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American Bar Association, and the American Judicature Society. 
He is treasurer of the Federal Bar Association and a member of the 
Association's National Council. This is his first lecture at the Indus- 
trial College. 

ii 



SMALL BUSINESS AND ECONOMIC MOB!LIZATION 

I March 1956 

01S45 

G E N E R A L  C A L H O U N :  G e n t l e m e n :  T h e  s u b j e c t  f o r  o u r  l e c t u r e  

t o d a y  is  " S m a l l  B u s i n e s s  and  E c o n o m i c  M o b i l i z a t i o n .  " 

In  l a s t  T u e s d a y ' s  i s s u e  of  t he  Wal l  S t r e e t  J o u r n a l ,  a c o n g r e s s -  
m a n  w a s  r e p o r t e d  as  s a y i n g ,  " S m a l l  b u s i n e s s  h a s  a l w a y s  b e e n  s o m e -  
t h i n g  y o u  h a d  to h a v e ,  l i k e  h o n e s t y ,  o r  t h e  A m e r i c a n  f l ag ,  bu t  t h i s  
y e a r  it s e e m s  D e m o c r a t s  and  R e p u b l i c a n s  a l i k e  a r e  h u g g i n g  s m a l l  

1, b u s i n e s s  t i g h t e r  t h a n  e v e r .  

It is only natural that we might hear more on the subject of small 

business during an election year than we would ordinarily; but one 

thing is sure--we will not soon forget it. Congress has seen to that. 
It is our job to learn the position of small business in our economy 

and how it can best eontribute to our seeurity. 

Our speaker is not only for small business, but he is the one 
man in this country doing probably most about it. He is Mr. Wendell 

B. Barnes, the Administrator of the Small Business Administration. 

I l e a r n e d  j u s t  b e f o r e  c o m i n g  o v e r  t h a t  he is  a g r a d u a t e  of  t h i s  
i n s t i t u t i o n ,  h a v i n g  g r a d u a t e d  f r o m  the  f i e l d  c o u r s e  at  T u l s a  in  1952. 

It i s  a p r i v i l e g e  to h a v e  y o u  wi th  us ,  M r .  B a r n e s ,  and  to p r e s e n t  
y o u  to t h i s  c l a s s .  

MR. BARNES: General, Gentlemen: It is a privilege for me to 
come over here and discuss some of my problems and the importance 
of small business to our economy, particularly to the mobilizing econ- 
omy during an emergency. 

It  i s  t r u e . t h a t  t h e  s m a l l  b u s i n e s s  q u e s t i o n  i s  a c o n t r o v e r s i a l  o n e .  
O u r  a g e n c y  a l w a y s  s e e m s  to  be  e x i s t i n g  in  t he  h e a r t  of  a c o n t r o v e r s y .  
And  y e t  it i s  t r u e  t h a t  we a r e  s o m e t h i n g  l i k e  m o t h e r h o o d ,  o r  h o n e s t y .  
L a s t  y e a r  w h e n  o u r  b i l l  c a m e  b e f o r e  C o n g r e s s  it  p a s s e d  u n a n i m o u s l y  
in b o t h  t h e  H o u s e  and  t h e  S e n a t e .  A g a i n ,  j u s t  a f t e r  C h r i s t m a s  t h i s  
y e a r ,  we  h a d  a m e a s u r e  up t h e r e  i n c r e a s i n g  o u r  a u t h o r i t y  to h a v e  
d i s a s t e r  l o a n s  o u t s t a n d i n g ,  and  a g a i n  b o t h  H o u s e s  p a s s e d  the  b i l l  
p r o m p t l y ,  w i t h o u t  a d i s s e n t i n g  v o t e .  I d o n ' t  t h i n k  t h a t  is  so  m u c h  a 



tribute to my administration of the affairs of our agency, although I 

like to think it is good, but rather I think this is an election year. 

Having had the pleasure and the advantage of taking the field 

course, I felt one of the things we should do early in the game is to 

see that more of our people in the Small Business Administration 

were given the opportunity to take the course. Mr. Ernest Reisner, 

who is with me this morning, and who is the head of one of our depart- 

ments, was a graduate of the full-year course in 1952. Two years 

ago we worked out an arrangement so that each of our employees 

would at least be given the opportunity to take the correspondence 

course, and I am happy to report to you gentlemen that, as of the 

present, we have 17 men enrolled in the correspondence course; 12 

have completed the correspondence course; one has completed the 
10-months resident course. The Administrator and two Deputy Admin- 

istrators have finished the field course. I think, for an agency that 

has 750 employees, that means that we are doing our part to take 

advantage of the things you have to offer and to be familiar with the 

plans that can be and should be made for mobilization. 

Very briefly, I will review the functions of the Small Business 

Administration. That will not be the principal topic of my talk, but 

will be something so that you will know what the agency is and does. 

I will just review them briefly. 

This agency was created by an act of Congress in August 1953. 

It superseded and assumed most of the functions of two previous 

agencies--the Small Defense Plants Administration and the Recon- 

struction Finance Corporation. Now, in some areas the activities 
were a little bit more limited than those of the previous two agencies, 

in that we do not have the large rubber and tin programs and have a 
limit on the size of our loans, which the RFC did not have. But, in- 

sofar as the Small Defense Plants Administration is concerned, their 

function was limited chiefly to defense manufacture, although some 

400, 000 businesses were actually eligible for the type of assistance 

they could give. We have no such limitation, so that we are obligated 
to work with and try to bring assistance to the some four million small 

businesses in this country. 

Our policies, other than the ones I have mentioned, are somewhat 

similar to the RFC as to loans. Ninety percent of the RFC loans were 

for amounts under I00, 000 dollars. We have a maximum limit of 

250, 000 dollars on each of our loans, so that we can go into larger 

areas than were 90 percent of the RFC loans. 



We have  t h r e e  b a s i c  f u n c t i o n s :  F i r s t ,  to m a k e  c e r t a i n  tha t  a d e -  
qua te  c r e d i t  i s  a v a i l a b l e  at r e a s o n a b l e  r a t e s  fo r  s m a l l  b u s i n e s s  con-  
c e r n s .  .We do tha t  by a f i n a n c i a l - a s s i s t a n c e  p r o g r a m  in which  we a r e  
r e q u i r e d  by l aw to i n s i s t  tha t  b o r r o w e r s  f i r s t  t r y  to get  the  d e s i r e d  
f i n a n c i n g  f r o m  a p r i v a t e  bank ,  and,  if  tha t  is  not  a v a i l a b l e ,  tha t  t hey  
s o l i c i t  a p a r t i c i p a t i o n  loan  f r o m  t h e  bank  with  SBA. Only  if  t h o s e  two 
r o u t e s  a r e  not  a v a i l a b l e  wi l l  we c o n s i d e r  a d i r e c t  loan .  We m a k e  
l o a n s  if, g e n e r a l l y  s p e a k i n g ,  t h e i r  m a n a g e m e n t  has  b e e n  good,  if t h e y  
have  s u f f i c i e n t  c o l l a t e r a l  to p r o v i d e  s e c u r i t y  for  ~he loan ,  and if t h e i r  
r e c o r d  of e a r n i n g s  is  s u c h  that ,  if t hey  get  the  loan,  t h e r e  wi l l  be  
r e a s o n a b l e  g r o u n d s  to b e l i e v e  tha t  the  loan  wi l l  be  r e p a i d .  

We have  s o m e  40 f i e ld  o f f i c e s  in v a r i o u s  c i t i e s  a r o u n d  the  c o u n t r y .  

The  s e c o n d  f u n c t i o n  u n d e r  f i n a n c i n g  is tha t  we a r e  o b l i g a t e d  to 
m a k e  d i s a s t e r  l oans  w h e n e v e r  a n a t u r a l  c a t a s t r o p h e  o c c u r s ,  s u c h  as  
f lood,  h u r r i c a n e ,  o r  s t o r m  of any kind w h i c h  r e s u l t s  in d a m a g e  to 
b u s i n e s s e s  o r  h o m e  o w n e r s .  We m a k e  l o a n s  to t h e m ,  to h o m e  o w n e r s  
and b u s i n e s s e s .  In th i s  a c t i v i t y  we have  b e e n  b u s y  in N e w  E n g l a n d  
l a s t  f a l l  and s i n c e  C h r i s t m a s  in C a l i f o r n i a .  

Our  s e c o n d  m a j o r  func t ion  is  to m a k e  c e r t a i n  tha t  s m a l l  b u s i n e s s e s  
have  a f a i r  o p p o r t u n i t y ,  and an e q u a l  o p p o r t u n i t y ,  to b id  on the p u r -  
c h a s e s  of the  G o v e r n m e n t  of s u p p l i e s  and e q u i p m e n t ,  and tha t  a f a i r  
s h a r e  of the  G o v e r n m e n t ' s  p u r c h a s e s  goes  to the  s m a l l  f i r m s  in the  
Na t ion .  We do th i s  by w o r k i n g  v e r y  c l o s e l y  with  the D e f e n s e  D e p a r t -  
m e n t  and o t h e r  G o v e r n m e n t  P r o c u r i n g  A g e n c i e s .  We have  what  we c a l l  
a Jo in t  D e t e r m i n a t i o n  P r o g r a m ,  in which  e m p l o y e e s  of the  D e f e n s e  
D e p a r t m e n t  and o u r  e m p l o y e e s  s c r e e n  p r o p o s e d  p r o c u r e m e n t ,  and 
the  o n e s  tha t  e i t h e r  h i s t o r i c a l l y  have  b e e n  m a d e  and m a n u f a c t u r e d  by 
s m a l l  c o n c e r n s  o r  w h i c h  t hey  a r e  c a p a b l e  of m a n u f a c t u r i n g  a r e  s e t  
a s i d e  fo r  t h e i r  e x c l u s i v e  b i d d i n g .  T h e r e  is  s t i l l  c o m p e t i t i v e  b i d d i n g  
fo r  th i s  type  of p r o c u r e m e n t ,  of c o u r s e .  The  o v e r a l l  e f fo r t  i s  to k e e p  
the  m o b i l i z a t i o n  b a s e  b r o a d .  

The  D e f e n s e  D e p a r t m e n t  and the  s e r v i c e s  have  b a s i c  r e s p o n s i b i l i t y ,  
of c o u r s e ,  in the  p r o c u r e m e n t  f ie ld ,  and we t r y  not  to i n t e r f e r e  wi th  
that ,  but  t r y  to w o r k  in a c o o p e r a t i v e  way with  t h e m .  T h e y  have  r e s p o n -  
s i b i l i t i e s  a s s i g n e d  u n d e r  t h e i r  l a w s  fo r  m a k i n g  c e r t a i n  a l so  tha t  a 
f a i r  s h a r e  of p r o c u r e m e n t  goes  to s m a l l  f i r m s .  T h e  r e a s o n ,  of c o u r s e ,  
f o r  tha t  is  tha t  s m a l l  f i r m s  a r e  s o m e w h a t  at a d i s a d v a n t a g e  in c o m p e t -  
ing  fo r  G o v e r n m e n t  c o n t r a c t s ,  m a n y  of the  l a r g e  c o m p a n i e s  b e i n g  
ab le  to m a i n t a i n  W a s h i n g t o n  r e p r e s e n t a t i v e s  and a s t a f f  tha t  can  keep  



much better informed as to the Government's plans and requirements 
and future contracts that are coming up. 

We have attempted to overcome this information problem in sev- 
eral ways. We have published for the first time what is called The 
United States Government Purchasing Directory, in which are listed 
all the procurement offices of the Government and each of the types 
of articles, supplies, and materials that are purchased at that partic- 
ular installation. It not only lists the procurement offices of the 
Defense Department but also of the General Services Administration, 
the Veterans Administration, the Atomic Energy Commission, and 
the civilian or nondefense procuring offices of the Government. 

This in effect puts in the hands of anyone who purchases the 
directory from the U.S. Government Printing Office for 50 cents a 
great deal of accurate, detailed information, so that he, in turn, can 
get on a bidder's list in various places around the country for ihe type 
of article he manufactures. 

We also have issued a United States Government Specifications 
Directory, also available from the U.S. Government Printing Office. 
The motivation for this was that too many times in invitations to bid 
rather generalized specifications of the article are given, and the 
business man does not have available the prints and specifications 
that are needed to prepare his bid accurately and quickly. So there 
we have listed where each specification is available and have given 
very detailed information in the Government's procurement policies 
and practices. 

The third major function of the Small Business Administration 
is to provide management and technical and production assistance to 
small firms. We do this by having experts from private industry, 
and the Government, if necessary, or from the professions, prepare 
small pamphlets on industrial subjects and management subjects, and 
we distribute most of them free. For certain types of publications 
and issues a small charge is made--20, 30, or 35 cents--for some 
of the lengthy publications. 

This is an attempt to develop management information that is 
particularized and specialized for the problems of small firms, as 
you might assume, quickly. The course in accounting, such as is 
taught in one of the universities, is fine for specialists in accounting, 
but it may not be of too much help for a man who keeps his records 
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on sl.ips of paper that he keeps in his hat, and whose wife makes up 
his statements once a month on the ironing board. 

We are trying to develop simplified means of record keeping and 
tax information, as well as the more technical information, such as 
how to keep your tools in good condition, and how advertising can 
assist certain small marketers, and many of those subjects which 
are too lengthy to go into. We have probably I00 such titles now. They 
are very well received. On the U.S. Government Purchasing Direc- 
tory, for instance, over i00,000 firms purchased the first issue, the 
first volume of that book, which was in existence for about 18 months, 
I think. The second volume was published during January of this year. 

Well, this all is merely an attempt on the part of the Government 
to enable small firms to overcome some of the disadvantages they 
have merely because they are small, and to carry out the functions 
and policies expressed by Congress in the preamble of the Small 
Business Act of 1953, when it indicated that private enterprise, with 
the spirit of competition, is basic to this economy and to the concepts 
of Government and economic life in the United States. 

Now, what is the present position of small business in the national 
economy, and how does it fit into economic mobilization? The small- 
business sector of the economy now comprises more than 4 million 
firms. There actually is a total of some 4, 225,000 businesses of all 
sizes in the United States, as estimated on 30 June 1955. As I indi- 
cated, more than 4 million of these are small businesses, depending 

on the particular definition used. 

About one-half of the workers in the United States work in small 

businesses. The proportion is somewhat less in manufacturing and 
greater in the service industries, but, to indicate to you gentlemen 
the importance of small businesses in the overall programs that you 
are studying, the latest information we have is that approximately 
one-third of the volume of manufacturing in the United States is done 
by companies which employ less than 500 people. It would be very 
foolish of any government group or military organization to ignore 
the potential economic capacity of so large a segment of the industrial 
complex as is included in the small business firms in the country. 

I think the first thing we should do is to define small business. 
The Small Business Act of 1953 defines as small any business that is 
independently owned and operated and is not dominant in its field. 



OlgSO 

It  f u r t h e r  g i v e s  t h e  S m a l l  B u s i n e s s  A d m i n i s t r a t i o n  a u t h o r i t y  t o  i s s u e  
f u r t h e r  d e f i n i t i o n s  b a s e d  o n  n u m b e r  o f  e m p l o y e e s  a n d  b u s i n e s s  v o l u m e .  
T r a d i t i o n a l l y  t h e  m i l i t a r y ,  f o r  10 o r  15 y e a r s ,  h a s  u s e d  a d e f i n i t i o n  t h a t  
a b u s i n e s s  i s  s m a l l  i f  i t  h a s  f e w e r  t h a n  500 e m p l o y e e s ,  i n c l u d i n g  a f f i l -  
i a t e s .  T h e r e  a r e  a d v a n t a g e s  to  t h i s  d e f i n i t i o n .  I t  i s  e a s y  to  a d m i n i s t e r .  
C o n t r a c t i n g  o f f i c e r s  c a n  b e  v e r y  c e r t a i n  a b o u t  s i z e  i f  t h e y  c a n  a s c e r t a i n  
t h e  n u m b e r  o f  e m p l o y e e s  on  a g i v e n  d a t e .  T h e r e  i s  no  p r o b l e m  o f  
m a k i n g  i n d i v i d u a l  s i z e  d e t e r m i n a t i o n s ,  a s  u n d e r  s o m e  o f  t h e  o t h e r  
d e f i n i t i o n s .  

H o w e v e r ,  t h e r e  a r e  v e r y  s e r i o u s  i n e q u i t i e s  in  t h i s  d e f i n i t i o n .  
C l e a r l y ,  t h e r e  a r e  m a n y  f i r m s  in  t h e  s i z e  g r o u p  b e t w e e n  250 a n d  500 
t h a t  a r e  n o t  s m a l l ,  c o m p e t i t i v e l y  s p e a k i n g ,  in  t h e  p a r t i c u l a r  i n d u s t r i a l  
c l a s s i f i c a t i o n .  F u r t h e r m o r e ,  t h e r e  a r e  s o m e  i n d u s t r i e s  i n  w h i c h  
f i r m s  e x c e e d i n g  500 e m p l o y e e s  a r e  s m a l l ,  c o m p e t i t i v e l y  s p e a k i n g .  
I t  i s  t h e s e  i n e q u i t i e s  t h a t  g i v e  us  d i f f i c u l t y ,  a n d  a b o u t  w h i c h ,  f r e q u e n t l y ,  
C o n g r e s s m e n  c o m p l a i n  in  t h e i r  s p e e c h e s  in  t h e  C o n g r e s s i o n a l  R e c o r d .  

We  h a v e  a t t e m p t e d  to w o r k  w i t h  t h e  p r o c u r i n g  o f f i c e s ,  n o t  o n l y  in  
t h e  D e f e n s e  D e p a r t m e n t ,  b u t  in  a l l  o f  t h e  c i v i l i a n  a n d  d e f e n s e  p r o -  
c u r e m e n t  o f f i c e s  a l i k e ,  in  f o r m u l a t i n g  a n e w  d e f i n i t i o n  t h a t  w i l l  r e t a i n  
t h e  a d m i n i s t r a t i v e  a d v a n t a g e s  o f  t h e  p r e s e n t  d e f i n i t i o n  a s  w e l l  a s  
p r o v i d e  f l e x i b i l i t y  a n d  a d d i t i o n a l  e q u i t y  in  t h e  f u t u r e .  

Of  c o u r s e  t h i s  b e c o m e s  i m p o r t a n t ,  b e c a u s e ,  in  b i d d i n g  o n  c o n -  
t r a c t s ,  w h e n  a c o n t r a c t  h a s  b e e n  s e t  a s i d e  f o r  a s m a l l  f i r m ,  i f  a f i r m  
i s  r u l e d  o u t  i t  i s  t h e n  i n e l i g i b l e ,  a n d  i t s  b i d  o n  t h e  c o n t r a c t  i s  n o t  
r e s p o n s i v e ,  I t  d o e s  b e c o m e  i m p o r t a n t .  

T h e  d e f i n i t i o n  u s e d  to  d e t e r m i n e  e l i g i b i l i t y  f o r  s m a l l  b u s i n e s s  
l o a n s  i s  a s l i d i n g  s c a l e ,  d e p e n d i n g  on  t h e  t y p e  o f  e n t e r p r i s e .  In  m a n -  
u f a c t u r i n g  it  d e p e n d s  on  e m p l o y m e n t .  A n y  f i r m  u n d e r  250 i s  c o n s i d -  
e r e d  s m a l l ;  a n y  o n e  o v e r  1 , 0 0 0  is  c o n s i d e r e d l a r g e .  In  b e t w e e n ,  t h e y  
a r e  l a r g e  o r  s m a l l ,  d e p e n d i n g  o n  t h e  s i z e  s t a n d a r d  f o r  t h e i r  p a r t i c -  
u l a r  i n d u s t r y ,  b a s e d  on  t h e  U . S .  D e p a r t m e n t  o f  C o m m e r c e  C e n s u s  o f  
M a n u f a c t u r e s .  T h e  s i z e  o f  n o n m a n u f a c t u r i n g  f i r m s  d e p e n d s  o n  s a l e s  
v o l u m e .  R e t a i l e r s  a r e  s m a l l  i f  t h e i r  g r o s s  b u s i n e s s  d u r i n g  t h e  y e a r  
i s  l e s s  t h a n  a m i l l i o n  d o l l a r s .  W h o l e s a l e r s  a r e  s m a l l  i f  t h e i r  v o l u m e  
i s  l e s s  t h a n  5 m i l l i o n  d o l l a r s .  

We have been using this definition in connection with loans, and 
it has worked out very well. In connection with procurement, we 
published a definition for crit icism in the Federal Register the first  
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of the year, and we received virtually no criticism from the public 

on this new definition. However, the procurement agencies prefer 

that we retain the 500 standard but let them self-certify as to whether 

or not they are large or small under certain circumstances, and then 

have the SBA issue certificates in problem cases. That is the type 
of more flexible definition we will probably come up with and p'ublish, 

probably in the next couple of weeks. 

What is the situation of the small business in the national economy? 
Well, as you know, the national economy continues to expand. The 
gross national product, which was 375 billion in the first quarter of 
1955, rose to 397 billion in the last quarter. The national income 
rose from 311 billion dollars in the first quarter to 331 billion in the 
last quarter. The improvement in the position of small business 
which took place in 1954, after a decline of several years, continued 
through the second half of 1955. This improvement has been reflected 
in various indicators which we follow very closely, such as sales, 
earnings before and after taxes, and earnings on stockholders'  equity 
of manufacturing corporations. The increase in business incorpora- 
tions is a significant index of the business boom. Last year there 
was a great number of business incorporations, 139, 639, compared 
with 117, 164 in 1954. That is shown on chart 1, page 8. 

What are the reasons for new business incorporations? Well, 

there is usually one of two reasons. Either new projects are being 

organized and formed, indicating confidence of investors and business- 

men in the future opportunities of the particular project, or a partner- 
ship or an individual is organizing a new company because of certain 
tax advantages he may obtain, which indicates that his earnings have 
been sufficiently good that he is worrying about the size and amount 

of taxes he will be forced to pay. 

So that, as an indicator of small business health, new business 

incorporations is one of the best; and, as you can see, it was very 

high last year. 

Now, in chart 2, page 9, the trend of business failures in 1954 
was visibly downward, and in 1955 the failures were slightly below 
1954. In 1955, the total number of business failures reported by 
Dun and Bradstreet was 10, 969 compared with 11, 086 in 1954. Since 
Dun and Bradstreet lists about 2,600, 000 small businesses, this 
means that only about 10 businesses failed for every 2,600. 
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CHART I 

THOUSANDS 

C H A R T 1  

NEW BUSINESS INCORPORATIONS 
January 1953 Through December 1955 
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You wi l l  o c c a s i o n a l l y ,  in the  hea t  of p o l i t i c a l  a r g u m e n t ,  h e a r  
s o m e o n e ,  o r  s e e  a s t a t e m e n t  by s o m e o n e ,  tha t  f i g u r e s  a n n o u n c e d  by  
Dun and B r a d s t r e e t  l a s t  w e e k  s h o w e d  a 10 p e r c e n t  i n c r e a s e  in the  
r a t e  of b u s i n e s s  f a i l u r e s  o v e r  the  f i g u r e s  of O c t o b e r ,  we wi l l  s a y .  
What  a r e  t h e y  t e l l i n g  y o u ?  They  a r e  t e l l i n g  you  tha t  one  m o r e  out  of  
e v e r y  2 , 6 0 0  b u s i n e s s e s  f a i l ed  l a s t  w e e k  than  in O c t o b e r .  In o t h e r  
w o r d s ,  i n s t e a d  of the  r a t e  be ing  10, it is  now 11. Of c o u r s e  t hey  s a y  
no th ing  about  the  o t h e r  2, 590 f i r m s  which ,  by e v e r y  i n d i c a t i o n  we have  
on o u r  c h a r t s  and in o u r  f i l e s ,  a r e  t h r i v i n g  and p r o s p e r i n g ,  i n d e e d .  

Now, c h a r t  3, page  11, s h o w s  e a r n i n g s .  F o r  the  fou r  q u a r t e r s  
t h r o u g h  the  t h i r d  q u a r t e r  of 1955 the  e a r n i n g s  of s m a l l  c o r p o r a t i o n s ,  
b e f o r e  t a x e s ,  i n c r e a s e d  to 1 , 2 4 5 m i l l i o n d o l l a r s ,  c o m p a r e d  wi th  934 
m i l l i o n  d o l l a r s  fo r  the  fou r  p r e c e d i n g  q u a r t e r s - - a n  i n c r e a s e  of  r o u g h l y  
o n e - t h i r d  o v e r  the  p r e c e d i n g  y e a r .  

Similarly, small corporations' earnings after taxes increased to 
627 million dollars from 442 million dollars, roughly an increase of 
about 40 percent. 

Thi s  is  a l so  a v e r y  good  i n d i c a t o r ,  and i n d i c a t e s  tha t  s m a l l  b u s i -  
n e s s  is  i m p r o v i n g  i t s  c o n d i t i o n  o v e r  a r a t h e r  s o r r y  p o s i t i o n  wh ich  it  
got  into d u r i n g  and a f t e r  the K o r e a n  W a r  p e r i o d ,  at a t i m e  d u r i n g  
wh ich  l a r g e  c o m p a n i e s  i n c r e a s e d  t h e i r  r e l a t i v e  p o s i t i o n  as  c o m p a r e d  
with s m a l l  b u s i n e s s e s .  

In c h a r t  4, page  12, we show that  the  net  s a l e s  of s m a l l  m a n u -  
f a c t u r i n g  c o r p o r a t i o n s  wi th  a s s e t s  u n d e r  one m i l l i o n  d o l l a r s  c o n t i n u e d  
t h e i r  r e c o v e r y  d u r i n g  1955. D u r i n g  the  s e c o n d  and t h i r d  q u a r t e r s  
of the y e a r ,  ne t  s a l e s  w e r e  18, 123 m i l l i o n  d o l l a r s ,  c o m p a r e d  wi th  
16 ,813  m i l l i o n  d o l l a r s  in the  c o r r e s p o n d i n g  q u a r t e r s  of 1954. 

The  r a t e  of e a r n i n g s  b e f o r e  t axes  on s t o c k h o l d e r s '  equ i t y  fo r  
c o n c e r n s  u n d e r  one  m i l l i o n  was 13.7 p e r c e n t  fo r  the f o u r t h  q u a r t e r  of 
1954 t h r o u g h  the  t h i r d  q u a r t e r  of 1955. Th i s  is  an  i n c r e a s e  f r o m  11.2  
p e r c e n t  in 1954. 

I g ive  you the  f i g u r e s  th i s  way  b e c a u s e  f i g u r e s  fo r  the  f o u r t h  
q u a r t e r  of 1955 a r e  not  ye t  a v a i l a b l e .  H o w e v e r ,  I a m  not c o n c e r n e d  
about  the  f o u r t h  q u a r t e r  of 1955, b e c a u s e  I t h i n k  m a n y  of you,  l i ke  
I did,  went  into the  s t o r e s  f r o m  T h a n k s g i v i n g  unt i l  C h r i s t m a s  t i m e  
and  had  to e lbow t h r o u g h  the  c r o w d s ,  and s a w  t h e m  s e l l i n g  s p r i n g  

10 
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CHART 3 

U. S. MANUFACTURING CORPORATIONS 

INDEX EARNINGS BY ASSET SIZE 
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s h o r t - s l e e v e d  s h i r t s  f r o m  t h e i r  s t o c k s ,  i n d i c a t i n g  t h a t  t h e y  h a d  s o l d  
o u t  t h e i r  C h r i s t m a s  m e r c h a n d i s e .  So y o u  w i l l  a g r e e  w i t h  m e  t h a t  b u s i -  
n e s s  w a s  v e r y  g o o d  i n d e e d ,  d u r i n g  t h e  f o u r t h  q u a r t e r .  

T h e r e  w a s  a s t e a d y  d r o p  in e a r n i n g s  b e f o r e  t a x e s  on  s t o c k h o l d e r s '  
e q u i t y  b e t w e e n  1947 a n d  1953,  f r o m  2 7 . 8  p e r c e n t  to  1 4 . 7  p e r c e n t .  T h i s  
t r e n d  h a s  n o w  b e e n  r e v e r s e d .  

I m a y  s a y  t h a t ,  f r o m  o u r  c h a r t s ,  t h e  t u r n i n g  p o i n t  in  t h e  p o s i t i o n  
o f  s m a l l  b u s i n e s s ,  i n s o f a r  a s  we c a n  s e e  i t ,  c a m e  w i t h  t h e  e n a c t m e n t  
o f  t h e  R e v e n u e  A c t  o f  1954,  w h i c h ,  w h i l e  i t  d i d  n o t  do  v e r y  m u c h  to 
r e d u c e  t a x e s ,  d i d  c o r r e c t  c e r t a i n  i n e q u i t i e s ,  a l l o w e d  c e r t a i n  c h a r g e -  
o f f s ,  a n d  c o n t a i n e d  m a n y  a d v a n t a g e s  to  s m a l l  f i r m s .  We f e e l  a l s o  
t h a t  t h e  g e n e r a l  p r o s p e r i t y  a n d  t h e  c o n f i d e n c e  in  P r e s i d e n t  E i s e n h o w e r  
t h a t  h a s  b e e n  e x h i b i t e d  b y  t h e  b u s i n e s s  c o m m u n i t y  g e n e r a l l y  h a s  
s e r v e d  to  i n s p i r e  t h i s  u p w a r d  t u r n .  

Now,  c h a r t  5, p a g e  14, s h o w s  t h e  s m a l l  b u s i n e s s  s h a r e  o f  m i l -  
i t a r y  p r o c u r e m e n t .  T h e r e  i s  m u c h  a r g u m e n t  a b o u t  t h i s .  T h i s  b l o c k  
o n  t h e  l e f t  s h o w s  t h e  n e w  p r o c u r e m e n t  in  f i s c a l  y e a r  1954.  T h e  s m a l l  
b u s i n e s s  s h a r e  o f  a w a r d s  in  1955 w a s  18 p e r c e n t ,  s l i g h t l y  l o w e r  t h a n  
t h e  1 8 . 3  p e r c e n t  in  f i s c a l  y e a r  1954.  

In  n e t  p r o c u r e m e n t ,  w h i c h  m e a n s  c o n t r a c t s  a f t e r  c a n c e l l a t i o n s  
h a v e  b e e n  d e d u c t e d ,  I b e l i e v e  t h e  s m a l l  b u s i n e s s  s h a r e  i n  1954  w a s  
2 5 . 1  p e r c e n t .  W e l l  t h i s  ( i n d i c a t i n g )  i s  5 b i l l i o n ,  so  y o u  c a n  s e e  i t  i s  
a l m o s t  3 b i l l i o n .  In 1955 i t  w a s  2 1 . 8  p e r c e n t ,  b u t  t h e  v o l u m e  i s  up .  
I a m  s u r e  t h a t  y o u  w i l l  r e c o g n i z e  i m m e d i a t e l y  t h a t  t h o s e  f i g u r e s  c a n  
v a r y  a p p r e c i a b l y ,  d e p e n d i n g  o n  t h e  t y p e  o f  p r o c u r e m e n t  t h e  G o v e r n -  
m e n t  h a p p e n s  to  b e  e n g a g i n g  in a t  t h e  m o m e n t .  I f  i t  i s  a b i g  t a n k  
p r o g r a m ,  i t  w i l l  d i s t o r t  t h o s e  f i g u r e s  s o m e .  If  i t  i s  an  a i r c r a f t  p r o -  
g r a m ,  i t  w i l l  d i s t o r t  t h e m ,  a l s o .  We a r e  t a l k i n g  o n l y  a b o u t  p r i m e  
c o n t r a c t s .  

What are the small business problems during mobilization ? Well, 
I would say, and I want to qualify my statement by saying, that, during 
the mobilization period, in World War If, I was counsel for Douglas 
Aircraft, and took an active part in the organization of three large 
Government-ownedplants, one at Tulsa, one at Oklahoma City, and 
one at Chicago. I saw, from the industrial point of view, the prob- 
lems of a major prime contractor and, I think, also of the Government 
and of the small business man in dealing with the general problem 
of using small concerns to their maximum capacity during a mobili- 
zation period. 
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The f i r s t  g e n e r a l  p r o b l e m ,  I would say,  is that  ful l  r e c o g n i t i o n  
is  u sua l ly  not g i v e n  to the  c a p a b i l i t i e s  of s m a l l  b u s i n e s s ,  that  is ,  on 
the  p a r t  of the  G o v e r n m e n t ,  such  as  d e t e r m i n i n g  w h e t h e r  r e q u i r e d  
f a c i l i t i e s  a r e  a v a i l a b l e  f r o m  s m a l l  f i r m s  b e f o r e  g r a n t i n g  r a p i d  t ax-  
a m o r t i z a t i o n  i n d u c e m e n t s  to expand  l a r g e  f i r m s .  The e a r n i n g s  of 

l a r g e  c o m p a n i e s  now show p e a c e t i m e  c o m p e t i t i v e  advan tage  g a i n e d  
by l a r g e  c o m p a n i e s  o v e r  s m a l l  ones  by r a p i d  tax  a m o r t i z e d  f ac i l i t y  
e x p a n s i o n  d u r i n g  w a r t i m e .  I h e a r  it r e p e a t e d l y  -from s m a l l  f i r m s .  

A large firm will expand its buildings under rapid tax amortization 
and then, after the war, or after the building has been amortized, will 
put other facilitles in the building and compete in that building against 
a small firm which had, perhaps, the same facilities available prior 
to the granting of the tax amortization. 

We, of course, as Small Defense Plants Administration did before 
us, work with small firms to try to increase the amortizations that 
are granted to them. 

A second continual problem is one of materials allocation. In a 
period of scarcity, there is always difficulty in allocating scarce 
materials to small firms. They usually have not a large staff to 
keep their problem before the agency that is doing the allocating and 
usually someone comes up with a panacea, such as, "We will use a 
historical pattern in granting allocations of scarce mater ial"-- the 
historical purchasing pattern. This puts an immediate penalty on 
new concerns and concerns that are expanding, and perhaps on the 
very ones whose brains and talents you want most. So that is a prob- 
lem. 

A t h i r d  p r o b l e m  is  m a n p o w e r  c o n t r o l .  That  is u sua l ly  g e a r e d  to 
l a r g e  c o m p a n i e s '  p r o b l e m s  only .  Sma l l  c o m p a n i e s  tend  to l o s e  out 
in the  c o m p e t i t i v e  r a c e  for  p e r s o n n e l  in w a r t i m e .  

What a r e  the  func t ions  of s m a l l  c o m p a n i e s  in a m o b i l i z e d  e c o n o m y  ? 
Wel l ,  t h e s e  a r e  m y  own o b s e r v a t i o n s  and t h o s e  of  o t h e r s  on the  s t a f f  
who had t i m e  to c o n s i d e r  the  p r o b l e m .  

1. They  m a y  m a n u f a c t u r e ,  as  p r i m e  c o n t r a c t o r s ,  d e f e n s e  i t e m s  
which  a r e  not  s u i t e d  to m a s s  p r o d u c t i o n  and fo r  the  m a s s - p r o d u c t i o n  
t e c h n i q u e s  of the  g iant  c o m p a n i e s .  E x a m p l e s :  they  a r e  m u l t i t u d i n o u s .  
T h e r e  a r e  m a n y  types  of e l e c t r o n i c s  i t e m s  n e e d e d  in such  s m a l l  
q u a n t i t i e s  that  m a s s - p r o d u c t i o n  t e c h n i q u e s  a r e  not the  m o s t  e f f i c i en t  
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way of p r o d u c i n g  t h e m .  T h e r e  a r e  m a n y  types  of e q u i p m e n t  tha t ,  
f u r t h e r m o r e ,  r e q u i r e  c u s t o m  d e v e l o p m e n t .  T h o s e  a r e  in  p e r h a p s  
the  o p t i c a l  f ie ld;  t hey  m a y  be s u r g i c a l  a c c e s s o r i e s ,  and m a n y  th ings  
of that  n a t u r e  w h i c h  m a y  be v i t a l  n e c e s s i t i e s  in a p e r i o d  of m o b i l i z a t i o n .  

2. S m a l l  f i r m s  m a y  m a n u f a c t u r e  as p r i m e  c o n t r a c t o r s  d e f e n s e  
i t e m s  wh ich  do not r e q u i r e  the  m a s s - p r o d u c t i o n  t e c h n i q u e s  of l a r g e  
c o m p a n i e s .  

The  d i f f e r e n c e  b e t w e e n  the  two is ,  the  f i r s t  is  i t e m s  not  s u i t e d  
fo r  m a s s - p r o d u c t i o n  t e c h n i q u e s ;  the  s e c o n d  is i t e m s  w h i c h  do not  r e -  
q u i r e  t h e m .  E x a m p l e s  of the  l a t t e r  a r e  p a l l e t s ,  b o x e s ,  v a r i o u s  t y p e s  
of p a c k a g i n g ,  and o t h e r  i t e m s  wh ich  s m a l l  c o m p a n i e s  m a y  m a n u f a c -  
t u r e  as  we l l  as l a r g e  c o m p a n i e s .  It is to the  a d v a n t a g e  of the  G o v e r n -  
m e n t  to use  the  l a r g e  c o m p a n i e s  for  o p e r a t i o n s  which  t hey  can  p e r f o r m  
b e s t ,  and use  the s m a l l  c o m p a n i e s  for  o p e r a t i o n s  w h i c h  they  c a n  do, 
and  can  do s u c c e s s f u l l y .  

3. The third function is to manufacture as subcontractors com- 
ponents, parts, subassemblies, and so forth, for defense items 
which are being manufactured by large companies as prime contrac- 
tors. 

I h a r d l y  n e e d  to g ive  you  an e x a m p l e  of t hose ,  but two tha t  m i g h t  
i n t e r e s t  you  a r e :  G e n e r a l  E l e c t r i c  u s e s  a p p r o x i m a t e l y  40, 000 s m a l l  
b u s i n e s s e s  as  s u b c o n t r a c t o r s  and s u p p l i e r s ;  RCA use s  6 , 0 0 0 .  T h a t  
is  the  way  the  a i r c r a f t  c o m p a n i e s  o p e r a t e d  d u r i n g  the  l a s t  w a r .  T h e r e  
w e r e  10, 11, o r  12 m a j o r  c o m p a n i e s  which  w e r e  p r i m e  c o n t r a c t  
m a n u f a c t u r e r s  of a i r f r a m e s ,  and t h e i r  c o m p o n e n t s  and s u b a s s e m b l i e s  
c a m e  f r o m  s m a l l e r  c o m p a n i e s .  

4. The fourth function is, small companies can manufacture, 
or continue to manufacture, essential civilian items. 

Now, how can this mission of small companies be accomplished 
in a mobilized economy? Well, one very clear way is the maximum 
use of the set-aside program which has been developed between the 
Defense Department and the Small Business Administration, to 
reserve and set aside prime contracts for small companies. It would 
merely mean an enlargement of the present program and perhaps the 
strengthening of it by regulations within the Defense Department and 
the civilian purchasing agencies, as well as perhaps some statutory 
increase of authority. 
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Second, we maintain a facilities inventory, on which small firms 
list their productive capacity, their machines, their tools, their build- 
ings, the square-footage available, and all that sort of thing. We do 
it now to call attention to contract opportunities on which they may bid. 
In wartime this facilities inventory may be screened for suitable small 
companies to be used as subcontractors by large companies. We have 
done it very successfully many times, particularly in connection with 
atomic energy prime-contractors' programs. 

T h i r d ,  s m a l l  c o m p a n i e s  m a y  be  g r o u p e d  t o g e t h e r  in to  pools  to 
h a n d l e  l a r g e r  p r i m e  c o n t r a c t s  t han  e a c h  one  cou ld  h a n d l e  i n d i v i d u a l l y .  
We have  a u t h o r i t y  to do tha t  u n d e r  o u r  law,  and have  o r g a n i z e d  poo l s ,  
s o m e  of wh ich  have  w o r k e d  r e a s o n a b l y  we l l  in p e a c e t i m e ;  but in w a r -  
t i m e  it  is  a m u c h  m o r e  s u c c e s s f u l  o p e r a t i o n ,  b e c a u s e  e a c h  one  is 
w i l l i ng  to s u b o r d i n a t e  i ts  own i n t e r e s t  fo r  the  o v e r a l l  good of the g r o u p .  

F o u r t h ,  f i n a n c i a l  a s s i s t a n c e .  (a) U n d e r  m i l i t a r y  c o n t r a c t s  the 
w o r k  of s m a l l  c o m p a n i e s  can  be  v a s t l y  e x p a n d e d  by the  m a k i n g  of 
p r o g r e s s  p a y m e n t s .  Tha t  is  the  r e a l  key to the  m a x i m u m  u t i l i z a t i o n  
of s m a l l  f i r m s ,  s i n c e  m o s t  of t h e m  in  s o m e  of t h e i r  b u s i n e s s  c o n t r a c t s  
wi l l  r e q u i r e  p r o g r e s s  p a y m e n t s  to be  ab le  to p e r f o r m .  (b) U n d e r  the  
e s s e n t i a l  c i v i l i a n  o p e r a t i o n  of s m a l l  f i r m s  we can c o n t i n u e  to m a k e ,  
as  we a r e  do ing  now, SBA loans  t h r o u g h  banks  and t h r o u g h  o u r  own 
o p e r a t i o n s .  

What  do s m a l l  f i r m s  n e e d  in  a m o b i l i z e d  e c o n o m y ,  tha t  t hey  do 
not  e x p e c t  o r  do not  n e c e s s a r i l y  n e e d  in p e a c e t i m e ?  Well ,  one  is  
t e c h n i c a l  he lp .  Any s m a l l  f i r m  w o r k i n g  with a l a r g e  f i r m - - a n d  I s a w  
r e p e a t e d  e x a m p l e s  of th i s  d u r i n g  W o r l d  War  I I - - i n  o r d e r  to r e a c h  i t s  
m a x i m u m  c a p a c i t y  has  to r e l y  on i t s  p r i m e  c o n t r a c t o r  fo r  t e c h n i c a l  
a d v i c e ,  the  m o s t  d e t a i l e d  t e c h n i c a l  adv ice ,  on p lan t  l ayou t ,  i n s p e c t i o n  
t e c h n i q u e s ,  m a t e r i a l s  hand l ing ,  p r o c e s s i n g  m e t h o d s ,  c o n v e r s i o n  
p r o b l e m s ,  and any help  in o b t a i n i n g  p e r s o n n e l  and in r a t i o n i n g  p r o b -  
l e m s  in c o n n e c t i o n  with i ts  p e r s o n n e l ,  and then  in ob t a in ing  s c a r c e  
m a t e r i a l s  to p e r f o r m  the  c o n t r a c t .  As a m a t t e r  of fac t ,  m o s t  a l l  
t he  l a r g e  c o m p a n i e s  had s e c t i o n s  s e t  up to p e r f o r m  e a c h  of t h e s e  
f u n c t i o n s  for  s u b c o n t r a c t o r s ,  and the s k i l l  wi th  which  t h e y  did tha t  
a f f e c t e d  t h e i r  whole  p lan  of o p e r a t i o n .  

It is exceedingly important for the mil i tary viewpoint, because, 
when you have delivery schedules to meet and are dependent on the 
success of each unit in a long chain, the absence of a few items may, 
as I have seen it happen, rack up a whole ser ies  of aircraf t  until the 
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d e l i v e r i e s  of  the  s u b c o n t r a c t o r s  a r e  m a d e .  The  a l e r t  c o n t r a c t i n g  
o f f i c e r  o r  a d m i n i s t r a t o r  f o r  the  G o v e r n m e n t  wi l l  l ook  b e y o n d  the  c o n -  
t r a c t  da te  of h i s  p r i m e  c o n t r a c t o r  and  wi l l  l ook  b a c k  into the  sub ,  
and  s u b - s u b ,  and on down into  the  t h i r d  and f o u r t h  t i e r s ,  to s e e  w h i c h  
one  of  t h e m  has  f a c i l i t i e s  to m e e t  d e l i v e r y  d a t e s  on a c e r t a i n  i t e m .  

Some of the functions of small companies in a future emergency, 
which I have not mentioned, are: There would be immediate need 
for small plants to move in to replace large company facilities dam- 
aged by attack, by reassigning portions of the prime cdmpanies' 
contracts to an individual firm or a group of small companies. How 
would this be done ? Well, bomb damage would be assessed, and 
portions of contracts to be reassigned would be determined by others 
than the Small Business Administration--the Department of Defense, 
the Federal Civil Defense Administration, the Office of Defense 
Mobilization, and so forth. 

E x a m p l e s  on how th i s  m i g h t  be  p e r f o r m e d :  D e t r o i t ,  f o r  i n s t a n c e ,  
would  be  b a d l y  d a m a g e d .  O t h e r  a g e n c i e s  m i g h t  a s s e s s  the  b o m b  
da~nage  and d e t e r m i n e  what  c o n t r a c t s  m u s t  be r e l o c a t e d  f o r  the  s u c c e s s  
of the e m e r g e n c y  e f fo r t .  When t h e y  d e t e r m i n e  t h e s e  r e q u i r e m e n t s ,  
w h e n  th i s  ha s  b e e n  r e d u c e d  to a c r a s h  p r o c u r e m e n t  b a s i s ,  and  w h e n  
the  r e q u i r e m e n t s  a r e  s p e l l e d  out and the m i l i t a r y  p e r f o r m s  i t s  f u n c -  
t i ons  of d e t e r m i n i n g  r e q u i r e m e n t s ,  i d e n t i f y i n g  c o n t r a c t s ,  and  i d e n -  
t i f y ing  the  d a m a g e  tha t  m u s t  be  c o v e r e d  by r e l o c a t i o n  of c o n t r a c t s ,  
t hen  SBA would  be ,  and s h o u l d  be,  q u a l i f i e d  to i m m e d i a t e l y  g r o u p  
t o g e t h e r  s m a l l  c o m p a n i e s  n e e d e d  to p e r f o r m  the  w o r k .  

Now, the details of information on small company production 
capacity would be located by an expanded use of the Small Business 
Administration's facilities inventory in a future e~nergency. Here 
is how we would do that: We are authorized by law now to conduct a 
business census and to ascertain small companies and the facilities 
they have that might be used in an emergency. We do not have a 
complete detailed survey or census of this sort in being. The reason 
is that it would be perfectly absurd to have it in existence at any one 
time, because it would be out of date tomorrow. There is a constant 
turnover. That is a difficulty of the American business picture gen- 
erally, and perhaps it is even more true of small firms. Any list 
that was compiled today would be out of date tomorrow. What we 
must have are techniques to get the information promptly and quickly 
and" have it available when called upon to assist the military in crash 
procurement. 
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H e r e  i s  h o w  we w o u l d  do i t :  We wou ld  h a v e  p r e s e l e c t e d  a g e n c i e s  
o r  i n d i v i d u a l s  in  e a c h  S t a t e  to  p r o v i d e  p r o m p t l y ,  at  t he  o u t b r e a k  of  
an e m e r g e n c y ,  a c u r r e n t  l i s t  of  a l l  the  s m a l l  m a n u f a c t u r e r s  in e a c h  
S t a t e .  T h i s  i s  a l l  to b e  d o n e  by  t h o s e  a g e n c i e s  i m m e d i a t e l y  on a p r e -  
a r r a n g e d  b a s i s .  T h e n  SBA wou ld  m a i l  a f a c i l i t i e s  i n v e n t o r y  c a r d  on  
w h i c h  t h e y  c o u l d  l i s t  t he  c a p a c i t i e s  of  e a c h  of  the  c o m p a n i e s ,  to  be  
f i l l e d  ou t  and  r e t u r n e d  to o u r  h e a d q u a r t e r s  at  a r e l o c a t i o n  s i t e .  T h u s  
we f e e l  t h a t  we c a n  v e r y  p r o m p t l y  o b t a i n  a c e n s u s  of  t he  a p p r o x i m a t e l y  
400, 000 m a n u f a c t u r e r s  by  h a v i n g  t he  s y s t e m  w o r k e d  ou t  in  a d v a n c e .  

When  t h e s e  i n v e n t o r y  c a r d s  a r e  r e c e i v e d - - a n d  of  c o u r s e  we w o u l d  
no t  h a v e  100 p e r c e n t  a n s w e r s ,  but  it  wou ld  be  good ,  it  wou ld  b e  v e r y  
good ,  b a s e d  on p a s t  s i m i l a r  a c t i v i t i e s - - t h e  d a t a  w o u l d  t h e n  be  p u n c h e d  
o n t o  IBM c a r d s  f o r  r a p i d  s e l e c t i o n  of f a c i l i t i e s  by  t y p e  and  f o r  p r o -  
d u c t i o n  a s s i g n m e n t s  as  a b o v e  i n d i c a t e d .  We wou ld  k e e p  a m a s t e r  f i l e  
in  o u r  r e l o c a t i o n  s i t e  wi th  d u p l i c a t e s  in  e a c h  S t a t e  o r  r e g i o n a l  o f f i c e ,  
so  t ha t  we c o u l d  a n s w e r  q u e s t i o n s  on e i t h e r  a r e g i o n a l  o r  a n a t i o n a l  
b a s i s .  

What  l e g i s l a t i o n  is  n e c e s s a r y  f o r  t h i s  t y p e  of e m e r g e n c y  p r o -  
c u r e m e n t  s e r v i c e ?  Wel l ,  v e r y  l i t t l e - - a n  e m e r g e n c y  a p p r o p r i a t i o n ,  
of  c o u r s e ,  to  s t a r t  t he  e x p a n d e d  f a c i l i t i e s  i n v e n t o r y ,  and  p e r h a p s  
l e g a l  r e q u i r e m e n t s  t ha t  t he  i n v e n t o r y  d a t a  be  r e t u r n e d  p r o m p t l y  w h e n  
r e q u e s t e d .  

In o r d e r  f o r  us to  b e g i n  i m m e d i a t e l y  wi th  any  s u c h  p r o g r a m  we 
n e e d  o n l y  two t h i n g s - - t h e  SBA d o e s - - a  c o n t r a c t  w i th  the  IBM C o m -  
p a n y  fo r  m a c h i n e s  and  s e r v i c e  and  s t o c k s  of  p r i n t e d  f o r m s  in r e a d -  
i n e s s .  We a r e  in  t he  c o u r s e  of  e x p l o r i n g  t ha t  c o n t r a c t  w i th  IBM,  and  
h a v e  the  f o r m s  in e f f e c t  c o m p l e t e d .  

What  i s  the  p r e s e n t  s i t u a t i o n ?  What  is  t h e  a t t i t u d e  of  t he  m i l i t a r y  
t o w a r d  t h i s  t y p e  of  f u t u r e  p l a n n i n g 7  I h a v e  b e e n  t o l d  t h a t  I m a y  s p e a k  
f r a n k l y  and  s o m e w h a t  c o n t r o v e r s i a l l y ,  so  I wi l l  do so .  

I h a v e  a t t e m p t e d  to  d i s c u s s  at  v a r i o u s  t i m e s  t he  n e e d  to h a v e  a 
p l a n  in  e x i s t e n c e  o u t s i d e  o f  SBA w h i c h  w o u l d  p l a n  to u t i l i z e  the  p r o -  
d u c t i v e  c a p a c i t y  of  t he  s m a l l  f i r m s  in t h e  c o u n t r y .  R o u g h l y ,  a s  I s a i d ,  
o n e - t h i r d  of  t h e  m a n u f a c t u r i n g  c a p a c i t y  i s  in  p l a n t s  o f  l e s s  t h a n  500.  
To  u s e  t h e m  w o u l d  be  of  m a x i m u m  b e n e f i t  in  a p e r i o d  of  c r a s h - e m e r -  
g e n c y  p r o d u c t i o n .  I h a v e  b e e n  g r e e t e d  in s o m e  q u a r t e r s - - w i t h  t he  
s t a t e m e n t  t ha t  p r o b a b l y  t he  n e x t  w a r  wou ld  be  f o u g h t  wi th  t he  m a t e r i a l s  
on  h a n d  at  t he  t i m e  of  i t s  o u t b r e a k ,  and  t h a t  t h e r e  w e r e  c e r t a i n  
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r u s h - e m e r g e n c y  p r o j e c t s  n e e d e d  at  t he  p r e s e n t  t i m e ,  and  i t  w o u l d  be  
m u c h  p r e f e r r e d  if we c o u l d  c o n c e n t r a t e  on  t h o s e  r a t h e r  t h a n  on a 
f u t u r e  p r o g r a m  w h i c h  would  be  of  d o u b t f u l  u s e  by r e a s o n  of  the  c h a n g e  
in m i l i t a r y  t a c t i c s .  

I k n o w  t h a t  t ha t  d o e s  not  r e p r e s e n t  t h e  t h i n k i n g  of  a l l  of  t h e  s e r v -  
i c e s  and  a l l  of  t he  m i l i t a r y ,  but  it  at  l e a s t  i s  t h e  g r e e t i n g  t h a t  I h a v e  
h a d  in s o m e  p l a c e s  in  e f f o r t s  to  m a k e  m o r e  d e t a i l e d  p l a n s  to  u t i l i z e  
t h i s  l a r g e  s m a l l - b u s i n e s s  s e g m e n t  of i n d u s t r i a l  c a p a c i t y .  

I do no t  t h i n k  t h a t  i s  too  u n u s u a l ,  h o w e v e r .  It i s  e a s i e r  to  d e a l  
w i th  l a r g e  c o m p a n i e s  in o b t a i n i n g  m i l i t a r y  p r o c u r e m e n t .  It  i s  l e s s  
w o r k .  You  c a n  i s s u e  a l a r g e  p r i m e  c o n t r a c t  and  t h e n  l e a v e  i t  to y o u r  
p r i m e  c o n t r a c t o r  to b r o a d e n  the  b a s e  by the  u s e  o f  s u b c o n t r a c t s .  I 
d o n ' t  t h i n k  t h a t  i s  t he  fu l l  a n s w e r ,  h o w e v e r ,  b e c a u s e  t h a t  l e a d s  to  
s c a r c i t i e s  of  p r o d u c t i v e  c a p a c i t y  and  p r o d u c t i v e  f a c i l i t i e s .  

So l ong  as  I a m  A d m i n i s t r a t o r  of  SBA we wi l l  go a h e a d  p r e p a r i n g  
a p l a n  s u c h  as  I h a v e  o u t l i n e d ,  and  h a v e  i t  in  r e a d i n e s s  and  be  p r e -  
p a r e d  to h a v e  it f u n c t i o n i n g  in  abou t  a 1 0 - d a y  to 2 - w e e k  i n t e r v a l  a f t e r  
a ny  o u t b r e a k  of  h o s t i l i t i e s  t h a t  wou ld  c a u s e  an i m m e d i a t e  e m e r g e n c y ,  
and  we wi l l  do it w i thou t  t h e  e x p e n d i t u r e  of  any  g r e a t  a m o u n t  o f  m o n e y .  

I t h i n k  i t  i s  t i m e  f o r  a b r e a k .  A f t e r  t he  b r e a k  I wi l l  be  p r e p a r e d  
to a n s w e r  q u e s t i o n s  to the  b e s t  of  m y  ab i l i t y ,  at l e a s t .  

C A P T A I N  WRIGHT:  G e n t l e m e n ,  M r .  B a r n e s  i s  r e a d y  f o r  y o u r  
q u e s t i o n s .  

QUESTION: M r .  B a r n e s ,  I a m  w o n d e r i n g  abou t  t h o s e  f i g u r e s  
you  h a v e  t h e r e  on s m a l l  b u s i n e s s ,  w h e t h e r  t h e y  a c c u r a t e l y  r e f l e c t  
t h e  a m o u n t  of  b u s i n e s s  t ha t  is  r e a l l y  g e n e r a t e d  by d e f e n s e  c o n t r a c t s .  
I a m  t h i n k i n g  of  s u b c o n t r a c t i n g  and  c o n t r a c t i n g ,  p a r t i c u l a r l y  in  t h e  
s e r v i c e  a r e a s .  How do you  go abou t  d e t e r m i n i n g  the  r e a l  p a r t i c i -  
p a t i o n  of  s m a l l  b u s i n e s s  in a 35 b i l l i o n  d o l l a r  d e f e n s e  p r o g r a m  ? 

MR.  B A R N E S :  T h e y  do no t  r e f l e c t  the  e n t i r e  p a r t i c i p a t i o n  of  
s m a l l  b u s i n e s s  in  a d e f e n s e  p r o g r a m .  At p r e s e n t  t h e r e  a r e  no f i g u r e s  
a v a i l a b l e  on t he  a m o u n t  of  s u b c o n t r a c t i n g  d o n e  by s m a l l  b u s i n e s s  t h a t  
a r e  c o m p l e t e l y  a c c u r a t e .  

We have ,  d u r i n g  t he  p a s t  y e a r ,  in  n e g o t i a t i n g  wi th  o f f i c i a l s  in  t he  
P e n t a g o n ,  b o t h  f r o m  the  D e f e n s e  D e p a r t m e n t  and  t he  s e r v i c e s ,  e v o l v e d  
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t h r e e  n e w  o v e r a l l  p o l i c y  s t a t e m e n t s  o r  r e g u l a t i o n s .  One  d e f i n e s  the  
p o s i t i o n  o r  a t t i t u d e  of the  D e p a r t m e n t  of D e f e n s e  and the  s e r v i c e s  
t o w a r d  the s m a l l - b u s i n e s s  a c t i v i t y  and t h e i r  own du t i e s  and o b l i g a t i o n s ,  
and the  r e l a t i o n s  of the  D e f e n s e  D e p a r t m e n t  and the  s e r v i c e s  wi th  the  
S m a l l  B u s i n e s s  A d m i n i s t r a t i o n .  B e l i e v e  m e ,  i t  i s  a v e r y  c o o p e r a t i v e  
one .  It i s  a v a s t  i m p r o v e m e n t  o v e r  any th ing  we had  b e f o r e .  

T h e  s e c o n d  a g r e e m e n t  r e l a t e s  to the  s e t - a s i d e  p r o g r a m  and 
v a s t l y  s t r e n g t h e n s  the  a c t i v i t i e s  u n d e r  tha t  p r o g r a m .  To m e n t i o n  
on ly  a few c h a n g e s ,  w h e r e a s  in the p a s t  it  was  p e r m i s s i v e ,  and the  
w o r d  " m a y "  was  used ,  tha t  was  c h a n g e d  and m a d e  m a n d a t o r y ,  and 
the  w o r d s  " s h a l l  ~' and " m u s t "  a r e  u s e d .  So the c o n t r a c t i n g  o f f i c e r s ,  
in m a k i n g  f u t u r e  d e t e r m i n a t i o n s ,  have  a m a n d a t o r y  p r o g r a m  u n d e r  
w h i c h  t h e y  o p e r a t e ,  which  wil l  t end  to i n c r e a s e  the a m o u n t  of p a r t i c i -  
pa t i on .  It f u r t h e r m o r e  p l a c e s  no l i m i t a t i o n  on the a r e a s  in w h i c h  the  
p r o g r a m  m a y  o p e r a t e .  In r e s e a r c h  and d e v e l o p m e n t  c o n t r a c t s ,  in  
c l a s s i f i e d  c o n t r a c t s  of a l l  k inds ,  in n e g o t i a t e d  as  we l l  as  a d v e r t i s e d  
b idd ing ,  the  s e t - a s i d e  p r o g r a m  wi l l  o p e r a t e  in the f u t u r e .  

That agreement is just now being implemented by regulations 
being prepared by the services. I have no doubt that another 30 days 
will see the issuance of those regulations, which will tremendously 
strengthen the set-aside program in all defense work. 

The  t h i r d  a g r e e m e n t  r e l a t e s  to s u b c o n t r a c t s ;  it s e t s  up a s u b -  
c o n t r a c t i n g  p r o g r a m .  It i s  not  as  s t r o n g  a p r o g r a m  as  we hoped  it 
would  be ,  but  it i s  the  f i r s t  s t ep .  In n e g o t i a t i o n s  you  s o m e t i m e s  hope 
to a c c o m p l i s h  in y o u r  f i r s t  c o n t r a c t  what  at the h a l f - w a y  m a r k  you 
hope  to get  in y o u r  nex t  c o n t r a c t .  We th ink  it i s  a good s t ep  in the  

r i g h t  d i r e c t i o n .  

It i m p o s e s  on a l l  the  p r i m e  c o n t r a c t o r s  of the  D e p a r t m e n t  of 
D e f e n s e  t o d a y  an ob l i ga t i on  to c r e a t e  a s u b c o n t r a c t i n g  p r o g r a m  u n d e r  
the  p r i m e  c o n t r a c t ,  to m a k e  r e p o r t s  and c o l l e c t  f i g u r e s  s h o w i n g  the  
e x t e n t  of the  a c t i v i t y ,  so tha t ,  b e g i n n i n g  in a few m o n t h s ,  o r  p e r h a p s  
by  the  end  of th i s  y e a r ,  we wil l  b e g i n  to c o m p i l e  and have  a v a i l a b l e  
f i g u r e s  on the  a m o u n t  of s u b c o n t r a c t i n g .  

Tha t  i s ,  n e e d l e s s  to say ,  a b ig  o p e r a t i o n ,  b e c a u s e  you  know the  
n u m b e r  and the  s i z e  of the  p r i m e  c o n t r a c t s ,  and th i s  wi l l ,  we th ink ,  
be  p l a c e d  in  a l l  p r e s e n t  p r i m e  c o n t r a c t s  by c h a n g e  o r d e r ,  and wi l l  be  

i n s e r t e d  as  a p a r t  of f u t u r e  p r i m e  c o n t r a c t s .  
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That  a n s w e r s  y o u r  q u e s t i o n ,  I b e l i e v e .  

QUESTION: M r .  B a r n e s ,  o c c a s i o n a l l y  in the pas t  few y e a r s  the  
m i n u t e s  of the  m e e t i n g s  of s o m e  of the  R e g i o n a l  D e f e n s e  M o b i l i z a t i o n  
C o m m i t t e e s  have  c r o s s e d  m y  d e s k .  If m y  m e m o r y  s e r v e s  m e  r i g h t ,  
SBA had m e m b e r s h i p  o r  r e p r e s e n t a t i o n  on t h e s e  c o m m i t t e e s .  If  tha t  
is  t r u e ,  wi l l  you  t e l l  m e  s o m e t h i n g  about  what  SBA did in t h o s e  c o m -  
m i t t e e s ,  o r  y o u r  f u n c t i o n s  o r  r e a s o n s  fo r  m e m b e r s h i p  on t h e m  ? 

MR. BARNES:  What was the  n a m e  of  the  c o m m i t t e e s  a g a i n ?  

S T U D E N T :  R D M C - - R e g i o n a l  D e f e n s e  M o b i l i z a t i o n  C o m m i t t e e s .  

MR. BARNES:  My r e c o l l e c t i o n  is  tha t  we w e r e  i n v i t e d  m e r e l y  
as  a c o u r t e s y .  It was  not  unt i l  t h e r e  was  an i n s e r t i o n  in  a l a w  p a s s e d  
by the  l a s t  C o n g r e s s  tha t  the  A d m i n i s t r a t o r  was  o f f i c i a l l y  m a d e  a 
p a r t  of c e r t a i n  m o b i l i z a t i o n  c o m m i t t e e s ,  ODM c o m m i t t e e s .  We had  
e x e r c i s e d  on ly  an a d v i s o r y  and c o n s u l t a t i v e  c a p a c i t y  p r i o r  to tha t  t i m e ,  
as  I r e c a l l .  

QUESTION:  S i r ,  I was  v e r y  i m p r e s s e d  wi th  what  you  a r e  do ing  
to get  the s m a l l  b u s i n e s s m a n  i n f o r m a t i o n  on s p e c i f i c a t i o n s  and  p r o -  
c u r e m e n t  o f f i c e s ,  and so  on. I have  h e a r d  s m a l l  b u s i n e s s m e n  and  
p r o c u r e m e n t  o f f i c e r s  s t a t e  tha t ,  g iven  i n f o r m a t i o n  on p r o c u r e m e n t ,  
the  s m a l l  b u s i n e s s  m a n  can  and wil l  ge t  h is  s h a r e  of b u s i n e s s  wi thou t  
t h e s e  s e t - a s i d e s  o r  jo in t  d e t e r m i n a t i o n s .  I was  w o n d e r i n g  if you  
would  c o m m e n t  on that ,  s i r .  

MR. BARNES:  Well ,  I can  ju s t  s a y  f l a t l y  tha t  I do not  a g r e e ,  
b e c a u s e  s u c h  p r o b l e m s  as th i s  c o m e  up. A l a r g e  c o m p a n y  has  a 
s t a f f  tha t  it w i s h e s  to keep  t o g e t h e r ,  and i t  has  m a d e  v e r y  good  p r o f -  
i ts  out of p e r h a p s  i ts  c i v i l i a n  work .  It h a s  b e e n  m a n y  t i m e s  t r u e  in 
the  p a s t  that  it wi l l  bid on G o v e r n m e n t  c o n t r a c t s  at  co s t  o r . l e s s  than  
cos t ,  b e i n g  wi l l i ng  even  to t ake  a l o s s  in o r d e r  to keep  i t s  s t a f f  to -  
g e t h e r .  When you  have  tha t  type  of b i d d i n g - - a n d  it has  b e e n  no t  too 
i n f r e q u e n t  s o m e t i m e s - - a  s m a l l  c o n c e r n  tha t  has  b e e n  c o n c e n t r a t i n g  
m o s t  of i ts  e f f o r t s  on d e f e n s e  w o r k  is  h e l p l e s s .  

T h e r e  has  b e e n  a t e n d e n c y  in s o m e  a r e a s  fo r  l a r g e  c o m p a n i e s  
to m o v e  into f i e l d s  in w h i c h  t hey  c o n t r i b u t e d  no th ing  to the  e c o n o m i c  
g r o w t h .  I n e e d  on ly  to g ive  you  an e x a m p l e  n e a r  h e r e  in C o l l e g e  P a r k  
of the A m e r i c a n  C a r  and F o u n d r y  C o m p a n y  which  p u r c h a s e d  the  
e l e c t r o n i c  c o m p a n y  tha t  f o r m e r l y  m a d e  the  p l a n e s  out  t h e r e - - E r c o .  

22 



018 7 

T h e r e  you have  a c o m p a n y  of which  the  p r i m a r y  f i e ld  h e r e t o f o r e  has  
b e e n  the  c o n s t r u c t i o n  and m a n u f a c t u r e  of  r a i l r o a d  c a r s ,  m o v i n g  into 
the  e l e c t r o n i c s  f ie ld ,  wh ich  was h igh ly  c o m p e t i t i v e ,  and c h i e f l y  the  
f i e ld  of m a n y  s m a l l  c o m p a n i e s ,  and do ing  so to d i v e r s i f y ,  it  i s  t r u e ,  
but,  by r e a s o n  of  i t s  s u p e r i o r  f i n a n c i a l  capac i ty ,  b e i n g  ab le  to m o v e  
in and d i s r u p t  the  c o m p e t i t i v e  s i t u a t i o n  to which  it had  c o n t r i b u t e d  
n o t h i n g  b e f o r e  tha t  t i m e  in i t s  bu i ldup .  

So I t h ink  tha t  t h e r e  is  an a r e a  of s e t - a s i d e s  w h e r e  s m a l l  c o m -  
p a n i e s  can  c o m p e t e ,  w h e r e  it is  an a r e a  that  is  t h e i r  h i s t o r i c a l  
p r o v i n c e ,  wh ich  they  can  do e f f ec t i ve ly ,  and which  t e n d s  to k e e p  the  
m o b i l i z a t i o n  b a s e  as wide  as p o s s i b l e .  

QUESTION: Mr .  B a r n e s ,  I am  a l i t t l e  at s e a  as to the  v a l u e  of  
t he  f i n a n c i a l  a s s i s t a n c e  tha t  the  SBA r e n d e r s ,  b e c a u s e ,  if  a c o m p a n y  
can  m e e t  the  r e q u i r e m e n t s  tha t  you have  s e t  f o r th  to qua l i fy  t h e m  fo r  
a loan,  t h e y  a r e  s u c h  a good f i n a n c i a l  r i s k  that  any c o m m e r c i a l  b a n k  
would  be  w i l l i ng  to l e n d  t h e m  the  m o n e y .  Would you c a r e  to c o m m e n t  
on why SBA m a i n t a i n s  s u c h  h igh  r e q u i r e m e n t s  b e f o r e  it wi l l  a s s i s t  wi th  
a loan  ? 

MR. BARNES: Yes .  In the  f i r s t  p l ace ,  th i s  is  a loan  s y s t e m .  
If we had  l o w e r  r e q u i r e m e n t s ,  it  would  not  be  a loan  s y s t e m ;  it  would  
be  s o m e t h i n g  e l s e ,  s o m e  k ind  of g r an t ,  o r  s o m e t h i n g .  If you  a r e  go ing  
to m a k e  a loan,  you expec t  i t  to be  r e p a i d .  Whi le  I ou t l i ne  t h e s e  t h i n g s  
tha t  a r e  s i m i l a r  to p r i v a t e  l e n d i n g s ,  I a m  s u r e  that  t h e r e  is  a f l e x i b i l i t y  
in ou r  p r o g r a m  tha t  m o s t  banks  do not  have .  Banks  h a v e  to s e r v e  u n d e r  
s u p e r v i s o r y  a u t h o r i t i e s  of Sta te  and F e d e r a l  G o v e r n m e n t .  T h e y  p r e f e r  
a c e r t a i n  l iqu id i ty ,  usua l ly ,  in  t h e i r  p o r t f o l i o .  T h e y  p r e f e r  to have  
s h o r t - e r a  l oans .  Al l  the  b a n k s  t h ink  you g e n t l e m e n  do an  e x c e l l e n t  
job in  p r o t e c t i n g  the  c o u n t r y  and in p r e p a r i n g  fo r  e m e r g e n c i e s ,  but  
t h e y  t h ink  you a r e  v e r y  ca sua l ,  s o m e t i m e s ,  about  how you c a n c e l  
c o n t r a c t s  and  l e a v e  t h e m  ho ld ing  the  bag .  So t h e y  p r e f e r  to le t  you  
f i n a n c e  y o u r  own c o n t r a c t s .  T h e y  th ink  tha t  you wi l l  be l e s s  r e l u c t a n t  
to c a n c e l  a c o n t r a c t  in  wh ich  you have  a d v a n c e  p a y m e n t s  and y o u r  own 
m o n e y ;  at l e a s t  you  wi l l  be  w i n i n g  to he lp  the  c o n t r a c t o r  w o r k  out of  
the  s i t u a t i o n  he  f inds  h i m s e l f  irr when the  c a n c e l l a t i o n  t a k e s  p l a c e .  
Ou r  l o a n s  a r e  for  l a r g e r  t e r m s  and we do f i nance  G o v e r n m e n t  c o n t r a c t s .  

QUESTION: Sir ,  e a r l i e r  in y o u r  t a lk  you m e n t i o n e d  tha t  one  of 
the  h a n d i c a p s  that  t he  s m a l l  b u s i n e s s e s  have  as  a g a i n s t  the  l a r g e  b u s i -  
n e s s e s  is  in  the  f i e ld  of  p e r s o n n e l ,  t e c h n i c a l  and s k i l l e d  help,  and so 
on.  Is  the  S m a l l  B u s i n e s s  A d m i n i s t r a t i o n  do ing  any th ing  to p r o p o s e  
a s y s t e m  of t r a i n i n g  a long  that  l i ne  ? 
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M R .  B A R N E S :  Y e s ,  s i r - - n o t  t h e  t e c h n i c a l  p e r s o n n e l - - n o t  t h e  
e n g i n e e r s  a n d  c h e m i s t s  a n d  p e o p l e  t h a t  r e q u i r e  s p e c i a l i z e d  o r  a l m o s t  
p r o f e s s i o n a l  k n o w l e d g e - - p h y s i c i s t s ,  a n d  t h i n g s  o f  t h a t  n a t u r e - - w e  t h i n k  
t h a t  i s  a n  a r e a  t h a t  b e l o n g s  in  t h e  h a n d s  o f  t h e  c o l l e g e s .  T h e r e  i s  
v e r y  l i t t l e  w h i c h  we c a n  do to  e n c o u r a g e  g r a d u a t e s  to  t a k e  n o t i c e  o f  
t h e  o p p o r t u n i t i e s  t h e r e  a r e  in  t h e  s m a l l  b u s i n e s s  f i e l d .  

H o w e v e r ,  in  t h e  f i e l d  o f  m a n a g e m e n t ,  we b e l i e v e  o n e  o f  t h e  b a s i c  
p r o b l e m s  o f  a s m a l l  b u s i n e s s  o w n e r  i s  to  k n o w  a l l  o f  t h e  a s p e c t s  o f  
m a n a g i n g  a b u s i n e s s .  T h e  l a r g e  c o n c e r n  h a s  s p e c i a l i s t s  f o r  e v e r y -  
t h i n g  in  t h e  w o r l d .  Y o u  h a v e  h e a r d  o f  j a n i t o r s  b e i n g  c a l l e d  m a i n t e -  
n a n c e  e n g i n e e r s .  A s m a l l  b u s i n e s s  o w n e r  u s u a l l y  i s  h i s  o w n  a c c o u n t -  
an t ,  m a t e r i a l  m a n ,  i n s p e c t o r ,  p e r s o n n e l ,  a n d  e v e r y t h i n g  e l s e .  I f  h e  
h a s  a s m a l l  s t a f f ,  h e  m u s t  c o n d u c t  t h o s e  a c t i v i t i e s  o n  a s m a l l - s t a f f  
s c a l e .  V e r y  f r e q u e n t l y  h e  w i l l  b e  t h e  o w n e r  b e c a u s e  he  h a s  u n u s u a l  
t a l e n t s  i n  o n e  l i n e - - p r o d u c t i o n ,  s a l e s ,  o r  s o m e t h i n g  o f  t h a t  n a t u r e .  

We h a v e  w o r k e d  w i t h  c o l l e g e s  a n d  u n i v e r s i t i e s  to  h a v e  t h e m  
i n t r o d u c e  a m a n a g e m e n t - t r a i n i n g  c o u r s e .  We n o w  h a v e  86 o f  t h o s e  
c o u r s e s  in  o p e r a t i o n  a c r o s s  t h e  c o u n t r y  in  55 u n i v e r s i t i e s .  I t  i s  a 
1 2 - w e e k  c o u r s e .  It  d o e s  n o t  g i v e  a H a r v a r d  S c h o o l  o f  B u s i n e s s  
A d m i n i s t r a t i o n  c o u r s e ,  b u t  i t  i s  r e c o g n i z e d  to  c o v e r  a l l  t h e  a s p e c t s  
o f  b u s i n e s s  m a n a g e m e n t .  So we r e c o g n i z e  t h e  p r o b l e m  a n d  k n o w  t h e  
w o r t h  o f  s k i l l e d  p r o f e s s i o n a l  a d v i c e  o r  m o r e  d e t a i l e d  i n f o r m a t i o n .  

Q U E S T I O N :  M r .  B a r n e s ,  do  y o u  h a v e  a n y  i n f o r m a t i o n  a s  t o  
w h e t h e r  t h e  s m a l l  c o m p a n i e s  in  t h e  m e t a l - w o r k i n g  f i e l d ,  t h e  m a n u -  
f a c t u r i n g  g r o u p ,  a r e  l e s s  v u l n e r a b l e  t h a n  t h e  l a r g e  s o  f a r  a s  l o c a t i o n  
t h r o u g h o u t  t h e  c o u n t r y  i s  c o n c e r n e d ?  

M R .  B A R N E S :  W e l l ,  I d o n ' t  h a v e  a n y  i n f o r m a t i o n - - I  d o n ' t  k n o w  
t h a t  I h a v e  e v e r  s e e n  i t  c o l l e c t e d - - b u t  m y  g u e s s  w o u l d  b e  t h a t  t h e y  
a r e  m o r e  w i d e l y  d i s t r i b u t e d  a n d  l e s s  v u l n e r a b l e  b y  r e a s o n  o f  t h e i r  
l o c a t i o n  in  a r e a s  t h a t  a r e  n o t  p r i m e  t a r g e t s .  I t h i n k  t h e r e  a r e  a l w a y s  
s u r r o u n d i n g  a g i a n t  c o r p o r a t i o n ,  a m a n u f a c t u r i n g  c o r p o r a t i o n ,  300 
o r  m o r e  s m a l l  c o m p a n i e s  t h a t  s e r v e  a s  s u p p l i e r s ,  a n d  m a y b e  a g r e a t  
m a n y  m o r e  t h a t  s e r v e  a s  d e a l e r s .  E v e r y  m a p  I h a v e  s e e n  p r e p a r e d  
b y  l a r g e  c o m p a n i e s  o f  w h e r e  t h e i r  s u p p l i e r s  a r e  s h o w s  a w i d e  s c a t -  
t e r i n g .  So I t h i n k  t h e  s m a l l  f i r m s  a r e  l e s s  c o n c e n t r a t e d  in  t h e  m e t a l -  
w o r k i n g  f i e l d .  

Q U E S T I O N :  M r .  B a r n e s ,  o n e  o f  t h e  p r e v i o u s  s p e a k e r s  m e n t i o n e d - -  
h e  i s ,  i n c i d e n t a l l y ,  a r e p r e s e n t a t i v e  o f  b i g  b u s i n e s s - - t h a t  o n e  o f  t h e i r  
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a d v a n t a g e s  is  tha t  t h e y  h a v e  a l e g a l  s t a f f .  With r e s p e c t  to y o u r  A d m i n -  
i s t r a t i o n ,  do you  r e n d e r  any  l e g a l  a s s i s t a n c e  to s m a l l  b u s i n e s s e s  ? 
If so,  to what  ex ten t  ? 

MR. BARNES:  Y e s ,  we do. I want  to m a k e  c l e a r  tha t  in e a c h  
of o u r  p r o g r a m s  we t r y  not  to do a n y t h i n g  tha t  would t end  to d i v i d e  
the  b u s i n e s s  c o m m u n i t y  into  l a r g e  b u s i n e s s  and s m a l l  b u s i n e s s  c a m p s .  
On ly  in the  s e t - a s i d e  p r o g r a m  is  t h e r e  e v e r  any f r i c t i o n ,  u s u a l l y .  
We p r o v i d e  c o u n s e l i n g  a d v i c e  on f i n a n c i a l  m a t t e r s ,  and a l s o  on t h e s e  
t e c h n i c a l  m a t t e r s ,  p r o d u c t i o n  p r o b l e m s ,  and th ings  of tha t  n a t u r e .  

We t r y  not  to g ive  a d v i c e  tha t  i s  a v a i l a b l e  f r o m  the  p r o f e s s i o n s ,  
s u c h  as  p l a n n i n g  e n g i n e e r s ,  and th ings  of tha t  n a t u r e .  We t r y  not  to 
g ive  l e g a l  a d v i c e  if i t  i s  a v a i l a b l e  f r o m  a t t o r n e y s ;  but ,  in  c o n t r a c t  
a p p e a l s  and c e r t a i n  m a t t e r s  i nvo lv ing  po l i cy ,  if  t h e r e  is  s o m e t h i n g  
i n v o l v e d  b e y o n d  a q u e s t i o n ,  we a r e  w i l l i ng  to c o n s u l t  with t h e m ,  and  
e v e n  to i n t e r v e n e  wi th  the  c o n t r a c t i n g  a g e n c y  as  a s o r t  of a m i c u s  
c u r i a e  to p r e s e n t  the  p o l i c y  m a t t e r  o r  the  p o l i c y  d e c i s i o n  w h i c h  we 
b e l i e v e  would  c o n t a i n  the  m o s t  equ i ty .  Beyond  that ,  h o w e v e r ,  we do 
not  r e p r e s e n t  the  s m a l l  c o m p a n y .  We wi l l  t e l l  t h e m  what  r o u t e  to 
fo l low in f i l ing  t h e i r  a p p e a l  and what  p r o c e d u r a l  m a t t e r s ,  s u c h  as 
s t a t u t e s  of l i m i t a t i o n s  and th ings  of tha t  n a t u r e ,  t hey  m u s t  be a w a r e  
of. We t r y  not  to s u b s t i t u t e  fo r  p r o f e s s i o n a l  a d v i c e  tha t  t h e y  can  h i r e  
t h e m s e l v e s .  

QUESTION:  M r .  B a r n e s ,  wou ld  you give  us y o u r  op in ion  of the  
d e s i r a b i l i t y  of a g r a d u a t e d  c o r p o r a t i o n  tax  a long  the  l i n e s  of a g r a d -  
ua t ed  i n c o m e  tax,  to e n a b l e  s m a l l  b u s i n e s s  to m a i n t a i n  a c o m p e t i t i v e  
p o s i t i o n  o r  to p r e v e n t  b ig  b u s i n e s s  f r o m  o v e r e x t e n s i o n  and d i v e r s i -  
f i c a t i o n  a c t i v i t i e s  ? 

MR. BARNES:  Well ,  you  can  get  v e r y  q u i c k l y  into  c o n t r o v e r s i a l ,  
e v e n  p o l i t i c a l ,  r o u n d s  in t a l k i n g  about  tha t  q u e s t i o n .  I do not  l i ke  
p r i m i t i v e  t a x a t i o n  of any kind,  m y s e l f ,  p e r s o n a l l y ,  and we have  s o m e  
on the  b o o k s  now.  You know tha t .  I don ' t  b e l i e v e  tha t  tha t  is  the  
s o l u t i o n  to the  p r o b l e m ,  b e c a u s e  I don ' t  b e l i e v e  tha t  b i g n e s s  p e r  se  
is bad .  It g e t s  you  into  the  a n t i t r u s t  f i e ld .  In th i s  c o u n t r y  I t h i n k  a l l  
of us f e e l  tha t ,  if  you  c o m p e t e  f a i r l y  and wi th in  the l i m i t a t i o n s  of 
d e c e n t  b u s i n e s s  p r a c t i c e s  tha t  a r e  not  i n d u s t r i a l  p i r a c y ,  you  a r e  e n t i -  
t l e d  to g r o w ,  to expand ,  as  l a r g e  as  you  a r e  c a p a b l e  of  do ing .  It is  
on ly  when  you  s t a r t  g e t t i n g  out of y o u r  i m m e d i a t e  f i e ld  and us ing  y o u r  
s i z e  to i n t e r f e r e  wi th  p r o d u c t i o n  in s m a l l  f i r m s  tha t  I, m y s e l f ,  get  
upse t .  And tha t  is  not  a l w a y s  a g a i n s t  the  law,  ye t .  
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The  r e s t  r e m a i n s  c o m p l e t e l y  in the  a n t i t r u s t  f ie ld ,  and s m a l l  
c o n c e r n s  m a y  v i o l a t e  the  p r e c e p t s  of a n t i t r u s t  as w e l l  as  l a r g e  c o n -  
c e r n s .  I do not  b e l i e v e  that  app ly ing  g r a d u a t e d  i n c o m e  tax to p e n a l i z e  
l a r g e n e s s  i s  c o m p a t i b l e  wi th  the f r e e  e n t e r p r i s e  s y s t e m  and what  we 
h a v e  b e e n  l ed  to th ink  of in the  pas t .  I t h ink  s m a l l  b u s i n e s s  m u s t  
have  r e l i e f  f r o m  i t s  p r e s e n t  tax b u r d e n s ,  but the  way to a c c o m p l i s h  
h a t  is  to r a i s e  the  tax  notch ,  the  p l a c e  at wh ich  the  s u r t a x  b e g i n s  to 
apply,  to m a k e  c e r t a i n  t h e r e  a r e  a d j u s t m e n t s  that  Will l e t  t h e m  r e t a i n  
t h e i r  e a r n i n g s  to i n v e s t  in cap i t a l  add i t ions ,  s i n c e  they  do h a v e  m o r e  
d i f f i cu l ty  in o b t a i n i n g  equ i ty  cap i ta l ,  and s i n c e  that  is  a b e t t e r  way  
than  l e n d i n g  to p r o v i d e  fo r  e x p a n s i o n  of any type  of b u s i n e s s .  

QUESTION: Mr.  B a r n e s ,  the  m i l i t a r y  is  now b e i n g  p l a c e d  in the  
p o s i t i o n  of a n e w  concep t  c a l l e d  S ingle  S e r v i c e  P r o c u r e m e n t ,  o r  
s i n g l e  m a n a g e m e n t ,  which  e n v i s a g e s  the  c o l l e c t i o n  of  a l l  t h e  r e q u i r e -  
m e n t s  of the  t h r e e  i n d i v i d u a l  s e r v i c e s  into o n e ,  and then  go ing  in to  
the  m a r k e t  and p r o c u r i n g  t h o s e  r e q u i r e m e n t s .  That  wil l  t end  to m a k e  
the  s i z e  of  t h o s e  r e q u i r e m e n t s  m u c h  g r e a t e r  than  they  would  be o r d i -  
n a r i l y .  What wi l l  be  the  p l a c e  of s m a l l  b u s i n e s s  in t r y i n g  to ge t  s o m e  
of that  b u s i n e s s ,  when tha t  b u s i n e s s  is  l i a b l e  to be  too b ig  fo r  any 
s m a l l  b u s i n e s s  to g e t ?  

MR. BARNES: It is  too big  only  if i t  is the  type of a r t i c l e  tha t  
s m a l l  b u s i n e s s  canno t  m a n u f a c t u r e .  The  fact  that  t h e r e  is  a l a r g e  
quan t i ty  c a l l e d  for  does  not s t a r t l e  us at aLl. We have  tha t  s i t u a t i o n  
o c c u r r i n g  in p r e s e n t  p r o c u r e m e n t .  If it  i s  a l a r g e  p r o d u c t i o n  r u n  
of an a r t i c l e  that  s m a l l  b u s i n e s s  has  t r a d i t i o n a l l y  m a n u f a c t u r e d  50 
p e r c e n t  of, o r  30 p e r c e n t  of, o r  60 p e r c e n t  of, the  s e r v i c e s  wi l l  
b r e a k  it into d i f f e r e n t  p r o d u c t i o n  runs ,  d i f f e r e n t  c o n t r a c t s ,  and g ive  
s m a l l  b u s i n e s s  a c h a n c e  to  c o m p e t e  on the  s a m e  s h a r e  t h e y  have  h e l d  
h e r e t o f o r e .  

Now, that  does not  n e c e s s a r i l y  l i m i t  s m a l l  b u s i n e s s  even  so,  
b e c a u s e ,  in c o m p e t i n g  for  the  b u s i n e s s  that  is  not  s e t  a s ide ,  t h e y  can  
b id  a g a i n s t  l a r g e  c o m p a n i e s ,  so that  c e r t a i n  t ypes  of a r t i c l e s  that  
t h e y  a r e  c apab l e  of m a k i n g ,  e v e n  if t h e y  a r e  c o m b i n e d ,  wi l l  not ,  in 
m y  opin ion ,  t end  n e c e s s a r i l y  to r e d u c e  the  p e r c e n t a g e  that  t h e y  m a y  
get ,  p r o v i d i n g  we keep  th is  s e t - a s i d e  s y s t e m  in tac t  and c o n t i n u e  to 
w o r k  wi th  the  s e r v i c e s  in d e a l i n g  i n t e l l i g e n t l y  wi th  each  c o n t r a c t ,  
s e t t i n g  p a r t  a s i d e  and s e e i n g  that  no p r i c e  a d v a n t a g e  is  g i v e n  the 
s m a l l  o r  l a r g e  c o m p a n i e s ,  as  you know. 
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QUESTION:  M r .  B a r n e s ,  t h i s  has  to do with  the  s m a l l  b u s i n e s s  
p r o d u c t i o n  b o o m .  In l ook ing  at the Jo in t  C o m m i t t e e ' s  r e p o r t  on d e f e n s e  
p r o d u c t i o n  w h i c h  was  ju s t  r e c e n t l y  s u b m i t t e d  to the  House ,  I n o t e d  
tha t  s i n c e  the pool  a r r a n g e m e n t  had b e e n  f o r m e d  about  227 c o n t r a c t s  
w e r e  g iven ,  and that ,  wi th  an e v a l u a t i o n  of about  5 .8  m i l l i o n  d o l l a r s ,  
hal f ,  4 c o n t r a c t s  t o t a l i n g  2 .7  m i l l i o n  d o l l a r s ,  wen t  in to  de fau l t .  Can  
you  e xp l a in  tha t ,  p l e a s e ?  

MR. BARNES:  Y e s .  I t h ink  the  poo l ing  m e t h o d  of c o n t r a c t i n g  
w o r k s  w e l l  on ly  in w a r t i m e ,  and w o r k s  on ly  when the  pool  i t s e l f  i s  
we l l  o r g a n i z e d .  I m e a n ,  a pool  to be  ab le  to p r o d u c e  s u c c e s s f u l l y  
has  got to h a v e  p r o p e r  a r r a n g e m e n t s  fo r  s c h e d u l i n g  d e l i v e r i e s  of 
m a t e r i a l ,  fo r  i n s p e c t i o n s ,  and for  f low b e t w e e n  p l a n t s ,  and  e a c h  of 
the  p l a n t s  m u s t  be  w i l l i n g  to s u b o r d i n a t e  i ts  o t h e r  w o r k  to the  w o r k  
of the  pool .  

Now, in w a r t i m e  t h e r e  is a p a t r i o t i c  m o t i v a t i o n .  T h e r e  is  l e s s  
o p p o r t u n i t y ,  p e r h a p s ,  to do c e r t a i n  t h ings  in c i v i l i a n  w o r k ,  due  to the  
s c a r c i t y  of m a t e r i a l s ;  and for  a l l  t h e s e  r e a s o n s  the  i n d i v i d u a l  m e m b e r s  
of a pool  a r e  w i l l i ng  to s u b o r d i n a t e  t h e i r  own i n t e r e s t s  and  to w o r k  
e f f e c t i v e l y  as  a m e m b e r  of the  poo l .  

In p e a c e t i m e  t hey  a r e  a l w a y s  l ook ing  for  ways  to m a k e  a f a s t  
buck .  If t h e y  can  m a k e  it b e t t e r  on a c i v i l i a n  i t e m ,  t h e y  wi l l  l e t  the  
w o r k  of the  pool  s l i d e ,  u n l e s s  t h e r e  is  a m e t h o d  of d i s c i p l i n e  in the  
poo l  i t s e l f ,  and u n l e s s  t h e y  have  a m e a n s  of a d m i n i s t r a t i v e  r e v i e w  
and p l a n n i n g  in c o n n e c t i o n  with a l l  the  a c t i v i t i e s  of  the  pool .  T h a t  i s  
the  r e a s o n  the  c o n t r a c t s  have  gone bad.  We jus t  c a n c e l e d  17 of the  
poo l s  out  of about  27 b e c a u s e  t h e y  w e r e  not  r e a l l y  w o r k i n g  at i t .  It 
was  just s o m e t h i n g  tha t  was  in e x i s t e n c e ,  and t h e y  w e r e  not  b i d d i n g  
and had  not  b e e n  too s u c c e s s f u l  in s o m e  of t h e i r  o p e r a t i o n s .  So we 
c a n c e l e d  t h e m .  I don ' t  b e l i e v e  it i s  a good p e a c e t i m e  m e t h o d  of 
b u s i n e s s  o r g a n i z a t i o n ,  excep t  p e r h a p s  in c e r t a i n  of the  d i s t r e s s e d  
l a b o r  a r e a s  o r  s o m e  p l a c e  l i ke  tha t  w h e r e  t hey  a r e  w i l l i n g  to do it .  

In c o n c l u s i o n  I want  to s a y  what  a r e a l  p l e a s u r e  it  ha s  b e e n  fo r  
m e  to be  h e r e .  We a r e  i s s u i n g  a ~ e m i a n n u a l  r e p o r t  in about  two 
w e e k s .  T h e r e  is  mt~ch m a t e r i a l  c o n t a i n e d  in tha t  r e p o r t  tha t  I d id  
not  g ive  you  h e r e .  I m e r e l y  t o u c h e d  on it l igh t ly ,  o r  not  at a l l ,  b e c a u s e  
I t r i e d  to c o n c e n t r a t e  m o r e  on the  func t ions  and a c t i v i t i e s  of s m a l l  
b u s i n e s s  in an e m e r g e n c y .  
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If any of you care to be placed on the list to receive copies of 
our semiannual report, we will be glad to make them available to you. 

Thank you. 

(i0 April 1956--4, 050)O/dcp 
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