME exporters, in part by comparing them to all services
SMEs, all large services firms, © and large services exporters based on a special tabulation
provided by the Census Bureau, which focuses on seven broad services sectors
considered highly “tradable.”” The discussion identifies key exporting sectors and
examines growth and employment trends among the sectors. The discussion concludes by
examining the relative export-orientation of services SME exporters, or the degree to
which exports affect employment and sales.

Top Five Services Subsectors

The largest services exporting sectors for both SMEs and large firms, in terms of export
revenue in 2007, were finance; information; and professional, scientific, and technical
services. On a more disaggregated industry level, services SME exports were highest in
portfolio management; architectural, engineering, and related services; computer systems
design and related services; software publishing services; and management, scientific,
and technical consulting services (figure 3.1). Large services firms were active exporters
in two of the same categories: software publishing and scientific research and

® For a discussion of trade in retailing services, see USITC, Recent Trends in U.S. Services Trade, 2010,
chap. 6.

®n this chapter, “firms” refers to a business organization or entity consisting of one or more domestic
establishments under common ownership or control. “Establishments” refer to a single physical location
where business is conducted or where services are performed. In many cases, firms, particularly large firms,
have multiple domestic establishments. The Census data presented in this chapter were tabulated according to
firm size categories: firms with 0-19 U.S. employees, 20-99 U.S. employees, 100-499 U.S. employees, and
less than 500 U.S. employees are all SMEs; and firms with 500 or more U.S. employees are large firms. The
data reported throughout this chapter, however, refer to the establishments of SMEs and large firms, rather
than the firms themselves. For instance, figure 3.3 refers to the number of employees in exporting
establishments, by large firms and by SMEs. Since firms may have multiple establishments, a single large
firm may have some exporting establishments and some nonexporting establishments. Therefore, the
percentage of exporting large-firm establishments should not be construed to represent the percentage of
exporting large firms.

" These sectors are considered “tradable” through mode 1 (cross-border supply), though it is likely that
the tabulation also captures mode 2 (consumption abroad) and mode 4 (presence of natural persons)
transactions. For purposes of this analysis, the seven broad services sectors are at times disaggregated into
their component subsectors such that, for instance, the subsector “portfolio management” can be examined
apart from the “finance and insurance” sector in which it is categorized.
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BOX 3.1 Marketing methods to foreign clients

In marketing to foreign clients, both services and manufacturing SMEs rely principally on foreign customers to initiate
contact for the purchase of goods and services. Earlier studies on the export behavior of SMEs suggest that this type
of marketing method is a “reactive” rather than a “proactive” strategy.?

Methods of attracting foreign clients, 2009

Foreign
client Existing Other Assistance
initiated business Trade Firm's Personal marketing  Assistance of of U.S.
contact  relationship  shows Website  relationship methods private firm  government
—— Rank (1 = highest)—
Services firms
SMEs (employees<500) 1 2 3 4 5 6 7 8
Less than 20 emp. 1 3 4 2 5 6 7 8
Between 20 and 99 emp. 1 2 3 6 4 5 7 8
Between 100 and 499 emp. 2 1 4 5 3 6 7 8
Large firm (employees>500) 22 1 6 2a 4 5 7 8
Manufacturers
SMEs (employees<500) 1 3 6 5 2 7 4 8
Less than 20 emp. 1 4 6 5 2 7 3 8
Between 20 and 99 emp. 2 1 4 3 5 6 7 8
Between 100 and 499 emp. 2 1 3 5 4 6 7 8
Large firm (Employees>500) 3 1 4 6 2 5 7 8

Source: Data compiled from responses to USITC questionnaire.
Note: Overall rank based on calculated mean scores ranging from 1 to 9.

aBoth categories have a mean score of 2.64.

For services SMEs, the second most popular method of cultivating foreign sales is through existing business
relationships. For manufacturing SMEs, it is through personal relationships with overseas clients. Services
SMEs also attract foreign clients through participation in trade shows and through their firms’ Web sites;
these two marketing methods ranked third and fourth, respectively, among services SMEs that responded to
the questionnaire. By contrast, large firms in both the services and manufacturing sectors indicated that
existing business relationships served as the primary means of attracting foreign clients, followed by the
foreign client initiating contact (for services firms) and personal relationships with foreign clients (for
manufacturing firms). Of note, firms across all employment categories ranked “assistance from the U.S.
government” as the least frequently used method for attracting overseas clientele.

? Pope, “Why Small Firms Export: Another Look,” 2002, 17-26; SBA, “Costs of Developing a Foreign
Market for a Small Business,” November 2004, 5, and “The Small Business Economy,” 2008, 101.
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FIGURE 3.1 Portfolio management firms are the largest SME exporters: SME and large services firms'
export revenue, top five subsectors, 20072
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Sources: USDOC, Census, Service Sector Statistics Division; and USITC staff calculations.

Note: Data are from the 2002 and 2007 Economic Census and are tabulated by 2002 North American Industry Classification System
(NAICS) codes. The data include selected subsectors in the following NAICS sectors: 51 (information), 52 (finance and insurance), 53
(real estate and rental leasing), 54 (professional, scientific, and technical services), 56 (administrative and support and waste
management and remediation services), 71 (arts, entertainment, and recreation), and 81 (other services (except public
administration)). Data are generally provided at the 4-digit NAICS level except where complete 4-digit industry data were not
collected. In those cases data are shown at more detailed NAICS levels.

@Al numbers in the table refer to revenue from exported services (in billions of dollars) in 2007. However, the numbers for some
industries in the information sector include exports of services and goods.



development services.® Large services firms also recorded large export revenues in
national commercial banking, federally chartered savings institutions, and motion picture
and video production.

Increasing wealth and incomes in emerging economies have provided new investment
opportunities and clients to services SMEs; as noted, a large share of total services SME
export revenue derives from SMEs in portfolio management. The number of SME
exporting establishments in portfolio management increased from 854 in 2002 to 1,251 in
2007; by 2007, SME exporters of portfolio management derived 41.9 percent of their
revenue from exports.®

U.S. services SME exporters and large services exporters are both active in software
publishing, but for somewnhat different reasons.™® For large services exporters, the main
reason is the globalization of the information industry: major large companies, including
Microsoft Corporation, Oracle Corporation, and International Business Machines (IBM)
Corporation, have operations in foreign markets, and sales to foreign clients represent
about half of total sales. Smaller firms are active exporters in this area partly because
software is typically provided to clients electronically, thereby reducing the transaction
costs associated with exporting. Further, small U.S. software publishers are known to be
especially innovative, enabling them to provide services unavailable from other firms.
Partnerships with, or acquisition by, larger software firms can also boost smaller firms’
exports by allowing them to leverage the resources and experience of the larger firm.*!

Services SME Share of Exports and Employment

Compared with large services exporters, services SMEs account for a small share of total
export revenue and employment in services sectors covered by the Census data. In 2007,
cross-border exported services as reported by Census totaled approximately $124 billion,
which represents only part of services trade data as reported by the BEA.*> SMEs
generated 37.6 percent (nearly $47 billion) of total cross-border services exports, and

8 Similar to SMEs overall (as shown in figure 3.1), each finer-size category of SME generated a high
share of their export revenue (among the top five) in the following industries: portfolio management;
architectural, engineering, and related services; and computer systems design and related services. Further,
similar to both SMEs overall and large firms, SMEs with 20-99 employees and 100-499 employees recorded
large export revenues in software publishing; like large services firms, the exports of SMEs with 20-99
employees and 100-499 employees were highest in scientific research and development services. Finally,
like SMEs overall, SMEs with 0-19 employees generated a high share of their export revenue in
management, scientific, and technical consulting services; they also recorded large export revenue in office
administrative services.

®USDOC, Census, Service Sector Statistics Division; USITC staff calculations. In 2002, portfolio
management ranked second highest (after computer systems design and related services) in services SME
export revenue.

10 Census Web site. http://www.census.gov/epcd/ec97/def/5112.HTM (accessed August 18, 2010).
Software publishing is mostly accounted for by businesses involved in producing and distributing computer
software.

1 1BISWorld, “Software Publishing in the US Industry,” July 2010, 18, 20-21.

2uysDOC, BEA, U.S. International Services, (accessed August 10, 2010); BEA representative, telephone
interview by USITC staff, May 11, 2010. The U.S. Census reports cross-border services exports of $124
billion in 2007, while the BEA estimates services exports of $478 billion. Differences in services coverage
explain most of this disparity. As discussed in Chapter 1, Census data on only seven services sectors are
available for this report; among those seven sectors, data were complete only for (1) professional, scientific,
and technical services; and (2) administrative and support and waste management and remediation services.
(see appendix C). On the other hand, BEA covers most types of services, including travel services, freight
and port services, and royalties and license fees, which are not included in the Census data, and respectively
accounted for 20.3 percent, 10.8 percent, and 17.5 percent of cross-border services exports as published by
BEA in 2007.
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large firms generated the remaining 62.4 percent (nearly $78 billion) (figure 3.2). Among
SMEs, no one size class dominated export revenue.

Services SMEs accounted for 42.7 percent of all employees in services sectors covered
by the 2007 Census data, with 39.9 percent employed in services SME nonexporting
establishments and 2.8 percent employed in services SME exporting establishments
(figure 3.3)." These ratios were very similar to those for 2002.%

While exporting is not common among services SMEs, SMEs that do export derive a
larger share of their total revenue from exporting than do large services firms.
Specifically, only 3.7 percent of all services SMEs exported their services in 2007,
compared with 9.7 percent of large services companies (table 3.1, column 1). Just
13.3 percent of total SME revenue was generated by exporting establishments, compared
with 16.3 percent by large companies (column 3).*> However, among services SMEs that
export, the export revenue/total revenue ratio (22.4 percent) was significantly higher than
that of large services exporters firms (15.3 percent) (column 6).*® SME exporters with the
lowest number of employees had the highest export revenue/total revenue ratios.*’

SME Exporters’ Growth

During 2002-07, services SME exporters’ export revenues, total revenues, and
employment increased by more than that of large services exporting firms. SME export
growth (90.4 percent) marginally outpaced large firms’ export growth (88.4 percent)
(figure 3.4). Disparities in revenue and employment growth were wider, with SME
exporters’ revenue and employment increasing by 64.1 percent and 11.9 percent,
respectively, whereas revenues for large exporting firms grew by 25.4 percent and
employment declined by 0.6 percent. Moreover, among services SME exporters, rates of
growth in exports, revenues, and employment surpassed the SME average.'®

Sectoral Analysis

SMEs in information services are the most active in export markets among all services
sectors. In 2007, 11.2 percent of SMEs in information services exported their services,
compared with 3.7 percent of all services SMEs, as indicated earlier (table 3.2, column
1).*° Further, 20.1 percent of SME employees in information services were employed by
exporting SMEs (compared with only 6.6 percent overall) and 26.7 percent of SME
revenue in information services was derived from SME exporters (compared with
13.3 percent overall) (table 3.2, columns 2 and 3). The unusually high export activity of
SMEs in information services may be explained by the composition of information
services, which includes industries that export goods and services.

13 See appendix table D.1 for more detail.

14 See appendix table D.2. For example, in 2002, SMEs generated 37.3 percent of all export revenue
earned by large and small firms collectively.

15 Between 2002 and 2007, this difference narrowed, with larger firms’ share decreasing and SMEs’
share increasing: in 2002, only 11.1 percent of all SME revenue came from establishments with revenue from
exported services, as compared with 18.5 percent for large firms. See appendix table D.3 for 2002 data.

18 Both large and small firms’ export revenue as a share of total revenue did not exceed 3.0 percent in
either 2002 or 2007.

17 See appendix table D.3 for similar trends in 2002.

18 See appendix tables D.4 and D.5 for growth rates of finer categories of SMEs and underlying data.

19 As shown in table 3.2, 9.3 percent of SMEs in arts, entertainment, and recreation export.
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FIGURE 3.2 No one SME size class dominates export revenue: SMEs' and large senices firms'
shares of export revenue, with SMEs' share broken down by number of employees, 2007

Total SMEs 37.6%
of which:

0-19 employees *
10.2%

i 0,
Large firms 62.4% 20-99 employees *

13.4%

100-499 employees”
14.0%

Total: $124.3 billion

Sources: USDOC, Census, Service Sector Statistics Division; and USITC staff calculations.

Note: Data are fromthe 2002 and 2007 Economic Census and are tabulated by 2002 NAICS codes. The data include selected
subsectors in the follow ing NAICS sectors: 51 (information), 52 (finance and insurance), 53 (real estate and rental leasing), 54
(professional, scientific, and technical services), 56 (administrative and support and w aste management and remediation
services), 71 (arts, entertainment, and recreation), and 81 (other services (except public administration)).

aDue to differences in sectoral coverage, the addition of some data for size class of SMEs do not correspond to total SME
contributions to export revenue.
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FIGURE 3.3 SME exporters account for a very small share of senice sector employees: All senices
establishments, share of total senices employees, 2007

Large firm exporters SME exporters 2.8%
5.2%

SME nonexporters
— 39.9%
Large firm

nonexporters 52.1% Large firms:57.3%

SMEs: 42.7%

Total: 25.4 million employees
Sources: USDOC, Census, Service Sector Statistics Division; and USITC staff calculations.

Note: Data are fromthe 2002 and 2007 Economic Census and are tabulated by 2002 NAICS codes. The data include selected
subsectors in the follow ing NAICS sectors: 51 (information), 52 (finance and insurance), 53 (real estate and rental leasing), 54
(professional, scientific, and technical services), 56 (administrative and support and w aste management and remediation
services), 71 (arts, entertainment, and recreation), and 81 (other services (except public administration)).
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TABLE 3.1 Revenue from exported services, subset of services industries, 2007%

4)

Export revenue

(5) Export revenue
as a share of all

(6) Export revenue
as a share of total
revenue for
establishments

1) 2 3) from exported establishment reporting exported
Number of Number of Total revenue services revenue (%) (4b / services (%) (4b /
establishments employees ($1,000) ($1,000) 3a) 3b)
Less than 500 employees (SMEs) 1,391,916 10,737,066 1,567,451,560
a. All establishments
b. Establishments with
receipts/revenue from exported services 52,035 712,765 208,526,835 46,696,428
Share of total (%) 3.7 6.6 13.3
Export/revenue ratio 3.0 22.4
500 or more employees (large
companies)
a. All establishments 288,577 14,400,930 3,103,898,563
b. Establishments with receipts/revenue from
exported services 28,083 1,316,738 506,479,845 77,567,473
Share of total (%) 9.7 9.1 16.3
Export/revenue ratio 25 15.3
Sum of SMEs and large companies
a. All establishments 1,680,493 25,137,996 4,671,350,123
b. Establishments with receipts/revenue
from exported services 80,118 2,029,503 715,006,680 124,263,901
Share of total (%) 4.8 8.1 15.3
Export/revenue ratio 2.7 17.4
Classes of SMEs”
0-19 employees
a. All establishments 1,211,861 4,041,509 590,661,292
b. Establishments with
receipts/revenue from exported services 41,662 166,669 43,310,163 12,586,731
Share of total (%) 3.4 4.1 7.3
Export/revenue ratio 2.13 29.1
20-99 employees
a. All establishments 117,802 3,378,925 487,750,274
b. Establishments with receipts/revenue
from exported services 7,222 256,318 67,378,939 16,565,029
Share of total (%) 6.1 76 13.8
Export/revenue ratio 3.4 24.6
100-499 employees
a. All establishments 62,253 3,316,355 488,951,394
b. Establishments with receipts/revenue
from exported services 3,151 288,183 97,247,167 17,268,093
Share of total (%) 5.1 8.7 19.9
Export/revenue ratio 3.5 17.8

Sources: USDOC, U.S. Census Bureau, Service Sector Statistics Division; USITC staff calculations.

Note: Data are from the 2002 and 2007 Economic Census and are tabulated by 2002 NAICS codes. The data include selected subsectors in the following NAICS sectors: 51
(information), 52 (finance and insurance), 53 (real estate and rental leasing), 54 (professional, scientific, and technical services), 56 (administrative and support and waste
management and remediation services), 71 (arts, entertainment, and recreation), and 81 (other services (except public administration)).

4An exported service is a product (e.g., service performed, license agreement) that is performed for, or sold or transferred to, a customer or client (individual, government,
business establishment, etc.) located outside the United States (i.e., outside the 50 states, District of Columbia, U.S. commonwealth territories, or U.S. possessions). Included
are products provided to unaffiliated and affiliated foreign firms (e.g., foreign parent firms, subsidiaries, branches). Excluded are products provided to domestic subsidiaries of
foreign firms. Some industries in the information sector include exports of services and goods.
®Data for “Classes of SMEs” may not add to totals listed under “Less than 500 employees” due to suppression of sectoral/industry data for some disaggregated classes of

SMEs.



FIGURE 3.4 Services SMEs exporters outperform large services exporting firms: SMEs' and large services
firms' growth rates, 2002-07

SMEs Large firms
% — 100% -
100% 90.4% 88.4%
80% | 80% - ——~——"——————————-—-—-- -
60% -
60% - 41.9%
20% - 37.2%
20%
5.9% 11.9%
0%
grﬁrqgeégsf Revenue Exports Number of Revenue Exports
ploy employees

DAIl establishments BExporting establishments

Sources: USDOC, Census, Service Sector Statistics Division; and USITC staff calculations.

Note: Data are from the 2002 and 2007 Economic Census and are tabulated by 2002 NAICS. The data include selected subsectors in
the following NAICS sectors: 51 (information), 52 (finance and insurance), 53 (real estate and rental leasing), 54 (professional,
scientific, and technical services), 56 (administrative and support and waste management and remediation services), 71 (arts,
entertainment, and recreation), and 81 (other services (except public administration)).
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TABLE 3.2 SME involvement in exporting across services sectors, 2007 (%)

Service sector

Percent of SMEs
in exporting
establishments

Percent of SME Percent of SME

employees in
exporting
establishments

total revenue
from exporting
establishments

SME exporters'

SME share of export revenue/

total exports®

total revenue

Information®

Finance and insurance®
Real estate & rental leasing
Professional, scientific, &
technical services
Administrative & support and
waste management &
remediation services

Arts, entertainment, &
recreation®

Other services (except public
administration®

All sectors

11.2 20.1 26.7 21.6 18.2
2.9 5.4 17.6 38.3 28.3
4.0 7.5 12.1 47.2 20.0
4.2 8.3 12.4 49.5 21.0
13 1.6 3.4 63.4 26.0
9.3 7.5 12.7 - 224
2.7 6.5 9.7 61.6 11.2
3.7 6.6 13.3 37.6 22.4

Sources: USDOC, Census, Service Sector Statistics Division; and USITC staff calculations.

Notes: Data are from the 2002 and 2007 Economic Census and are tabulated by 2002 NAICS. The data include
selected subsectors in the following NAICS sectors: 51 (information), 52 (finance and insurance), 53 (real estate and
rental leasing), 54 (professional, scientific, and technical services), 56 (administrative and support and waste
management and remediation services), 71 (arts, entertainment, and recreation), and 81 (other services (except public
administration)). Most sectors have varying industry coverage. Professional, scientific, and technical services has
complete industry coverage; information services is missing only motion picture and video exhibition, NAICS 51213. For
sectors with only a few industries, undisclosed export data are appropriately noted.

#Adding large firm shares to SME shares would equal 100 percent.

Some industries in the information sector include exports of both services and goods.
°Figures for the exports of large and small firms for one industry in this sector were not available in 2007.

dFigures for the exports of large firms in this sector were not available in 2007.
°Figures for the exports of large firms for one industry in this sector were not available in 2007.

Information services firms include software publishers (NAICS 5112), where
43.4 percent of SMEs in 2007 were engaged in exporting. The sector also includes other
export-intensive industries such as motion picture and video distribution (NAICS 51212)
and wireless telecommunications carriers (NAICS 5172), where the ratios of export
revenue to total revenue were 38.2 and 46.9 percent, respectively, in 2007.%°

However, SMEs in certain other sectors were also notable exporters by other measures.
They accounted for a higher share of combined large-firm and SME exports and were
more export-oriented as measured by the ratio of export revenue to total revenue. For
example, SMEs in professional, scientific, and technical services accounted for a higher
share of large firms’ and SMEs’ combined exports than SMEs in information services
(49.5 percent compared with 21.6 percent) (table 3.2, column 4).?* Similarly, SMEs in
administrative, support, waste management, and remediation services accounted for a
high share of all exports by large and small firms (63.4 percent). Within the sector,
industry-level exports by SMEs in office administrative services (NAICS 5611)
accounted for 41.1 percent of SME exports and 26.1 percent of combined SME and large-

2 For more detail on information services, see appendix tables D.6 and D.7.
2L For more detail on professional, scientific, and technical services, see appendix tables D.8 and D.9.
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firm exports.? Further, as measured by SME exporters’ ratio of export revenue to total
revenue, SMEs in finance and insurance (28.3 percent) and administrative, support, waste
management, and remediation services (26.0 percent) were more export oriented than
SMEs in information services (18.2 percent) or in overall services (22.4 percent) (table
3.2, column 5).

Services Supplied through U.S. MNCs

This section compares the services supplied by U.S. SME and large MNCs and their
foreign affiliates based on data from the BEA.” U.S. MNCs can service their foreign
clients in two ways: (1) they can export across borders, an activity captured in this report
as MNC parents’ sales to foreign persons and their foreign affiliates, and (2) they can sell
their services through their foreign affiliates.” The first two sections of this discussion
focus on the services supplied through U.S. parents of U.S. MNCs, and the third and
fourth sections concentrate on the services supplied through foreign affiliates.

SME MNCs’ Share of U.S. Parent Sales

Both SME and large MNCs in services industries record most of their sales in the
wholesale trade, finance and insurance, and “other” services sectors, but the distribution
is not the same.? In 2007, services SME MNCs derived a majority of their total sales in
wholesale trade, which accounted for 48.8 percent of sales; “other” services industries,
27.1 percent; and finance and insurance, which accounted for 15.8 percent (table 3.3,
derived from column 1). While large services MNCs made most of their total sales in the
same sectors, the sales were in different rank order: “other” services industries accounted
for 37.8 percent; finance and insurance, 21.7 percent; and wholesale trade, 20.0 percent.

22 SMEs also accounted for a high share of sector exports in real estate and rental leasing (47.2 percent),
and in other services (61.6 percent) compared with overall services (table 3.2, column 4). Within other
services, however, export revenue for one subsector (of three total industries) was not available for large
firms, which may partly explain the high SME share. Census representative, e-mail communication with
USITC staff, July 19, 2010 and September 23, 2010. As discussed in chapter 1, there are various levels of
sectoral coverage. Sectors 54 and 56 are complete. In Sector 51, data on exported services were not collected
from part of 5121 (NAICS 51213: motion picture and video exhibition, which is the only industry missing
from Sector 51). See Appendix C for a complete list of subsectors included in the data.

ZWhile this section focuses on the sales of U.S. parents and their foreign affiliates in services industries,
chapter 4 uses the same data to further analyze operations of SME and large MNCs in select services as well
as mining and manufacturing industries, including their exports and imports of goods and their relative labor
productivity.

2 Foreign sales by U.S. parents of U.S. MNCs are mode 1 transactions (cross-border supply), and
services supplied by foreign affiliates in their host country or third countries are mode 3 (commercial
presence).

B «Other services industries” consists of the following NAICS sectors: utilities; construction; retail trade;
transportation and warehousing; real estate, rental, and leasing; management of companies and enterprises;
administration, support, and waste management; health care and social assistance; accommodation and food
services; and miscellaneous services.
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TABLE 3.3 U.S. multinationals: Sales and foreign sales of U.S. parents by industry and employment size of U.S. parent

(7) Foreign
(5) Share of sale share of
(2) Share of (3) Average (4) Foreign totalindustry (6) Average  all sales for
(1) Total total industry 9growth rate, sales, foreign sales, 9drowthrate,  gjze class in
sales 2007 sales, 2007  2004-07° 2007° 2007 2004-07% industry, 2007
Million $ % Million $ %
All industries®
0-499 employees 154,891 1.8 45 25,170 24 5.2 16.6
500 employees or more 8,459,842 98.2 69 1,029,432 97.6 11.9 12.2
All U.S. parents 8,614,733 6.9 1,055,142 11.6 12.2
Total services
0-499 employees 114,186 25 35 16,902 5.9 26.6 14.8
500 employees or more 4,476,627 97.5 65 269,599 94.1 22.6 6.0
All U.S. parents 4,590,812 6.4 286,499 22.8 6.2
Wholesale trade
0-499 employees 55,699 5.9 24 12,441 15.3 4.0 22.0
500 employees or more 896,138 94.1 94 68,716 84.7 10.7 7.7
All U.S. parents 951,837 8.9 81,156 9.1 8.5
Information
0-499 employees 3,861 0.6 -3.8 359 0.8 8.9 9.3
500 employees or more 665,006 99.4 6.6 42,407 99.2 7.4 6.4
All U.S. parents 668,868 6.5 42,766 7.4 6.4
Finance (except depository institutions) and insurance
0-499 employees 18,056 1.8 23.7 752 11 -18.2 4.2
500 employees or more 969,827 98.2 11.0 68,251 98.9 -7.0 7.0
All U.S. parents 987,882 111 69,003 -7.1 7.0
Professional, scientific, and technical services
0-499 employees 5,630 2.2 0.1 795 4.4 23.0 14.1
500 employees or more 253,395 97.8 53 17,478 95.6 -7.2 6.9
All U.S. parents 259,024 51 18,273 -6.5 7.1
Other service industries®
0-499 employees 30,940 1.8 103 2,555 3.4 30.0 8.3
500 employees or more 1,692,261 98.2 32 72,747 96.6 41.0 4.3
All U.S. parents 1,723,201 3.3 75,301 41.0 4.4

Sources: USDOC, BEA, International Investment Division; and USITC staff calculations.

8Growth rate of sales for other industries and total services is between 2006-07.

®This category is calcuated by adding sales to U.S. parents' foreign affilates and sales to other foreign persons.
“Includes wholesale trade; information, finance (except depository institutions) and insurance; professional, scientific, and technical

services; other service industries; mining and agriculture, forestry, fishing, and hunting; and manufacturing.

d"Other service industries” consists of the following NAICS sectors: utilities; construction; retail trade; transportation and
warehousing; real estate and rental and leasing; management of companies and enterprises; administration, support, and waste
management; health care and social assistance; accommodation and food services; and miscellaneous services.
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SME MNCs in services industries account for a very small share of total MNC sales and
foreign sales by U.S. parents, with one exception.?® Within services industries as a whole,
SME MNCs accounted for 2.5 percent and 5.9 percent of total U.S. parent sales and
foreign sales in 2007, respectively (table 3.3, column 2 and column 5). Within services
industries other than wholesale trade, the SME share of foreign sales by U.S. parents
ranged from approximately 1 percent to just over 4 percent. SMEs in wholesale trade,
however, had a disproportionately high share of foreign sales by U.S. parents, at
15.3 percent.?” One reason for the relatively robust showing of SME MNCs in wholesale
trade could be that they distribute intermediate goods which are used in the final
production of other goods and services.?®® For example, Weaks Martin Implement Co.,
Inc., an SME with a foreign affiliate in Mexico, distributes equipment for use in farm and
garden activities.”

Although U.S. parents of services SME MNCs account for a small share of total U.S.
sales and foreign sales of services MNCs, SME MNCs are more export-oriented than
large MNCs as measured by the ratio of foreign sales to total sales. Across all sectors,
SME MNC parents’ foreign sales accounted for 16.6 percent of total sales in 2007,
compared to a share of 12.2 percent among parents of large MNCs (table 3.3, column 7).
Within the services sector, there was a wider gap between the ratio of foreign sales to
total sales by U.S. parents (14.8 percent for SME MNCs versus 6.0 percent for large
MNCs), signifying that SME MNCs in services industries are particularly export-oriented
(figure 3.5). Within wholesale services, the SME MNC foreign sales to total sales ratio of
U.S. parents (22.0 percent) was almost triple that of the parents of large MNCs
(7.7 percent). Similarly, within most other industries—information; professional,
scientific, and technical services; and “other” services—the SME MNC ratio of foreign
sales to total sales by U.S. parents was significantly higher than that of large MNCs. This
result—similar to the SME export revenue/total revenue ratio reported in the previous
section—indicates that relative to large multinationals, SME multinationals are more
export-oriented and possibly more reliant on sales in foreign markets. The exception to
this pattern was in financial services, where SME MNCs are less export-oriented than
large MNCs. This exception may be because affiliate transactions comprise a vast share
of trade in this sector, particularly in insurance services: most countries prohibit cross-
border trade in personal lines of insurance in the interest of consumer protection.*

% Foreign sales are calculated by adding U.S. MNC sales to their foreign affiliates and their sales to other
foreign persons. BEA representative, e-mail communication with USITC staff, March 15, 2010. Although
sales to U.S. parents’ foreign affiliates and sales to other foreign persons may be considered exports, sales
data do not exactly correspond to export data. For example, there are cases where there is an export but a sale
is not recorded (i.e., if a parent ships a good to its foreign affiliate and there is no change in ownership, then a
sale may not get charged) and cases where there is a sale but an export is not recorded (i.e., an affiliate may
attribute a sale to the U.S. parent even if the product was never produced in and never left the United States).
According to a USITC staff calculation, the ratio of exports of goods to sales of goods is 71.7 percent.

27 UsSDOC, BEA, Survey of Current Business 87, 2007, 110. It is important to note that within the BEA
sales data, the distributive services that wholesalers provide (which are likely a significant portion of
wholesale services) are included in the sales of goods, and the data reported in table 3.3 mostly reflect the
sales of goods. BEA’s measures of distributive services raised the 2005 estimate of “services provided to
U.S. residents through U.S. affiliates” by $171.0 billion, or 44 percent.

2 additionally, SME wholesalers could distribute products of large firms as well as small ones. See
USITC, Small and Medium-Sized Enterprises: Overview of Participation in U.S. Exports, 2010, 3-3.

? Bureau van Dijk, ORBIS database (accessed August 26, 2010).

%0 USITC, Recent Trends, 2008, 4-1.
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FIGURE 3.5 SME services MNCs are more export-oriented than large services MNCs: Ratio of foreign
sales to total sales by U.S. MNCs, 2007°
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Sources: USDOC, BEA, International Investment Division; and USITC staff calculations.

Note: Foreign sakes are calcuated by adding sales to U.S. parents' foreign affilates and sales to other foreign persons.

®Finance excludes depository institutions. "Other service industries" consists of the falowing NAICS sectors: utilities;
construction; retal trade; transportation and warehousing; real estate and rental and leasing; management of companies and
enterprises; administration, support, and waste management; health care and social assistance; accommodation and food services;
and miscellaneous services.

Services SME MNCs’ Foreign Sales Growth

Between 2004 and 2007, SME MNCs in services industries experienced lower growth of
total sales, but higher growth of foreign sales compared with large MNCs; again,
however, this pattern was not uniform across all sectors. SME MNC total sales in
services industries grew more slowly (3.5 percent) than those of large MNCs (6.5
percent) during 2004-07 (table 3.3, column 3). However, SME MNCs’ foreign sales in
services industries grew faster (26.6 percent) than those of large MNCs (22.6 percent)
(column 6). The gap was far wider in professional, scientific, and technical services,
where foreign sales by SME MNCs grew on average by 23 percent, while foreign sales
by large MNCs declined by 7.2 percent. The high growth of foreign sales by professional
services SMEs may be because SME multinationals in this sector rely more heavily on
parents than their affiliates to serve foreign markets, which is reinforced by the
professional services SME export orientation discussed above.*’ On the other hand,
foreign sales declined on average for both SME MNCs and large MNCs in financial
services. This decline may be explained in part by the regulations discussed above, which
require certain financial services providers to supply their services to foreign clients
through foreign affiliates.*

3! During 2004-07, total sales by foreign affiliates of SME parents in professional, scientific, and
technical services declined by 9.3 percent (table 3.4, column 3).
% During 200407, total sales by foreign affiliates of SME parents in finance and insurance services
increased by 54.3 percent (table 3.4, column 3).
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Foreign Affiliate Sales

U.S. SME parents in “other” services industries had the highest foreign affiliate sales in
2007 (42.8 percent), followed by wholesale trade (24.7 percent), and finance and
insurance (21.8 percent) (figure 3.6).% Similarly, the highest shares of foreign affiliate
sales of large services parents were from “other” services industries (28.6 percent),
wholesale trade (22.4 percent), and finance and insurance (22.1 percent). Foreign
affiliates of services SME parents had a lower share of their sales from professional,
scientific, and technical services (4.0 percent) than foreign affiliates of large parents
(13.1 percent), which is consistent with the earlier finding that SME multinationals in this
sector rely heavily on their parents to serve foreign markets.

Foreign affiliates of SME MNCs in services industries account for a low share of all
foreign affiliate sales. Foreign affiliates of SME parents accounted for 6.7 percent of all
services sector sales by foreign affiliates (table 3.4, column 2).3* The SME share of
foreign affiliate sales in services, broken out by destination of sales, are as follows: the
SME share of local sales (or sales to persons in the country where the affiliate is located)
was 5.6 percent; the SME share of sales to the United States was 7.2 percent; and the
share of SME sales to third countries (or sales to persons in foreign countries other than
the country where the affiliate is located or the United States) was 9.1 percent.®

Foreign sales by affiliates of U.S. SME parents grew faster than those of large parents; in
fact, affiliates of SME parents in services industries had higher growth in total sales, local
sales, and sales to third countries (every category except sales to the United States).
Between 2004 and 2007, the average growth of total sales in services industries grew by
20.4 percent for affiliates of SME parents compared with 13.7 percent for those of large
parents; between 2005 and 2006, local sales grew by 43.7 percent for affiliates of SME
parents compared with 11.5 percent for those of large parents, and third-country sales
grew by 31.1 percent compared to 27.9 percent for those of large parents (table 3.4
column 3, column 6, and column 12).% The growth of sales by affiliates of SME parents
in financial services, in particular, outperformed the growth of sales by affiliates of large
parents.®” The BEA reports that for the beginning of the period (2004-05), the highest
(and largest relative) increase of foreign affiliate sales in finance and insurance was
mostly attributed to greater activity in foreign securities markets, higher value in
commodity markets, and rising demand for both life and non-life insurance in Asia and
the Pacific and in Latin America and other Western Hemisphere countries.*

# Foreign affiliates are categorized under the sector and employment of their U.S. parents.

% The SME share of foreign affiliate sales in the services sector (6.7 percent) was higher than the SME
share of foreign sales in all industries (2.5 percent) (table 3.4, column 2).

*® BEA representative, e-mail message to USITC staff, March 15, 2010. The portion of foreign affiliate
sales to the United States and to third countries can be considered foreign affiliate exports. However, as
discussed earlier, sales and export data do not perfectly match.

% While it was possible to calculate total sales growth for services industries (as a whole) between 2004
and 2007, growth of local sales, sales to third countries, and sales to the United States for services industries
could only be calculated between 2005 and 2006.

37 As noted in the table, the growth rate of certain sales for finance and other industries are based on
varying years between 2004 and 2007.

%8 USDOC, BEA, Survey of Current Business 87, 2007, 108-9.
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FIGURE 3.6 SME parents in "other service industries" have highest foreign affiliate sales:
Distribution of foreign affiliate sales in service sectors, 2007

SMEs (of U.S. parents with 0-499 employees)

Finance & insurance Wholesale trade
21.8% 24.7%

Information 6.7%

Professional, scientific,
& technical services
4.0%

Other service
industries 42.8%

SME total: $83.5 hillion

Large firms (of U.S. parents with 500 employees or more)

Finance & insurance
22.1%

Wholesale trade
22.4%

Information 13.6%

Other service
industries 28.6%

Professional, scientific,
& technical services
13.1%

Large firms total: $1,210.8 billion

Sources: USDOC, BEA, International Investment Division; and USITC staff calculations.

Notes: Total sales include local sales (sales charged by an affiliate to persons in the country where the affiliate is located), sales to
the United States, and sales to third countries (sales charged by an affiliate to persons in foreign countries other than the country
where the affiliate is located). Data for "other service industries” are for 2006 and consist of the following NAICS sectors: Utilities;
construction; retail trade; transportation and warehousing; real estate and rental and leasing; management of companies and
enterprises; administration, support, and waste management; health care and social assistance; accommodation and food senices;
and miscellaneous services.
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TABLE 3.4 U.S. multinationals: Sales and growth of sales by majority-owned foreign affiliates, by industry and employment size of U.S. parent

Average
growth of Average
Average sales to Share of growth of
growth of Average Sales to the Sales to sales to sales to
Share of total Local Share of growth of the United United third third third
Total sales, total sales, sales, sales, local sales, local sales, States, Share of U.S. States, countries, countries, countries,
2007° 2007  2004-07 2007 2007 2004-07" 2007 sales, 2007 2004-07° 2007 2007 2004-07°
Million $ % Million $ % Million $ % Million $ %
All industries®
Of U.S. parents with 0-499
employees 119,810 25 17 70,690 25 15.1 9,889 2.0 11.9 39,231 2.7 23.7
Of U.S. parents with 500
employees or more 4,616,199 97.5 12.6 2,717,916 97.5 10.7 489,651 98.0 12.1 1,408,632 97.3 16.8
All majority-owned nonbank
affiliates 4,736,009 12.7 2,788,606 10.8 499,540 12.1 1,447,863 17
Total services'
Of U.S. parents with 0-499
employees 90,128 6.7 20.4 52,342 5.6 43.7 7,796 7.2 12.7 23,341 9.1 311
Of U.S. parents with 500
employees or more 1,258,220 93.3 13.7 876,937 94.4 11.5 100,369 92.8 13.1 233,524 90.9 27.9
All majority-owned nonbank
affiliates 1,348,348 14.1 929,279 13.1 108,165 13.1 256,865 28.2
Wholesale trade
Of U.S. parents with 0-499
w employees 20,634 7.1 10.3 9,090 4.6 11.0 1,929 7.3 1.7 9,615 14.2 14.3
i Of U.S. parents with 500
© employees or more 271,775 92.9 14 189,087 95.4 9.9 24,640 92.7 194 58,048 85.8 323
All majority-owned nonbank
affiliates 292,409 13.6 198,177 9.8 26,569 17.6 67,663 28.0
Information
Of U.S. parents with 0-499
employees 5,568 3.3 12.8 4,880 5.0 17.2 96 0.8 12.7 592 1.0 -8.3
Of U.S. parents with 500
employees or more 165,81 96.7 14.2 93,559 95.0 10.4 12,360 99.2 29.3 59,262 99.0 20.4
All majority-owned nonbank
affiliates 170,749 14.2 98,439 10.7 12,456 29.1 59,854 19.8
Finance (except depository
institutions) and
insurance
Of U.S. parents with 0-499
employees 18,159 6.3 54.3 12,123 6.4 53.6 1,974 6.0 91.9 4,062 6.3 85.4
Of U.S. parents with 500
employees or more 268,197 93.7 17.6 177,270 93.6 15.9 30,964 94.0 16.0 59,963 93.7 23.3
All majority-owned nonbank
affiliates 286,356 19.0 189,393 17.2 32,938 24.8 64,024 22.0

See footnotes at end of table.



TABLE 3.4 U.S. multinationals: Sales and growth of sales of majority-owned foreign affiliates, by industry and employment size of U.S. parent—Continued

Average Average
Average Sales to growth of Share of growth of
Share of Average Share of growth of the Share of sales to Sales to sales to sales to
Total total growth of Local local local United U.S. the United third third third
sales, sales, total sales, sales, sales, Sales, States, sales, States, countries, countries, countries,
2007° 2007 2004-07 2007 2007 2004-07" 2007 2007 2004-07° 2007 2007 2004-07°
Million $ % Million $ % Million $ % Million $ %
Professional, scientific, and
technical services
Of U.S. parents with 0-499
employees 3,361 2.1 -9.3 2,345 1.9 -14.1 556 4.8 24.8 460 1.6 19.5
Of U.S. parents with 500
employees or more 158,913 97.9 5.8 118,796 98.1 2.9 10,935 95.2 45 29,182 98.4 24.6
All majority-owned nonbank
affiliates 162,274 5.2 121,141 2.2 11,491 5.1 29,643 24.4
Other services industries’
Of U.S. parents with 0-499
employees 42,406 9.7 25.1 23,904 7.4 23.2 3,241 13.1 -5.7 8,612 24.1 108.5
w OfU.S. parents with 500
o employees or more 394,154 90.3 14.9 298,225 92.6 15.6 21,470 86.9 3.4 27,069 75.9 1.6
o All majority-owned nonbank
affiliates 436,559 15.6 322,129 16.0 24,711 16.7 35,681 18.1

Source: USDOC, BEA, International Investment Division; USITC staff calculations

*Total sales include local sales (sales charged by an affiliate to persons in the country where the affiliate is located), sales to the United States, and sales to third countries (sales charged by an
affiliate to persons in foreign countries other than the country where the affiliate is located).

®Growth of local sales for foreign affiliates of U.S. parents with 0-499 employees, 500 employees or more, and all majority-owned nonbank affiliates in other services industries is based on 2004-06
data.

Growth of local sales for foreign affiliates of U.S. parents with 0-499 employees, 500 employees or more, and all majority-owned nonbank affiliates for total services is based on 2005-06 data.

‘Growth of sales to the United States for foreign affiliates of U.S. parents with 0-499 employees and 500 employees or more in finance and insurance industries is based on 2005-07 data and in
other services industries on 2005-06 data. Growth of sales to the United States for foreign affiliates of U.S. parents with 0-499 employees, 500 employees or more, and all majority-owned nonbank
affiliates for total services is based on 2005-06 data.

Growth of sales to third countries for foreign affiliates of U.S. parents with 0-499 employees and 500 employees or more in finance and insurance industries is based on 2005-07 and in other service

industries on 2005-06 data. Growth for all majority-owned nonbank affiliates in other services industries is based on 2004-06. Growth of sales to third countries for foreign affiliates of U.S. parents
with 0-499 employees, 500 employees or more, and all majority-owned nonbank affiliates for total services is based on 2005-06 data.

°Includes wholesale trade; information, finance (except depository institutions) and insurance; professional, scientific, and technical, services; other services industries; mining and agriculture,
forestry,

fishing, and hunting; and manufacturing.

"Local sales, sales to the United States, and sales to third countries for total services are calculated using 2006 figures for other services industries.

9"Other services industries” consists of the following NAICS sectors: utilities; construction; retail trade; transportation and warehousing; real estate and rental and leasing; management of companies
and enterprises; administration, support, and waste management; health care and social assistance; accommodation and food services; and miscellaneous services. Local sales, sales to the United
States, and sales to third countries for other services industries reported in this table refer to 2006.



Foreign Affiliate Sales Concentrated in Foreign Markets

All foreign affiliates predominantly serve their host country market or export to third
countries. Foreign affiliates of SME parents and large parents in services industries
supplied most of their services locally, with 62.7 percent and 72.4 percent, respectively,
of all sales in 2007 remaining in affiliates’ host countries (figure 3.7). The second-highest
category was sales to third countries; foreign affiliates of SME and large parents sold
28.0 percent and 19.3 percent, respectively, of their services in third countries. The fact
that foreign affiliates of SMEs have a lower share of local sales than that of large parents
and a higher share of third country sales than that of large parents suggests that they have
different strategies for servicing foreign markets. The data suggest that SMEs likely have
one base from which they service both the host market and export to third markets,
whereas large firms more likely set up affiliates in each market they want to service.

Sales to the United States were smallest of any category. Within services industries,
affiliates of SME parents supplied 9.3 percent of their sales to the United States, and
affiliates of large parents supplied 8.3 percent.®* This result suggests that foreign
affiliates are set up chiefly to sell their services abroad and not to service clients in the
United States.

Data Gaps on SME Exports of Services

This section identifies gaps in SME services trade data and focuses on data published by
the BEA and the Census, the two main bureaus that report official services trade
statistics. Though BEA and Census provided SME services trade statistics that were used
for analysis in this report, the way they routinely collect and publish services trade data
prohibits analyses of SME trade activity. While the first two sections focus on BEA and
Census data gaps, respectively, the third section identifies approaches for overcoming
data deficiencies and compares U.S. services trade statistics with select European
countries.

Bureau of Economic Analysis (BEA)

BEA publishes data on trade in services for two channels of delivery: cross-border trade
and services supplied through affiliates.** Within BEA’s annual cross-border trade
statistics, there are two issues related to SMEs. First, data may exclude the detailed
activity of SMEs which fall below quarterly exemption thresholds.** However, below-

* The share for SME affiliates in information services was well below the aggregate services share, with
only 1.7 percent of sales supplied to the United States.

40 USDOC, BEA, Survey of Current Business 86, 2006, 38-40. Cross-border transactions, which are
transactions between residents of two different countries, are recorded in the international transactions
accounts of both countries in accordance with the residency principle of balance of payments accounting. On
the other hand, sales through foreign affiliates of multinational companies are not captured in international
transaction accounts, since the sale is officially between residents of the same country. The GATS modes of
supply do not perfectly correspond to cross-border trade and affiliate transactions published by the BEA. In
broad terms, GATS modes of supply 1 (cross-border supply), 2 (consumption abroad), and part of 4
(presence of natural persons) are captured in BEA’s cross-border trade data; mode 3 (commercial presence) is
captured as direct investment data.

4 UsSDOC, BEA, form BE-125 (1-2010), “Quarterly Survey of Transactions in Selected Services,” 2010,
5, 6, 8, 12. Specifically, this survey is required from each U.S. person that has exports over $6,000,000 or
imports that exceed $4,000,000. If neither sales nor purchases meet the relevant thresholds, the report is
requested but not mandatory.
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FIGURE 3.7 Foreign affiliates of U.S. senices MNCs rarely senice clients in the United States: Foreign
affiliate sales in senice industries by destination, 20072

Share of industry/class size sales (%)

80 -

O of U.S. SME parents B of U.S. large parents

Local sales Third-country sales U.S.sales

Sources: USDOC, BEA, International Investment Division; and USITC staff calculations.

Note: Local sales are those charged by an affiliate to persons in the country w here the affiliate is located, and sales
to third countries are those sales charged by an affiliate to persons in foreign countries other than the country w here
the affiliate is located.

aTotal sales, local sales, sales to the United States, and sales to third countries for total services are calculated w ith
2006 figures for other service industries.

threshold firms are required to submit estimates of total exports and imports. Further,
benchmark surveys conducted every five years have lower thresholds, and estimates for
reporting firms that fall below the quarterly threshold are carried forward in between
benchmarks.*? Second and most importantly, cross-border statistics on services exports
are not specific to firm size, since the surveys do not collect any information on the
operation of firms, including the number of employees they have. The only way to report
information on the size of exporters sampled in the cross-border trade surveys is to link
them with surveys which collect information on employment size.*?

2 BEA representative, telephone interview by USITC staff, May 13, 2010; BEA representative, e-mail
message to USITC staff, February 25, 2010; USDOC, BEA, form BE-120 (12-2006), “Benchmark Survey of
Transactions in Selected Services and Intangible Assets with Foreign Persons,” 3, 5. For the same set of
services, the benchmark threshold for exports is $2 million. Firms that fall below the benchmark survey
thresholds account for a small share of reported data. Further, as in the quarterly survey, reporters on the
benchmark survey are requested to fill in detailed information on a voluntary basis; and in both the quarterly
and benchmark surveys, below-threshold firms are required to report an estimate of sales they do not
voluntarily report.

“ BEA representative, e-mail message to USITC staff, February 25, 2010.
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Unlike the surveys of cross-border trade, BEA surveys on MNCs and their foreign
affiliates™ include questions on operations, including employment, which permit the
services supplied through MNCs and their foreign affiliates to be reported by firm size.*®
However, operating data for direct investment abroad are typically not published by firm
size due to three issues—confidentiality, data quality, and data quantity—which
determine the level of detail that BEA reports.”® Since smaller firms are less likely to
establish foreign affiliates, they represent a small share of the sample.”’

U.S. Census Bureau

The Census produces services trade statistics through the Economic Census and the
Service Annual Survey (SAS).* While the SAS contains useful information on export
revenue, it supplies no trade data specific to firm size, since the survey does not ask firm
size questions. However, although Economic Census trade statistics specific to SMEs are
not publicly available, SME trade statistics can be produced by merging different data
segments collected through the Economic Census.* It is possible to merge export data
(from “Miscellaneous Subjects” reports) with data on firm size (from “Establishment and
Firm Size” reports), as was done through a special request to Census for this study, to
obtain export data specific to SMEs. However, the reports are distinct, have different
patterns of response, and are not published together.

Approaches for Overcoming Data Deficiencies

Potential Improvements

An important SME data gap would be overcome if BEA cross-border surveys and Census
SAS forms asked companies to report their employment levels. BEA identified this and
other related changes as potential improvements to its data collection methods for cross-

4 usDboc, BEA, Survey of Current Business 86, 2006, 24. BEA publishes data on direct investment
abroad for every 2-digit NAICS services sector, as well as subcategories for certain sectors through
benchmark and annual surveys of U.S. parent firms and their foreign affiliates.

5 BEA representative, telephone interview by USITC staff, May 13, 2010. USDOC, BEA, form BE-10D
(REV. 1/2010), “2009 Benchmark Survey of U.S. Direct Investment Abroad,” 2010. As in the cross-border
trade surveys, there are exemption thresholds for annual direct investment abroad surveys. Total assets, sales
or gross operating revenues excluding sales taxes, and net income (loss) after provision for foreign income
taxes must be greater than $10 million for each nonbank foreign affiliate acquired or established during the
fiscal year, and greater than $60 million for existing affiliates. However, the five-year benchmark surveys
require U.S. parent firms to report information for each of their affiliates. For example, each U.S. parent is
required to report information for those affiliates falling below the lowest benchmark threshold on Form BE-
10D. Between benchmark years, information on direct investment abroad is carried forward.

“6 BEA representative, telephone interview by USITC staff, May 13, 2010.

47 BEA representative, e-mail message to USITC staff, February 25, 2010.

8 Moody and Wallace, “Service Statistics Improvements by the U.S. Census Bureau,” March 26, 2010, 3;
Census SAS Web site. http://www.census.gov/services/sas/get_forms.html (accessed May 5, 2010).
Available export data from both sources only cover cross-border trade and a subset of services sectors.

49 2002 Economic Census Web site.
http://www.census.gov/econ/census02/pub_text/sector00/cmdesc.htm (accessed May 17, 2010); 2007
Economic Census Web site.
http://factfinder.census.gov/servlet/MetadataBrowserServlet?type=series&id=Industry+Series&&survey=200
7+Economic+Census&sector=Information&series=Industry+Series& lang=en#ec51mdesc (accessed June
23, 2010); Census representative, telephone message by USITC staff, May 11, 2010. Economic Census
collects data on SME exporters, since their survey is sent to large employers above a designated payroll and a
sample of small employer firms (where employers are firms with at least one paid employee). Non-employers
are not likely to export their services.

% Census representative, telephone interview by USITC staff, May 11, 2010.
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border trade in a 2010 report to Congress. The potential improvements identified include
changing surveys to (1) expand the types of services for which data are collected
(including greater detail for exports); (2) reduce revenue reporting thresholds, which
currently exempt some firms from reporting; and (3) collect operating data such as
employment, which would result in more information on characteristics of firms.** The
report to Congress also noted that synchronizing BEA data with Economic Census data,
as was done in 2002, would help BEA to identify and sample firms which export
services.*

Comparison to Other Countries’ Best Practices

No other country in the world publishes official statistics on international trade in
services by SMEs like those presented in this report. Outside of the United States,
European countries generally have the most well-developed services trade statistics. An
examination of services trade statistics in select European countries—including Belgium,
France, Hungary, Italy, and the United Kingdom—reveals that, as in the United States,
services trade statistics are not publicly reported by firm size.>® However, such data can
be produced by linking services trade data with another data source containing variables
on firm-level characteristics. Typically, linked data are made available for specific
research requests and upon approval. For example, French trade data from the Banque de
France and business survey data from the National Institute of Statistics and Economic
Studies (INSEE) **—which are not publicly available and include firm-level data on

5! Borga, “U.S. Statistics on Trade in Services,” March 26, 2010, 16; BEA representative, telephone
interview by USITC staff, May 13, 2010.

52 Borga, “U.S. Statistics on Trade in Services,” March 26, 2010, 14; BEA representative, telephone
interview by USITC staff, May 13, 2010. For more information on data synchronization, see
http://www.bea.gov/international/ail.htm#BEACENS.

3 Belgian government representative, e-mail communication with USITC staff, May 30, 2010, and June
6, 2010; French academic representative, interview with USITC staff, April 12, 2010; UK academic
representative, e-mail communication with USITC staff, June 9, 2010; National Bank of Belgium (accessed
May 26, 2010); Banque de France (accessed June 7, 2010); Hungarian Central Statistical Office (accessed
June 2, 2010); Italian National Institute of Statistics (accessed June 8, 2010); and UK Office for National
Statistics (accessed June 10, 2010).

% French academic representative, interview with USITC staff, April 12, 2010; email message to USITC
staff, June 10, 2010. To receive data from INSEE, one must receive a special certificate after submitting a
proposal through a French institution to a particular committee specifying exactly what one plans to do with
the data.
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variables such as employment and turnover—can be merged to obtain trade in services by
size of firm.>

At the European level, Eurostat, the statistical office of the EU, does not routinely report
services trade data by employment size of firms as part of national accounts statistics.*®
However, Eurostat has published services trade statistics by firm size twice. A pilot
exercise, “External Trade Statistics by Enterprise Characteristics,” which was first
launched in 2002, links limited extra-EU services trade data collected by EU member
states with business registers that contain firm-level information, including employment
levels.”” In addition, a voluntary survey, “Structural Business Statistics (SBS): Business
Services Development Project,” reported exports of business services by employment
size for selected EU member states and Norway.”® However, there are no plans to carry
out similar surveys in the future.*

% |talian academic representative, e-mail message to USITC staff, June 4, 2010; UK government
representative, e-mail message to USITC staff, June 16, 2010; Belgian government representative, e-mail
message to USITC staff, May 30, 2010 and June 6, 2010; and Hungarian government representative, e-mail
message to USITC staff, June 8, 2010. Similarly, Italian data on services trade from the Italian Statistical
Office may be linked to another data source which contains firm characteristics. However, these datasets are
not publicly available. Similarly, the National Bank of Belgium’s data on services trade (balance of payments
statistics) and firm characteristics (Companies Balance Sheet Reports) could be merged to come up with
trade in services by firm size. It is likewise possible for the Hungarian Central Statistical Office to match data
from representative surveys of firms that export services with size. Finally, the survey used to collect UK
trade data on services (International Trade in Services, or ITIS) does not include questions on employment
size; however, it is possible to link the trade data to business registers which would yield trade by
employment categories. Literature describing country-specific patterns of international trade at the firm level,
based on trade data linked with firm level data which contain employment and other characteristics, has been
carried out for a number of countries, including the United States, Belgium, Hungary, Italy, and France, but is
mostly limited to manufacturing or merchandise trade more broadly. See Bernard et al., “Importers, Exporters
and Multinationals,” 2005; Muuls and Pisu, “Import and Exports at the Level of the Firm,” 2007; Bekes et
al., “Firms and Products in International Trade,” 2009; Castellani et al., “Firms in International Trade,” 2008;
Eaton et al., “An Anatomy of International Trade,” 2009. However, in a recent publication, UK researchers
reported patterns of services trade at the firm level using data from the Annual Respondents Database
(ARD)—a data source which is not publicly available and contains variables such as employment at the firm
level—with services trade data from ITIS. Breinlich and Criscuolo, “Service Traders in the UK,” 2008.

%6 Eurostat representative, e-mail message to USITC staff, June 11, 2010; European Commission,
Eurostat, National Accounts (accessed June 11, 2010).

57 European Commission and Eurostat, “External Trade by Enterprise Characteristics,” 2007, 15-17;
European Commission and Eurostat, “External Trade by Enterprise Characteristics,” 2002; European
Commission, Eurostat, External Trade Statistics by Enterprise Characteristics (accessed June 11, 2010).

%8 Alajaasko, “Exports of Business Services,” 2007. See table 2: “Business Service Exports as Share of
Turnover, Average of Available Countries, by Size Class, 2004 (%).”

% Eurostat representative, email message to USITC staff, June 10, 2010; French academic
representative, interview with USITC staff, April 12, 2010. There is, however, a current EU initiative to build
an EU-wide database at a micro level.
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CHAPTER 4
SME Multinational Firms

Key Findings

Both large firms and SMEs in the United States participate in the global
economy, but—as mentioned in the previous chapter—their trade patterns are
different. A major contrast is that the SMEs that are involved in international
trade are much more likely to export rather than sell goods or services through
foreign affiliates; in fact, over 60 percent of U.S. exports of goods to unaffiliated
parties are exports by SMEs. Large U.S. firms are more likely to serve foreign
customers through their foreign affiliates.

However, a relatively small number of SMEs in the United States are U.S.-
owned MNCs, that sell through affiliates in foreign countries in addition to
exporting;' another small but significant group consists of SMEs located in the
United States that are affiliates of foreign-owned MNCs. This chapter presents
data on SMEs located in the United States that are either U.S.-owned MNCs or
affiliates of foreign-owned MNCs.

SME MNCs are rare: they represent only about 1 in 10,000 U.S. SMEs.
Nonetheless, SME MNCs comprise an important part of the foreign presence of
U.S. SMEs as a whole; by one measure, they account for approximately one
quarter of all sales to foreign customers by U.S. SMEs. Also, labor productivity
in SME MNC:s is substantially higher than in other SMEs, for both manufacturers
and wholesalers.

SME MNCs have smaller networks of affiliates than large-firm MNCs, and are
more likely than large-firm MNCs to export to unaffiliated customers rather than
to their own affiliates. On the other hand, across sectors, SMEs account for the
highest share of U.S. MNC activity in wholesaling.

U.S. SMEs that are affiliates of foreign-owned MNCs are both more numerous
and employ more people than do U.S.-owned SME MNCs. In addition, they
generated most of the $43 billion in related-party exports made by SMEs in 2007,
in the form of exports to their foreign parents. Many such U.S. SMEs become
part of a foreign firm through acquisition; the chapter briefly discusses five
recent examples of such transactions.

This chapter begins with an explanation of how some SMEs become MNCs, and
then describes some key characteristics of SME MNCs, including their exports,
foreign affiliate sales, and labor productivity. The chapter concludes with a brief
examination of U.S. SMEs which are affiliates of foreign MNCs.

! For a more thorough examination of the role of SME MNC:s in the services sector, please see
chapter 3 of this report.
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U.S. SMEs as MNCs

MNCs are defined as enterprises that engage in foreign direct investment (FDI)
and own or control business activities in more than one country.”> While not all
enterprises follow the same path of development, one typical path for an MNC is
that a firm originally begins exporting to a foreign marketing or distribution
agent, then acquires its own marketing and distribution affiliate abroad, begins
exporting to a final assembly affiliate, develops more elaborate manufacturing
operations overseas, and finally transfers part of its core functions, such as
research and development (R&D), to foreign affiliates.” MNCs are generally
thought of as large firms, since it would usually require the capabilities of a large
firm to engage in most of the types of activities just described. However, some
SMEs do become MNCs. Such firms have a deeper and more elaborate form of
global engagement than SMEs that simply export.

There is relatively little literature on SME MNCs per se. However, the category
of SME MNCs overlaps two other categories of rare firms that have been the
object of research: “born global” firms, which enter international markets soon
after their founding, and venture capital start-ups. That is, some SME MNCs are
either “born global” firms, or venture capital start-ups, or both.

The term “born global” generally refers to new firms that begin exporting
immediately or soon after their founding, although it also includes new firms that
engage in FDI. While small firms are not always new, new firms are usually
small.* Hence the conditions under which new businesses enter international
markets are, in at least some cases, the same as those that give rise to SME
MNCs (box 4.1).

Like SME MNCs and born-global firms, venture capital start-ups are rare. While
the total number of new business started in the United States varies from between
half a million to two million a year, only several hundred new ventures a year
receive start-up financing from venture capital firms.” Since venture capitalists
expect the management teams of firms they finance to produce high rates of
growth, venture capital start-ups are usually innovative and often involve foreign
activities; that is, they plan to be “born global” and are sometimes organized as
SME MNCs. In a recent study of 106 venture capital-backed businesses, 34
reported having facilities or offices outside the United States. Most of these
operated in four or fewer locations.

? Dunning and Lundan, Multinational Enterprises and the Global Economy, 2008, 3.
* Dunning and Lundan, Multinational Enterprises and the Global Economy, 2008, chap.7.
4 Bhidé, The Origin and Evolution of New Businesses, 2000. Examples of small, but not new,
enterprises include European restaurants which have been in operation for centuries.
5 Bhidé, The Venturesome Economy, 2008, 41-42.
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BOX 4.1 “Born Global” Firms

In the business literature, the term “born global” refers to firms that sell in international markets as soon as
they are founded, or very soon thereafter.? The presence of “born global” firms is not readily explained by
traditional theories of internationalization, which predict that firms enter the international arena only
gradually, either as exporters or as MNCs. One such theory explains this as a result of the time and costs
needed to gain enough knowledge about foreign markets to reduce uncertainty and overcome the firm'’s risk
aversion. Another sees internationalization as resulting from a series of managerial innovations in the firm or
as a development of networked relationships by the firm.” According to any of these theories, new firms
should be unlikely to engage in exporting, much less in FDI. Yet the presence of new firms that engage in
either or both of these activities suggests that there are certain conditions under which some small or new
enterprises may bypass some of the typical stages of firm development to engage in more rapid
internationalization.

Entrepreneurs who found “born global” firms often have an above-average degree of international
orientation. This may come from having lived or studied in a number of different countries, from having left
an MNC to start one’s own firm, or from selling to an MNC customer in the domestic market and having an
opportunity to sell to the same customer in other countries.® One survey of U.S. and Danish “born global”
firms found evidence that such firms have a high customer focus, which drives product quality, marketing
competence, and product differentiation. For U.S. “born globals,” product quality and (to a lesser extent)
marketing competence and product differentiation were found to be key drivers of international performance,
while for Danish firms the primary driver of international performance was marketing competence.“I
Innovation is also a frequently observed characteristic of “born global” firms, as is specialization in niche
markets.

Some examples of “born global” firms have profiles corresponding to those of SME MNCs, at least in their
start-up phases. For example, Logitech, a producer of mouse and other desktop aids for PCs, was founded
by a Swiss citizen and an lItalian citizen who met while studying at Stanford University in the United States.
They were joined by a third person who had worked at Olivetti, an Italian multinational, and IBM, a U.S.
multinational. While Logitech is Swiss-based, it was manufacturing and engineering its products in the
United States, the Far East and Europe, and engaging in R&D in Silicon Valley, all within 10 years after its
establishment in 1984.°

 The term “born global” appears to have been coined by Rennie, “Born Global,” 1993. Other terms
appearing in the literature include “global start-ups,” “high technology start-ups,” and “international new
ventures”; Madsen and Servais, “The Internationalization of Born Globals,” 1997, 562.

® This literature is reviewed by Andersen et al., “Generic Routes to Subcontractors’ Internationalization,”
1993. That paper refers to the first theory as the “Uppsala Internationalization Model” and to the second as
the “Innovation-Related Internationalization Model.” See also Madsen and Servais, “The Internationalization
of Born Globals: An Evolutionary Process?” 1997; Liesch and Knight, “Information Internalization and Hurdle
Rates in Small and Medium Enterprise Internationalization,” 1999.

¢ Madsen and Servais, “The Internationalization of Born Globals, 1997; Knight and Cavusgil, “Innovation,
Orlg;anizational Capabilities, and the Born Global Firm,” 2004.

Knight and Servais, “An Inquiry Into Born-Global Firms in Europe and the USA,” 2004.
¢ Examples cited in Madsen and Servais, “The Internationalization of Born Globals,” 1997.

While over 60 percent of venture capital-backed businesses derived at least some
revenue from foreign clients, U.S. revenue was usually more important than
foreign revenue. These characteristics are broadly consistent with the profile of
SME MNCs presented below, although the typical SME MNC appears to be
more outward-oriented than the typical U.S. venture-capital start-up. Also, 57 of
the 106 venture capital-backed businesses studied had at least one immigrant
founder, a characteristic similar to the profile of born-global firms. °

® Bhidé, The Venturesome Economy, 2008, 37-38.
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SME MNCs: Profile

This section presents a profile of U.S. SME MNCs, which are defined as U.S.-
based firms with fewer than 500 U.S. employees that own or control one or more
foreign affiliates. It includes MNC:s in all sectors of the economy: manufacturers,
services MNCs (also discussed in chapter 3), and firms in other sectors.” This
profile is drawn from data provided by BEA on the operations of MNCs, broken
down by firm size of parent, and data provided by Census on related-party goods
trade of SMEs. BEA’s data include information both on U.S. parents of MNCs,
reflecting the operations of these firms located in the United States, and on their
foreign affiliates. The Census data pertaining to related-party trade reflect either
trade between parents and affiliates, or (in the case of U.S. affiliates of foreign-
owned MNCs) exports of those affiliates to the foreign parent group. Using these
data, it is possible to compare the general performance of U.S. SME MNCs with
large-firm MNCs (MNCs for which the U.S. parent company employs 500 or
more workers in the United States), U.S. trade in goods associated with U.S.
SME MNCs, labor productivity of U.S. SME MNCs relative to all SMEs, and
sectoral differences in the performance of U.S. SMEs.

SME MNC:s represent a very small fraction of the approximately 6 million SMEs
with employment in the United States—approximately 1 in 10,000, a fraction
that appears to be shrinking. Table 4.1 shows that there were at least 645 U.S.
SME MNCs in 2004; the number declines to at least 555 SME MNCs in 2007.}
These figures imply a rate of decline of 14.0 percent over the period, as
compared to a 2.3 percent decline in the number of large U.S. MNCs in the same
period. Consistent with these trends, total sales and exports of SME MNCs grew
more slowly than those of large MNCs over 2004—07 (table 4.1). The absolute
decline in the number of SME MNCs may reflect merger and acquisition activity
among U.S. MNCs, with SME MNCs being more likely to be acquired than large
firms.

Foreign Affiliates of U.S. SME MNCs

SME MNC:s tend to have smaller networks of foreign affiliates than large MNC:s,
as would be expected. The number of affiliates of SME MNCs declined by
3.0 percent during 2004—07,” while those of large U.S. MNCs increased by 8.7
percent. Based on data from table 4.1, SME MNCs had approximately 2.9
affiliates per parent in 2007, compared to 14.4 affiliates per parent for large
MNCs. However, also based on data from table 4.1, the number of affiliates per
SME multinational increased from 2.5 in 2004 to 2.9 in 2007.

7 These sectors include, mining and agriculture, forestry, fishing, and hunting.

8 Each year, BEA sends one survey form to U.S. parents of MNCs, and another to each parent’s
foreign affiliates that had total assets, sales, or net income (or losses) greater than $10 million.
Smaller affiliates are exempt from completing an affiliate survey, as are parents that had only
exempt affiliates, but summary information about the smaller affiliates is gathered in the survey of
parents. The phrase “at least” in the text above reflects the number of parents completing affiliate
surveys, and does not include parents reporting only exempt affiliates. The data pertaining to SME
MNCs provided by BEA includes estimates for parents and affiliates not subject to reporting in the
values of some items.

® The BEA data include information for each of the four years from 2004 to 2007. Comparison
of the beginning and final years is broadly reflective of overall trends.
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TABLE 4.1 U.S. MNCs: Parents and affiliates by class of parents, 2004-07

2004 2007 2004-07
SMEs’ SMEs’
Large share of Large share of Large
Total SMEs? firms total Total SMEs® firms total Total SMEs® firms
% % % change
Number of parentsb 2,400 645 1,755 26.9 2,270 555 1,715 24.4 -5.4 -14.0 -2.3
Number of affiliates” 24,405 1,637 22,768 6.7 26,342 1,588 24,754 6.0 7.9 -3.0 8.7
Sales by parents
(million $) 7,058,957 135,876 6,923,082 1.9 8,614,733 154,891 8,459,842 1.8 22.0 14.0 22.2
Sales by affiliates
(million $) 3,312,531 75,230 3,237,301 2.3 4,736,009 119,810 4,616,199 25 43.0 59.3 42.6
U.S. exports of
goods associated
with U.S.
multinationals
(million $)° 438,193 15,699 422,494 3.6 558,622 13,675 544,947 2.4 27.5 -12.9 29.0
U.S. imports of
goods
associated
with U.S.
multinationals
(million $)° 540,904 13,372 527,532 2.5 728,413 13,606 714,806 1.9 34.7 1.7 355
Employment by U.S.
parents
(thousands) 21,177 233 20,944 1.1 22,003 218 21,785 1.0 3.9 -6.2 4.0

Sources: US DOC, BEA, International Investment Division; USITC calculations.

#SME multinationals are defined as firms for which the U.S. parent company has less than 500 employees. Large multinationals are defined as firms for which
the U.S. parent company has 500 or more employees.

®The number given for parents and affiliates in this table excludes affiliates that were exempt from completing a survey form in the benchmark survey, and
parents that had only exempt affiliates, even though estimates for such affiliates and parents are included in the values for other items.

“U.S. exports and imports of goods associated with U.S. MNCs cover all U.S. exports and imports of goods that involved U.S. parents and their foreign
affiliates. It includes all U.S. trade in goods by nonbank U.S. parents, with both affiliated and unaffiliated foreign residents, and all U.S. trade in goods with the
nonbank foreign affiliates of U.S. parent companies, with both affiliated and unaffiliated U.S. residents.



Foreign Sales by U.S. SME MNCs

One of the consequences of SME MNCs having relatively smaller networks of
affiliates is that, compared to large MNCs, the foreign sales'® of SME MNCs are
more likely to be “arms’ length” sales to unaffiliated partners than sales to
foreign affiliates.'' In 2004, 21.3 percent of the foreign sales of SME MNCs were
to their overseas affiliates, while 57.1 percent of the foreign sales of large MNCs
were to their overseas affiliates. The difference between SME and large MNCs
was narrower by 2007, when 39.8 percent of the foreign sales of SME MNCs
were to their overseas affiliates, compared to 46.3 percent for large MNCs.

Goods Exports by U.S. SME MNCs

The role of SMEs in multinational activity is relatively small compared to their
role in exports. SMEs account for approximately 30 percent of U.S. merchandise
exports.'> By contrast, in 2007, the U.S. parents of SME MNCs accounted for
only 1.8 percent of all sales made by parents of U.S. MNCs, 2.5 percent by all
sales of affiliates, 2.4 percent of all exports of goods associated with U.S. MNCs,
and 1.9 percent of all imports of goods associated with U.S. MNCs;"? they also
represented only 1.0 percent of all parents of U.S. MNCs.

For SME MNCs, the value of their “arms’ length” exports of goods to
unaffiliated parties tends to be larger than that of their exports to affiliates, while
for large MNCs, exports of goods to affiliates predominate (table 4.2). This is
consistent with SME MNCs having smaller networks of affiliates than large
MNCs. It may also reflect a greater development of vertical linkages (exports of
parents to affiliates for further processing) by large MNCs. U.S. exports to

1 The concept of “foreign sales” in BEA data on the operations of U.S. MNCs is different from
the concept of exports. A sale is a “foreign sale” if it is charged to a person outside the United
States, while it is an export if it is shipped outside the United States. For example, if a foreign
person pays for goods or services which are shipped from one location in the United States to
another, or from one foreign location to a different foreign location, the transaction is a foreign sale
but not an export. Similarly, if a U.S. parent firm ships goods or services without charging for
them, the transaction is recorded as an export but not a sale. In BEA’s data, the value of foreign
sales of goods tends to be larger than of exports. In 2004, the most recent year for which a direct
comparison can be made, total foreign sales by U.S. parents of MNCs, including both affiliates and
other foreign persons, amounted to $567 billion, while U.S. exports of goods by parents, including
both affiliates and unaffiliated persons, amounted to $407 billion. (BEA data; USITC staff
calculations). See also the related discussion in chapter 3.

" Data in this paragraph are based on the data provided by BEA to USITC, as described above,
and from USITC calculations.

12 USITC, Small and Medium-Sized Enterprises: Overview of Participation in U.S. Exports,
January 2010, ix.

13 Data on U.S. exports and imports of goods associated with U.S. MNCs are reported in BEA’s
publications on U.S. direct investment abroad. They include all U.S. trade in goods by nonbank
U.S. parents, with both affiliated and unaffiliated foreign residents, and all U.S. trade in goods with
the nonbank foreign affiliates of U.S. parent companies, with both affiliated and unaffiliated U.S.
residents. To illustrate the relative importance of the trade flows included in this concept, publicly
reported data for all U.S. MNCs for 2007 can be used. Of U.S. exports of goods associated with
U.S. MNCs and their affiliates in 2007, approximately 38 percent were exports of U.S. parents to
their affiliates, 8 percent were exports by U.S. affiliates to unaffiliated foreign persons, and 54
percent were exports by U.S. parents to unaffiliated foreign persons. The proportions are very
similar for U.S. imports of goods; approximately 38 percent of such imports were imports by U.S.
parents from their affiliates, 8 percent were imports by unaffiliated persons from U.S. affiliates of
MNCs, and 54 percent were imports by U.S. parents from unaffiliated foreign persons (BEA data;
USITC estimates).
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TABLE 4.2 U.S. trade in goods associated with MNCs, by size of parent and major industry,
2007

U.S. trade in goods associated U.S. trade in goods associated

with U.S. MNCs® with foreign affiliates”
Million $ % Million $ %

Exports of goods

All industries 558,622 100.0 247,642 100.0
SME*® 13,675 24 3,501 14
Large 544,947 97.6 244,141 98.6
Manufacturers 481,102 100.0 222,495 100.0
SME® 6,516 1.4 1,454 0.7
Large 474,585 98.6 221,041 99.3
Wholesalers 51,874 100.0 9,554 100.0
SME*® 5,749 11.1 1,175 12.3
Large 46,124 88.9 8,379 87.7

Sources: USDOC, BEA, International Investment Division; Commission calculations.

U.S. exports of goods associated with U.S. MNCs cover all U.S. exports and imports of
goods that involved U.S. parents and their foreign affiliates. It includes all U.S. trade in goods
by nonbank U.S. parents with both affiliated and unaffiliated foreign residents, and all U.S.
trade in goods with the nonbank foreign affiliates of U.S. parent companies, with both
affiliated and unaffiliated U.S. residents.

PU.S. exports of goods to foreign affiliates, and U.S. imports of goods from foreign
affiliates.

°SME MNCs are defined as firms for which the U.S. parent company has less than 500
employees. Large MNCs are defined as firms for which the U.S. parent company has 500 or
more employees.

affiliates of SME MNCs'* amounted to approximately $3.5 billion in 2007,
compared to $13.7 billion of U.S. exports associated with SME MNCs in the
same year. Thus, in 2007, about 26 percent of the exports associated with U.S.
SME MNCs were exports to the affiliates of U.S. SME MNCs, with the other
74 percent consisting of exports of the parents of U.S. SME MNCs to unaffiliated
parties, i.e., arms’-length exports, of the parents. In that same year,
approximately 45 percent of exports associated with large U.S. MNCs were

exports to affiliates, a much larger percentage than for SME MNCs.

SME MNC Labor Productivity

SME MNCs exhibit higher labor productivity than other SMEs. Simple
comparisons of labor productivity (sales per worker) are shown in table 4.3. For
manufacturers, large firms are more productive than SMEs, and the parents of
MNCs are more productive than manufacturing firms as a whole. For the parents
of SME manufacturing MNCs, output per worker was 37 percent higher in 2006
(the most recent year with available data) than for manufacturing SMEs as a
whole. This suggests that the parents of SME MNCs may be more capital-
intensive or technologically advanced than SMEs as a whole. In 2006, the labor
productivity of parents of large manufacturing MNCs was only 2 percent higher
than that of large manufacturing firms as a whole. This may be because the sales

' Including both U.S. exports of parents and U.S. exports of unaffiliated parties to the affiliates

of U.S. MNCs.
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TABLE 4.3 Relative labor productivity of U.S. MNCs, by size of firm and major

industry, 2006

Sales per worker Productivity of U.S.

All U.S. MNC:s relative to all
firms U.S. MNCs U.S. firms
$ Ratio

Manufacturers
Total 370,222 507,733 1.37
SME? 206,247 282,488 1.37
Large 501,312 511,429 1.02

Wholesalers

Total 954,370 833,575 0.87
SME? 643,842 1,754,811 2.73
Large 1,442,438 804,820 0.56

Sources: U.S. Department of Commerce, Bureau of Economic Analysis, International
Investment Division, U.S. Small Business Administration, Statistics of U.S.
Businesses, and USITC staff calculations. 2002 sales data for all firms have been
adjusted to 2006 using Commerce department data on shipments.

#SME MNCs are defined as firms for which the U.S. parent company has fewer
than 500 employees. Large MNCs are defined as firms for which the U.S. parent
company has 500 or more employees.

of large manufacturing firms tend to be dominated by MNCs, so the two figures
are similar."

There is a very large difference in labor productivity between U.S. SME
multinational wholesalers'® and U.S. SME wholesalers as a whole. In 2006, sales
per worker for U.S. SME multinational wholesalers were 173 percent higher than
the level for U.S. SME wholesalers as a whole. This is likely due to a much
stronger export orientation among SME multinational wholesalers than among
U.S. SME wholesalers as a group. It may be relevant that some firms engaged in
international trade are involved in both manufacturing and wholesaling activities.
These “mixed” firms tend to be substantially larger than pure manufacturers, and
very much larger than pure wholesalers."” SME multinational wholesalers are
thus more likely to be pure wholesalers relative to large multinational
wholesalers, which are more likely to be both manufacturers and wholesalers.
This difference in industrial structure could account in part for the measured
difference in productivity for these two types of firms.

'3 In 2006, the most recent year for which comparable data are available, there were 4,069 large
manufacturing firms, of which 919 were parents of MNCs. However, the parents of large
manufacturing MNCs accounted for approximately 97 percent of the employment of all
manufacturing MNCs, and likely accounted for a comparable share of sales. (Data from Census and
BEA, and Commission calculations.)

18 Wholesalers act as intermediaries between the producers of goods and their final consumers,
whether these goods are internationally or domestically traded.

17 Bernard, Jensen, Redding, and Schott, “Wholesalers and Retailers in International Trade,”
2010.
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SME MNCs by Sector

Among all U.S. MNCs, the relative importance of SME MNCs varies
significantly by sector (table 4.4), when measured by sales of parents and U.S.
exports of goods associated with MNCs. When using these measures, the sectors
for which SMEs account for a particularly high share of MNC activity, measured
by both sales of parents and exports associated with U.S. MNCs, include
wholesalers and mining, agriculture, forestry, fishing, and hunting. In the
wholesaling sector, SME MNCs account for 5.9 percent of sales of U.S. parents
and 11.1 percent of U.S. exports of goods. Similarly, SME MNCs account for
4.3 percent of sales of U.S. parents and 3.0 percent of U.S. exports of goods
associated with MNCs in the mining, agriculture, forestry, fishing, and hunting
sector.

The relative importance of SME MNC:s is in general greater in services industries
than in goods industries. Among U.S. MNCs in services industries, SME MNCs
accounted for 2.5 percent of all sales by parents, 6.5 percent of all sales by
affiliates, 9.6 percent of exports of goods associated with U.S. MNCs, 7.5 percent
of imports of goods associated with U.S. MNCs, and 0.64 percent of employment
by parents. For firms in the information industries, U.S. SME MNCs are
relatively underrepresented in parent sales (0.6 percent of the total for MNCs in
the sector) but overrepresented in exports of goods associated with MNCs
(8.4 percent of exports of goods for MNCs in the sector).

By contrast, among U.S. MNCs in manufacturing industries, SME MNCs
accounted for 0.9 percent by all sales of parents, 0.8 percent of all sales by
affiliates, 1.4 percent of exports of goods associated with U.S. MNCs, 0.8 percent
of imports of goods associated with U.S. MNCs, and 1.7 percent of employment
by parents.

Firm Size and Methods of Serving Foreign Customers

As indicated above, U.S. MNCs sell to foreign customers in two principal ways:
by exporting directly from the United States, and by selling goods or services
produced by a foreign affiliate. Purely domestic firms sell to foreign customers
principally by exporting directly."® SMEs differ from large firms in that SMEs
are relatively more likely to rely on exporting than large firms, which are
relatively more likely to rely on the sales of foreign affiliates. This is largely
because SMEs are much less likely to be MNCs than large firms, as already
noted. However, for those firms that are multinational, SME MNCs behave
similarly to large MNCs in that they tend to rely heavily on affiliate sales. Data
related to these types of transactions are presented in table 4.5, which compares
various measures of U.S. exports of goods and sales by foreign affiliates for
SME:s and large firms.

In order to analyze the relative importance of different ways of serving foreign
markets, table 4.5 uses the concept of pure foreign sales—a category not found
in BEA data but derived from it—to denote sales of U.S.-owned firms to

'8 A third option is to license the firm’s technology, copyrights, or trademark to a foreign firm.
This option is not included in the present analysis.
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TABLE 4.4 Sales by U.S. parents and U.S. exports associated with MNCs, by size class and major industry, 2007
U.S. exports associated with

Sector Firm type (number) Sales by U.S. parents U.S. MNCs®
% of industry % of industry
Million $ total Million $ total
Total (2,270) 8,614,733 100.0 558,622 100.0
b
Al industries SMEs” (555) 154,891 1.8 13,675 24
Large firms (1,715) 8,459,842 98.2 544,947 97.6
Total (63) 119,191 100.0 6,547 100.0
Mining and agriculture, b
forestry, fishing, and hunting SMEs” (17) 5116 4.3 197 3.0
Large firms (46) 114,074 95.7 6,350 97.0
Total (1,124) 3,904,730 100.0 481,102 100.0
b
Manufacturing SMEs” (212) 35,589 0.9 6,516 14
Large firms (912) 3,869,141 99.1 474,585 98.6
Total (238) 951,837 100.0 51,874 100.0
b
Wholesale trade SMEs” (96) 55,699 5.9 5,749 11.1
Large firms (142) 896,138 94.1 46,124 88.9
Total (155) 668,868 100.0 2,290 100.0
b
Information SMEs” (26) 3,861 0.6 194 8.5
Large firms (129) 665,006 99.4 2,096 91.5
Total (121) 987,882 100.0 316 100.0
Finance (except depository b d
institutions) and insurance SMEs" (34) 18,056 18 0 n/a
Large firms (87) 969,827 98.2 @) n/a
Total (169) 259,024 100.0 4,766 100.0
Professional, scientific, and '
technical services SMEs" (34) 5,630 2.2 * )
Large firms (135) 253,395 97.8 @) ©)
Total (400) 1,723,201 100.0 11,728 100.0
Other industries® SMEs" (136) 30,940 1.8 848 7.2
Large firms (264) 1,692,261 98.2 10,880 92.8

Sources: USDOC, BEA, International Investment Division; USITC calculations. Number of parents in parentheses. The
number given for parents and affiliates in this table exclude affiliates that were exempt from completing a survey form in
the benchmark survey, and parents that had only exempt affiliates, even though estimates for such affiliates and parents
are included in the values for other items.

%U.S. exports of goods associated with U.S. MNCs cover all U.S. exports of goods that involved U.S. parents and their
foreign affiliates. It includes all U.S. exports of goods by nonbank U.S. parents, with both affiliated and unaffiliated foreign
residents, and all U.S. exports of goods by the nonbank foreign affiliates of U.S. parent companies, with both affiliated and
unaffiliated U.S. residents.

®SME MNCs are defined as firms for which the U.S. parent company has fewer than 500 employees. Large MNCs are
defined as firms for which the U.S. parent company has 500 or more employees.

“Other industries consists of the following NAICS sectors: utilities; construction; retail trade; transportation and
warehousing; real estate and rental and leasing; management of companies and enterprises; administrative, support, and
waste management; health care and social assistance; accommodation and food services; and miscellaneous services.

“Data not disclosed.

°n/a = not applicable.
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TABLE 4.5 Methods of serving foreign markets: Exports and foreign affiliate sales by firm size, 2007

All firms Manufacturing firms
Large Large
Total SMEs® firms Total SMEs® firms
Billion $
U.S. merchandise exports” 1,025.8 306.6 719.2 674.6 106.1 568.5

U.S. exports of goods

associated with

MNCs 558.6 13.7 544.9 481.1 6.5 474.6
U.S. exports of goods not

associated with

MNCs 467.2 292.9 174.3 193.5 99.6 93.9
U.S. exports of goods to

foreign affiliates of U.S.

MNCs* 247.6 35 244.1 2225 15 221.0
U.S. exports of goods by

parents of MNCs

to unaffiliated persons 311.0 10.2 300.8 258.6 5.0 253.6
Sales by foreign affiliates of
U.S. MNCs 4,736.0 119.8 4,616.2 3,326.6 27.8 3,298.8

Sales by foreign affiliates of
U.S. MNCs to persons in

the United States 499.5 9.9 489.7 381.3 3.1 378.3
Sales by affiliates to foreign

persons® 4,236.5 109.9 4,126.5 2,945.3 24.7 2,920.5
All Firms %

Percentage of pure

foreign sales through

unaffiliated exports 155 73.4 10.3 13.3 80.9 10.6
Percentage of pure

foreign sales through

foreign affiliates’ 84.5 26.6 89.7 86.7 19.1 89.4

MNCs
Percentage of pure
foreign sales by
MNCs through
unaffiliated exports' 6.9 8.5 6.8 8.1 16.8 8.0
Percentage of pure
foreign sales by
MNCs through
foreign affiliates’ 93.1 915 93.2 91.9 83.2 92.0

Sources: USDOC, Census; USDOC, BEA, International Investment Division; USITC calculations.
Percentages are approximate and subject to caveats. See footnote discussion.

®SMEs are defined as firms with fewer than 500 employees. Large firms are defined as firms with 500
or more employees.

®Merchandise exports are exports of goods.

“Includes both exports by parents to their own foreign affiliates and exports by unaffiliated parties to
foreign affiliates of U.S. MNCs.

ISales by affiliates include both sales of goods and sales of services.

°Includes both sales to foreign persons located in the same country as the foreign affiliate and sales to
foreign persons located in third countries.

'For an explanation of how these numbers were derived, please see appendix D.



customers that are both located in a foreign country and foreign-owned, i.e., they
are not foreign affiliates of U.S. MNCs. This concept is designed to exclude
exports by U.S. parents of MNCs to their own affiliates, which are generally
either intermediate inputs into the goods or services finally sold by those
affiliates, or else final goods sold to an affiliate acting as a sales office. Since the
foreign affiliate is generally not the final customer, including exports by U.S.
parents to their own affiliates would be double-counting foreign sales. “Pure
foreign sales” thus include exports by U.S. firms, whether or not they are MNCs,
to unaffiliated foreign parties (these transactions are also known as “arms-length
exports”) and sales by foreign affiliates of U.S. MNCs to customers located
outside the United States. The available data distinguishing SME MNCs do not
permit a perfect distinction between unaffiliated or arms’-length exports and
intrafirm exports. Thus, the calculations presented in table 4.5, reflecting the
share of pure foreign sales accounted for by unaffiliated exports vs. sales of
affiliates to foreign persons, are approximate.”” However, they are broadly
indicative of the relative tendencies of SMEs and large firms to serve foreign
customers through exporting as opposed to affiliate sales.

As reported in table 4.5, pure foreign sales by SMEs consist of approximately
73 percent arms’-length exports and 27 percent sales by affiliates to foreign
persons. The pure foreign sales of large firms consist of approximately 10
percent arms’-length exports and 90 percent foreign affiliate sales. This is largely
because SMEs are usually not MNCs, but the sales by large firms are dominated
by MNCs. The 27 percent share of pure foreign sales by SMEs accounted for by
affiliates may be compared to the small shares of SMEs in sales by parents
(1.8 percent) and by affiliates (2.5 percent) reported in table 4.1, suggesting that
SME MNCs punch above their weight in terms of serving foreign markets. This
is because SME MNCs rely on affiliate sales about as much as large firms do:
affiliate sales account for approximately 92 percent of pure foreign sales by SME
MNCs and 93 percent of pure foreign sales of large MNCs. The share of pure
foreign sales accounted for by arms’-length exports is somewhat higher for
manufacturing firms than for other firms—approximately 81 percent for SMEs
and 11 percent for large firms.

Since SMEs tend to be purely domestic firms that serve foreign markets through
exporting from the United States, while large firms tend to be MNCs serving
foreign markets primarily through their affiliates, the role of SMEs in unaffiliated

! Limitations of the calculations in table 4.5, potentially resolvable with better data, include the
following:

Most U.S. exports to affiliates of U.S. MNCs are exports of the affiliated parents, but not all. In
2007, over 80 percent of U.S. exports to affiliates were exports of U.S. parents to their own
affiliates (cf. fn. 11.) The calculation in table 4.5 treats the (unobserved) exports of unaffiliated
U.S. persons to foreign affiliates of U.S. MNC:s as inputs into the sales of affiliates, and thus avoids
double-counting.

The available data include U.S. exports of goods only, while the sales of foreign affiliates
include both goods and services. The share of unaffiliated exports in table 4.5 is thus lower than the
share of unaffiliated exports in pure foreign sales of goods and services combined, but higher than
the share of unaffiliated exports in pure foreign sales of goods. There are at present no available
data on U.S. exports or imports of services associated with U.S. parents and their foreign affiliates.
It can be calculated from BEA data that in 2009, U.S. exports of services amounted to
approximately 32 percent of U.S. exports of goods and services combined. Similarly, it can be
calculated that in 2007, the sales of U.S. foreign affiliates in foreign countries consisted
approximately of 77 percent sales of goods and 23 percent sales of services. While the share of
sales of goods and services of foreign affiliates of manufacturing firms is not available, the share of
goods for manufacturing firms is likely to be higher than the 77 percent reported for all firms.
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exports from the United States turns out to be unusually high. Approximately 63
percent of U.S. exports of goods not associated with MNCs are exports by SMEs,
as are 51 percent of U.S. exports of goods by manufacturing firms not associated
with MNCs. This perspective sheds new light on the relative performance of
SMEs. The high share of unaffiliated exports accounted for by SMEs suggests
that SMEs play a surprisingly large role in finding foreign customers for U.S.-
made goods, since SMEs mainly have U.S. goods to offer. Large firms, which are
more likely to be MNCs, have a built-in market for U.S. exports in their own
affiliates, and are more likely to offer the production of foreign affiliates to their
foreign customers than to export final goods directly from the United States.

The share of SMEs in U.S. exports of goods not associated with MNCs is higher
for all firms than for manufacturing firms because a large share of SME exports
of goods are in fact accounted for by wholesalers and other nonmanufacturing
firms. Information relating to this point was presented in the Commission’s first
two reports on SMEs*® The present report examines the role of
nonmanufacturing firms in the export of goods in more detail in chapter 5, using
newly available data from Census.

Related-Party Exports of SMEs

Related-party exports are exports that take place within the boundaries of a
firm—from parents to affiliates, from affiliates to parents, or between affiliates.
They include both U.S. exports from parents of MNCs to their foreign affiliates,
and exports by U.S. affiliates of foreign-owned MNCs to their foreign parent
group.”' Table 4.6 presents data on the related-party exports of SMEs for 2007,
based on data newly obtained by USITC from Census. These exports amounted
to $43.2 billion in 2007. SMEs accounted for 14.8 percent of all related-party
exports in 2007, and related-party exports accounted for 15.6 percent of all SME
exports in 2007.

As just noted, SME related-party exports include two different types of exports:
(1) exports of U.S. SME MNC:s to their own affiliates, and (2) exports of U.S.
SME:s that are affiliates of foreign companies to their foreign parent groups. The
available data do not directly distinguish between these two possibilities.
However, BEA reports that U.S. exports of goods associated with affiliates of
U.S. SME MNCs were about $3.5 billion in 2007 (table 4.5). The value of U.S.
exports of SME MNCs to their own affiliates is therefore smaller than this
amount. This would suggest that over 90 percent of the related-party exports of
U.S. SMEs are exports of foreign-owned U.S. SMEs to their foreign parents.
These SMEs are discussed in more detail in the following section of the report.

The related-party exports of U.S. SMEs are dominated by manufactured goods.
This suggests that U.S. SMEs play an important part in the supply chains of
foreign MNCs, as suppliers either of intermediate inputs or of final goods. In
dollar terms, the largest categories of goods™ in related-party exports by U.S.
SMEs in 2007 were basic chemicals ($3.6 billion), aecrospace products and parts

2 USITC, Small and Medium-Sized Enterprises: Overview of Participation in U.S. Exports,
2010, especially Chapters 1 and 3 and Appendix C; USITC, Small and Medium-Sized Enterprises:
U.S. and EU Export Activities, and Barriers and Opportunities Experiences by U.S. Firms, 2010,
pp. 2-6 to 2-17.

2! Either to the parent itself, or to another affiliate of the foreign parent group.

22 By NAICS-4.
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TABLE 4.6 SME related-party exports, 2007

SME share of

Related-party exports sector related-
Sector (Million $) party exports
Basic chemicals 3,609.0 22.7
Aerospace products and parts 2,792.0 27.0
Pharmaceuticals and medicines 2,613.0 13.1
Petroleum and coal products 2,598.0 22.2
Semiconductors and other electronic
components 2,060.0 9.2
Communications equipment 1,672.0 43.7
Navigational, measuring, electromedical,
and control instruments 1,605.0 7.2
Miscellaneous manufactured commodities 1,449.0 47.2
Computer equipment 1,358.0 15.0
Medical equipment and supplies 1,309.0 16.2
Agriculture and construction machinery 1,289.0 13.2
Other fabricated metal products 1,114.0 22.0
Other general purpose machinery 1,099.0 16.2
Resin, synthetic rubber, and artificial and
synthetic fibers and filiment 1,007.0 8.9
Electrical equipment and components,
n.e.s.o.i. 911.9 15.6
Motor vehicle parts 888.2 4.7
Nonferrous metal (except aluminum) and
processing 8125 33.0
Plastics products 687.2 13.6
Motor vehicles 684.3 2.2
Electrical equipment 604.3 14.9
Iron and steel and ferroalloy 532.8 194
Converted paper products 510.0 15.9
Engines, turbines, and power transmission
equipment 497.4 9.6
Soaps, cleaning compounds, and toilet
preparations 490.3 124
Rubber products 439.3 13.6
Other manufacturing 7,926.8 16.5
Total manufacturing 40,559.0 13.9
Agriculture 1,688.3 25.5
Mining 939.0 24.3
Total, all exports of goods 43,186.3 14.8

Memo: SME related party exports as share
of total SME exports 15.6

Sources: Census; USITC calculations.
n.e.s.o.i = not elsewhere specified or indicated.

#Accurate aggregated firm counts cannot be given because the data include firms
that may have exported more than one type of product. Maximum firm counts of
23,027; 61,012; 754; and 224 can be inferred for other manufacturing, total
manufacturing, agriculture, and mining, respectively.

($2.8 billion), pharmaceuticals and medicines ($2.6 billion), petroleum and coal
products ($2.6 billion), and semiconductors and other electronic components
($2.1 billion).

The share of SMEs in related-party exports of U.S. agricultural goods
(25.5 percent) and mining goods (24.3 percent) is significantly higher than the
share of SMEs in related-party exports of U.S. manufactured goods
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(13.9 percent). Within manufactured goods, the share of SMEs in related-party
exports is highest for miscellaneous manufactured commodities (47.2 percent),
communications equipment (43.7 percent), aerospace products and parts
(27.0 percent), basic chemicals (22.7 percent), and petroleum and coal products
(22.2 percent). The share of SMEs in related-party exports is lowest for motor
vehicles (2.2 percent) and motor vehicle parts (4.7 percent), indicating that the
international supply chain for U.S. exports of motor vehicles and parts is
dominated by large firms.

Small and Medium-Sized U.S. Affiliates of Foreign
Enterprises

Data pertaining to U.S. SMEs tend to include both domestic and foreign-owned
enterprises. A significant number of SME-sized enterprises in the United States
are in fact owned by foreign enterprises. BEA data for 2007 report that of the
10,941 affiliates of foreign MNCs in that year, 9,048 (82.7 percent) had 250 or
fewer employees (table 4.7). A reasonable estimate is that there were
approximately 9,400 affiliates of foreign-based enterprises with fewer than 500
employees, the most commonly used definition of an SME in U.S. data.”
Affiliates of foreign-owned firms with fewer than 500 employees employed an
estimated 440,000 U.S. workers in 2007, including 187,000 in manufacturing and
84,000 in wholesale trade.**

Since a significant share of FDI takes place by mergers and acquisitions, some
U.S. SME-sized affiliates of foreign firms were originally U.S.-based domestic
companies that were acquired by foreign companies. Box 4.2 presents some
illustrative recent examples of such acquisitions.

2 See USITC, Small and Medium-Sized Enterprises: Overview of Participation in U.S.
Exports, 2010, pp. 1-2 through 1-4, for the use of “fewer than 500 employees” as a criterion for
defining SMEs. BEA data on the size distribution of foreign affiliates in the United States use the
following size categories: less than 10 employees, 1019, 20-99, 100-249, 250-999, 1000-2499,
and 2500 employees and over. The number of affiliates with fewer than 500 employees was
estimated by adding one-third of the number of affiliates with 250-999 employees to the number
with fewer than 250 employees.

 In table 4.7, employment is estimated by multiplying the midpoint level of employment in
each size class reported by BEA by the number of affiliates in that size class. Employment in firms
with 250-499 employees was estimated by taking one-third of the number of affiliates between
250-999 employees, and multiplying that number by 374.5 (the midrange of the employment
category 250—499).
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TABLE 4.7 SME-sized foreign-owned affiliates in the United States, 2007

Total Estimated

number of employment in

affiliates, all  Number of affiliates  Estimated number of affiliates with

size  with fewer than 250 affiliates with fewer  fewer than 500

classes employees  than 500 employees employees

% Of % of

Number  Number total Number total Thousands

All industries 10,941 9,048 82.7 9,403 85.9 440

Manufacturing 2,430 1,525 62.8 1,706 70.2 187

Of which:

Food 163 105 64.4 117 71.8 14

Chemicals 291 187 64.3 204 70.0 21

Plastics and rubber products 158 101 63.9 114 72.2 13

Primary and fabricated metals 312 200 64.1 226 72.3 26

Machinery 326 223 68.4 245 75.2 23

Computers and electronic

products 242 167 69.0 183 75.8 17

Transportation equipment 331 151 45.6 187 56.6 27

Wholesale trade 1,824 1,540 84.4 1,598 87.6 84

Retail trade 220 150 68.2 161 73.3 9

Information 448 373 83.3 384 85.7 19

Finance and insurance 915 785 85.8 808 88.3 35

Real estate and rental and leasing 2,622 2,599 99.1 2,605 99.3 20
Professional, scientific, and technical

services 687 591 86.0 606 88.3 26

Other industries 1,795 1,485 82.7 1,534 85.5 61

Sources: USDOC, BEA; USITC calculations. See text. “Other industries” includes mining; utilities; construction;
transportation and warehousing; administration, support and waste management; health care and social assistance;
accommodation and food services; agriculture, forestry, fishing, and hunting; management of nonbank companies and
enterprises; educational services; arts, entertainment, and recreation; and miscellaneous and other services.
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BOX 4.2 U.S. SMEs acquired by foreign MNCs

In recent years, a number of US SMEs have been acquired by foreign MNCs. Examples include Byram
Healthcare; Ribbit Corporation; CMS, Inc.; Nuclear Security Services Corporation (NSSC); and Miradia, Inc.
These firms were acquired by firms based in the Netherlands, the United Kingdom, Sweden, and Taiwan.?

Byram, founded in 1968, had about 450 employees and is a major supplier of disposable medical supplies
and services to patients with chronic diseases. OPG Groep N.V., a Netherlands-based market leader in
pharmaceuticals and medical supplies, acquired the company in 2008.

Ribbit, founded in 2006, is a Silicon Valley-based software company which has developed a platform
allowing new voice applications and services through a combination of telephony and Internet technologies.
British Telecom (BT) acquired Ribbit in 2008.

CMS, Inc., founded in 1979, is a developer and distributor worldwide of radiation therapy software, with
approximately 250 employees. Elektra AB, a Swedish health care company specializing in treating cancer
and brain disorders, acquired CMS in 2008.

Nuclear Security Services Corporation, a risk-consulting and security solutions firm with about 70
employees, has domestic and foreign customers (both private and governmental) in the petrochemical and
nuclear power security markets. G4S, a British-based international security solutions firm operating in more
than 100 countries with more than 585,000 employees, acquired NSSC in 2010.

Miradia, Inc., founded in 2003, has about 20 employees; it designs and manufactures micro-electro-
mechanical system (MEMS) products. The company was acquired in 2009 by the Taiwan-based Touch
Micro-system Technology Company.

# Information on these transactions was obtained from the Zephyr database (looking for whole-company
foreign acquisitions of U.S. companies valued under 100 million euros over the past two years) and from
assorted news reports and company websites.
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CHAPTERS
Indirect Exports of U.S. SMEs

Key Findings

There are a variety of ways in which U.S. SMEs participate in the global economy in
addition to their role as direct exporters. Many SMEs contribute to U.S. exports
indirectly, as providers of productive inputs to U.S. exporters both large and small. The
value created by the SMEs that provide these inputs is not apparent, however, in official
trade statistics. Due to data limitations, little research has been conducted to attempt to
estimate the indirect export value created by SMEs. In this chapter, the Commission
illustrates one way that the value added by SMEs to exports can be traced through the
production process. The results indicate that this value is substantial: whereas statistics
indicate that SMEs accounted for approximately 28 percent of gross exports in 2007,
SMEs contributed an estimated 41 percent of the U.S. value-added exports in the same
year, according to Commission computations. Further, the Commission estimates that
these value-added exports supported 4 million U.S. jobs in 2007, including 2.1 million
U.S. jobs supported by SME exporters, and 1.9 million U.S. jobs supported by SME
indirect exporters.

A second way in which SMEs participate in the global economy is via intermediaries
such as wholesalers. SMEs are frequent users of intermediaries: small and new exporters
benefit greatly from the services of export intermediaries,” as these firms provide skills
and economies of scale that are unavailable to SMEs or inefficient for them to acquire.
Unlike in the production process described in this chapter’s value-added example, the
products are not transformed (or are minimally transformed) after leaving an SME’s
production facility; SMEs sell their finished goods or services to wholesalers or other
intermediaries, which in turn export the products. U.S. farms—most of which are
SMEs—export little directly and instead rely on a variety of intermediaries such as
wholesalers, consolidators, and cooperatives in order to sell unprocessed or minimally
processed commodities. SME manufacturers also make frequent use of distribution
channels, including wholesalers, export management companies, and other
intermediaries. Finally, many wholesalers and other intermediaries are themselves SMEs
that enable the export of goods by both large firms and SMEs.

This chapter provides insights on both direct and indirect U.S. value-added exports by
SMEs, as well as an illustrative estimate for indirect exports by SMEs. The chapter
concludes with a description of the several channels of delivery used by SMEs in the

! Although the Commission examines indirect value-added exports and indirect exports through
intermediaries using separate data sources and methodologies, estimates of value-added exports and export
supported jobs presented in this section include the value-added contribution of intermediaries.

2 Peng, Behind the Success and Failure of U.S. Export Intermediaries, 1998; USITC, Small and Medium-
Sized Enterprises: U.S. and EU Export Activities, July, 2010, 3-20 to 3-23.
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agriculture, manufacturing, and services sectors, as well as a discussion of the
intermediaries themselves.”

Indirect Value-Added Exports by U.S. SMEs

SMEs accounted for $382 billion, or 28 percent, of total U.S. exports of goods and
services in 2007.* However, these values certainly underestimate SMEs’ true
contribution to the export market: many goods and services produced by SMEs are
indirectly exported, being embedded in products that are exported via large firms and
other SMEs. With enough data, it would be possible to compute these indirect exports.
However, there are significant data gaps: data by firm size do not exist for many of the
variables necessary for the computations. These data gaps reduce the precision of any
attempt to quantify SMEs’ full contribution to the U.S. economy. Therefore, the results
reported by the Commission can best be seen as an example demonstrating that the
contribution of SMEs to exports is greater than generally assumed. The Commission
estimates SMEs’ full contribution to be $480 billion, or 41 percent of U.S. value-added
expoﬂs,swith an estimated 4.0 million SME jobs supported by these value-added
exports.

Conventional Export Measures and an Alternate Perspective

Categorizing exports by the characteristics of the final producer to handle the product is
consistent with the conventional approach to reporting export statistics. In such cases, the
firm that handles the product last in the production process—regardless of how small the
value-added contribution of that final step—will be credited with the full value of the
product. This method attributes more value to the final producer than to those producers
that may have actually created the bulk of the value added throughout the production
process.® Products are rarely produced completely by a single firm. Instead, a firm
generally produces goods and services using intermediate inputs purchased from other
firms in addition to its own capital and labor inputs. As a result, any products that a firm
exports will contain both value created by its suppliers, in the form of the intermediate
inputs, and its own added value.

? Although intermediaries are not discussed in detail until the second section, the first section of the
chapter does include the use of intermediaries in all computations. Note that while wholesalers are not
explicitly broken out, they are included in the services sector; both the value contributed by SME wholesalers
and the value contributed by SMEs that use wholesalers are included in figures for value-added SME exports
and the corresponding employment figures.

* This corresponds to the share of exports attributed to SMEs in USITC, Small and Medium-sized
Enterprises: Overview of Participation, January 2010, 3-1.

5 To examine the robustness of these figures to model and data assumptions, the Commission examined
three sensitivity scenarios. The results of the analysis suggest that the key qualitative finding—that SMEs
contribute a significant share of total value exported, and that this share is greater than their share of gross
exports—is unlikely to be reversed. On the other hand, the sensitivity analysis also indicates that the precise
share of value-added SME exports is uncertain and that the share reported should be seen as indicative.
Finally, it should be cautioned that the sensitivity analysis is meant to reflect the possible variability of the
results; it is not exhaustive, and the results cannot be taken as firm bounds on the range of possible values.
Details of the three sensitivity scenarios are given in appendix H.

8 Value added is the value created by a firm when it uses factor inputs such as land, labor, and capital.
These values are combined with intermediate inputs to produce new products.
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In order to properly disentangle the value added to exports created by SMEs from those
created by large firms, this analysis recategorizes exports by value added. This chapter
refers to the added value embodied in exports as “value-added exports™ (or total value-
added exports) and to exports reported using the conventional approach of crediting only
the final producer as “gross exports.” Figure 5.1 displays the difference between the two
perspectives. Gross export value comes from four sources: the exporting firm itself,
large-firm suppliers, SME suppliers, and foreign suppliers. To compute value-added
exports, these components are rearranged by firm size. The exporting firm generally adds
some value; this portion of value-added exports remains in the same size category as in
the gross-exports perspective. Some goods and services are provided by firms of the same
size as the exporter (e.g., large firms supplying large exporters and SMEs supplying SME
exporters): these also remain in their original size category. However, under the value-
added approach, the value added by SME suppliers of large exporters is now part of SME
exports; similarly, the value added by large suppliers of SME exporters becomes part of
large firms’ exports under this approach.

One complicating issue is the role of foreign suppliers. The gross-exports perspective
does not permit an examination of the role of foreign suppliers:’ the goods and services
purchased from abroad are integrated into production and form part of the product that is
ultimately exported. These values cannot be seen explicitly in the conventional
perspective. By contrast, the value-added perspective does allow examination of the role
of foreign imported products separately. As a result, this analysis distinguishes between
value created purely by domestic players and that obtained from foreign sources. The
definition of value-added exports is restricted to domestic players only. Total value-added
exports sum to the same value as gross exports less the foreign suppliers’ contribution.

The three categories denoted by either a diamond or a square in figure 5.1 together equal
value-added SME exports. Value-added exports can be further broken down into direct
and indirect exports. Of these, the category marked with a square—*“Self (exporting
SME)”—is termed “direct exports,” as this is the value created by the exporting firm and
then exported directly. The two categories marked with a diamond—“SME supplier” of
large-firm inputs and “SME supplier” of SME inputs—together are defined as “indirect
exports,” as they are exported only via other producers.®

It is important to note that value-added SME exports are not necessarily greater than
gross SME exports. In principle, reorganizing exports according to value added could
yield a higher or lower share of exports for SMEs.” However, the nature of SME
production makes it more likely that SMEs contribute disproportionately to large firms.
For example, assembly—the combining of many intermediate goods to form a product—
is often best done on a large scale by a large firm. Since assembly is frequently a final
step in the production process, the large firm will be the exporter according to the

" Indeed, this is the reason for the term “gross” in gross exports, as these exports represent exports prior
to the subtraction of imports.

8 It is possible to connect the concepts of value-added exports and gross exports precisely through the
following mathematical relationship: value added exports (of SMEs) = gross exports (of SMEs) + indirect
exports (by SMEs through large firms and foreign suppliers) — indirect exports (by large firms and foreign
suppliers through SMEs).

? For value-added SME exports to be greater than gross exports, it is necessary that the SME contribution
to large-firm exports be greater than the large-firm contribution to SME exports.
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FIGURE 5.1 Value of products by exporting firm obscures the involvement of upstream firms

Value created by:

Self (exporting large firm)
Large supplier Larage firm
g . Gross
; " exports
‘ SME supplier
Foreign supplier
. Self (exporting SME)
Large supplier SME
. Gross
. " exports
‘ SME supplier
Foreign supplier

‘ = Value-added indirect exports by SMEs

] = Value-added direct exports by SMEs

Source: Compiled by USITC staff.

conventional method, but under the value-added method much of the value of the export
will be shifted to SME producers.

Indirect SME Value-Added Exports

In this section, the Commission presents the core results using the value-added
perspective. To estimate value-added exports, an economic framework is constructed that
models the key features of the production and export value chain. In brief, the model
keeps track of the inputs and outputs of each industry by firm size, and keeps track of the
value that is contributed by labor and capital inputs. The model then traces production
through the value chain, taking note of when a product uses an SME-produced
component and when the product is exported. Other studies in the literature have
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partitioned input-output tables using a similar methodology in a related context.”
Appendix H provides further details of the methodology.

The contribution of SMEs according to the traditional or gross-exports perspective is
given in table 5.1. The breakdown of gross exports in this table is computed according to
the size of the firm that handled the product immediately before it left the country. Of
$1.3 trillion in gross exports in 2007, SMEs were responsible for only 28 percent, a value
that has been relatively stable in recent years.

By contrast, when considered from the value-added perspective, the value-added exports
created by SMEs are estimated to be 41 percent of total value-added exports in 2007
(table 5.2). Correspondingly, large firms’ share is reduced to an estimated 57 percent of
value added exports, down from their gross-export share of 71 percent. These proportions
were similar in 2002.

In both 2002 and 2007, approximately half of the SME value-added exports were direct
exports (i.e., produced directly by the exporting SME immediately before export) and the
other half were indirect exports (i.e., supplied to other exporters by SMEs) (table 5.3).
The value of direct value-added exports by SMEs is lower than that of SME gross-
exports ($241 billion versus $382 billion in 2007). However, the addition of another
$240 billion in indirect value-added exports to the direct value-added exports implies
that the total contribution of SMEs to value-added exports is nearly $100 billion greater
than official trade statistics indicate.

SME exports are concentrated in the services sectors from both the gross-exports and the
value-added perspective (table 5.4). However, manufacturing firms’ share of SME
exports is lower under the value-added perspective than under the gross-exports
perspective; this is due to the nature of manufacturing itself more than SMEs’ specific
attributes. Manufacturing, when disaggregated into its value-added components, uses a
significant amount of intermediate inputs from primary (agriculture and mining) and
services sectors, so that its value-added share is much smaller than its gross-export share.
For both SMEs and large firms, then, manufacturing is a smaller share of total value-
added exports under the value-added perspective than under the conventional perspective.
Primary and services sectors, by contrast, have a greater share under the value-added
perspective.

SMEs contribute a substantial portion of the intermediate inputs used by manufacturing
firms. This contribution is more apparent in the value-added perspective. SMEs represent
only 16 percent of gross exports of manufacturing, but value-added exports by SME
manufacturers are double that share: 32 percent (table 5.5).!" The SME shares for primary
and services sectors do not change substantially between the gross-export and value-

10 See, for example, Koopman, Wang, and Wei, 2008. “How Much of Chinese Exports Is Really Made in
China?” 2008.

"' This may seem at odds with the decrease of manufacturing shares in table 5.4 from 32 to 23 percent;
however, this is due to the fact, noted above, that the manufacturing sector as a whole shrinks under the
value-added perspective. The increase in manufacturing shares by SMEs in table 5.5 demonstrates that
SMEs’ manufacturing value declines by less across the two perspectives than large firms’ manufacturing
value.
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TABLE 5.1 Gross exports by firm size, 2002 and 2007

2002 2007
Value Share Value Share
billion $ % billion $ %
U.S. gross exports® 809 1,349
Exports by SMEs® 246 30 382 28
Exports by large firms® 561 69 962 71
Exports by governmentb 3 0 5 0

Sources: USITC staff calculations. See appendix H for details.

®This total excludes trade in used and secondhand goods, as well as noncomparable imports,
which cannot be matched to 10 tables. (See supplementary Use Tables,
http://bea.gov/industry/xls/Annual_10Use_After Redefinitions 1998-2008.xIs).

PUSITC calculations. See appendix H for details.

TABLE 5.2 Estimated contribution to domestic value added exports by firm size

2002 2007
Value Share Value Share
billion $ % billion $ %
Total domestic value added 726 1,159 0
SMEs 319 44 480 41
Large firms 397 54 665 57
Government 9 1 14 1

Source: USITC staff calculations. See appendix H for details.

Note: Sum of values may not equal shown totals due to rounding.

TABLE 5.3 Estimated direct and indirect value added

2002 2007

Share of Share of
total value total value
Value added Value added
billion $ % billion $ %

Total value-added exports 726 1,159
Total SME exports 319 44 480 41
Direct exports 167 23 241 21
Indirect exports 152 21 240 21

Source: USITC staff calculations. See Appendix H for details.

TABLE 5.4 Estimates of sectoral breakdown of SME exports, 2007 (%)

Source Gross exports Value added
Agriculture and mining 6 12
Manufacturing 32 23
Services 61 65

Total 100 100

Source: USITC staff calculations. See appendix H for details. Sector
values are based on the industry of the SME firm rather than the
industry of the product.

Note: Totals may not equal 100 due to rounding.


http://bea.gov/industry/xls/Annual_IOUse_After_Redefinitions_1998-2008.xls

TABLE 5.5 Estimated SME activity as a share of total sectoral activity, 2007 (%)

Gross exports Value added
Source SMEs Large firms SMEs Large firms
Agriculture and Mining 46 54 50 50
Manufacturing 16 84 32 68
Services 46 54 45 55

Source: USITC staff calculations. See appendix H for details.

added perspectives.'> This indicates that much of the indirect value-added exports by
SMEs—the intermediate goods and services produced by SMEs that are eventually
shipped abroad as components embedded in other products—is concentrated in the
manufacturing sector.

Total employment supported by value-added SME exports is estimated by the
Commission to be 4.0 million jobs. Approximately one-half (an estimated 1.9 million) of
the jobs are supported by direct exports (table 5.6). These are jobs tied directly to the
value contributed by SMEs in the last stage of the production process. The remaining
2.1 million jobs are supported by indirect exports of SMEs. The overall number of jobs
supported by value-added exports (of both SMEs and large firms) is estimated to be
9.2 million. For both direct and indirect exports, employment in services predominates.

Other government agencies have also estimated the number of jobs supported by value-
added exports. Analysis performed by the Department of Commerce" finds similar
results for the number of jobs supported by U.S. exports; for 2007, the analysis estimates
a total of 9.5 million jobs supported by exports. Other agencies have not reported results
by firm size, however.

SME Indirect Exports Via Wholesalers and Other
Intermediaries

SME:s can also indirectly export by selling their goods or services to wholesalers or other
intermediaries that export their products essentially untransformed. A variety of
specialized firms act as export intermediaries, connecting producers of goods and
services with overseas buyers. The role of such intermediaries is particularly important
for many SMEs that lack the resources to export to foreign markets directly. In some
industries, these indirect exports via wholesalers and other intermediaries are the primary
channels in which SMEs export their final products. In agriculture, for instance, U.S.
farms predominantly export through such intermediaries. In addition, SMEs have a
significant role as export intermediaries themselves. In many industries, these SME
intermediaries account for a substantial proportion of total U.S. exports. The remainder of

12 Gross exports for the agriculture and mining sector include goods exported by these producers directly
to foreign buyers, as well as the value of goods channeled via wholesalers. Using intermediaries to sell
abroad is particularly common in agriculture, where a large share of SME farmers sells abroad via
wholesalers (see the subsequent discussion in this chapter on indirect exports of agricultural products).
Wholesaler exports—part of the services sector—include only the value of the services provided by
wholesalers and not the value of the goods being resold. As a result, wheat sold by an SME farmer is part of
both gross exports and value-added direct exports, regardless of whether it was sold directly by the farmer or
via a wholesaler.

13 Tschetter, “Exports Support American Jobs,” 2008.
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TABLE 5.6 Estimated breakdown of export-supported jobs, 2007 (millions)

Direct Indirect
exports exports Total
Breakdown by size

Total 4.4 4.7 9.2
SMEs 1.9 2.1 4.0
Large firms 25 25 5.0
Government 0.0 0.1 0.2

Breakdown by industry
Total 4.4 4.7 9.2
Agriculture and Mining 0.0 0.1 0.1
Manufacturing 1.9 1.3 3.2
Services 25 34 5.8

Source: USITC staff calculations. See appendix H for details.

Note: Totals may not add due to rounding.

this chapter focuses first on SME wholesalers and intermediaries that facilitate the
indirect exports of other firms, and then on SME indirect exporters in the agriculture,
manufacturing, and services sectors that use these intermediaries to access foreign
markets.

The Role of Wholesalers and Other Intermediaries

Available trade data do not record the roles of all export intermediaries, such as freight
forwarders or brokers. Exports are classified according to the industry of the enterprise
which owns the principal party in interest (formerly the “exporter of record”). The
principal party of interest is the firm benefiting financially from the sale of the goods in
question." If the enterprise in question is a wholesaler, it may be acting as an
intermediary that acquired title to the goods from a manufacturer, agricultural, or mining
firm, and then exported them. ' In other cases, a firm may act as an export intermediary
for a firm that engages in a related activity, e.g., computer systems and design consultants
exporting computers or software, or automobile companies exporting automobile-related
chemical products.

The role of intermediaries in the export of goods can be seen more clearly in the present
study than in the Commission’s January and July 2010 reports on SMEs, as a result of
data recently made available to the Commission by the U.S. Census Bureau.'® These data
distinguish both the type of goods being exported and the type of firm doing the
exporting, i.e., manufacturers, wholesalers, and other types of firms. When goods are
exported by a different type of firm than that which produced the goods, this is often
evidence that export intermediation is taking place. Taking small and large firms

14 See http://www.census.gov/foreign-trade/reference/definitions/index.html#P.

' This may not always be the case, however, as firms, particularly larger ones, are often involved in
multiple industries and activities. The NAICS code identifying the primary activity of an enterprise does not
necessarily describe all the activities of that enterprise. The designations “manufacturer,” “wholesaler,” or
“other” in the trade data refer to enterprises. Each enterprise may consist of one or more establishments.
Thus, for exports classified as coming from “wholesalers,” the principal party of interest may be a
manufacturer owned by a wholesaler, and for exports classified as coming from “manufacturers,” the
principal party of interest may be a manufacturer. (U.S. government representative, telephone interview by
USITC staff, August 17, 2010.) “Wholesalers and Retailers in U.S. Trade,” 2010.

' For an explanation of how data in this section differ from data reported in the Commission’s January
and July reports on SMEs, please see chapter 1 of this report.

5-8


http://www.census.gov/foreign-trade/reference/definitions/index.html#P

together, non-manufacturing firms were responsible for 29.9 percent of all U.S. exports
of manufactured goods (table 5.7)." This highlights the large role of wholesalers and
other intermediaries in securing access to U.S. exports in foreign markets in general. The
share of SMEs in total exports of manufactured goods, 27.6 percent, is substantially
higher than the share of SMEs in total exports of goods by manufacturing firms, at
15.9 percent. In 2007, U.S. SMEs classified as wholesalers exported $95.0 billion of
manufactured goods, accounting for 10.5 percent of all U.S. exports of manufactured
goods. U.S. exports by firms in other industries (primarily services firms) accounted for
$53.8 billion of U.S. exports of manufactured goods in the same year, or 6.0 percent of
all U.S. exports of manufactured goods.

The exports of manufactured goods exported by SME manufacturers, wholesalers, and
other companies in 2007 in dollar terms and percentage terms are presented in tables 5.8
and 5.9 respectively.

The degree of intermediation is much higher for agricultural goods than for
manufacturing goods, and the role of SMEs is also greater. Of all agricultural goods,
41.6 percent are exported by wholesalers, 46.2 percent by SMEs, and 32.3 percent by
SME wholesalers (table 5.10). The high share of manufacturing firms in the export of
agricultural goods suggests another form of intermediation: firms that export both raw
agricultural commodities and processed foods. Specifically, 46.9 percent of all
agricultural goods are exported by manufacturers. Of these, 43.7 percent are exported by
large manufacturers, and 3.2 percent by SME manufacturers. This suggests that SME
producers of U.S. agricultural goods may often work together with large U.S. producers
of processed foods in exporting agricultural goods. There is also evidence that SME
agricultural producers themselves make use of services intermediaries, which are not
included in the present data. In its July 2010 report on SMEs, the Commission described
the role of intermediaries such as packers, marketers, industry associations, brokers, and
agents in the exports of U.S. SMEs producing apples and wine."® This topic is also
discussed further in the following section discussing SME agricultural exports.

Finally, the share of SMEs in the export of mined goods, including oil, gas, coal, and
metals, is higher than for manufactured goods, but lower than for agricultural goods
(table 5.11).

Better data concerning the relationship between the producers of goods and the types of
firms that export these goods, and further analysis of the available data, would likely be
useful in understanding the ways in which expanding U.S. exports may influence the U.S.
economy, including effects on employment in various sectors. It is also likely that various
goods-producing sectors are paired with particular services sectors in the activity of
exporting in ways not clearly evident in the data available to the Commission at present.

7 The Commission’s previous study on this topic, making inferences from the less complete data
available at the time of writing, estimated that in 2005, a minimum of 20.9 percent of U.S. exports of
manufactured goods were by non-manufacturing firms. USITC, Small and Medium-Sized Enterprises: U.S.
and EU Export Activities, 2010, 2-10 and 2-11.

18 USITC, Small and Medium-Sized Enterprises: U.S. and EU Export Activities, July 2010, 4-4 to 4-5 and
4-9 to 4-10.
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TABLE 5.7 Exports of manufactured goods by firm type and size class, 2007

Share of total

Share of total exports of
Exports of exports of manufactured
manufactured manufactured goods by firm
Type of firm: Firm size class goods goods type
Billion $ %
SME 100.1 11.1 15.9
Manufacturers Large 531.3 59.0 84.1
Total 631.4 70.1 100.0
SME 95.0 10.5 60.6
Wholesalers Large 61.8 6.9 394
Total 156.7 17.4 100.0
SME 53.8 6.0 47.6
Other firms Large 59.3 6.6 52.4
Total 113.1 12.5 100.0
Total exports of manufactured goods 901.2°
%
SME share of total exports of
manufactured goods 27.6
Non-manufacturers’ share of total
exports of manufactured goods 29.9

Source: U.S. Census Bureau, and USITC staff calculations.

Note: Data may not add due to rounding.

®Total does not include exports of manufactured goods for which the type of firm is not known,

which amount to approximately $11.4 billion.
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TABLE 5.8 Value of exports of manufactured goods by sector, firm type, and firm size, 2007, million $

Manufacturers Wholesalers Other Companies

Type of goods exported SME Large firms Total SME Large firms Total SME Large firms Total
Food products 4,495 16,730 21,224 9,150 1,893 11,043 2,619 1,089 3,709
Beverages and tobacco

products 406 2,779 3,186 432 88 520 351 28 379
Textiles and fabrics 1,681 3,981 5,663 868 120 988 251 903 1,155
Textile mills products 373 958 1,331 262 34 297 181 357 538
Apparel and accessories 792 833 1,625 747 189 937 336 458 794
Leather and allied products 486 1,240 1,726 428 124 553 248 380 627
Wood products 1,255 1,447 2,701 1,007 103 1,110 453 85 537
Paper 1,997 12,566 14,563 2,221 557 2,778 570 308 878
Printed matter and related

products, not elsewhere

specified or included

(n.e.s.0.i.) 379 1,073 1,451 451 917 1,368 1,159 1,583 2,742
Petroleum and coal products 1,386 13,804 15,190 7,248 ® ® 762 ® ®
Chemicals 17,345 84,124 101,469 12,132 13,803 25,935 5,371 8,717 14,088
Plastics and rubber products 3,113 10,509 13,622 1,625 385 2,010 1,057 850 1,906
Nonmetallic mineral

products 1,355 5,107 6,462 529 206 736 420 280 700
Primary metal

manufacturing 4,859 22,117 26,976 4,168 1,076 5,244 3,991 4,746 8,738
Fabricated metal products,

n.e.s.o.i. 5,636 14,541 20,177 2,598 830 3,428 1,684 1,242 2,926
Machinery, except electrical 17,519 66,922 84,442 10,634 8,371 19,005 7,797 6,926 14,723
Computer and electronics

products 18,724 82,958 101,682 18,558 27,482 46,040 8,834 12,873 21,706
Electrical equipment,

appliances & components 4,390 21,260 25,650 2,524 1,313 3,837 1,613 1,609 3,222
Transportation equipment 7,150 151,059 158,209 8,268 1,670 9,939 13,174 9,272 22,446
Furniture and fixtures 505 1,461 1,967 350 ® ® 301 ® A
Misc. manufactured

commodities 6,256 15,794 22,051 10,749 2,617 13,366 2,653 7,613 10,266

Total’ 100,103 531,266 631,368 94,951 61,780 156,732° 53,826 59,318 113,143°

Source: Census; USITC staff calculations.

#Data not available.

®Totals do not include exports of manufactured goods for which the type of firm is not known, which amount to approximately $11.4 billion.
“Some totals will not correspond due to missing data.
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TABLE 5.9 Share of exports of manufactured goods by sector, firm type and firm size, 2007 %

Manufacturers Wholesalers Other Firms Percent of Exports of Manufactured Goods
Total Total Total

Type of goods exported SME Large firms SME Large firms SME Large firms Manufacturers Wholesalers Other Firms
Food products 12.5 46.5 254 5.3 7.3 3.0 59.0 30.7 10.3
Beverages and tobacco

products 9.9 68.0 10.6 2.2 8.6 0.7 78.0 12.7 9.3
Textiles and fabrics 215 51.0 11.1 15 3.2 11.6 72.5 12.7 14.8
Textile mills products 17.2 44.2 12.1 1.6 8.4 16.5 61.5 13.7 24.8
Apparel and accessories 23.6 24.8 22.3 5.6 10.0 13.6 48.4 27.9 23.7
Leather and allied products 16.7 42.7 14.7 4.3 8.5 131 59.4 19.0 21.6
Wood products 28.8 33.3 23.1 2.4 10.4 1.9 62.1 255 12.4
Paper 11.0 69.0 12.2 3.1 3.1 1.7 79.9 15.2 4.8
Printed matter and related

products, n.e.s.0.i. 6.8 19.3 8.1 16.5 20.8 28.5 26.1 24.6 49.3
Petroleum and coal products 7.2 71.9 37.8 ® 4.0 @) 79.1 ® ®
Chemicals 12.3 59.5 8.6 9.8 3.8 6.2 71.7 18.3 10.0
Plastics and rubber products 17.7 59.9 9.3 2.2 6.0 4.8 77.7 115 10.9
Nonmetallic mineral

products 17.2 64.7 6.7 2.6 5.3 3.6 81.8 9.3 8.9
Primary metal

manufacturing 11.9 54.0 10.2 2.6 9.7 11.6 65.9 12.8 21.3
Fabricated metal products,

n.e.s.o.i. 21.2 54.8 9.8 3.1 6.3 4.7 76.1 12.9 11.0
Machinery, except electrical 14.8 56.6 9.0 7.1 6.6 5.9 715 16.1 125
Computer & electronics

products 111 49.0 11.0 16.2 5.2 7.6 60.0 27.2 12.8
Electrical equipment,

appliances and

components 13.4 65.0 7.7 4.0 4.9 4.9 78.4 11.7 9.8
Transportation equipment 3.8 79.3 4.3 0.9 6.9 4.9 83.0 5.2 11.8
Furniture and fixtures 22.0 63.7 15.3 ® 13.1 @) 85.8 ® ®
Misc. manufactured

commodities 13.7 34.6 235 5.7 5.8 16.7 48.3 29.3 225

Source: Census; USITC staff calculations.

#Data not available.



TABLE 5.10 Exports of agricultural goods by firm type and size class, 2007

Share of total

Share of total exports of
Exports of exports of agricultural
agricultural agricultural goods by firm
Type of firm Firm size class goods goods type
Billion $ %
SMEs 1.6 3.2 6.9
Manufacturers Large firms 21.8 43.7 93.2
Total 234 46.9 100.0
SMEs 16.1 32.3 77.6
Wholesalers Large firms 4.7 9.3 22.4
Total 20.8 41.6 100.0
SMEs 53 10.7 93.1
Other firms Large firms 0.4 0.8 6.9
Total 5.7 11.5 100.0
Total exports of agricultural goods 49.9°
%
SME share of total exports of
agricultural goods 46.2
Non-manufacturers’ share of total
exports of agricultural goods 53.1

Source: Census; USITC staff calculations.

Note: Data may not add due to rounding.

*Total does not include exports of agricultural goods for which the type of firm is not known,
which amount to approximately $0.5 billion.

TABLE 5.11 Exports of mining goods by firm type and size class, 2007

Share of total

Share of total exports of
Exports of exports of mining goods
Type of firm Firm size class mining goods mining goods by firm type
Billion $ %
SMEs 0.4 2.6 25.0
Large firms 11 7.9 75.9
Manufacturers Total 1.4 104 100.0
SMEs 2.1 15.0 94.4
Large firms 0.1 0.9 5.6
Wholesalers Total 2.2 15.9 100.0
SMEs 2.4 17.4 23.6
Large firms 7.7 56.3 76.4
Other firms Total 10.1 73.7 100.0
Total exports of mining goods 13.7%
%
SME share of total exports of mining
goods 35.0
Non-manufacturers’ share of total
exports of mining goods 89.6

Source: Census; USITC staff calculations.

Note: Data may not add due to rounding.

*Total does not include exports of mining goods for which the type of firm is not known, which
amount to approximately $1.2 billion.
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Indirect SME Exports by Sector

As noted above, U.S. SMEs play a larger role in the export economy than is suggested by
traditional trade statistics by exporting indirectly, either through indirect value-added
exports or through indirect exports via wholesalers or other intermediaries. The relative
role of these two channels of indirect exports, however, varies substantially by sector. In
agriculture, for instance, indirect exports via wholesalers or other intermediaries plays a
larger role than indirect value-added exports. In professional services, on the other hand,
indirect value-added exports are the most important channel for SME indirect exporters.
The final section of this chapter examines the relative role of these two channels of
indirect exports in the agriculture, manufacturing, and services sectors.

Indirect SME Agricultural Exports

U.S. agricultural SMEs are relatively minor direct exporters of agricultural goods;"’
however, U.S. farms, largely SME operations, are leading indirect exporters of
agricultural products through other firms.** Minimally processed bulk commodities—not
substantially transformed from the farm—represent a substantial share of total U.S.
agricultural exports. The process by which farmers indirectly export these goods is
through consolidation of their produce by wholesalers and brokers (consolidators),
large farmer cooperative organizations, or large multinational agricultural corporations
that source a wide variety of agricultural produce to supply their global distribution
networks. A second, much smaller channel of indirect U.S. farm exports (by value) is
through the exportation of processed agricultural products that contain primary
commodities as inputs.

U.S. agricultural exports

A significant share of U.S. farm output is exported. For the leading U.S. agricultural
exports, soybeans, corn, and wheat, 1543 percent of U.S. domestic production was
exported in 2009. Export shares of other leading U.S. agricultural products were also
significant: 7-19 percent of animal products—beef, pork and poultry—were exported;
19-37 percent of leading horticultural products—apples and grapes—were exported; and
79-83 percent of almonds and pistachios were exported.

The majority of U.S. agricultural exports are unprocessed commodities and
semiprocessed goods that are exported primarily in large bulk shipments by firms other
than farmers. Such goods include oilseeds and grains (e.g., soybeans, corn, wheat) and
horticultural products (e.g., apples, grapes, almonds), as well as semiprocessed goods

1 Agricultural SMEs include farms as well as SME firms that produce value-added agricultural goods.
The focus of this section is on farms, which represent the overwhelming share of U.S. indirect SME
agricultural exports. See the Commission’s January and July reports on SMEs for additional information on
U.S. agricultural SME exports, including nonfarm agricultural SMEs.

20 For a discussion of U.S. farm characteristics, see USITC, Small and Medium-Sized Enterprises:
Overview, January 2010, 2-12.

2! Certain brokers and wholesalers may be relatively small enterprises in terms of number of employees,
but they generally trade in very large volumes, in contrast to most farmers.

2 Export shares based on volume, USDA, PSD database.
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such as soybean oil, beef, poultry, and tobacco.” Most direct agricultural exporters are
large enterprises that are highly efficient, low-cost suppliers leveraging economies of
scale, whereby high fixed costs of storage, processing, and marketing are spread over
large sales volumes.**

Indirect agricultural exports

Most agricultural products that are indirectly exported by farmers are primary
commodities. U.S. exports of agricultural products were $104 billion in 2009, of which a
substantial share was minimally processed farm commodities.”” The five leading U.S.
agricultural exports in 2009, accounting for 35 percent of total exports, were soybeans
($16 billion), corn ($9 billion), wheat ($5 billion), cotton ($3 billion), and soybean meal
($3 billion), most with minimal value-added processing after leaving the farm.*®

Farm products are also indirectly exported when they are used as an input into exported
processed agricultural products (such as distilled spirits or baked goods). The value of
farm commodities indirectly exported through the exportation of processed agricultural
products is much smaller than the value of indirectly exported primary commodities. In
2009, U.S. exports of primary bulk commodities and semi-processed agricultural
products represented 67 percent of the total value of agricultural exports compared to 33
percent for processed agricultural goods.*” Moreover, for most processed foods, the value
of the farm-produced input is relatively small compared to the final value of the
processed product. For example, the value of the corn component in Bourbon whiskey or
the wheat used in bakery goods represents a small share of the value of the final product.
Moreover, a higher percentage of total U.S. processed food production is consumed
domestically, than for minimally-processed agricultural products.

A contributing reason why a substantial share of U.S. agricultural exports are bulk
commodities is that higher-value products, including processed foods, generally face
higher tariffs in foreign markets, owing to “tariff escalation,” (a situation in which tariffs
rise with the level of processing).”® In addition, processed foods are often subject to a
greater number and variety of nontariff measures, including stringent technical barriers
(such as labeling and packaging regulations) and other types of regulatory scrutiny
(including sanitary and phytosanitary measures).”” Consequently, many U.S. processed

2 In this analysis, primary commodities are defined as products that are produced on farms and that are
minimally processed, such as soybeans, corn, wheat, cotton, fruits, and nuts. Semiprocessed agricultural
products are defined as primary commodities that have been transformed into intermediate goods, such as
soybean meal and wheat flour. Semiprocessed agricultural products also include meat, such as fresh or frozen
beef that is generally exported in large primal cuts to be further butchered into retail-size portions, or used as
an input in processed foods such as sausage, meatballs, or prepared meals.

* For a discussion of barriers to U.S. SME exports, including barriers to direct farm exports, see USITC,
Small and Medium-Sized Enterprise: U.S. and EU Export Activities, 2010, chap. 3, “Views on SMEs on
Barriers to Exporting,” 3-1 to 3-44, and chap. 4, apple and wine case studies, 4-1 to 4-16.

B0f the leading 25 U.S. agricultural exports by 6-digit HS subheading (representing $62 billion or 59
percent of total U.S. agricultural exports in 2009), 20 subheadings were minimally or semi-processed
agricultural goods.

>0 USITC DataWeb.

2T USDA, FAS, GATS System.

2 USDA, ERS, “Market Access for High-Value Foods,” February 2005, 5-9.

¥ USDA, ERS, “Processed Food Trade,” February 2005.
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foods companies, mostly large multinational firms, locate production facilities within
foreign markets or regions, at least in part to bypass tariff and nontariff barriers.*’

Distribution: farm to export market

A simplified diagram of the two channels from farms to export markets is presented in
figure 5.2. The top channel (above the dotted line) represents the flow of primary
commodities through the agricultural marketing and distribution system (supply chain),”'
while the bottom channel (below the dotted line) illustrates the flow of farm products
exported as processed goods. In almost all cases, agricultural products pass from farms
through intermediaries—including processors, wholesalers, and manufacturers,
depending on the product and sector—to reach export markets.

In figure 5.2, basic processing refers to processing that results in little or no
transformation of the farm commodity—for example, the cleaning and sorting of grain by
grain elevator firms, or the washing, grading, and sorting of horticultural products by
packing houses. Processing is a transformation of the agricultural product into an
intermediate good that will be used in the manufacture of final consumer goods—for
example, the grinding of wheat into flour and corn into cornmeal, or the stemming and
drying of tobacco leaf into semi-processed tobacco. Manufacturing represents the
production of final consumer goods, such as transforming flour into baked goods or semi-
processed tobacco into cigarettes.

The supply chain from the farm to the export market for both primary and processed
products contains a variety of linkages. As indicated in figure 5.2, at each stage of the
supply chain, products can be exported depending on the sector and product. For
minimally processed agricultural goods such as soybeans, corn and wheat, farmers
typically sell or store their produce at local grain elevators (basic processors) that may
perform cleaning, grading, sorting, and consolidating. From this stage the grain may be
exported by the grain elevator or further channeled to other grain elevators, wholesalers
and brokers, or multinational agricultural firms.*>

Multinational agricultural corporations such as Cargill, Bunge, and ADM are vertically
integrated firms that operate facilities in all phases of the supply chain—they own and
operate grain elevators and processing facilities, and have integrated international
marketing operations.” Consequently, they source bulk commodities directly from
farmers, as well as from grain elevators, distributors, and wholesalers, to supply their
distribution networks.

Farmers also indirectly export by consolidating their produce with other farmers in
cooperative organizations. For example, a large proportion of U.S.-produced almonds are
exported by farmer-owned cooperatives. Almond farmers transport the product to
cooperative handlers (basic processors) such as Blue Diamond, which cleans, dries, sorts,
shells, and consolidates almonds for distribution. Produce may undergo further
distribution through wholesalers and brokers or may be directly exported by cooperatives.

30 USITC, Processed Foods and Beverages, 2001, 15-10 to 15-11.

3! The marketing and distribution system represents all commercial agricultural activities from the point
where raw agricultural products leave the farm to the point where they are consumed by the final purchaser.

32 U.S. government official, telephone interview by USITC staff, June 29, 2010.

Bus. government official, telephone interview by USITC staff, June 29, 2010.

5-16



FIGURE 5.2 Agricultural supply chain: Farm to market
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Source: Compiled by USITC staff.

Basic processing firms, such as apple and orange packing houses, may also be owned by
individual growers that pack their own produce as well as produce from other growers.

The commodity and processed foods supply chains may be linked at various stages of the
marketing and distribution system. For example, grains may be channeled from the grain
elevator (basic processor) to milling companies (processors) that transform the primary
commodity into flour, which in turn is used by processed food companies
(manufacturers). In the tobacco sector, tobacco may be exported as a semi-processed
commodity or as an input in manufactured products (cigarettes). For example, tobacco
farmers may directly contract with tobacco leaf dealers that process leaf tobacco into
semi-processed tobacco, then export the product to foreign manufacturers. Farmers also
directly contract with domestic cigarette manufacturers (e.g., Philip Morris) that produce
cigarettes for export.
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Indirect SME Manufacturing Exports

Indirect exports by SME manufacturers may occur when they use distributors, agents, or
export management companies to export their products, or when they supply inputs to
other companies for incorporation into products for export. Because the final destination
of their output may be several transactions beyond their final sale, SMEs are often
unaware if their products are eventually exported. This section describes four common
distribution chains through which SME manufacturers indirectly export their products:
wholesalers or distributors; services firms that export manufactured goods; agents or
export management companies; and large manufacturers that export goods that contain
inputs from U.S. SMEs.

Agents or export management companies may represent U.S. manufacturers of products
in foreign markets. The use of an agent or export management company can significantly
facilitate efforts by SMEs to identify and penetrate foreign markets, thus reducing the
fixed costs of exporting. The SME pays a fee for the services of the agent or export
management company, and the agent or export management company may become the
principal party of interest. According to one source, the number of export management
companies has declined over time, partly because language barriers have lessened and
because international communication and trade finance standards are more widespread.**

One SME export management company noted in written comments to the Commission
that its success was due in part to a strategy of exporting high-value products with a focus
on a single industry to select markets, rather than exporting commodity products. As a
result, the export management company developed expertise in this industry, achieved
economies of scale by offering multiple product lines through foreign distributors, and
reduced the time to enter the market.”> Other export management companies similarly
focus on a few product areas and work with companies manufacturing those products.
For example, Dorian Drake International, Inc., an export management company, focuses
on four product areas.*®

Supplying inputs to companies that export is likely a significant channel of indirect SME
manufacturer exports. One study released in 2006 reports the names of over 30,000
suppliers (mainly SMEs) to six large manufacturing firms. These six large firms have
SME manufacturer suppliers from every state in the United States.”” SMEs either supply
goods directly to large U.S. exporters or are one or several times removed from the
exporters. The SME product may be a subassembly or a part that is incorporated into a
subassembly. The large company exporters generally have several tiers of suppliers,
typically called Tier 1 and Tier 2 suppliers, but possibly extending further to Tier 3 and
Tier 4 suppliers. In turn, the Tier 1 and Tier 2 suppliers will also have levels of suppliers.
For example, in the automotive industry, the Motor & Equipment Manufacturers
Association describes Tier 1 firms supplying finished components to original equipment

** Horowitz, “A Vanishing Breed,” Shipping Digest, December 18, 2006. A USITC staff search of the
Export Yellow Pages for “Export Management Company” resulted in fewer than 100 listings.
http://www.exportyellowpages.com (accessed July 9, 2010).

35 Kimberly Benson, Cange International, Inc., written submission to the USITC, January 23, 2010.

3 Dorian Drake International, “About Dorian Drake,” n.d. (accessed July 14, 2010).

37 Democracy Data and Communications LLC, “ExIm Bank Suppliers.”
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manufacturers, Tier 2 firms supplying parts to Tier 1, and Tier 3 firms supplying raw
materials to Tier 2.%®

For machinery exports, many of the items are likely to be produced by contract machine
and metal-forming shops that make metal parts to customer specifications; by mold and
die makers; and by contract plastics and rubber parts molders. Many of these are likely to
be SME:s. In most instances, these SME manufacturers must be qualified as a supplier to
the larger customers and meet a variety of quality and performance standards. Once
qualified as a supplier, they generally compete on price.

Indirect SME Services Exports

In many cases, U.S. companies export services indirectly, rather than directly. An indirect
services export occurs when a nonexporting U.S. company provides services to a firm
that ultimately exports goods or services abroad. Indirect services exports are perhaps
most associated with professional and business services such as accounting, advertising,
consulting, and legal services. Using professional services as an example, an indirect
services export on the part of a U.S. SME firm occurs when a small accounting firm
prepares the books of a company that exports goods or services to foreign markets.
Similarly, services would be exported indirectly when a small U.S. advertising firm
creates an advertising campaign for a multinational corporation that ultimately uses that
campaign to sell products and services outside the United States.

Although most often associated with professional services, indirect services exports occur
across a broad range of industry sectors. In the audiovisual services industry, for
example, approximately 100,000 SMEs provide services to the producers of film and
television content, with most such content ultimately exported around the world. For
example, Hammerhead Productions, a California-based computer graphics, special
effects, and digital enhancement studio, provided services crucial to the production of
several big-name Hollywood films.** Similarly, Hydraulx Visual Effects, which
specializes in digital cosmetic enhancements and the development of creatures, and a
make-up special effects studio KNB EFX Group, also provided services in the production
of a number of major U.S. motion pictures.*’

Wholesale transactions are another significant channel for U.S. SME indirect exports:
U.S. SME services providers both facilitate wholesale transactions and sell services
abroad through wholesale intermediaries. Such transactions are particularly common in
the financial services industry. For example, the international sale of services by a small
U.S. firm is facilitated by wholesale intermediaries when a hedge fund sells shares to
foreign investors through a wealth management advisory firm. U.S. services SMEs also
perform the role of wholesale intermediary when, for example, a boutique brokerage
based in the United States purchases stocks or bonds for foreign clients.

38 Motor & Equipment Manufacturers Association, “Original Equipment,” n.d. (accessed July 13, 2010).

% Industry representative, e-mail message to USITC staff, July 1, 2010; Internet Movie Database Web
site, http://www.imdb.com/company/c00028079/ (accessed July 15, 2010).

* Internet Movie Database Web site, http://www.imdb.com/company/c00109632/ and
http://www.imdb.com/company/co0015640/ (accessed July 15, 2010); industry representative, e-mail
message to USITC staff, July 1, 2010.
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CHAPTER 6
Trade Barriers That Disproportionately
Affect SME Export Performance

Key Findings

Overall, SMEs’ share of U.S. exports is low, especially relative to their share of total U.S.
output.' This is partly due to some impediments to exporting falling disproportionately
on smaller exporters. Information collected and analyzed by the Commission provides
some evidence that both tariffs and nontariff measures (NTMs) are relatively more
burdensome to SMEs than to larger firms. Analysis of applied tariffs in foreign markets
on traded manufactured goods shows tariff spikes in some industries in which U.S. SMEs
have large export shares. NTMs also frequently impede exports by SMEs
disproportionately more than exports by large firms. For example, many firms surveyed
through the Commission’s questionnaire, and especially SMEs, considered foreign
regulations and customs procedures to be important barriers to doing business abroad. In
addition to NTMs, business impediments such as transportation costs figured prominently
in the overall impediments to exporting. Also, according to SME industry representatives,
standards and certification are typically important hurdles for manufactured goods.
Licensing, residency requirements, and commercial presence requirements present
challenges for services providers that export.

This chapter begins by examining overall impediments to exporting as reported in the
USITC questionnaire. It then uses trade and tariff data to examine how tariffs on certain
exports may disproportionately affect some SMEs. The importance of NTMs for SMEs is
subsequently analyzed. A discussion of particular NTMs on SME exporters in the
manufacturing and services sectors concludes the chapter. First, however, box 6.1
describes how NTMs can impose fixed costs on firms and create a disproportionate effect
on SMEs.

Disproportionate Impediments to SME Exports

Many impediments to international trade disproportionately affect SMEs.? This is the
case even though these impediments often do not explicitly discriminate—for example,
they may apply equally to different-sized firms. The disproportionate effect holds for
firms in both the services and manufacturing sectors and also for a variety of
impediments, including business impediments (i.e., obtaining financing, lack of trained
staff, etc.), foreign policy impediments, and domestic policy impediments.

The Commission’s questionnaire surveyed firms’ opinions about 19 potential
impediments to trade. These included seven business impediments, five foreign policy

! See USITC, Small and Medium-Sized Enterprises: Overview of Participation in U.S. Exports, January
2010.

? Findings in this section are drawn from the Commission’s survey of 3,200 firms. Details of the survey
and the Commission’s analytical approach are in appendix F.
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BOX 6.1 Variable and fixed costs of exporting

Foreign trade measures can increase both the variable and fixed costs of trade. Variable-cost measures
vary with the sale value or the quantity sold of the traded goods. Tariffs, whether ad valorem rates or
specific duties, are typically a variable cost. Fixed-cost measures, on the other hand, represent transaction
costs that do not vary based on the traded amounts. Many NTMs impose fixed trade costs. Complying with
certain foreign standards, for instance, imposes fixed costs that must be borne to enter the market,
regardless of the extent to which exports contribute to a firm's revenues. Complex licensing procedures
required to practice certain professional services abroad provide another example of fixed-cost measures
identified in this chapter.

The distinction between variable and fixed cost trade measures is important because large exporters can
spread fixed costs more easily over their sales volumes than small exporters. Thus, many NTMs have the
potential to affect SMEs disproportionately; some NTMs may even make it infeasible for some SMEs to
export, at least directly.* NTMs are particularly relevant for services trade, for which tariffs at the border are
unimportant.

® For a discussion of indirect exports, see chap. 5 in this report.

measures (tariffs or NTMs), and three domestic policy measures (table 6.1).> Four others
were a combination of business impediments and domestic or foreign policies. For
example, a firm could report “difficulty in receiving or processing payments” as an
impediment because a foreign government does not adequately enforce contracts or
because the firm lacks the know-how to set up letters of credit or other instruments used
in international finance. In the questionnaire, firms were first asked if they had ever
exported or considered exporting (the latter point was included to account for the
possibility that firms had faced perceived insurmountable barriers). These firms were
then asked to report whether they had encountered the impediment and then to assess the
impediment’s severity on a scale of 1 to 5, with 1 representing no impediment, 3 a

moderate impediment, and 5 a major impediment.

Most Frequently Encountered Impediments

The most frequently encountered impediment for manufacturers was high transportation
and shipping costs, reported by 88.5 percent of SME manufacturers and 93.6 percent of
large manufacturers (table 6.2).* Language or cultural barriers were reported by the
second largest share (82.2 percent) of SME manufacturers. Overall, services firms
encountered fewer impediments than manufacturing firms. The three impediments
encountered most often by SME services firms were “foreign sales not sufficiently
profitable” (58.7 percent), “difficulty locating sales prospects” (55.8 percent), and
“transportation and shipping costs” (53.6 percent). Less than half of the large services

firms had encountered any of the impediments on the Commission’s list.

3 Table 6.1 also briefly describes the impediments and provides references to the second USITC SME
report if the impediment is described there more fully. USITC, Small and Medium-Sized Enterprises: U.S.

and EU Export Activities, July 2010.

* Firms responding to the questionnaire had the choice of marking “not encountered” or rating the
severity of the impediment on the 1-to-5 scale. “Firms encountering the impediment” was calculated as the
ratio of 1-to-5 responses to all responses. Thus, shares in table 6.2 include firms that encountered the barrier

but did not find it burdensome.
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TABLE 6.1 Impediments to SME exporting included in the USITC questionnaire and described in the Commission’s July 2010 report on SMEs

Category

Type of impediment

Impact of impediments on SME exporting activities®

Difficulty locating sales prospects

Foreign sales not sufficiently
profitable

Lack of trained staff

Language/cultural barriers

Obtaining financing

Preference for local
goods/services in foreign market

Business

Business

Business

Business

Business

Business

SME representatives reported that the high costs associated with identifying sales prospects and
acquiring information on foreign markets are significant impediments to small firms (3-19). SME
textile and apparel firms rely on a single or relatively few domestic customers and do not have a
sales force or marketing strategy to identify potential international sales (4-15). Even small suppliers
of well-known brands noted the challenges of high international marketing costs.”

The costs of accessing a foreign market, when added to the cost of the good or service, reduce
profit margins and can lower the incentive to export. Also, the attractiveness of exporting to a foreign
market is less if prices in that market are below U.S. levels. Exchange rate fluctuations can also
undermine profitability (3-18). Textile and apparel SMEs reported that their products are often at a
competitive disadvantage internationally because foreign governments subsidize textile and apparel
exports through low-cost loans and marketing support (4-16). SME exporters of medical devices
reported that payments made by third-party insurers and government agencies in foreign markets
may not fully reimburse them for commercialized medical devices (4-20). Moreover, the significant
commercialization costs and lengthy product development cycle of up to two years can pose critical
challenges for SMEs seeking to export advanced medical devices (4-20).

Dealing with foreign regulations, customs and shipping complexities, and international payments
arrangements can be daunting for small firms that lack specialized staff. Textile and apparel SMEs
reported that they are often unfamiliar with letters of credit, accounts receivable insurance, or ways
of providing discounts or financing to international customers (4-16).

Language and cultural barriers make it more difficult for firms to identify and service foreign
customers. Language barriers can lead to misunderstandings in interpretation of customer orders
and contracts, and can impede the development of marketing materials.® These barriers also
impede the ability of SMEs to develop an ongoing relationship with a foreign customer by, for
example, providing onsite customer service and installation assistance (3-18 to 3-19).

SMEs reported more difficulties in obtaining financing than large firms and that those problems were
exacerbated by the 2008—-09 global economic downturn. SMEs reported problems both in obtaining
trade financing, particularly pre-shipment financing to cover large exports, and in obtaining working
capital for daily operations and expansion into new business areas (3-2, 3-4). For example, SME
apple exporters reported that difficulties obtaining financing posed a significant restriction for apple
exports (4-3). SME wine exporters reported that obtaining long-term financing was particularly
challenging for small firms (4-9).

Consumers in some countries prefer to buy goods that are made locally; moreover, they may have
limited knowledge of foreign products. For example, SME wineries reported that importers and
retailers in many foreign markets know little about U.S. wine (4-8). In addition, foreign government
support programs for particular industries—such as low-cost loans, marketing support, and tax
incentives—may make U.S. exports less price-competitive vis-a-vis locally produced goods (3-17).

See footnotes at end of table.



-9

TABLE 6.1 Impediments to SME exporting included in the USITC questionnaire and described in the Commission’s July 2010 report on SMEs—Continued

Category

Type of impediment

Impact of impediments on SME exporting activities®

Transportation/shipping costs

Lack of government support
programs

U.S. regulations

U.S. taxation issues

Customs procedures

Business

Domestic

Domestic

Domestic

Foreign

Unit transportation costs are less on larger shipments, which may put SMEs at a disadvantage
compared to larger firms. Other impediments include rising ocean freight rates, the difficulties small
exporters have in filling a shipping container (shipping full containers is less expensive than shipping
smaller orders),UI and container shortages (3-11). SME chemicals exporters reported that
transportation costs and limited container availability were constraints on exports (4-11).

Some SMEs reported that their transactions often are too small to qualify for approval by the Ex-Im
Bank. SMEs reported that Small Business Agency-guaranteed loans became more difficult to obtain
during the 2008-09 economic downturn (3-4). Some SMEs also reported that they were not aware
of U.S. government support programs for exporters.®

U.S. federal and state laws and regulations may serve as barriers to exporting, particularly with
respect to the administrative burden and logistics required for compliance. Examples include the
administrative burdens associated with U.S. export control regulations and USDA Animal and Plant
Health Inspection Service (APHIS) fees charged for the approval of export health papers and
overtime user fees (3-10 to 3-11). Computer services SMEs stated that U.S. export and re-export
controls on commercial encryption products constrain exports of both software and hardware (4-22).
High U.S. tariffs on goods SMEs import as intermediate inputs can also impede firms’ ability to
export (3-9).

A number of sources expressed the concern that tax rules may place SMEs at a competitive
disadvantage with regard to both the actual tax burden and the administrative burden of compliance
with tax rules.” Firms that do business in other countries face the potential of being taxed on both
foreign earnings and again when those earnings are repatriated (so-called “double taxation”). SMEs
that only export occasionally may find the requirement that they have a federal tax ID number to be
a barrier to exporting (3-10).

SME exporters frequently reported problems with customs clearance delays.® Delays were
especially problematic for shipments of perishable products, such as food or medical supplies. One
SME that exports radioactive isotopes for medical treatments, which are time-sensitive, stated that it
does not export to Latin America because of frequent customs delays in many countries in that
region (3-17).

See footnotes at end of table.
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TABLE 6.1 Impediments to SME exporting included in the USITC questionnaire and described in the Commission’s July 2010 report on SMEs—Continued

Category

Type of impediment

Impact of impediments on SME exporting activities®

Foreign regulations

Foreign taxation issues

High tariffs

Insufficient IP protection

Foreign

Foreign

Foreign

Foreign

The costs of understanding and complying with foreign government regulations are often high

because of the following:

« the administrative burdens of compliance (e.g., administrative paperwork, additional record
keeping, testing, or certification);

« the lack of standardized regulations across countries, including the lack of mutual recognition
agreements between U.S. and foreign regulators;

« the costs of meeting foreign regulations such as sanitary and phytosanitary (SPS) regulations and
packaging and labeling requirements; and

* market access barriers in certain services sectors, including local content or screen quota
requirements in the film and television industry (3-12 to 3-14).

For instance, SME apple exporters stated that there were challenges in meeting different SPS rules
in various export markets (4-4). SME wineries reported challenges in meeting differing foreign SPS
requirements (4-8). SME chemical exporters reported that the costs of compliance with the EU
chemical regulatory system constrained their shipments to Europe (4-12). Local labeling
requirements were also noted as a constraint to exporting by SME chemical and nanotechnology
companies (4-13). Textile and apparel SMEs reported that they lack the resources or experience to
navigate foreign customs and other regulations (4-15). SMEs in the medical device industry reported
that complex regulatory procedures abroad were a significant barrier to exporting (4-20).

Foreign taxes imposed on U.S. exports increase the prices of U.S. products in foreign markets,
particularly when the taxes are not applied to comparable domestic goods and services. The
combination of foreign taxes, foreign duties, and shipping costs can make U.S. goods _
uncompeti’[ive.h This problem is made worse when foreign tax regimes are nontransparent (3-14)' or
when foreign governments provide tax incentives to local companies (3-17 and 4-16). Textile and
apparel SMEs reported that value-added taxes in foreign markets often increase the cost of U.S
exports compared to local competitors in each market (4-17).

Foreign tariffs imposed on U.S. exports, when passed on to consumers in the importing country, can
increase the price of U.S. exports in foreign markets.! SME wineries reported that ad valorem (value-
basis) duties can raise the price of U.S. wines in foreign markets very substantially (4-7). SME
textile and apparel producers reported that high Brazilian tariffs effectively preclude exports of
certain U.S. yarn to Brazil (4-18).

Financial losses often occur due to unreliable IP protection in countries with few legal protections
against theft of trade secrets, IP product designs, and other IP infringements (3-15 to 3-16).
Exporters of film and television programming reported that seeking remedies to IP infringement was
often too expensive for SME producers.k SME producers of medical devices reported that they incur
financial losses as a result of third country producers that copy U.S. technologies and sell them on
world markets at significantly lower prices.I

See footnotes at end of table.
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TABLE 6.1 Impediments to SME exporting included in the USITC questionnaire and described in the Commission’s July 2010 report on SMEs—Continued

Category

Type of impediment

Impact of impediments on SME exporting activities®

Difficulty establishing affiliates in
foreign markets

Difficulty in receiving or processing
payments

Unable to find foreign partners

Foreign, business

Foreign, business

Foreign, business

SMEs often lack the financial resources and detailed knowledge of the foreign business
environment needed to establish foreign affiliates.™ For this reason, SMEs have tended to establish
fewer foreign affiliates than large firms do and, consequently, lack the access to local business
networks that can be provided by affiliates (3-19). SME exporters of professional services frequently
join networks of service providers; some SME professional services providers reported that they can
face high entry costs in foreign markets in seeking to first understand the local legal, institutional, or
cultural environment (4-26 to 4-27).

Foreign laws and enforcement practices may not be adequate to ensure payment for delivered
goods and services. SMEs, particularly those new to exporting, often lack knowledge about
international payment risks and options such as letters of credit and accounts receivable insurance.
U.S. textile and apparel SMEs reported that the 2008—09 global financial downturn caused payment
terms of their foreign customers to increase significantly, resulting in higher accounts receivable (4-
16).

n

Foreign firms often lack resources and business networks to find reliable local representatives,
business partners, and distribution agents in foreign markets (3-20) .

See footnotes at end of table.



L9

TABLE 6.1 Impediments to SME exporting included in the USITC questionnaire and described in the Commission’s July 2010 report on SMEs—Continued

Category Type of impediment  Impact of impediments on SME exporting activities®

Visa issues Foreign, domestic Foreign visitors sometimes report difficulties in obtaining visas to enter the United States.
Cumbersome and lengthy entrance procedures can discourage foreign visitors from entering the
United States, which can have adverse impacts on U.S. firms in several ways, including:
« reducing foreign demand for U.S. tourism, health care, and education services;
» making it difficult for manufacturers to invite potential foreign customers to the United States to

demonstrate their products;°

« restricting or preventing U.S. firms with affiliates outside the United States from sending personnel
to the United States to receive in-house training® (3-8 to 3-9).

Similarly, U.S. travelers have reported difficulties obtaining visas to enter foreign countries. Delays
in obtaining visas can make it difficult for U.S. business operators and their staff to visit foreign
customers and to launch or build local business networks.

Sources: Compiled from questionnaire data; USITC hearings held in conjunction with this investigation; and USITC, Small and Medium-Sized Enterprises: U.S.
and EU Export Activities, July 2010.

®Numbers in parentheses refer to page numbers in the Commission’s July 2010 report.

bUsITC, hearing transcript, March 10, 2010, 189 (testimony of Thomas Dustman, Sunnen Products).

‘USITC, hearing transcript, March 10, 2010, 188, 190 (testimony of Rebecca Herwick, Global Products International).

dUSITC, hearing transcript, March 18, 2010, 137 (testimony of Jameson French, Hardwood Federation/Northland Forest Products).

®USITC, hearing transcript, March 10, 2010, 290 (testimony of Stephen Mitchell, Magna Technologies); March 12, 2010, 40 (testimony of Matt Nees, Software
Association of Oregon).

For example, see OECD, Taxation of SMEs: Key Issues and Policy Considerations, October 2009.

9USITC, hearing transcript, March 10, 2010, 33-37 (testimony of Solomon Akinduro, Afram Corp.); hearing transcript, March 10, 2010, 164 (testimony of
Thomas Dustman, Sunnen Products); hearing transcript, March 12, 2010, 159-205 (testimony of Leonard Felix, CID Bio-Science); hearing transcript, March 18,
2010, 197-205 (testimony of Miguel Angel Oliva, HBO Latin America).

"usITC hearing transcript, March 10, 2010, 206—209 (testimony of Rudi Roeslein, Roeslein & Assoc.); March 18, 2010, 203 (testimony of Miguel Angel Oliva,
HBO Latin America).

'USITC, hearing transcript, March 18, 2010, 12 (testimony of Representative Donald A. Manzullo).

JUSITC, hearing transcript, March 10, 2010, 166 (testimony of Thomas Dustman, Sunnen Products); March 10, 2010, 224 (testimony of Karen Bomba, Zoltek
Corp.).

kIndependent Film & Television Alliance, written testimony to the USITC, March 26, 2010.

Tiba Medical, written testimony to the USITC, March 26, 2010.

MUSITC, hearing transcript, March 18, 2010, 209-10 (testimony of Maria Hardy, Medical, Laboratory & Technology Consultants).

"USITC, hearing transcript, March 10, 2010, 33-37, 73 (testimony of Solomon Akinduro, Afram Corp.); March 10, 2010, 120 (testimony of Cory Simek, U.S.
Department of Commerce); March 10, 2010, 198 202-203 (testimony of Rebecca Herwick, Global Products International); March 10, 2010, 206 (testimony of
Stephen Mitchell, Magna Technologies); March 10, 2010, 248 (testimony of Rudi Roeslin, Roeslin & Assoc.).

°USITC, hearing transcript, March 10, 2010, 56-57 (testimony of Cory Simek, U.S. Department of Commerce); March 12, 2010, 14 (testimony of Tim McCabe,
Oregon Business Development Department); March 18, 2010, 143-144 (testimony of Spencer Ross, National Institute for World Trade); March 18, 2010, 272
(testimony of Miguel Angel Oliva, HBO Latin America).

PUSITC, hearing transcript, March 10, 2010, 211 (testimony of Karen Bomba, Zoltek Corp.).



TABLE 6.2 Proportion of firms encountering the impediment® (%)

Large

SME Large SME services

manufacturer manufacturer  services firms

Transportation/shipping costs 88.5 93.6 53.6 35.1
Language/cultural barriers 82.2 86.8 53.4 42.2
Difficulty locating sales prospects 79.1 83.2 55.8 45.2
Foreign regulations 78.0 90.0 51.1 48.3
U.S. regulations 73.4 86.8 45.4 37.8
Foreign sales not sufficiently profitable 72.5 84.4 58.7 46.2
Customs procedures 71.9 87.4 44.6 355
Difficulty in receiving or processing payments 67.9 87.9 39.3 41.1
U.S. taxation issues 62.8 80.7 374 39.2
Lack of trained staff 62.6 85.7 36.7 46.5
Insufficient IP protection 61.8 71.6 43.6 27.3
Foreign taxation issues 60.4 80.5 36.1 40.6
Preference for local goods/services in foreign market 57.4 81.7 37.8 35.8
Difficulty establishing affiliates in foreign markets 57.2 76.9 29.8 33.8
High tariffs 56.6 81.6 36.8 28.8
Lack of government support programs 56.4 70.3 29.2 29.4
Obtaining financing 51.6 63.8 38.5 31.9
Unable to find foreign partners 50.5 66.6 33.0 36.0
Visa issues 30.1 67.8 34.9 335

Source: USITC staff calculation from questionnaire data.

®The proportion of firms encountering the impediment was calculated as the ratio of 1-to-5 responses to all
responses, including those not encountering the impediment.

Highest-Ranked Impediments

When asked to rank the three most important impediments to trade, there was a wide
difference of opinions among firms, with no single impediment ranked as most
burdensome by a majority of respondents. Manufacturing SMEs most frequently reported
that the most important impediment was ‘“obtaining financing,” “high tariffs,” or
“transportation and shipping costs” (table 6.3). Large manufacturing firms reported that
the most important impediment was either “foreign regulations” or “preference for local
goods or services in a foreign market.” For services SMEs, the greatest concern was
“language or cultural barriers” or “foreign sales not sufficiently profitable.” In contrast,
large service providers most frequently found the most important impediment to be either
“difficulty locating foreign sales prospects” or “foreign regulations.”

Box 6.2 summarizes the results of a member survey by the National Minority Business
Council. Similar to SME manufacturers responding to the USITC questionnaire, their top
concern was access to capital; government support programs appear to be more important
to this group than to firms responding to the Commission’s questionnaire.
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TABLE 6.3 Share of respondents to USITC questionnaire ranking a given impediment as the most important

Manufacturing Services
SMEs Large firms SMEs Large firms
Impediment Percent Rank Percent Rank Percent Rank Percent Rank
Obtaining financing 21.0 1 9.7 3 15.9 3 3.4 13
High tariffs 18.3 2 33 10 0.2 15 0.9 19
Transportation/shipping costs 18.3 3 11 15 14.9 4 45 8
Language/cultural barriers 8.7 4 0.9 16 23.6 1 4.1 10
Difficulty in receiving or processing payments 6.7 5 2.1 14 0.5 12 3.8 11
Difficulty locating sales prospects 5.8 6 7.0 5 3.9 6 27.4 1
Unable to find foreign partner firms 5.3 7 0.6 17 0.2 16 1.4 17
Difficulty establishing affiliates in foreign markets 4.3 8 0.5 19 0.1 17 15 16
Foreign regulations 3.6 9 19.3 1 2.4 7 12.0 2
U.S. regulations 2.1 10 5.2 7 1.4 9 5.2 6
Customs procedures 1.9 11 21 13 0.2 14 1.0 18
Preference for local goods/services in foreign market 1.3 12 17.6 2 0.5 11 3.6 12
Foreign sales not sufficiently profitable 1.0 13 8.9 4 225 2 5.9 4
Lack of trained staff to manage international business activities 0.6 14 3.0 12 0.2 13 5.0 7
U.S. taxation issues 0.3 15 3.1 11 1.8 8 2.6 14
Foreign taxation issues 0.3 16 0.6 18 10.9 5 6.0 3
Insufficient IP protection 0.2 17 4.1 9 0.6 10 15 15
Lack of government support programs 0.1 18 6.2 6 0.0 19 5.8 5
Visa issues 0.0 19 4.6 8 0.1 18 4.3 9
Total 100 100 100 100

Source: Commission calculations from USITC questionnaire data.
Note: Totals may not add due to rounding.



BOX 6.2. Impediments to exporting experienced by minority-owned businesses

To assist the Commission in understanding the particular impediments to exporting faced by minority-owned
businesses, the National Minority Business Council (NMBC)? questioned selected member firms regarding the major
impediments that prevent these businesses from reaching their full export potential.ID

The respondent firms represent a wide range of industries, including recycling, industrial chemicals, food ingredients,
marine equipment, fasteners, and coffee and tea equipment. Firms exported to a number of countries in Asia,
Europe, South America, and Africa. The principal reported impediments to exporting were:

e Access to capital, reported as a major concern by all respondents.

e Increased administrative and marketing costs required to serve the export market.

e Lack of knowledge regarding the existing government assistance programs and available information. In
some cases, respondents reported that they were aware of government export assistance programs but
were unable to meet the requirements.

e Lack of language skills, particularly for the emerging markets of Asia and South America.

e Maintaining international quality control standards in foreign markets.

This list is quite similar to the impediments cited by non-minority-owned SMEs, as described elsewhere in this study,
and in the previous USITC study, Small and Medium-Sized Enterprises: U.S. and EU Export Activities, July 2010.
However, there is some evidence that small, minority-owned firms find it more difficult to gain access to capital than
SMEs in general, as they are more likely to be denied credit, and when bank loans are approved, they receive loans
for smaller amounts and at higher interest rates than the average for all firms.®

% The NMBC is a nonprofit organization that provides advocacy, education, and technical assistance to enable its
members to effectively compete in the global marketplace.

® A member of the NMBC staff conducted phone interviews and e-mail inquiries. From the total membership of 350
firms, NMBC selected and contacted 56 firms, based on the assumption that they had a product or service that was
exportable. Of these, 18 firms responded and 10 indicated that they were engaged in exporting.

¢ Fairlie and Robb, Disparities in Capital Access between Minority and Non-Minority-Owned Businesses, January
2010.

Impediments Disproportionately Affecting SMEs

Differences in the ratings of impediments by large firms and SMEs indicated that a
number of impediments may disproportionately affect SMEs. The Commission tabulated
the proportion of SMEs and large firms by major sector that provided a response of 4 or 5
to each impediment. These high scores indicate that firms consider the impediment to be
a major burden. Of the services firms that had encountered the impediment, a higher
proportion of SMEs rated each impediment as a 4 or 5 than did large services firms, with
one exception (figure 6.1).” A higher proportion of large services firms rated locating
sales prospects as a 4 or 5 than did SME service providers. The impediments where
SMEs’ scores exceeded large firms’ scores by the largest amount were “insufficient
intellectual property (IP) protection”, “foreign taxation,” “obtaining financing,”
“difficulty establishing affiliates in foreign markets,” “U.S. regulations,” and “foreign
sales not sufficiently profitable.”

3 Tests were carried out to determine if the differences in proportions were statistically significant. For
services firms, except for difficulty locating sales (where large firms had a higher proportion of 4-5
responses), SMEs had a statistically significantly higher proportion of 4-5 responses than the larger firms at
the 1 percent significance level for each impediment except foreign regulations, which was significant at the
5 percent significance level. Also, a test based on ranks was also carried out, and the 