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Uni ted  S ta te s  S e n a t o r  L e v e r e t t  S a l t o n s t a l l  of D o v e r ,  M a s s a c h u s e t t s ,  
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the then u n e x p i r e d  t e r m  of H e n r y  Cabot  L o d g e ,  J r . ,  r e s i g n e d ,  end ing  
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c o m m i t t e e  a s s i g n m e n t s  in the Sena te  a r e :  A r m e d  S e r v i c e s ,  A p p r o p r i -  
a t i ons ,  S m a l l  B u s i n e s s  and R e p u b l i c a n  P o l i c y .  He is a l s o  the C h a i r m a n  
of the R e p u b l i c a n  C o n f e r e n c e .  As S e n a t o r  he has  been  c l o s e l y  a s s o c i a t e d  
wi th  the fo l lowing  na t i ona l  l e g i s l a t i o n :  I n t e r n a t i o n a l  Aid,  M i l i t a r y  and 
E c o n o m i c ,  S e l e c t i v e  S e r v i c e ,  Un i f i c a t i on  of A r m e d  S e r v i c e s ,  V e t e r a n s '  
B e n e f i t s ,  F a i r  E m p l o y m e n t  P r a c t i c e s  L e g i s l a t i o n ,  N a t i o n a l  S c i e n c e  
F o u n d a t i o n ,  Chi ld  Hea l th ,  I m m i g r a t i o n  L i b e r a l i z a t i o n ,  and A n t i f i l i b u s t e r .  
He r e c e i v e d  his  A . B .  D e g r e e  f r o m  H a r v a r d  U n i v e r s i t y  in 1914 and h is  
L L . B .  D e g r e e  f r o m  H a r v a r d  L a w  School  in 1917. F r a t e r n a l  O r g a n i z a -  
t ions :  Mason ,  E lk ,  G r a n g e ,  A m e r i c a n  Leg ion ,  V e t e r a n s  of F o r e i g n  
W a r s ,  A n c i e n t  and  H o n o r a b l e  A r t i l l e r y .  Th i s  is  h is  f i r s t  l e c t u r e  at  the 
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S M A L L  BUSINESS AND N A T I O N A L  S E C U R I T Y  

25 January 1957 

GENERAL HOLLIS: Since our course began, we have heard many 
times about the problems of small business. When you stop to consider 

that out of the approximately four and a quarter million business firms 
in the United States, something in the order of four million are rated as 
small businesses, it is quite evident what an important segment of the 
United States economy they constitute. This morning you will hear this 
problem discussed from a new angle, to wit, national security and small 

business, by one of the people best qualified in the entire country to talk 
on it. 

O u r  l e c t u r e r  t h i s  m o r n i n g ,  a s  you  know,  is  S e n a t o r  L e v e r e t t  S a l t o n -  
s t a l l ,  of  M a s s a c h u s e t t s ,  He is ,  I n e e d  h a r d l y  i n f o r m  th i s  a u d i e n c e ,  one  
of the m o s t  o b j e c t i v e  a n d  r e s p e c t e d  s t a t e s m e n  in o u r  C o n g r e s s ,  and  it  is  
an  h o n o r  to p r e s e n t  h i m  to th i s  c l a s s .  

S e n a t o r  S a l t o n s t a l l .  

SENATOR SALTONSTALL: General Hollis andGentlemen: May I 
say that I appreciate the introduction that General Hollis has just given, 
but I am always scared by that word "statesman, " because I have heard 

a statesman defined as a dead politician and I don't want to be a dead 
politician. 

Now, as to small business, we have, I suppose, more small busi- 

ness concerns in Massachusetts, or in New England, proportionately 
than in any other part of the country. In that way I have come in close 

contact with its problems. I have also been a member of the Small Busi- 
ness Committee of the Senate since its inception as a formal committee 
of the Senate. I have been able to follow the problem from that point. 

Throughout our Nation's history, small independent business units 

have been recognized as a basic and indispensable element of our free 
enterprise system. The inherent strength of our industrial life is a 

direct result of the freedom of opportunity for every citizen, possessed 

of the necessary energy and talent, to strike out for himself, to start 
his own busin.ess. While more attention is given this subject now, we 
can go back to 1890 to find in the passage of the Sherman Antitrust Act 

legislation designed to preserve the competitive structure of our economy. 



T h e  q u e s t i o n  of  the  p o s i t i o n  of  s m a l l  b u s i n e s s  in  o u r  e c o n o m y  i s  n e i t h e r  
n e w ,  n o r  i s  i t  p a r t i s a n .  I t  i s ,  h o w e v e r ,  v i t a l .  Y o u  w i l l  r e m e m b e r  the  
a c t i v i t i e s  of  T h e o d o r e  R o o s e v e l t  a n d  C h a r l e s  E v a n s  H u g h e s ,  m a n y  
y e a r s  a g o .  

The interest in small business which has been generated during the 
past decade has been based on a very real concern that our competitive 
system is weakening. I would like this morning to point out where these 
weaknesses have occurred; examine some of the attempts which have 
been made to help small business; and, finally, to suggest to you further 
steps which may be taken. 

What is small business? 

Let us first deliniate the area for discussion. There have been 
many definitions of small business. The Defense Department has one, 
the Bureau of Internal Revenue has another for its purposes, and the 
Small Business Administration has still another. 

T h e  D e p a r t m e n t  o f  D e f e n s e  c o n s i d e r s  f o r  p r o c u r e m e n t  p u r p o s e s  
t h a t  a l l  f i r m s  w i t h  l e s s  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 d ,  a r e  
s m a l l .  T h i s  p a r t i c u l a r  d e f i n i t i o n  o r i g i n a t e d  in  the  S e l e c t i v e  S e r v i c e  A c t  
of  1940 .  I w i l l  no t  go  i n t o  d e t a i l s  a b o u t  i t .  T h e  B u r e a u  of  the  C e n s u s  
c o n s i d e r s  a l l  m a n u f a c t u r i n g  e s t a b l i s h m e n t s  w i t h  l e s s  t h a n  100 e m p l o y e e s  
a s  s m a l l ,  w h i l e  the  s i z e  of t he  d i s t r i b u t i n g  f i r m s  i s  d e t e r m i n e d  b y  the  
v o l u m e  of  s a l e s .  T h e  B u r e a u  of  I n t e r n a l  R e v e n u e  in  i t s  s t a t i s t i c s  o n  
i n c o m e  s e p a r a t e s  the  s m a l l  f r o m  the  l a r g e  a t  the  f i g u r e  of  $ 2 5 0 , 0 0 0  of  
t o t a l  a s s e t s .  O n l y  t h i s  m o n t h  the  S m ~ l l  B u s i n e s s  A d m i n i s t r a t i o n ,  i n  
c o o p e r a t i o n  w i t h  m i l i t a r y  a n d  c i v i l i a n  p r o c u r e m e n t  a g e n c i e s ,  p r o m u l -  
g a t e d  a n e w  d e f i n i t i o n  f o r  p r o c u r e m e n t  p u r p o s e s .  T h i s  d e f i n i t i o n  p r o -  
v i d e s  t h a t  a l l  c o n c e r n s  w i t h  u n d e r  500 e m p l o y e e s  c a n  c e r t i f y  t h a t  t h e y  
a r e  s m a l l .  F i r m s  w i t h  m o r e  t h a n  500 e m p l o y e e s  m a y  a p p l y  f o r  a c e r -  
t i f i c a t e  to the  e f f e c t  t h a t  t h e y  a r e  s m a l l ;  a n d  o n  p r o t e s t  a f i r m  w i t h  l e s s  
t h a n  500 e m p l o y e e s  m a y  e v e n  be  d e c l a r e d n o t  to be  s m a l l  b u s i n e s s .  

An examination of congressional and administrative definitions of 
small business reveals two important things: First, Congress cannot 
and should not attempt to legislate a specific detailed definition. Legis- 
lation can only establish the broad criteria upon which a definition can 
be made. Secondly, any definition of small business must be flexible, 
with particular consideration given to nondominance within a particular 
industry and to independence of ownership arid operation. 



T h e  m o s t  i m p o r t a n t  t h i n g  i s  to  u n d e r s t a n d  the  p r o b l e m  of  s m a l l  
b u s i n e s s .  O u r  a i m  is  to m a i n t a i n  a v i g o r o u s  c o m p e t i t i v e  s y s t e m ,  w i t h  
u n l i m i t e d  o p p o r t u n i t y  to e s t a b l i s h  n e w  e n t e r p r i s e s ,  a n d ,  t h r o u g h  the  
p r e v e n t i o n  of  u n f a i r  c o m p e t i t i v e  p r a c t i c e s ,  t he  o p p o r t u n i t y  to c o m p e t e  
i n  e v e r y  m a r k e t  a n d  to g r o w .  M o r e  t h a n  e v e r  b e f o r e ,  we m u s t  b u l w a r k  
o u r  c o m p e t i t i v e  s y s t e m  b y  g u a r a n t e e i n g  s m a l l  b u s i n e s s  a n  e q u a l  o p p o r -  
t u n i t y  to c o m p e t e .  

Scope of small business. 

It  i s  o n l y  w h e n  we  c o n s i d e r  s m a l l  b u s i n e s s  in  t e r m s  of  t o t a l  n u m b e r s  
t h a t  we c a n  m a k e  a s t a r t  t o w a r d  u n d e r s t a n d i n g  the  e s s e n t i a l  s i g n i f i c a n c e  
of  the  c o m m u n i t y  of  i n d e p e n d e n t  e n t e r p r i s e s  a n d  t h e i r  v i t a l  c o n t r i b u t i o n  
to o u r  N a t i o n ' s  w e l f a r e .  

Since 1939 our business population has increased in step with our 
population, the increase being respectively 28 percent for the business 
and 27 percent for the population. At the start of 1956, our vast indus- 
trial and commercial complex was made up of about 4, 250,000 firms. 
Of these, more than 95 percent are classified by definition as small 
business. For the purpose of our discussion today about small business 
and national security, I shall dwell only upon the manufacturing segment 
of our economy in any defense mobilization program. 

In  the  a g g r e g a t e ,  t h e s e  s m a l l  c o m p a n i e s  a c c o u n t  f o r  a s t a g g e r i n g  
98 p e r c e n t  of  a l l  p l a n t s .  T h e y  p r o v i d e  the  p a y r o l l s  o f  m o r e  t h a n  h a l f  of  
a l l  w o r k e r s  e m p l o y e d  in  m a n u f a c t u r i n g .  I t h i n k  of  t ha t  f i g u r e  w h e n  I 
t h i n k  of  G e n e r a l  M o t o r s ,  G e n e r a l  E l e c t r i c ,  IBM,  a n d  s o m e  of  t h o s e  c o n -  
c e r n s .  I r e m e m b e r  t h a t  s m a l l  b u s i n e s s  s t i l l  p r o v i d e s  o v e r  50 p e r c e n t  of  
t he  e m p l o y m e n t  o f  the m i l l i o n s  of  p e o p l e  w h o  a r e  in  i n d u s t r y  t o d a y .  

Causes of small business problems. 

W h y  i s  i t  t h a t  t he  c o m p e t i t i v e  s t a t u s  of  s m a l l  f i r m s  h a s  b e c o m e  s u c h  
a s e r i o u s  p r o b l e m  in  t he  p a s t  d e c a d e ?  T w o  w a r s ,  p a r t i a l  m o b i l i z a t i o n  

f o r  d e f e n s e ,  a n d  u n p r e c e d e n t e d  d e m a n d  f o r  c i v i l i a n  g o o d s  h a v e  a l l  c o m -  
b i n e d  to i n c r e a s e  o u r  p r o d u c t i v e  c a p a c i t y  a s  a N a t i o n  a n d  to u n l e a s h  n e w  
a n d  i n t e n s i f y  o l d  c o m p e t i t i v e  d i f f i c u l t i e s .  D u r i n g  the  w o r l d  w a r s  a n d  the  
K o r e a n  W a r  s m a l l  b u s i n e s s  h a d  p a r t i c u l a r  d i f f i c u l t i e s .  I n  e a c h  i n s t a n c e  
the  f u l l  m o b i l i z a t i o n  o f  p r o d u c t i v e  f a c i l i t i e s ,  w i t h  e m p h a s i s  o n l y  on  i m -  
p l e m e n t s  o f  w a r  a s  t h e  e n d  p r o d u c t ,  m e a n t  h a r d s h i p s  f o r  s m a l l  b u s i n e s s .  
S p e c i f i c a l l y ,  t h i s  m o b i l i z a t i o n  f o r  d e f e n s e  m e a n t  c u r t a i l m e n t  of c i v i l i a n  
p r o d u c t i o n  a n d  the  i m p o s i t i o n  o f - c o n t r o l s  on  m a n p o w e r ,  s t r a t e g i c  m a t e -  
r i a l s ,  p r i c e s ,  a n d  w a g e s .  
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L a r g e r  f i r m s  a r e  b e t t e r  ab le  to c o n v e r t  qu i ck ly  f r o m  c i v i l i a n  to 
m i l i t a r y  p r o d u c t i o n .  S m a l l  b u s i n e s s  is  l e s s  ab le  to c o m p e t e  f o r  s c a r c e  
m a t e r i a l s  and  fo r  s k i l l e d  l a b o r  or  to expand  p lan t  f a c i l i t i e s .  

L a r g e r  b u s i n e s s ,  wi th  g r e a t e r  p h y s i c a l  r e s o u r c e s  and a b u n d a n c e  of 
e n g i n e e r i n g  s k i l l s  and f i n a n c i a l  r e s o u r c e s ,  c a u s e d  p r o c u r e m e n t  o f f i c e r s  
to a w a r d  the v a s t  m a j o r i t y  of p r i m e  c o n t r a c t s  to l a r g e r  f i r m s .  

The Construction of productive facilities with Federal funds and the 
abandonment of competitive bidding in the awarding of contracts are pro- 
cedures which certainly violate our concepts of free enterprise. Even 
though they may well have been necessary in time of war, these proce- 
dures acted against the interests of small business. 

The c h a r a c t e r i s t i c s  of s m a l l  b u s i n e s s .  

I s h o u l d  l ike  to d i s c u s s  s o m e  of the c h a r a c t e r i s t i c s  of the s m a l l  
b u s i n e s s  c o n c e r n  and  s o m e  of the p r o b l e m s  c o n f r o n t i n g  this  type of c o m -  
pany  today.  T h e s e  c h a r a c t e r i s t i c s  a r e  in p a r t  the b a s i s  f o r  m a n y  of the 
d i f f i c u l t i e s  e n c o u n t e r e d  by s m a l l  b u s i n e s s  c o n c e r n s .  

S m a l l  b u s i n e s s  is  s u b j e c t  to g r e a t e r  f l u c t u a t i o n  in i t s  p ro f i t  r a t e s .  
Th i s  c h a r a c t e r i s t i c  a l s o  m a k e s  it d i f f icu l t  fo r  a s m a l l  b u s i n e s s  to a c c u -  
m u l a t e  l o n g - t e r m  i n v e s t m e n t  to put b a c k  into  the f i r m ,  thus m a k i n g  f r e -  
quent  b o r r o w i n g  n e c e s s a r y .  Ou t s ide  i n v e s t m e n t  i s  d i s c o u r a g e d .  

The tax p r o b l e m  is  a v e r y  i m p o r t a n t  one,  b e c a u s e  i t  t a k e s  so m u c h  
in t axes ,  if they  m a k e  m o n e y ,  that  they  h a v e n ' t  enough  m o n e y  to put back  
in to  the i n d u s t r y  wi th  what  d e p r e c i a t i o n  they m a y  have  b e e n  a l l o w e d  to 
bu i ld  up. Tha t  i s  one of the g r e a t  p r o b l e m s  today,  b e c a u s e  banks  canno t  
m a k e  l o n g - t e r m  loans .  

P e r h a p s  the g r e a t e s t  p r o b l e m  of s m a l l  f i r m s  today  l i e s  in l o n g - t e r m  
f i nanc ing .  Th i s  d i f f i cu l ty  r e s u l t s  f r o m  both the i m p a c t  of t a x e s ,  as  I have  
sa id ,  and  the d i f f i c u l t i e s  in ob ta in ing  c r e d i t .  L o c a l  b a n k s  a r e  o f ten  not  in 
a p o s i t i o n  to a d v a n c e  l o n g - t e r m  c r e d i t ,  both t h r o u g h  l e g a l  l i m i t a t i o n s  and  
t h e i r  own r e q u i r e m e n t s  to r e m a i n  l iquid .  Tha t  is  p a r t i c u l a r l y  t r ue  today.  
T h e s e  o b s t a c l e s  have  a c t e d  as  a h i n d r a n c e  to g r e a t e r  p a r t i c i p a t i o n  by 
s m a l l  b u s i n e s s  in G o v e r n m e n t  p r o c u r e m e n t .  

I a l so  doubt if s m a l l  b u s i n e s s  has  p a r t i c i p a t e d  fu l l y  in the u s e  of p r o g -  
r e s s  and  a d v a n c e  p a y m e n t s  supp l i ed  by p r o c u r e m e n t  a g e n c i e s .  M a n y  
s m a l l  b u s i n e s s e s  p r o d u c i n g  f o r  the G o v e r n m e n t  canno t  m e e t  the c r i t e r i a  
g o v e r n i n g  the i s s u a n c e  of s u c h  p a y m e n t s .  
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The Sena te  S m a l l  B u s i n e s s  C o m m i t t e e .  

D u r i n g  the p e r i o d  1940-1950 t e m p o r a r y  s m a l l  b u s i n e s s  c o m m i t t e e s  
had  b e e n  e s t a b l i s h e d  in e a c h  C o n g r e s s .  In 1950, d u r i n g  the 81st  Con-  
g r e s s ,  the l a t e  S e n a t o r  K e n n e t h  W h e r r y  s p a r k e d  a s u c c e s s f u l  e f f o r t  to 
m a k e  the Sena te  S m a l l  B u s i n e s s  C o m m i t t e e  p e r m a n e n t .  As  a m e m b e r  
of the c o m m i t t e e  s i n c e  i t s  beg inn ing ,  I a m  c o n v i n c e d  of the w i s d o m  of 
e s t a b l i s h i n g  it. It  has  o p e r a t e d  in a n o n p a r t i s a n  f a s h i o n  and  has  w o r k e d  
in c o o p e r a t i o n  wi th  o t h e r  p e r m a n e n t  c o m m i t t e e s  w h e r e  i n t e r e s t s  o v e r -  
l apped .  

F o r  m a n y  y e a r s  now the Sena te  S m a l l  B u s i n e s s  C o m m i t t e e  has  e a r e -  
fu l ly  r e v i e w e d  m i l i t a r y  p r o c u r e m e n t  p o l i c y  and p r o c e d u r e s .  I ts  s t u d i e s  
and  r e c o m m e n d a t i o n s  have  b e e n  c o n d u c t e d  in a n o n p a r t i s a n  f a s h i o n  and  
have  b e e n  m a d e  to not on ly  i n s u r e  m o r e  e f f i c i e n t  p r o c u r e m e n t ,  but to 
i n s u r e  a b e t t e r  o p p o r t u n i t y  f o r  s m a l l  f i r m s .  It ha s  b e e n  ou r  p h i l o s o p h y  
that ,  g iven  an o p p o r t u n i t y  to p a r t i c i p a t e ,  s m a l l  b u s i n e s s e s  m a y  in m a n y  
i n s t a n c e s  c o m p e t e  wi th  l a r g e r  f i r m s  on a p r i c e  b a s i s .  

We have  found,  h o w e v e r ,  that  s m a l l  f i r m s  have  d i f f i cu l ty  in s e c u r i n g  
a d e q u a t e  i n f o r m a t i o n  on p r o p o s e d  p r o c u r e m e n t s  or  in s e c u r i n g  s p e c i f i c a -  
t i ons  and b id  s e t s .  It i s  c e r t a i n l y  to the advan t age  of the G o v e r n m e n t  to 
i n s u r e  the w i d e s t  p o s s i b l e  d i s s e m i n a t i o n  of i n f o r m a t i o n .  P r o c u r e m e n t  
a g e n c i e s  m u s t  p r o v i d e  s m a l l  f i r m s  wi th  e v e r y  o p p o r t u n i t y  to be p l a c e d  
on b i d d e r s '  l i s t s  o r  to have  t h e i r  p r o d u c t s  p l a c e d  on qua l i f i ed  p r o d u c t s  
l i s t s .  Whi l e  m i l i t a r y  d e p a r t m e n t s  i n s i s t  that  n e g o t i a t e d  p r o c u r e m e n t  
p r o c e d u r e s  do p e r m i t  c o m p e t i t i o n ,  I doubt that  they  p e r m i t  fu l l  c o m -  
pe t i t i on .  I have  c o n s t a n t l y  w o r k e d  to t r y  to get p r o c u r e m e n t  a g e n c i e s  
to s e e k  a d d i t i o n a l  s o u r c e s  of supply  a m o n g  s m a l l  b u s i n e s s  c o n c e r n s ,  and  
that  a p p l i e s ,  as  I have  sa id ,  to us in New E n g l a n d  v e r y  s p e c i f i c a l l y .  

O u r  c o m m i t t e e  has  c o n t i n u a l l y  r e c o m m e n d e d  t h a t  n e g o t i a t i o n  be r e -  
d u c e d  in as  m a n y  i n s t a n c e s  as  p o s s i b l e  and that  a d v e r t i s e d  p r o c u r e m e n t  
b e c o m e  the r u l e  r a t h e r  than the excep t i on .  A d m i t t e d l y  t h e r e  a r e  b i l l i o n s  
of d o l l a r s  w o r t h  of p r o c u r e m e n t  w h i c h m a y  not  be s u s c e p t i b l e  to p e r f o r -  
m a n c e  by s m a l l  b u s i n e s s  c o n c e r n s  a c t i n g  as  p r i m e  c o n t r a c t o r s .  It  is  
obv ious  on an a i r p l a n e  c a r r i e r  o r ,  f o r  i n s t a n c e ,  a B-52 .  Th i s  is p e r h a p s  
p a r t i c u l a r l y  t r u e  t o d a y  in the age  of e l e c t r o n i c s  and gu ided  m i s s i l e s .  In 
s u c h  i n s t a n c e s  the r o l e  that  s m a l l  b u s i n e s s  m u s t  p e r f o r m  is  that  of a 
f i r s t -  o r  s e c o n d - t i e r  s u b c o n t r a c t o r .  

It i s  n e c e s s a r y  wi th  a w e a p o n s  s y s t e m  c o n c e p t  of p r o c u r e m e n t  that  
e v e r y t h i n g  p o s s i b l e  be done to e n c o u r a g e  s u b c o n t r a c t i n g  to s m a l l  b u s i n e s s  
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c o n c e r n s .  T h e r e  h a s  b e e n  a t e n d e n c y ,  h o w e v e r ,  f o r  m a n y  p r i m e  m a n -  
u f a c t u r e r s  w i t h  G o v e r n m e n t - f u r n i s h e d  e q u i p m e n t  to r e t r a c t  w o r k  w h i c h  
h a d  f o r m e r l y  b e e n  p e r f o r m e d  b y  i n d e p e n d e n t  s m a l l  b u s i n e s s  c o n c e r n s .  
A s  a m a t t e r  of  f a c t ,  c u r r e n t  r e n e g o t i a t i o n  p r o c e d u r e s  do  n o t  e n c o u r a g e  
s u b c o n t r a c t i n g .  Y o u  g e n t l e m e n  c a n  s e e  t h a t  v e r y  c l e a r l y ,  b e c a u s e  if  
r e n e g o t i a t i o n  b r i n g s  the  p r i c e  d o w n  a n d  the  p r o f i t  d o w n ,  t he  c o n t r a c t o r ,  
p a r t i c u l a r l y  w h e n  t i m e  is  no t  s o  i m p o r t a n t ,  w i l l  do  e v e r y t h i n g  he  c a n  
to g e t  a s  m u c h  p r o f i t  a s  h e  c a n  r a t h e r  t h a n  to s u b c o n t r a c t .  

I b e l i e v e  the  e n t i r e  s u b c o n t r a c t i n g  p r o g r a m  w i t h i n  p a r t i c u l a r  i n d u s -  
t r i e s  w o u l d  b e a r  i n t e n s i v e  s t u d y .  F o r  i n s t a n c e ,  we  s h o u l d  d e t e r m i n e  
w h a t  d u p l i c a t e  f a c i l i t i e s  h a v e  b e e n  e s t a b l i s h e d  b y  p r i m e  c o n t r a c t o r s ,  
w h a t  r e l a t i v e  c o s t s  a r e  b e t w e e n  u s e  o f  G o v e r n m e n t - f u r n i s h e d  e q u i p m e n t  
a n d  i n d e p e n d e n t  s u b c o n t r a c t o r s ,  a n d  i f  s u f f i c i e n t  i n s p e c t i o n  o f  a d m i n i s -  
t r a t i o n  of  p r i m e  c o n t r a c t s  h a s  b e e n  e x e r c i s e d  b y  p r o c u r e m e n t  a g e n c i e s .  

A n o t h e r  p r o b l e m  w h i c h  c o n f r o n t s  s m a l l  f i r m s  b i d d i n g  on  G o v e r n -  
m e n t  c o n t r a c t s  i s  t h e  s i z e  o f  v a r i o u s  p r o c u r e m e n t s .  W h i l e  t h e  b i d  a s  
l e t  c a n  be  p e r f o r m e d  o n l y  w i t h  f a c i l i t i e s  of a l a r g e  c o n c e r n ,  m u l t i p l e  
a w a r d s  w o u l d  p e r m i t  s m a l l  f i r m s  to e n t e r  the  p i c t u r e .  I r e a l i z e  t h a t  
t h i s  i s  s o m e t i m e s  d i f f i c u l t  of  a c c o m p l i s h m e n t .  

Similarly, unrealistic delivery schedules preclude small firms 
from participating. During the national emergency such delivery re- 
quirements may be understandable; today many of them cannot be jus- 
tified. Too frequently an invitation to bid is placed on an emergency 
basis, with delivery required in thirty to sixty days. For one rea.son 
or another, the bid has been cancelled, readvertised, and delivery 
actually has run into six months or more. 

O n e  of  the  g r e a t e s t  h u r d l e s  a n y  s m a l l  b u s i n e s s m a n  o r  a s s o c i a t i o n  
of  s m a l l  b u s i n e s s m e n  h a s  to s u r m o u n t  i s  t h e  r e l u c t a n c e  o f  c o n t r a c t i n g  
o f f i c e r s  to go  a l o n g  w i t h  a n  u n t r i e d  c o m p a n y .  T h i s  a n t i p a t h y  m a y  be  a 
b a s i c  e l e m e n t  of  h u m a n  n a t u r e  a n d  no t ,  a s  s o m e  s m a l l  b u s i n e s s m e n  
b e l i e v e ,  a n  a c q u i r e d  a d m i n i s t r a t i v e  a t t i t u d e .  

Just as we were coming over this morning, my assistant, who was 
in the procurement business in the Navy, stated to me that the Secretary 
on one particular occasion did decide on an award in favor of a small 
business firm which the officer in charge had recommended that he 
should not do. As a result of that this untried small business firm de- 
veloped s o m e  n e w  m e t h o d  w h i c h  f o r  t he  t i m e  b e i n g  a t  l e a s t  p u t  t he  N a v y  
a w a y  a h e a d  of  the  A r m y  a n d  the  A i r  F o r c e  o n  t h a t  p a r t i c u l a r  i t e m .  



M u c h  h a s  b e e n  s a i d  r e c e n t l y  w i t h  r e g a r d  to t he  p a r t i c i p a t i o n  of  
s m a l l  f i r m s  in  r e s e a r c h  a n d  d e v e l o p m e n t  w o r k .  I b e l i e v e  t h a t  a n  i n -  
t e n s i v e  s t u d y  s h o u l d  b e  m a d e  w i t h  a v i e w  to i n c r e a s i n g  the  s h a r e  of  
s m a l l  b u s i n e s s  in  t h i s  f i e l d .  H e r e  a g a i n  p r o p r i e t a r y  i n t e r e s t s  d e v e l  ~ 
o p e d  in  w a r t i m e  a r e  c a r r i e d  o v e r  i n t o  the  p e a c e t i m e  e c o n o m y ,  a l t e r i n g  
t he  c o m p e t i t i v e  s t r u c t u r e  of  m a n y  i n d u s t r i e s .  S m a l l  f i r m s  m u s t ,  to 
r e m a i n  s t r o n g ,  s h a r e  in  t h e s e  b e n e f i t s .  

B y  the  n a t u r e  o f  t h i n g s ,  a r e s e a r c h  a n d  d e v e l o p m e n t  c o n t r a c t  f o r  a 
n e w  p r o d u c t  i s  i m p o r t a n t  f o r  a n y  c o m p a n y  to a c q u i r e .  S h o u l d  t he  p r o -  
d u c t  d e v e l o p e d  be  o n e  t h a t  t he  m i l i t a r y  w i l l  e v e n t u a l l y  u s e  in  l a r g e  q u a n -  
t i t i e s ,  the  d e v e l o p i n g  c o m p a n y  w i l l  o f t e n  f i n d  t h a t  i t  h a s  a l o n g  h e a d  
s t a r t  o v e r  i t s  p o t e n t i a l  c o m p e t i t o r s  f o r  a p r o f i t a b l e  p r o d u c t i o n  c o n t r a c t  
f o r  t he  n e w  i t e m .  

I k n o w  t h a t  on  a b i g  s c a l e - - i n  f a c t ,  t h i s  i s  no t  a p r o p e r  e x a m p l e - -  
o n  t h e  A i r c r a f t  C a r r i e r  F o r r e s t a l ,  I t h i n k  i t  w a s ,  w h i c h  w a s  b u i l t  i n  
N o r f o l k ~  we  t r i e d  to  g e t  a c o n t r a c t  f o r  t he  F o r e  R i v e r  S h i p y a r d s  in  
Q u i n c y .  T h e  N o r f o l k  p e o p l e  c o u l d  u n d e r b i d  u s  on  the  n e x t  c a r r i e r  b e -  
c a u s e  t h e y  h a d  h a d  e x p e r i e n c e  on  the  f i r s t  c a r r i e r .  C o n s e q u e n t l y  o u r  
b i d s  w e r e  w a y  a b o v e  t he  N o r f o l k  b id .  T h a t  i s  p e r h a p s  no t  a s t r i c t  
e x a m p l e  o f  w h a t  I m e a n ,  b u t  i t  d o e s  s h o w  the  a d v a n t a g e  t h a t  a c o m p a n y  
h a s  w h e n  t h e y  do p i o n e e r  i n  a n  e f f o r t .  

F o r  the  p e r i o d  1 J u l y  1955,  t h r o u g h  30 J u n e  1956,  s m a l l  f i r m s  o b -  
t a i n e d  l e s s  t h a n  s i x  p e r c e n t  of  the  m o r e  t h a n  $2,  3 4 1 , 0 0 0 ,  000 w h i c h  w a s  
s p e n t  b y  the  D e p a r t m e n t  of  D e f e n s e  i n  r e s e a r c h  a n d  d e v e l o p m e n t  w o r k .  
H e r e ,  t h e n ,  i s  a s p e c i f i c  a r e a  of  p r o c u r e m e n t  w h i c h  p r e s e n t s  a c h a l -  
l e n g e  to G o v e r n m e n t  p r o c u r e m e n t  o f f i c e r s .  I t  s h o u l d  n o t  t a k e  m u c h  
e f f o r t  to  e x p a n d  the  s m a l l  b u s i n e s s  s h a r e  of  r e s e a r c h  a n d  d e v e l o p m e n t  
c o n t r a c t s - - a n  o b j e c t i v e ,  I f e e l  c e r t a i n ,  w h i c h  i s  b o t h  d e s i r a b l e  a n d  
o b t a i n a b l e .  

T h e  m i l i t a r y  a g e n c i e s  a n d  o t h e r  a g e n c i e s  of  the  E x e c u t i v e  a r e  c o n -  
s t a n t l y  m a k i n g  p l a n s  f o r  the  m o b i l i z a t i o n  of  the  N a t i o n ' s  p r o d u c t i v e  
r e s o u r c e s .  I t  i s  m o s t  i m p o r t a n t  t h a t  s u c h  p l a n s  p r o v i d e  f o r  the  g r e a t -  
e s t  u s e  of  the  s m a l l  b u s i n e s s  p o t e n t i a l .  T h e y  m u s t  p r o v i d e  f o r  e q u i t a b l e  
a l l o c a t i o n  of  s c a r c e  m a t e r i a l s ,  m a c h i n e  t o o l s ,  a n d  m a n p o w e r ,  w i t h  
s e r i o u s  c o n s i d e r a t i o n  b e i n g  g i v e n  to the  i m p a c t  o f  a n y  c o n t r o l s  w h i c h  
w i l l  b e  c o n s i d e r e d  n e c e s s a r y .  C o n s i d e r a t i o n  m u s t  a l s o  be  g i v e n  to the  
n e e d  f o r  f i n a n c i a l  a s s i s t a n c e  a n d  t a x  b e n e f i t s .  A b o v e  a l l ,  t h e s e  p l a n s  
m u s t  be  f o r m u l a t e d  w e l l  in  a d v a n c e .  In b o t h  W o r l d  W a r  II  a n d  the  K o -  
r e a n  c o n f l i c t ,  c o n s i d e r a t i o n  f o r  the  p a r t i c u l a r  n e e d s  of  s m a l l  b u s i n e s s  
c a m e  too  l a t e  to p r e v e n t  d a m a g e  to t h e i r  c o m p e t i t i v e  p o s i t i o n  in  the  e c o n o m y .  
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F i n a l l y ,  in  r e g a r d  to p r o c u r e m e n t ,  I w i s h  to s t a t e  m o s t  e m p h a t -  
i c a l l y  tha t  the c o n s i d e r a t i o n  w h i c h  w i l l  be  g i v e n  to s m a l l  b u s i n e s s  d e -  
p e n d s  not  j u s t  on the l a w s  e n a c t e d  by  C o n g r e s s ,  but  p r i m a r i l y  on  the  
a t t i t u d e s  of the  m e n  who  a d m i n i s t e r  t h e s e  l a w s .  A c o n s t r u c t i v e  a t t i -  
t ude  m u s t  p r e v a i l  f r o m  the  h i g h e s t  e c h e l o n  down,  t h r o u g h  the c o n t r a c t -  
i n g  o f f i c e r  a n d  the  p l a n t  i n s p e c t o r .  It i s  m o s t  i m p o r t a n t  t h a t  a l l  in 
a u t h o r i t y  u n d e r s t a n d  the  v i t a l  a n d  e s s e n t i a l  r o l e  of s m a l l  b u s i n e s s  in  
o u r  e c o n o m y .  T h e y  m u s t  u n d e r s t a n d  tha t  s m a l l  f i r m s  r e q u i r e  a t  l e a s t  
e q u a l  o p p o r t u n i t y ,  f r e e  of  m a n m a d e  i m p e d i m e n t s .  In s u c h  a c l i m a t e  
t h e y  can ,  w i t h  t h e i r  own k n o w - h o w ,  c o m p e t e  in  m a n y  i n s t a n c e s  w i t h  
m u c h  l a r g e r  c o n c e r n s  a n d  c o n t r i b u t e  s i g n i f i c a n t l y  to o u r  d e f e n s e  e f f o r t s .  
It  i s  a l s o  m o s t  i m p o r t a n t  t ha t  e v e r y  m a n  h a v i n g  a p r o c u r e m e n t  f u n c t i o n  
u n d e r s t a n d  the  i m p a c t  on o u r  e c o n o m y  of c o n t r a c t  a w a r d s  a m o u n t i n g  to 
b i l l i o n s  of d o l l a r s  a y e a r .  

T a s k  b e f o r e  us .  

W h e n  we t h ink  of  s m a l l  b u s i n e s s  in  t e r m s  of a f u t u r e  e m e r g e n c y  in  
w h i c h  o u r  e n t i r e  i n d u s t r i a l  p o t e n t i a l  m u s t  be m o b i l i z e d ,  i t  c a n  be  s e e n  
t h a t  the  t a s k  b e f o r e  us  is  t w o f o l d .  O b v i o u s l y ,  the f i r s t  p h a s e  o f  o u r  
p r o b l e m  i s  to do e v e r y t h i n g  we p o s s i b l y  c a n  now to he lp  m a i n t a i n  an  
e c o n o m i c  c l i m a t e  in  w h i c h  s m a l l  b u s i n e s s e s  p r o s p e r  a n d  s t a y  s t r o n g .  
T h i s  is  e s s e n t i a l  f o r  the  r e a s o n  tha t  w h e n  the t i m e  b e c o m e s  n e c e s s a r y  
f o r  the  G o v e r n m e n t  to c a l l  u p o n  the f a c i l i t i e s  of  s m a l l  m a n u f a c t u r e r s ,  
e i t h e r  a s  p r i m e  o r  s u b c o n t r a c t o r s ,  t h o s e  f a c i l i t i e s  s h o u l d  be as  v i g o r -  
o u s  a s  a p r o f i t a b l e  p e a c e t i m e  e c o n o m y  c a n  m a k e  t h e m .  

T h e  s e c o n d  p h a s e  of o u r  t a s k  s h o u l d  be to t a k e  a d v a n t a g e  of the  
p r e s e n t  to p r e p a r e  s m a l l  p r o d u c e r s  to a s s u m e  t h e i r  r e s p o n s i b i l i t i e s  in  
the  e v e n t  t h e y  a r e  n e e d e d ,  a s  t h e y  h a v e  b e e n  in  the  p a s t ,  f o r  s o m e  f u t u r e  
e m e r g e n c y .  In  b r i e f ,  the  p r e s e n t  s h o u l d  be  u t i l i z e d  a s  a p e r i o d  of t r a i n -  
i n g  f o r  s m a l l  b u s i n e s s  in the t h e o r y  and  p r a c t i c e  of b e c o m i n g  s u p p l i e r s  
to the M i l i t a r y  E s t a b l i s h m e n t .  

H e r e  a g a i n  the b e s t  t e a c h e r  is  e x p e r i e n c e .  S m a l l e r  b u s i n e s s m e n ,  
t h e r e f o r e ,  c a n  b e c o m e  m u c h  b e t t e r  s o u r c e s  of  s u p p l y  f o r  the  G o v e r n -  
m e n t  d u r i n g  a f u t u r e  e m e r g e n c y  i f  t h e y  c a n  l e a r n  how to do so  b e f o r e  
the  e m e r g e n c y  d e v e l o p s .  

It  i s  a b u n d a n t l y  c l e a r  t h a t  in  o r d e r  f o r  s m a l l  b u s i n e s s  to f u l l y  s h a r e  
in  d e f e n s e  p r o c u r e m e n t ,  a g r e a t  r e s p o n s i b i l i t y  r e s t s  u p o n  the  c o n t r a c t -  
i n g  o f f i c e r s  a n d  p r o c u r e m e n t  p o l i c y  o f f i c i a l s  of  the  D e p a r t m e n t  of  D e f e n s e .  
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T h e  d e f e n s e  o f f i c i a l  m u s t  t a k e  m o r e  t h a n  a l o c a l i z e d  i n t e r e s t  i n  t h e  
w e l f a r e  a n d  p r o s p e r i t y  of  s m a l l  b u s i n e s s .  I h a v e  d e s c r i b e d  in  t he  l a s t  
f e w  m i n u t e s  s o m e  of  t he  d i f f i c u l t i e s  w h i c h  s m a l l  b u s i n e s s  h a s  i n  s h a r i n g  
o p p o r t u n i t i e s  w i t h  l a r g e r  c o m p a n i e s  f o r  d e f e n s e  p r o c u r e m e n t .  N o w ,  
p e r h a p s  w i t h  s o m e  r e p e t i t i o n ,  t h e r e  a r e  s e v e r a l  p o i n t s  w h i c h  s h o u l d  be  
c o n s i d e r e d  b y  d e f e n s e  o f f i c i a l s  i n  r e s p e c t  to  s m a l l  b u s i n e s s  p r o c u r e -  
m e n t .  

F i r s t ,  in  t h e  a l l - i m p o r t a n t  m a t t e r  o f  a t t i t u d e ,  i t  i s  e s s e n t i a l  t h a t  
t h o s e  r e s p o n s i b l e  f o r  s p e n d i n g  the  p r o c u r e m e n t  f u n d s  w h i c h  C o n g r e s s  
a p p r o p r i a t e s  h a v e  c o n f i d e n c e  in  the  a b i l i t y  o f  s m a l l  b u s i n e s s .  I t  i s  
o n l y  n a t u r a l  f o r  a c o n t r a c t i n g  o f f i c e r ,  w h o  i s  r e s p o n s i b l e  f o r  the  s u c c e s s  
o f  a p a r t i c u l a r  d e v e l o p m e n t  o f  p r o d u c t i o n  p r o j e c t ,  to l o o k  to the  m o s t  
e x p e r i e n c e d  l a r g e  p r o d u c e r .  I t  i s  n e c e s s a r y  to  t a k e  w h a t  m a y  b e  t e r m e d  
a c a l c u l a t e d  r i s k  a t  t i m e s  in  s e l e c t i n g  a s m a l l e r  b u s i n e s s  w h e n  i t  i s  c a p -  
a b l e ,  s o  a s  to b e t t e r  e s t a b l i s h  i t s  c a p a b i l i t i e s  f o r  d e f e n s e  w o r k .  T h e  
n e e d  f o r  a w i d e  m o b i l i z a t i o n  b a s e  i n  t i m e  o f  n a t i o n a l  e m e r g e n c y  d i c t a t e s  
t h a t  c o n t r a c t i n g  o f f i c e r s  a n d  p r o c u r e m e n t  o f f i c i a l s  e x e r c i s e  g r e a t  c a r e  
a n d  j u d g m e n t  i n  a w a r d i n g ,  w h e r e v e r  p o s s i b l e ,  c o n t r a c t s  to s m a l l  c o m -  
p a n i e s ,  e v e n  t h o u g h  we m a y  h a v e  a g r e a t e r  d e g r e e  of  c o n f i d e n c e  in  t h e  
l a r g e r  a n d  t e s t e d  o n e s .  I c i t e d  one  e x a m p l e  o f  t h a t  j u s t  p r e v i o u s l y .  
E v e r y  e f f o r t  s h o u l d  be  m a d e  to c o o p e r a t e  w i t h  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  in  i t s  e f f o r t  to p r o v i d e  n e w  s o u r c e s  o f  s u p p l y .  

S e c o n d ,  c o n t r a c t i n g  o f f i c i a l s  f o r  the  D e p a r t m e n t  o f  D e f e n s e  m u s t  
b e a r  in  m i n d  the  i n h e r e n t  l i m i t a t i o n s  of  s m a l l  b u s i n e s s  to c o p e  w i t h  t he  
a d m i n i s t r a t i v e  c o m p l e x i t y  o f  G o v e r n m e n t  c o n t r a c t i n g .  We  c a n  g r e a t l y  
a s s i s t  t he  r o l e  of  s m a l l  b u s i n e s s  i n  o u r  d e f e n s e  p i c t u r e  if  we k e e p  to the  
s i m p l e s t  f o r m  a n d  a m o u n t  o f  a d m i n i s t r a t i v e  a n d  p a p e r  w o r k  d e m a n d e d  of  
o u r  s u p p l i e r s .  

I b r o u g h t  o v e r  h e r e  w h a t  h a s  b e e n  s h o w n  to m e  a s  j u s t  a b i d  f o r  t h e  
N a v y .  T h e s e  a r e  s m a l l  f i r m s ,  w i t h  a f e w  s e c r e t a r i e s  a n d  p e r h a p s  no  
l a w y e r ,  w h i c h  h a v e  to f i l l  o u t  a l l  t h o s e  p a p e r s .  C o m p a r e  t h a t  i n  t he  N a v y  
w i t h  the  s a m e  t h i n g  in  G e n e r a l  M o t o r s .  H e r e  i s  a p u r c h a s e  o r d e r  o f  
G e n e r a l  M o t o r s - - o n e  s h e e t  o f  p a p e r  to f i l l  ou t ,  w i t h  i n s t r u c t i o n s  o n  the  
b a c k ,  a s  c o m p a r e d  w i t h  a l l  of  t h a t  in  t he  N a v y .  T h a t  i s  w h a t  a s m a l l  
b u s i n e s s  f e l l o w  i s  up  a g a i n s t .  A n d  I c a n  s a y  w i t h  a s m i l e ,  a s  a p o l i t i c i a n ,  
i f  y o u  w i l l ,  a s  a U n i t e d  S t a t e s  S e n a t o r ,  t h a t  I k n o w  s o m e  of  y o u  g e n t l e m e n  
f e e l  t he  s a m e  w a y  a b o u t  p a p e r w o r k  in  the  D e f e n s e  D e p a r t m e n t .  

T h i r d ,  D e f e n s e  o f f i c i a l s  s h o u l d  b e c o m e  t h o r o u g h l y  f a m i l i a r  w i t h  
a n d  u t i l i z e  to the  m a x i m u m  e x t e n t  p o s s i b l e  t he  e s t a b l i s h e d  s m a l l b u s i n e s s  
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s e t - a s i d e  p r o c e d u r e s .  T h e s e  a r e  d e s i g n e d  no t  o n l y  f o r  the  b e n e f i t  of  
s m a l l  b u s i n e s s ,  b u t  f o r  t he  b e n e f i t  of  o u r  e n t i r e  D e f e n s e  E s t a b l i s h m e n t .  
T h a t  s e t - a s i d e  p r o c e d u r e ,  I t h i n k ,  i s  b e g i n n i n g  to b e  b e t t e r  u n d e r s t o o d .  

F o u r t h ,  e v e r y  a t t e n t i o n  s h o u l d  b e  g i v e n  to the  p o s s i b i l i t y  of  r e n d e r -  
i n g  f i n a n c i a l  a s s i s t a n c e  t h r o u g h  e s t a b l i s h e d  c o n t r a c t i n g  p r o c e d u r e s  to 
s m a l l  b u s i n e s s e s  w h o  c o m p e t e  f o r  G o v e r n m e n t  w o r k .  

F i f t h ,  d e l i v e r y  s c h e d u l e s  s h o u l d  be  a s  r e a l i s t i c  a s  p o s s i b l e ,  w i t h  
p a r t i c u l a r  c a r e  in  p e a c e t i m e  to the  l i m i t a t i o n s  of  s m a l l  b u s i n e s s  to 
a d a p t  to e m e r g e n c y  p r o g r a m s .  T h i s  s h o u l d  b e  w a t c h e d  w i t h  the  u t m o s t  
c a r e .  

S ix th ,  a d v e r t i s e d  p r o c u r e m e n t  i s ,  o f  c o u r s e ,  t he  m o s t  d e s i r a b l e  
m e t h o d  e x c e p t  w h e n  c i r c u m s t a n c e s  w i l l  n o t  p e r m i t  i t .  G r e a t  c a r e  s h o u l d  
b e  g i v e n  to the  m a x i m u m  u s e  o f  a d v e r t i s e d  p r o c u r e m e n t .  W h e n  n e g o t i -  
a t e d  p r o c e d u r e s  a r e  d e e m e d  n e c e s s a r y ,  c o n t r a c t i n g  o f f i c e r s  s h o u l d  i n -  
s u r e  a s  m u c h  p a r t i c i p a t i o n  a s  p o s s i b l e  by  s m a l l  b u s i n e s s .  

S e v e n t h ,  w h e n  a m e n d m e n t s  a n d  c h a n g e s  a r e  m a d e  to a c o n t r a c t  
w h i c h  i s  b e i n g  h a n d l e d  by  a s m a l l  b u s i n e s s ,  e v e r y  e f f o r t  s h o u l d  be  m a d e  
to  a d m i n i s t e r  t h e s e  c h a n g e s  w i t h  the  g r e a t e s t  d i s p a t c h ,  i n a s m u c h  a s  t he  
c o m p a n y  m a y  n o t  b e  a b l e  to  s u s t a i n  t h e  f i n a n c i a l  b u r d e n  i n v o l v e d  f o r  a 
p r o t r a c t e d  p e r i o d .  

L e t  m e  g i v e  y o u  o n e  i n s t a n c e  of  t h a t  w i t h  w h i c h  I p e r s o n a l l y  c a m e  
in  c o n t a c t .  We  h a d  a s m a l l  s h o e  c o m p a n y  in  M a s s a c h u s e t t s  m a k i n g  
A r m y  s h o e s .  T h e  m e t h o d s  of  p r o c u r e m e n t  w e r e  c h a n g e d .  T h e  c o m p a n y  
w e n t  on  a n d  f r o m  t i m e  to t i m e  i t s  f i n a n c i a l  c r e d i t  w i t h  the  b a n k  r a n  ou t .  
W h a t  h a p p e n e d ?  B e c a u s e  t h e r e  w a s  d e l a y  t h r o u g h  t he  A r m y  m o v i n g  f r o m  
o n e  h e a d q u a r t e r s  to  a n o t h e r  a n d  the  p a p e r w o r k  go t  d e l a y e d ,  t h a t  c o m -  
p a n y  w e n t  i n t o  b a n k r u p t c y  a n d  h a d  to be  l i q u i d a t e d .  

We p u t  in  a c l a i m  f o r  C o n g r e s s  to p a y  f o r  t h a t  d a m a g e .  T h e  m i l i -  
t a r y  a d m i t t e d  t h a t  t h e y  h a d  d e l a y e d  f r o m  s i x  m o n t h s  to n i n e  m o n t h s .  
T h i s  w a s  d u r i n g  the  w a r ;  a n d  t h a t  c o m p a n y ,  a r e p u t a b l e  s m a l l  c o m p a n y  
of  l o n g  l i f e  in  M a s s a c h u s e t t s ,  w a s  c o m p l e t e l y  p u t  ou t  of  b u s i n e s s  b e c a u s e  
m o s t  of i t s  b u s i n e s s  w a s  w i t h  t he  G o v e r n m e n t ,  a l l  of  i t  a t  t h a t  t i m e ;  t he  
G o v e r n m e n t  d e l a y e d  i t s  p a y m e n t ;  a n d  i t  h a d  to be  l i q u i d a t e d .  We p u t  a 
c l a i m  t h r o u g h  C o n g r e s s ,  a n d  I t h i n k  we  f i n a l l y  go t  t h e m  s o m e  $86,  0D0 of  
G o v e r n m e n t  f u n d s .  B u t  t h a t  m a n  h a d  to g e t  a n e w  job .  It  w a s  a f a m i l y  
b u s i n e s s  a n d  i t  w a s  c o m p l e t e l y  p u t  ou t  o f  b u s i n e s s  b e c a u s e  o f  G o v e r n -  
m e n t  d e l a y s  w h i c h  c o u l d  h a v e  b e e n  a v o i d e d .  
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F i n a l l y ,  p r o c u r e m e n t  o f f i c i a l s  can  help  t r e m e n d o u s l y  by e d u c a t i n g  
a l l  of t h e i r  p e r s o n n e l  as  to the i m p o r t a n c e  and need  fo r  deve lop ing  the 
p o t e n t i a l  of s m a l l  b u s i n e s s  and s u p p o r t i n g  t hem w h e r e  they take the 

r e s p o n s i b i l i t y .  

M u c h  p r o g r e s s  has  b e e n  m a d e  d u r i n g  the pa s t  d e c a d e ,  t h r o u g h  
l e g i s l a t i o n  and t h r o u g h  a d m i n i s t r a t i v e  p r o g r a m s ,  in ou r  e f f o r t s  to de -  
ve lop  a sound  and s t r o n g  s m a l l  b u s i n e s s  s e g m e n t  in ou r  e c o n o m y .  Much  

s t i l l  n e e d s  to be done.  

R e s p o n s i b i l i t y  of C o n g r e s s .  

Many  ac t s  of C o n g r e s s  have p r o v i d e d  the l e g i s l a t i v e  a u t h o r i t y  f o r  
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 s ,  p r o c u r e m e n t  p r o g r a m s ,  and  e v e n  a g e n -  
c i e s  s p e c i f i c a l l y  d e s i g n e d  to be of a s s i s t a n c e  to s m a l l  b u s i n e s s .  

To devo te  s p e c i a l  a t t e n t i o n  to the m a i n t e n a n c e  of s m a l l  b u s i n e s s  and  
o u r  f r e e  e n t e r p r i s e  s y s t e m ,  C o n g r e s s  h a s  c r e a t e d  the Sena te  S e l e c t  C o m -  
m i t t e e  on S m a l l  B u s i n e s s  as  a p e r m a n e n t  c o m m i t t e e .  

C o n g r e s s  has  e x p r e s s e d  i ts  c o n c e r n  fo r  the s u r v i v a l  and w e l f a r e  of 
s m a l l  b u s i n e s s  by i n c o r p o r a t i n g  s m a l l  b u s i n e s s  p r o v i s i o n s  in e v e r y  b a s i c  
p r o c u r e m e n t  s t a tu t e  e n a c t e d  s ince  the end  of W o r l d  W a r  II. T h e s e  p r o -  
v i s i o n s  c l e a r l y  e s t a b l i s h  a p o l i c y  wi th  r e s p e c t  to the u t i l i z a t i o n  of s m a l l  
b u s i n e s s  f a c i l i t i e s  in d e f e n s e  and  c i v i l i a n  p r o d u c t i o n .  T h e  A r m e d  S e r v -  
i c e s  P r o c u r e m e n t  Act  of 1947, the S e l e c t i v e  S e r v i c e  Act  of 1948, the 
F e d e r a l  P r o p e r t y  and  A d m i n i s t r a t i v e  S e r v i c e s  Act  of 1949, the D e f e n s e  
P r o d u c t i o n  Act  of 1950, and o t h e r s  have  a l l  p r o v i d e d  that  s m a l l  b u s i n e s s  
m u s t  r e c e i v e  a f a i r  s h a r e  of G o v e r n m e n t  c o n t r a c t s .  C o n g r e s s  has  not 
l e g i s l a t e d ,  nor  does  it  s e e m  a d v i s a b l e  to do so, what  is  to be c o n s i d e r e d  
a f a i r  s h a r e  of G o v e r n m e n t  c o n t r a c t s .  The p e r c e n t a g e  of m i l i t a r y  net  
p r o c u r e m e n t  going to s m a l l  f i r m s  has  f l u c t u a t e d  a n n u a l l y  b e t w e e n  32 
and  16 p e r c e n t  s i n c e  the end of W o r l d  W a r  II. It i s  c l e a r  that  C o n g r e s s  
does  b e l i e v e  that  e v e r y  e f fo r t  m u s t  be  m a d e  to open up and to i n c r e a s e  
the s m a l l  b u s i n e s s  s h a r e  in e v e r y  type of p r o c u r e m e n t .  

T h r e e  t i m e s  C o n g r e s s  has  e s t a b l i s h e d  an a g e n c y  to dea l  s p e c i f i c a l l y  
wi th  the p r o b l e m s  of s m a l l  b u s i n e s s .  D u r i n g  W o r l d  W a r  II the S m a l l e r  
W a r  P l a n t s  C o r p o r a t i o n  a s s i s t e d  s m a l l  f i r m s  to s e c u r e  G o v e r n m e n t  c o n -  
t r a c t s  and  f i n a n c i a l  a s s i s t a n c e .  In 1952, in an  a m e n d m e n t  to the D e f e n s e  
P r o d u c t i o n  Act,  the S m a l l  D e f e n s e  P l a n t s  A d m i n i s t r a t i o n  w a s  e s t a b l i s h e d  
to a s s i s t  s m a l l  f i r m s  d u r i n g  the K o r e a n  e m e r g e n c y .  B e l i e v i n g  that  f i n a n -  
c ia l ,  p r o c u r e m e n t ,  t e c h n i c a l ,  and m a n a g e r i a l  a s s i s t a n c e  was  n e c e s s a r y  
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in p e a c e t i m e  as  we l l  a s  d u r i n g  e m e r g e n c i e s ,  C o n g r e s s  e s t a b l i s h e d  
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  in 1953. 

D e f e n s e  D e p a r t m e n t ' s  r e s p o n s i b i l i t i e s .  

T h r o u g h  v a r i o u s  d i r e c t i v e s  the D e f e n s e  D e p a r t m e n t  has  b r o a d e n e d  
i ts  c o o p e r a t i v e  r e l a t i o n s h i p  with the Sma l l  B u s i n e s s  A d m i n i s t r a t i o n ,  and 
it  has  i n s t i t u t e d  the b e g i n n i n g s  of a s m a l l  d e f e n s e  s u b c o n t r a c t i n g  p r o g r a m .  

In m a n y  i n s t a n c e s  the use  of e m e r g e n c y  p r o c u r e m e n t  and s h o r t  d e -  
l i v e r y  s c h e d u l e s  has  b e e n  c o r r e c t e d .  W i d e r  d i s s e m i n a t i o n  of p r o c u r e -  
m e n t  i n f o r m a t i o n  has  b e e n  a c c o m p l i s h e d .  I b e l i e v e  that  t h roughou t  a l l  
the m i l i t a r y  p r o c u r e m e n t  a g e n c i e s  t he re  is  now a g r e a t e r  r e a l i z a t i o n  of 
the n e e d  fo r  c o n s i d e r a t i o n  of the p r o b l e m s  of s m a l l  b u s i n e s s .  

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 .  

May I devote  a few m i n u t e s  to a d i s c u s s i o n  of the o p e r a t i o n s  of 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 ,  fo r  i t  i s  this a g e n c y  which  i s  the c u l m i -  
na t ion  of c o n g r e s s i o n a l  a t t e m p t s  to r e n d e r  al l  types  of a s s i s t a n c e  to s m a l l  
b u s i n e s s .  

P r i m a r i l y  the SBA was  d e s i g n e d  by C o n g r e s s  to be the s p o k e s m a n  fo r  
s m a l l  b u s i n e s s  a m o n g  the e x e c u t i v e  a g e n c i e s .  S m a l l  b u s i n e s s  c o n c e r n s  
canno t  a f ford  to have  r e p r e s e n t a t i v e s  e i t h e r  in W a s h i n g t o n  o r  at p r o c u r e -  
m e n t  c e n t e r s  t h roughou t  the coun t ry .  It is fo r  this  r e a s o n  that  C o n g r e s s  
d e s i g n e d  the SBA as  an i n d e p e n d e n t  agency ,  not  a f f i l i a t ed  with o r  w i t h i n  
any  o t h e r  d e p a r t m e n t  o r  agency .  I b e l i e v e  that  pas t  e x p e r i e n c e  d i c t a t e s  
the n e e d  fo r  such  i n d e p e n d e n c e .  

I p e r s o n a l l y  had qui te  a d i s c u s s i o n  on that  sub j ec t  wi th  m y  f r i e n d  and 
c l a s s m a t e  at H a r v a r d ,  S i n c l a i r  W e e k s ,  S e c r e t a r y  of C o m m e r c e ,  who 
s t r o n g l y  b e l i e v e s  that  the Sma l l  B u s i n e s s  A d m i n i s t r a t i o n  shou ld  be wi th in  
the D e p a r t m e n t  of C o m m e r c e .  T h e r e  a r e  a good m a n y  a r g u m e n t s  for  that.  
But if you put it wi th in  and u n d e r  the D e p a r t m e n t  of C o m m e r c e ,  then  it i s  
not  i n d ependen t .  It cannot  f ight  for  s m a l l  b u s i n e s s  as  an en t i t y  c o m p a r e d  
wi th  a l l  the o t h e r  i n t e r e s t s  that the S e c r e t a r y  of C o m m e r c e  m u s t  c o n s i d e r .  
I oppose  the f e e l i n g s  of Mr.  W e e k s  in that r e g a r d ,  and C o n g r e s s  has  fe l t  
v e r y  s t r o n g l y  about it. 

Of primary importance to small business is the SBA financial assis- 
tance program. Recognizing that small firms are frequently unable to 
secure intermediate and long-term credit--and I cited the reasons for 
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that earlier--Congress provided that the SBA may make working capital 
loans, loans for the purchase of machinery and equipment, and loans 
for expansion of plant and facilities, with maturities as long as ten years. 
Since the taxpayers' money is being used, and since this is not a subsidy 
program, the SBA legislation stipulates that all loans must be of such 
sound value and so secured as to reasonably assure repayment. That 

has been well handled up to the present time. 

In three years of operation the SBA has approved business loans for 
a total of $235,750,000. In fiscal year 1954, 473 loans were made for 
$27,739, 000; in fiscal 1955, 1,172 loans were made for $55, 975, 000; in 
fiscal 1956, i, 9151oans were made for $81,977,000. To date in fiscal 
1957, l, 600 loans for $70,059,000 have been made. Almost two-thirds 
of the 5, 160 business loans approved have been in participation with 
local financial institutions. Congress itself desired that the local banks 
be encouraged to extend at least part of the financial assistance desired 
by small business, for in such a fashion can lines of credit be established 

for future purposes. 

In addition to making loans, the SBA's financial specialists engage 
in financial counseling, enabling a firm to rearrange its accounts or to 
better present its case before a local bank so that a Government loan is 

not needed. 

I have had several instances of that. One was with a wholesale meat 
man. He wanted to get SBA loans to build up his wholesale meat business. 
What he needed was consultation rather than a Government loan. I firmly 
believe that as long as private financial institUtions are unable or unwil- 
ling to privide adequate credit to sound though weak credit-wise small 
business, the Congress will insist on the existence of a Government 

program to fill this credit gap. 

The SBA has developed a cooperative program whereby it may assist 
small firms to secure tax amortization certificates. Agencies in charge 
of the issuance of such certificates have agreed to allow SBA to secure 
and present additional information which will more adequately reflect the 
need for such certificate. As a matter of fact, I personally feel that this 
agency should be given a more positive role in the issuance of such cer- 
tificates. I think that that branch of this work is perhaps becoming less, 
because of the attitude of Mr. Humphrey, Secretary of the Treasury, on 

this whole tax amortization problem. 

When a small business has been declared by a procurement officer 

to be ineligible to receive a contract upon which it was the low bidder, 
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t he  S B A  i s  a u t h o r i z e d  b y  l aw  to i s s u e  a c e r t i f i c a t e  of  c o m p e t e n c y  w h e n  
i t  b e l i e v e s  t h i s  f i r m  to  be  b o t h  f i n a n c i a l l y  a n d  t e c h n i c a l l y  c o m p e t e n t .  
A n d  t h a t  i s  v e r y  i m p o r t a n t .  

O n c e  s u c h  a c e r t i f i c a t e  i s  i s s u e d  by  SBA,  the  l a w  p r o v i d e s  t h a t  
c o n t r a c t i n g  o f f i c e r s  m u s t  a c c e p t  i t  a s  c o n c l u s i v e  so  f a r  a s  f i n a n c i a l  a n d  
p r o d u c t i o n  r e q u i r e m e n t s  o f  the  c o n t r a c t  a r e  c o n c e r n e d .  

So f a r  c o n t r a c t s  h a v e  b e e n  a w a r d e d  to 250 s m a l l  c o m p a n i e s  f o r  a 
t o t a l  of  $ 3 0 , 5 4 6 , 0 0 0  a s  t he  r e s u l t  of t h i s  p r o g r a m .  T h e s e  c e r t i f i c a t e s  
o f  c o m p e t e n c y  w e r e  i s s u e d  to s m a l l  p r o d u c e r s ,  a l l  of  w h o m  w e r e  l o w  
b i d d e r s  o r  w i t h i n  n e g o t i a t i n g  r a n g e ,  a f t e r  a t h o r o u g h  i n v e s t i g a t i o n  b y  
S B A  s h o w e d  t h a t  t h e y  w e r e  in  f a c t ,  by  r e a s o n a b l e  s t a n d a r d s ,  b o t h  f i n a n -  
c i a l l y  a n d  p r o d u c t i v e l y  c a p a b l e  of  p e r f o r m i n g  the  c o n t r a c t  in  q u e s t i o n .  

I t  g o e s  w i t h o u t  s a y i n g  t h a t  f o r  t he  S B A  to o v e r r i d e  the  j u d g m e n t  of  
p r o c u r e m e n t  o f f i c e r s  on  the  c o m p e t e n c e  of a s m a l l  c o m p a n y  p l a c e s  a 
v e r y  h e a v y  r e s p o n s i b i l i t y  on  the  c e r t i f y i n g  a g e n c y .  SBA m e e t s  t h i s  r e -  
s p o n s i b i l i t y  b y  m a i n t a i n i n g  a c o n t i n u i n g  i n t e r e s t  d u r i n g  the  f u l l  l i f e  of  a n y  
s u c h  c o n t r a c t .  S h o u l d  the  c o n t r a c t o r  e n c o u n t e r  d i f f i c u l t i e s  i n  m e e t i n g  
p r o d u c t i o n  s c h e d u l e s  b e c a u s e  of  t e c h n i c a l  o r  o t h e r  p r o b l e m s ,  S B A  s t a n d s  
b y  to o f f e r  s u c h  a s s i s t a n c e  a s  m a y  be  n e c e s s a r y .  

F r o m  the  p o i n t  of v i e w  of  n a t i o n a l  s e c u r i t y ,  w h a t  d o e s  t h i s  c e r t i f i c a -  
t i o n  p r o c e d u r e  m e a n ?  A s  I s e e  i t ,  i t  m e a n s  t h a t  h e r e  a r e  s o m e  250 s m a l l  
c o m p a n i e s ,  m o s t  of  w h i c h  w e r e  u n d o u b t e d l y  a n  u n k n o w n  q u a n t i t y  to m i l i -  
t a r y  p r o c u r e m e n t  o f f i c i a l s ,  w h i c h  a r e  n o w  g a i n i n g  i n v a l u a b l e  e x p e r i e n c e  
as suppliers to the Army, Navy, and Air Force in peacetime. 

The Small Business Administration is authorized by law to examine 
particular procurements to determine which are suitable for performance 
by small firms. Upon agreement by the contracting officer, all or part 
of the procurement may be set aside for exclusive bidding by small firms. 
From August 1953, through September 1956, $1,250,000,000 worth of 
Government purchases have been set aside for small business as a result 
of this joint determination procedure. Perhaps this is a major reason 
why in the case of the Department of Defense prime contract awards to 
small firms have been proportionately greater in the past few years than 
during the Korean War. In 1954, new military prime contracts to small 
businesses were $2.9 billion; in 1955, $3.2 billion; and in fiscal 1956, 
$3.5 billion. 

S B A  p r o c u r e m e n t  s p e c i a l i s t s  h a v e  b e e n  m o s t  a c t i v e  in  a s s u r i n g  s m a l l  
f i r m s  a d e q u a t e  i n f o r m a t i o n  c o n c e r n i n g  p r o c u r e m e n t s  o n  w h i c h  t h e y  a r e  
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c a p a b l e  of b idd ing .  R e f e r r a l s  of bo th  p r i m e  and  s u b c o n t r a c t  o p p o r t u -  
n i t i e s  a r e  m a d e .  In  add i t ion ,  the a g e n c y  a s s i s t s  s m a l l  f i r m s  to get  on 
b i d d e r s '  l i s t s  o r  qua l i f i ed  p r o d u c t s  l i s t s .  

F i n a l l y ,  the SBA has  b e e n  m o s t  a c t i v e  in p r o v i d i n g  s m a l l  f i r m s  
wi th  the l a t e s t  i n f o r m a t i o n  on t e c h n i c a l  and m a n a g e r i a l  s u b j e c t s .  

It  c an  be s e e n  that  a l l  of t h e s e  p r o g r a m s  have  b e e n  d e s i g n e d  to a s -  
s i s t  s m a l l  f i r m s  in those  a r e a s  w h e r e  they  have  e n c o u n t e r e d  d i f f i c u l t i e s .  

President Eisenhower in his message to Congress on the economic 
report two days ago has recommended that the Small Business Admin- 
istration, which is due to expire on next July first, be continued beyond 
that date; and I sincerely hope that his proposal is approved. 

Now, if you g e n t l e m e n  a r e  i n t e r e s t e d  in  this  s u b j e c t  p a r t i c u l a r l y ,  I 
r e c o m m e n d  tha t  you  r e a d  a s m a l l p a m p h l e t  tha t  I th ink is  the m o s t  i n f o r -  
m a t i v e  of any  s m a l l  p a m p h l e t  that  t h e r e  is ,  that  is ,  the R e p o r t  of the 
P r e s i d e n t ' s  C o m m i t t e e ,  w h i c h  was  i s s u e d  l a s t  Augus t .  

P r e s i d e n t ' s  Committee. 

As a m e m b e r  of the l e g i s l a t i v e  b r a n c h  and  as  a m e m b e r  of the 
Sena te  S m a l l  B u s i n e s s  C o m m i t t e e ,  I w a s  m i g h t i l y  p l e a s e d  to s e e  the 
e s t a b l i s h m e n t  of a ' P r e s i d e n t ' s  C a b i n e t  c o m m i t t e e  to s tudy  the p r o b l e m s  
of s m a l l  b u s i n e s s .  I a l so  b e l i e v e  that  the r e c o m m e n d a t i o n s  p u b l i s h e d  in 
i t s  f i r s t  p r o g r e s s  r e p o r t ,  da t ed  7 A u g u s t  1956, wi l l  be of he lp  in  gu id ing  
the v a r i o u s  a g e n c i e s  c o n c e r n e d .  A m o n g  o t h e r  th ings ,  the Cab ine t  c o m -  
m i t t e e  h a s  r e c o m m e n d e d  that  the n e e d  f o r  a d v a n c e  and  p r o g r e s s  p a y m e n t s  
s h o u l d  not be t r e a t e d  a s  a h a n d i c a p  in the a w a r d i n g  of a c o n t r a c t .  Con -  
s i d e r a t i o n  is  a l so  g i v e n  to the n e e d  f o r  a d j u s t i n g  o u r  t h ink ing  on r e n e g o -  
t i a t i o n  to the pub l i c  p o l i c y  of i n c r e a s e d  s u b c o n t r a c t i n g .  Of p a r t i c u l a r  
i n t e r e s t  is  the r e c o m m e n d a t i o n  that  t h e r e  be a c o m p r e h e n s i v e  r e v i e w  of 
p r o c u r e m e n t  p o l i c i e s  and p r o c e d u r e s .  

The P r e s i d e n t ' s  C a b i n e t  c o m m i t t e e ' s  r e p o r t  a l s o  c o n t a i n s  c o n s t r u c -  
t ive p r o p o s a l s  wi th  r e g a r d  to tax r e l i e f  and  the c o n t i n u a t i o n  of 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 .  It  m a k e s ,  I think,  s o m e  s i x t e e n  r e c o m m e n -  
d a t i o n s .  Some  of the a d m i n i s t r a t i v e  o n e s  have  a l r e a d y  b e e n  c a r r i e d  out.  
B i l l s  a r e  f i l e d  in  the C o n g r e s s  f o r  s o m e  of the o t h e r s .  

F r e e  c o m p e t i t i o n  f o r  s m a l l  b u s i n e s s - -  c o n c l u s i o n :  

I have  t r i e d  in  this  d i s c u s s i o n  to give e m p h a s i s  to what  I c o n s i d e r  to 
be  a few b a s i c  a s p e c t s  of s m a l l  b u s i n e s s ,  c h i e f l y  s m a l l  m a n u f a c t u r e r s ,  in  
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r e l a t i o n  to o u r  n a t i o n a l  s e c u r i t y .  As you know,  New E n g l a n d  has  a 
h i g h e r  d e n s i t y  of s m a l l  i n d e p e n d e n t  b u s i n e s s  than any  o t h e r  s e c t i o n  of 
the c o u n t r y .  As  s u p p l i e r s ,  p r e s e n t  and p o t e n t i a l ,  to the G o v e r n m e n t ,  
they  have  one qua l i ty  w h i c h  m a n y  l a r g e r  c o m p a n i e s  l ack ;  that  is ,  f l e x -  
ib i l i t y .  T h e y  a r e  e a s y  to w o r k  wi th  and  c a n  a d j u s t  t h e m s e l v e s  qu i ck ly  
to s p e c i f i c a t i o n  and s c h e d u l e  c h a n g e s ,  b e c a u s e  they  a r e  not  b u r d e n e d  
wi th  a c o r p o r a t e  b u r e a u c r a c y .  T h o s e  f a m i l i a r  wi th  a p r o d u c t i o n  r e c o r d  
of s m a l l  p l a n t s  d u r i n g  W o r l d  W a r  II and K o r e a  a r e  n o t  i n c l i n e d  to b e l i t -  
t le the c o n t r i b u t i o n s  m a d e  by s m a l l  c o m p a n i e s .  

I b e l i e v e  that  the r o l e  of s m a l l  b u s i n e s s  in  o u r  e c o n o m y  is  b e s t  
s u m m e d  up in these  w o r d s  f r o m  the S m a l l  B u s i n e s s  Act of 1953: 

" T h e  e s s e n c e  of the A m e r i c a n  e c o n o m i c  s y s t e m  of p r i v a t e  
e n t e r p r i s e  is  f r e e  c o m p e t i t i o n .  Only  t h r o u g h  fu l l  and  f r e e  c o m -  
p e t i t i o n  can  f r e e  m a r k e t s ,  f r e e  e n t r y  into  b u s i n e s s ,  and  o p p o r -  
t u n i t i e s  f o r  the e x p r e s s i o n  and  g r o w t h  of p e r s o n a l  i n i t i a t i v e  and  
i n d i v i d u a l  j u d g m e n t  be  a s s u r e d .  The p r e s e r v a t i o n  and e x p a n s i o n  
of s u c h  c o m p e t i t i o n  is  b a s i c  not only  to the e c o n o m i c  w e l l - b e i n g  
but  to the s e c u r i t y  of this  Na t ion .  Such  s e c u r i t y  and  w e l l - b e i n g  
canno t  be r e a l i z e d  u n l e s s  the a c t u a l  and  p o t e n t i a l  c a p a c i t y  of 
s m a l l  b u s i n e s s  is e n c o u r a g e d  and d e v e l o p e d .  " 

Tha t  was  the p r e f a c e  of the S m a l l  B u s i n e s s  Act  of 1953. 

The f r e e  e n t e r p r i s e  s y s t e m ,  f r o m  w h i c h  we d e r i v e  o u r  s t r e n g t h  and 
upon w h i c h  d e p e n d s  o u r  n a t i o n a l  s e c u r i t y ,  has  a l w a y s  b e e n  a n c h o r e d  and  
m u s t  a l w a y s  r e m a i n  a n c h o r e d  to the w e l f a r e  of the m i l l i o n s  of s m a l l  and 
i n d e p e n d e n t  c o m p a n i e s  w h i c h  a r e  the b e d r o c k  of our  i n d u s t r i a l  d e m o c r a c y .  

Thank  you v e r y  m u c h .  

C A P T A I N  WRIGHT:  S e n a t o r  S a l t o n s t a l l  i s  r e a d y  f o r  y o u r  q u e s t i o n s .  

QUESTION: In y o u r  h e a r i n g s  o r  in y o u r  s tudy  of the s m a l l  b u s i n e s s  
p r o b l e m s  do you d i s c o v e r  any  r e l a t i o n s h i p  b e t w e e n  b i g - s c a l e  o r g a n i z e d  
l a b o r  and  the p r o b l e m s  of s m a l l  b u s i n e s s ?  

SENATOR S A L T O N S T A L L :  I don ' t  th ink  that  that  has  c o m e  in on any  
c o m m i t t e e  h e a r i n g  o r  any  d i s c u s s i o n  that  I have  h e a r d  up in the S m a l l  
B u s i n e s s  C o m m i t t e e  in  the Sena t e .  You h e a r  that  and  you r e a d  about  i t  
in  the p a p e r s ,  but  I have  n e v e r  h e a r d  it a c t u a l l y  d i s c u s s e d  in C o n g r e s s  
tha t  I c a n  r e m e m b e r .  
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Q U E S T I O N :  S e n a t o r ,  in  d i s c h a r g i n g  t h e i r  m a n y  d u t i e s ,  c o n t r a c t -  
i n g  o f f i c e r s  a r e  c o n f r o n t e d  w i t h  a m u l t i p l i c i t y  of o b j e c t i v e s  tha t  t h e y  
t r y  to s a t i s f y .  T h e y  r a n g e  f r o m  s m a l l  b u s i n e s s  to s u r p l u s  p l a n t s  a n d  
l a b o r - s u r p l u s  a r e a s  in  s a t i s f a c t i o n  of a p o l i c y  tha t  w a s  l a i d  d o w n  by  
the  O f f i c e  of  D e f e n s e  M o b i l i z a t i o n .  M y  q u e s t i o n  i s  th i s :  In the  s a t i s -  
f a c t i o n  of  t h o s e  o b 3 e c t i v e s ,  o r  in  a t t e m p t i n g  to do tha t ,  i n e v i t a b l y  t h e r e  
i s  a c o l l i s i o n .  W o u l d  y o u  c a r e  to c o m m e n t  on w h a t  p r i o r i t y ,  if a n y ,  
s h o u l d  be  g i v e n  to s a t i s f y i n g  the  s m a l l  b u s i n e s s  o b j e c t i v e  a s  c o m p a r e d  
to a n y  o t h e r ?  

S E N A T O R  S A L T O N S T A L L :  I w o u l d  s a y  tha t  y o u r  G o v e r n m e n t  p r o -  
c u r e m e n t  o f f i c e r  w o u l d  t r y  to ge t  the  b e s t  out  of it t ha t  he  p o s s i b l y  c a n  
f o r  the  G o v e r n m e n t .  T h a t  g o e s  w i t h o u t  s a y i n g .  

It  s e e m s  to m e  tha t  s m a l l  b u s i n e s s  s h o u l d  be g i v e n  a h igh  p r i o r i t y .  
I s h o u l d  th ink ,  i f  I h a d  to j u d g e  q u i c k l y ,  t ha t  a d i s a s t e r  a r e a  s h o u l d  
c o m e  a h e a d  e v e n  of a s m a l l  b u s i n e s s  c o n c e r n  if  i t  w a s  a r e a l  d i s a s t e r  
a r e a .  We h a d  tha t  e x p e r i e n c e  up in  L a w r e n c e ,  M a s s a c h u s e t t s ,  w h e r e  
a f t e r  a g o o d  d e a l  of e f f o r t  we go t  a c o n t r a c t  up t h e r e  on a d i s t r e s s e d -  
a r e a  b a s i s .  T h e n  the  G o v e r n m e n t  a g e n c y  f o u n d  tha t  by  p u t t i n g  th~/t c o n -  
t r a c t  up t h e r e ,  i t  w a s  c r e a t i n g  a n o t h e r  d i s t r e s s e d  a r e a  out  in  A r i z o n a .  
T h a t  j u s t  m a d e  m y  h e a r t  s i n k ,  b e c a u s e  we w o r k e d  l ike  the d e v i l  to g e t  
t h i s  c o n t r a c t .  I t h ink  t h a t  h a s  b e e n  p r e t t y  w e l l  c u r e d  by  the  s u g g e s t i o n s  
in  t h i s  P r e s i d e n t ' s  C o m m i t t e e  R e p o r t .  

I t h ink ,  to a n s w e r  y o u r  q u e s t i o n  s p e c i f i c a l l y ,  I w o u l d  put  a d i s a s t e r  
a r e a  a b o v e  s m a l l  b u s i n e s s ;  bu t  I w o u l d  put  s m a l l  b u s i n e s s  up w h e r e v e r  
y o u  c o u l d  do it a n d  ge t  the  s a m e  q u a l i t y  of p r o d u c t s  f o r  the G o v e r n m e n t ,  
a n d  e v e n  i f  y o u  h a d  to t ake  a l i t t l e  r i s k  in  g e t t i n g  the s a m e  q u a l i t y .  

I w o u l d  s u g g e s t  to y o u  g e n t l e m e n  t h a t  if  y o u  a r e  i n t e r e s t e d ,  I t h ink  
the  b e s t  a r t i c l e  on s m a l l  b u s i n e s s  f o r  y o u  to r e a d  is  th i s  p r o g r e s s  r e p o r t  
of  the  P r e s i d e n t ' s  C a b i n e t  C o m m i t t e e  on S m a l l  B u s i n e s s ,  d a t e d  7 A u g u s t .  
T h a t  c o m b i n e s  i n  a v e r y  f e w  p a g e s  r e a l l y  m a n y  of  the  p r o b l e m s  a s  I h a v e  
t r i e d  to s t a t e  t h e m .  

Q U E S T I O N :  A s  G o v e r n m e n t  p r o c u r e m e n t  o f f i c e r s  I t h ink  we  a r e  
c a u g h t  in a d i l e m m a  b e t w e e n  s t r i c t  r e g u l a t i o n s  of  p r o c u r e m e n t  w h i c h  
c o m e  f r o m  C o n g r e s s  a n d  tha t  a c c o u n t  f o r  a f e w  of t h o s e  p a g e s  in  tha t  
b id  f o r m .  W i t h  t h i s  c o m p l i c a t e d  s y s t e m  of p r o c u r e m e n t  we m u s t  t r y  
to ge t  .a c o n t r a c t  f u l f i l l e d .  So f a r  the  m e a s u r e s  to he lp  s m a l l  b u s i n e s s  
a r e  m o r e  o r  l e s s  a r t i f i c i a l  a n d  t h e r e f o r e  a r e  u n e c o n o m i c .  If we w o u l d  
l i k e  to c a r r y  t h e m  out  f u l l y ,  we w o u l d  be d o i n g  t h i n g s  m o r e  o r  l e s s  the 
h a r d  w a y .  W o u l d  y o u  g i v e  y o u r  c o m m e n t  on the  g r a d e d  tax  s t r u c t u r e  
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w h i c h  w o u l d  a s s u r e  a h i g h e r  r a t e  of  r e t u r n  f o r  s m a l l  b u s i n e s s e s  a s  a 
m e a n s  of  p u t t i n g  t h e m  in  a b e t t e r  c o m p e t i t i v e  p o s i t i o n ?  

S E N A T O R  S A L T O N S T A L L :  I t h i n k  C o n g r e s s  m a y  a c t  o n  t h a t  s u b -  
j e c t  t h i s  y e a r  u n l e s s  the  S e c r e t a r y  of  the  T r e a s u r y  a n d  the  p o w e r s  t h a t  
be  e x e r t  a g r e a t  d e a l  o f  e f f o r t  a g a i n s t  a n y  t a x  c h a n g e s .  A n d  t h e y  m a y  
h a v e  to.  

I t h i n k  y o u  c a n  p u t  the  p r o d u c t i v e  i n c o m e ,  the  g r o s s  i n c o m e ,  a t  
w h a t e v e r  f i g u r e  y o u  w a n t ,  $ 2 5 0 , 0 0 0  o r  l e s s .  On  the  s m a l l  c o n c e r n s  I 
t h i n k  we  s h o u l d  cu t  d o w n  the  t ax  i f  we c a n  do  i t  p r o p e r l y .  I s a y  t h a t  
b e c a u s e ,  a s  I t r i e d  to  p o i n t  ou t ,  o f  the  n e e d  of n e w  c a p i t a l .  T h a t ' s  o n e  
o f  the  g r e a t e s t  r e s t r i c t i o n s  o n  s m a l l  b u s i n e s s  t o d a y - - t o  f i n d  n e w  c a p i -  
t a l .  If t h e y  p a y  a 50 p e r c e n t  c o r p o r a t i o n  tax ,  a l l  t h e y  h a v e  to  p u t  b a c k  
i n t o  the  i n d u s t r y  a f t e r  p a y i n g  t h e  s a l a r i e s  of  t h e i r  e x e c u t i v e s  a n d  a f t e r  
a n y  p o s s i b l e  d i v i d e n d s  t h a t  t h e y  w a n t  to p a y ,  i s  j u s t  t h e i r  d e p r e c i a t i o n ,  
w h i c h  i s  a c o m p a r a t i v e l y  s m a l l  f i g u r e .  T o  g e t  l o n g - t e r m  c r e d i t  f r o m  
the  b a n k s  i s  v e r y  d i f f i c u l t ,  a n d  to g e t  n e w  i n v e s t m e n t  o u t s i d e  of  t he  
f a m i l y  o r  o u t s i d e  of the  p e r s o n s  p a r t i c u l a r l y  i n v o l v e d  i s  v e r y  d i f f i c u l t .  
T h a t ' s  one  of t h e  g r e a t  p r o b l e m s  of  s m a l l  b u s i n e s s .  

Q U E S T I O N :  O ne  of  t h e  f i g u r e s  t ha t  y o u  q u o t e d  w a s  4 0 0 , 0 0 0  m a n u -  
f a c t u r i n g  b u s i n e s s e s .  T h e n  on  s m a l l - b u s i n e s s  l o a n s  y o u  q u o t e d  a f i g u r e  
o f  a p p r o x i m a t e l y  5 , 7 0 0  l o a n s  t o t a l  to d a t e .  A l i t t l e  f a s t  a r i t h m e t i c  i n -  
d i c a t e s  t h a t  t h a t  a m o u n t s  to  a b o u t  1 . 5  p e r c e n t .  B u t  i n  y o u r  o t h e r  d i s -  
c u s s i o n  y o u  i n d i c a t e d  t h a t  one  of  the  t r o u b l e s  o f  s m a l l  b u s i n e s s  i s  t h e  
a v a i l a b i l i t y  o f  c a p i t a l .  Y e t  o n l y  1 . 5  p e r c e n t  o f  m a n u f a c t u r e r s  o v e r  the  
e n t i r e  t i m e  h a v e  c o m e  f o r  l o a n s .  W o u l d  y o u  c l a r i f y  w h a t  i s  h o l d i n g  
t h e m  b a c k  ? 

, S E N A T O R  S A L T O N S T A L L :  I d o n ' t  t h i n k  a n y t h i n g  is holding b a c k  
s m a l l  b u s i n e s s  f r o m  c o m i n g ,  j u d g i n g  f r o m  o n e  S e n a t o r ' s  c o r r e s p o n d -  
e n c e  a n d  i n t e r v i e w s .  T h e  q u e s t i o n  i s  t he  a m o u n t  of  the  a p p r o p r i a t i o n ,  
a n d  c e r t a i n  r e s t r i c t i o n s ,  i f  y o u  w a n t  to c a l l  t h e m  tha t ,  o r  q u a l i f i c a t i o n s  
t h a t  the  S B A  h a s  s e t  up  to t r y  to  g e t  t h e s e  l o a n s  s t a r t e d  on  a s o u n d  b a -  
s i s  a n d  on  a b a s i s  t h a t  w i l l  b e  h e l p f u l .  F o r  i n s t a n c e ,  if  a c o n c e r n  c a n  
go  to a l o c a l  b a n k  a n d  ge t  t he  m o n e y ,  t h e n  i t  c e r t a i n l y  s h o u l d n ' t  h a v e  a n y  
S B A  m o n e y .  If  t h e y  c a n  go to a l o c a l  c o n c e r n  f o r  m o s t  of  t h e i r  m o n e y  
a n d  the  S B A  p u t s  in a l i t t l e ,  t h a t ' s  b e t t e r .  A l l  t h o s e  t h i n g s  t a k e  t i m e .  
If  t h e y  c a n ' t  g e t  a n y  m o n e y  f r o m  t h e i r  b a n k ,  t h e n  the  S B A  h a s  to  c o n s i d e r  
w h e t h e r  t h a t  i s  a r i s k  t h e y  w a n t  to t a k e  e n t i r e l y .  

N o w ,  the  a m o u n t  of  m o n e y  a v a i l a b l e  i s  a p p r o x i m a t e l y ,  I t h i n k ,  152 
m i l l i o n  d o l l a r s .  T h a t  d o e s n ' t  go  v e r y  f a r  i n  t h i s  w h o l e  s e t u p .  B u t  I 
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t h i n k  w h a t  M r .  B a r n e s  i s  t r y i n g  to do  i s  to  g e t  t h i s  s e t  up  on  a s o u n d  
b h s i s  s o  t h a t  t he  l o a n s  w i l l  b e  p a i d  b a c k .  So  f a r ,  f r o m  w h a t  I h a v e  
h e a r d ,  h e ' s  d o n e  a p r e t t y  g o o d  job  on  t h a t  b a s i s .  

S T U D E N T :  I w o u l d  l i k e  to  s u g g e s t  t h a t  t h e r e  i s  a n o t h e r  c a u s e  t h a t  
y o u  d i d n ' t  m e n t i o n  t h a t  h a s  b e e n  w o r k i n g  in s m a l l  b u s i n e s s .  Y o u  m e n -  
t i o n e d  t h i s  a r e a  o f  u r g e n c y  t h a t  a t  t i m e s  w o r k s  a g a i n s t  a s m a l l  b u s i n e s s .  
I t h i n k  t h e r e  h a s  b e e n  a f a c t o r  i n  t h e  l a s t  two  y e a r s  t h a t  h a s  i n c r e a s e d  
t h a t  f a c t o r  of u r g e n c y  a n d  m a d e  i t  v e r y  g r e a t ,  a n d  t h a t  i s  t h e  a l l o c a t i o n  
o f  f u n d s  t h a t  n o w  t a k e s  p l a c e  a f t e r  t he  f u n d s  a r e  p a s s e d  b y  t he  C o n g r e s s .  
I t  u s e d  to b e  t h a t  the  f u n d s  b e c a m e  a v a i l a b l e  o n  t he  f i r s t  o f  J u l y  o r  w h e n -  
e v e r  the  C o n g r e s s  p a s s e d  t he  f u n d s .  B u t  n o w  t h e r e  i s  a v e r y  c o n s i d e r -  
a b l e  t i m e  p e r i o d - - a n d  i t  d o e s  s t r e t c h  ou t  i n t o  m o n t h s - - i n  the  a l l o c a t i o n  
of  t he  B u r e a u  o f  the  B u d g e t ,  a n d  t h e n  s u b s e q u e n t l y  b y  t he  D e p a r t m e n t  of 
D e f e n s e  a n d  t h e  v a r i o u s  d e p a r t m e n t s .  I t h i n k  t h a t  i f  t h a t  a l l o c a t i o n  p r o -  
g r a m  w e r e  l o o k e d  i n t o ,  y o u  w o u l d  f i n d  t h a t  t h e r e  i s  a f a c t o r  t h e r e .  

S E N A T O R  S A L T O N S T A L L :  I a g r e e  w i t h  y o u  on  t ha t .  T h e r e  y o u  
r u n  i n t o  t he  q u e s t i o n  of  h a v i n g  the  D e f e n s e  D e p a r t m e n t  s p e n d  3 8 . 5  b i l -  
l i o n s  of  d o l l a r s .  W h e n  y o u  g e t  t a l k i n g  o f  t h o s e  f i g u r e s ,  n e i t h e r  y o u  n o r  
I o r  a n y b o d y  k n o w s  w h a t  we a r e  r e a l l y  t a l k i n g  a b o u t .  T h e  p r o b l e m  i s  
t h a t  y o u  g e t  t h o s e  t r e m e n d o u s  f u n d s  a l l o c a t e d  s o  t h a t  t h e y  w i l l  b e  s p e n t  
t h e  p r o p e r  way .  

N o w ,  C o n g r e s s  p u t s  r e s t r i c t i o n s  o n  t ha t .  W e  a r e  h e a r i n g  now M r .  
D u U e s  o n  the  M i d d l e  E a s t .  O n e  of  the  p r o b l e m s  t h a t  t he  A d m i n i s t r a t i o n  
w a n t s  to  g e t  o v e r  w i t h  i s  the  f a c t  t h a t  80 p e r c e n t  o f  the  f u n d s  in  t he  m u -  
t u a l  s e c u r i t y  h a v e  to be  o b l i g a t e d  b e f o r e  J u n e  30 th .  Now,  C o n g r e s s  p u t  
t h o s e  r e s t r i c t i o n s  o n  b e c a u s e  p r o c u r e m e n t  o f f i c e r s  a n d  h i g h  D e f e n s e  
D e p a r t m e n t  o f f i c i a l s  w o u l d  c o m e  a l o n g  d o w n  to a b o u t  J u n e  2 0 t h  o r  J u n e  
3 0 t h  a n d  s a y :  "I f  we  d o n ' t  g e t  t h i s  o b l i g a t e d  b e f o r e  J u n e  30 th ,  t h e n  C o n -  
g r e s s  i s  g o i n g  to cu t  u s  a w a y  d o w n  o n  o u r  f u n d s  n e x t  y e a r .  " So we  p u t  
o n  t h e s e  r e s t r i c t i o n s .  T h a t ' s  o n e  of  the  r e a s o n s ,  I t h i n k ,  f o r  h a v i n g  
a l l o c a t i o n s .  

S T U D E N T :  I ' d  l i k e  to  c l a r i f y  t h a t ,  i f  I m a y .  I a m  n o t  r e f e r r i n g  to 
a l l o c a t i o n s  by  the  C o n g r e s s .  I a m  r e f e r r i n g  to a l l o c a t i o n s  b y  t h e  B u r e a u  
of  the  B u d g e t  a n d  b y  t he  D e p a r t m e n t  of  D e f e n s e .  A f t e r  t he  C o n g r e s s  h a s  
a c t u a l l y  m a d e  t h e  f u n d s  a v a i l a b l e ,  t he  d e p a r t m e n t s  s t i l l  d o n ' t  g e t  t h e  f u n d s  
to  s p e n d  u n t i l  m o n t h s  l a t e r .  In  the  m e a n t i m e  u r g e n c y  o c c u r s  in  the  n e e d  
f o r  t h e  p r o d u c t  a n d  f o r  s u p p l i e s ,  a n d  s o  we h a v e  to g i v e  t h e s e  3 0 - d a y  
d e a d l i n e s  a n d  9 0 - d a y  d e a d l i n e s  t h a t  a r e  d i f f i c u l t  f o r  s m a l l  b u s i n e s s  to 
m e e t .  
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S E N A T O R  S A L T O N S T A L L :  I a g r e e  w i t h  e v e r y t h i n g  y o u  s a y .  I 
r e s t a t e  w h a t  I t h i n k  i s  f u n d a m e n t a l l y  the  p r o b l e m .  T h a t  i s  t he  t r e m e n -  
d o u s  a m o u n t s  t h a t  a r e  b e i n g  a p p r o p r i a t e d  a n d  h a v e  to be  s p e n t .  T h a t  
l e a d s  i n t o  a l l o c a t i o n s .  I t h i n k  y o u  m a y  f i n d  t h a t  the  b i l l  i n t r o d u c e d  t h i s  
y e a r  b y  S e n a t o r s  P a y n e s  a n d  K e n n e d y  a n d  w h i c h  I a m  a c o m p o s e r  of ,  
w i l l  h e l p  t h i s  s i t u a t i o n  s o m e w h a t  by  i m p r o v i n g  the  b u d g e t  a n d  a c c o u n t -  
i n g  m e t h o d s .  I a g r e e  t h a t  t h a t  i s  one  of the  p r o b l e m s  b e t w e e n  C o n g r e s s  
a n d  the  p r o c u r e m e n t  a g e n c i e s  a n d  the  p e o p l e  w h o  a r e  r e s p o n s i b l e  f o r  
k e e p i n g  e x p e n s e s  d o w n .  

C A P T A I N  W R I G H T :  We  t h a n k  y o u  v e r y  m u c h  f o r  a v e r y  i n t e r e s t i n g  
a n d  i n f o r m a t i v e  m o r n i n g .  

S E N A T O R  S A L T O N S T A L L :  T h a n k  you ,  a n d  I t h a n k  y o u ,  g e n t l e m e n ,  
f o r  l i s t e n i n g  to w h a t  I w o u l d  c o n s i d e r  a v e r y  t e c h n i c a l  d i s c u s s i o n .  

(14 Mar 1957--3,950)B/ebm 
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