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M I L I T A R Y  P R O C U R E M E N T  AND THE S M A L L  
BUSINESS ADMINISTRA TION 

2 J a n u a r y  1958 

A D M I R A L  C L A R K :  The  f a c t  t ha t  s m a l l  b u s i n e s s  i s  an  e s s e n t i a l  
e l e m e n t  of o u r  e c o n o m y  and  thus  of n a t i o n a l  s e c u r i t y  h a s  b e e n  r e c o g -  
n i z e d  by the  F e d e r a l  G o v e r n m e n t  f o r  s o m e  y e a r s .  S ince  1942 the  
C o n g r e s s  h a s  e n a c t e d  s e v e r a l  l aws  to e n s u r e  the  h e a l t h  and  v i g o r  of 
s m a l l  b u s i n e s s .  The  l a s t  law now in  e f f e c t  i s  the S m a l l  B u s i n e s s  Ac t  
of 1953. In  m a n y  of i t s  p r o v i s i o n s  th i s  a c t  s t r e s s e s  p r o c u r e m e n t  
p a r t i c u l a r l y ;  and ,  in  c o n j u n c t i o n  with the  P r o c u r e m e n t  Ac t  of 1947, 
h a s  s t i p u l a t e d  t ha t  the  D e p a r t m e n t  of D e f e n s e  s h a l l  g ive  s p e c i a l  e m -  
p h a s i s  and  a t t e n t i o n  to a s s i s t i n g  s m a l l  b u s i n e s s .  

T h i s  m o r n i n g  we s h a l l  h a v e  the p l e a s u r e  of h e a r i n g  f r o m  the 
A d m i n i s t r a t o r  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 ,  who wi l l  s p e a k  
to us  on " S m a l l  B u s i n e s s  and  M i l i t a r y  P r o c u r e m e n t .  " He i s  e m i n e n t l y  
q u a l i f i e d  to c o v e r  th i s  s u b j e c t ,  h a v i n g  h a d  a s u c c e s s f u l  c a r e e r  bo th  in  
and  out  of G o v e r n m e n t .  As  a p r a c t i c i n g  a t t o r n e y  he  was  the g e n e r a l  
c o u n s e l  of the  T u l s a  p l a n t  of the D o u g l a s  A i r c r a f t  C o r p o r a t i o n .  He 
o r g a n i z e d  and  m a n a g e d  s e v e r a l  s m a l l  b u s i n e s s e s  in  the S ta te  of 
O k l a h o m a .  He a l s o  was  a m e m b e r  of the H o u s e  of R e p r e s e n t a t i v e s  of 
tha t  S ta te  b e f o r e  a s s u m i n g  h i s  p r e s e n t  p o s i t i o n  in  1953. 

I t  i s  a g r e a t  p l e a s u r e  to w e l c o m e  back  to the C o l l e g e  f o r  h i s  t h i r d  
l e c t u r e  the A d m i n i s t r a t o r  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 ,  the 
H o n o r a b l e  W e n d e l l  B. B a r n e s .  

M r .  B a r n e s .  

MR.  B A R N E S :  A d m i r a l  C l a r k  and  G e n t l e m e n :  You  m a y  be a s s u r e d  
tha t  th i s  i s  a g r e a t  p r i v i l e g e  to m e  to d i s c u s s  wi th  r e s i d e n t  s t u d e n t s  of  
the  I n d u s t r i a l  C o l l e g e  of the A r m e d  F o r c e s ,  s m a l l  b u s i n e s s - - i t s  p l a c e  
in  o u r  n a t i o n a l  e c o n o m y  and  i t s  c o n t r i b u t i o n s  to n a t i o n a l  r e a d i n e s s  and  
d e f e n s e .  I w i s h  a l s o  to t o u c h  on s o m e  of the p r o b l e m s  I f i nd  in a d m i n i s -  
t e r i n g  the  p o l i c i e s  and  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  
so  t ha t  t hey  w i l l  b r i n g  m a x i m u m  c o n t r i b u t i o n  to the  m a j o r  o b j e c t i v e  of 
o u r  n a t i o n a l  p o l i c y - - t h a t  a f a i r  s h a r e  of G o v e r n m e n t  p u r c h a s e s  f o r  
S u p p l i e s  and  s e r v i c e s  be p l a c e d  wi th  s m a l l  b u s i n e s s .  



I t  h a s  b e e n  m y  p l e a s u r e  a n d  a d v a n t a g e  to t a k e  the  f i e l d  c o u r s e  g i v e n  
by t h e  I n d u s t r i a l  C o l l e g e  o f  t he  A r m e d  F o r c e s .  B e c a u s e  of  the  e x c e l -  
l e n c e  of  the  t r a i n i n g  a n d  k n o w l e d g e  to be  g a i n e d  t h r o u g h  t h i s  c o u r s e ,  we  
w o r k e d  ou t  an  a r r a n g e m e n t  s o  t h a t  e a c h  of  o u r  e m p l o y e e s  c o u l d  h a v e  t he  
o p p o r t u n i t y  to t a k e  t h e  c o r r e s p o n d e n c e  c o u r s e .  In  a d d i t i o n  to the  
A d m i n i s t r a t o r  a n d  two D e p u t y  A d m i n i s t r a t o r s  w h o  h a v e  c o m p l e t e d  t h i s  
f i e l d  c o u r s e ,  17 of  o u r  e m p l o y e e s  h a v e  c o m p l e t e d  t he  c o r r e s p o n d e n c e  
c o u r s e  a n d  13 o t h e r s  a r e  c u r r e n t l y  e n r o l l e d .  We v a l u e  h i g h l y  t h i s  
o p p o r t u n i t y  to b e c o m e  f a m i l i a r  w i t h  the  p l a n s  t h a t  c a n  be  a n d  s h o u l d  be  
m a d e  f o r  m o b i l i z a t i o n .  

A s  s o m e  of  y o u  m a y  k n o w ,  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  i s  t h e  
r e s u l t  of  a g r o w i n g  a w a r e n e s s  a n d  r e c o g n i t i o n  of the  k e y s t o n e  p o s i t i o n  of  
s m a l l  b u s i n e s s  e n t e r p r i s e  i n  o u r  n a t i o n a l  e c o n o m y .  C o n g r e s s  i n  the  
e n a c t m e n t  o f  t he  S m a l l  B u s i n e s s  A c t  of  1953,  a l s o  g a v e  r e c o g n i t i o n  to t h e  
b a s i c  r o l e  of  G o v e r n m e n t  to e n a b l e  s m a l l  f i r m s  to o v e r c o m e  s o m e  of  the  
d i s a d v a n t a g e s  t h e y  h a v e  m e r e l y  b e c a u s e  t h e y  a r e  s m a l l .  

I should like to discuss briefly the functions of the Small Business 
Administration. This will give you a background for the principal topic 
of my talk--the operations of SBA as they contribute to the major ob- 
jective that a fair proportion of Government purchases of supplies and 
services be placed with small business. 

I t h i n k  the  f i r s t  t h i n g  we s h o u l d  do i s  to d e f i n e  s m a l l  b u s i n e s s .  
T h e  S m a l l  B u s i n e s s  A c t  of  1953 d e f i n e s  a s  s m a l l  a n y  b u s i n e s s  t h a t  i s  
i n d e p e n d e n t l y  o w n e d  a n d  o p e r a t e d  a n d  i s  n o t  d o m i n a n t  i n  i t s  f i e l d .  I t  
f u r t h e r  g i v e s  t he  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  to  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  of  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  be  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  the  n u m b e r  of  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  
of  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  of  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  i n  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  i n  t he  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 ,  i n  t he  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  w h i c h  t h e y  m a y  be  in .  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  in  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  u s  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  i n  t he  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  the  p r o c u r e m e n t  o f f i c e s ,  n o t  o n l y  
i n  the  D e f e n s e  D e p a r t m e n t ,  b u t  i n  a l l  of  t he  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 ,  i n  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 he  a d m i n i s t r a t i v e  a d v a n t a g e s  of  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  i n  the  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 ,  i n  b i d d i n g  on  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  on  the  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  
t h u s  d o e s  b e c o m e  v e r y  i m p o r t a n t .  

I m i g h t  s t o p  h e r e  a m o m e n t  to  s a y  t h a t  a n  e s t i m a t e  of  t he  e x p e n d i -  
t u r e s  of  t h e  A r m e d  F o r c e s  f o r  p r o c u r e m e n t  i n  J a n u a r y ,  t h i s  m o n t h ,  f o r  
j e t  f u e l  p e t r o l e u m  p r o d u c t s  i s  a r o u n d  $ 1 5 0  m i l l i o n ,  25 m i l l i o n  of  w h i c h  
h a s  b e e n  s e t  a s i d e  f o r  e x c l u s i v e  b i d d i n g  by s m a l l  f i r m s .  I t  m e a n s  d o l -  
l a r s  a n d  c e n t s  to t h e m  to be  p e r m i t t e d  to q u a l i f y  a s  s m a l l  i n  o r d e r  to  b i d  
on  t he  s e t - a s i d e  p o r t i o n .  S o m e  134 o r  135 a r e  i n  t h a t  c a t e g o r y ,  w h o  
h a v e  s e l f - c e r t i f i e d  a s  s m a l l .  S o m e  o t h e r s  a r e  in  a s o r t  of  g r a y  a r e a ,  
a n d  we  a r e  h a v i n g  h e a r i n g s  to  d e t e r m i n e  w h e t h e r  t h e y  a r e  s m a l l  o r  n o t .  
We h a v e  i s s u e d  c e r t i f i c a t e s  to  t h e m .  

T h e  d e f i n i t i o n  i s  s t i l l  a l i t t l e  i n  d o u b t ,  h o w e v e r .  O u r  l a s t  t h o u g h t  
o n  t h a t  i s  to  e x t e n d  a l l  of  t h e  c e r t i f i c a t e s  to 31 M a r c h  a n d  s e t  a h e a r -  
i n g  d a t e  s o  t h a t  we  c a n  r e d e f i n e  s o m e  of t he  f i r m s  in  t he  g r a y  a r e a .  
I a s s u m e  t h a t  t h i s  m o r n i n g  t h e r e  a r e  p r o b a b l y  a h u n d r e d  f i r m s  a c r o s s  
t h e  c o u n t r y ,  a n d  the  P r e s i d e n t ' s  a d v i s e r s  a s  w e l l ,  w h o  a r e  e x a m i n i n g  
v e r y  c l o s e l y  w h a t  the  w i r e s  s a y  a s  to  w h a t  the  G o v e r n m e n t  h e a r i n g s  
w i l l  c o m e  u p  w i t h .  

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  o n  t he  t y p e  of  e n t e r p r i s e .  I n  m a n u f a c t u r i n g  
i t  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  i s  c o n s i d e r e d  l a r g e .  I n  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  
b a s e d  o n  t h e  U .  S.  D e p a r t m e n t  of  C o m m e r c e  C e n s u s  of  M a n u f a c t u r e s .  

We h a v e  t h i s  p r o b l e m  t h e r e :  A l t h o u g h  t he  U.  S.  C e n s u s  B u r e a u  
t a k e s  a c e n s u s  s u r v e y  e a c h  y e a r ,  t h e i r  d e f i n i t i v e  c e n s u s e s  a r e  t a k e n  
o n l y  e v e r y  10 y e a r s ;  a n d  t h e  l a s t  f i g u r e s  t h a t  a r e  a v a i l a b l e  a r e  t h o s e  
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of  the  1947 c e n s u s .  So t he  f i g u r e s  t h a t  we h a v e  b e e n  u s i n g  s i n c e  1953 
a r e  b a s e d  on  t he  1947 c e n s u s  d a t a ,  a n d  n o t  u n t i l  j u s t  l a s t  m o n t h  h a v e  we  
b e e n  g e t t i n g  c u r r e n t  d a t a  f r o m  the  1955 a n d  1956 b u s i n e s s  c e n s u s e s  
t a k e n  by  t h i s  b u r e a u .  

T h e  s i z e  of  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  u p 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  the  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 .  We h a v e  b e e n  u s i n g  t h i s  d e f i n i t i o n  i n  c o n n e c t i o n  w i t h  l o a n s ,  
a n d  i t  h a s  w o r k e d  o u t  v e r y  w e l l .  

I n  c o n n e c t i o n  w i t h  p r o c u r e m e n t  m a t t e r s ,  we  p u b l i s h e d  a d e f i n i t i o n ,  
a s  d e s c r i b e d  a m i n u t e  a g o ,  in  the  F e d e r a l  R e g i s t e r  the  f i r s t  of  l a s t  
y e a r - - e a r l y  i n  J a n u a r y  of  1 9 5 7 - - a n d  a s k e d  i n d u s t r y  i f  i t  h a d  a n y  
o b j e c t i o n  to t h i s  p a r t i c u l a r  d e f i n i t i o n .  We h a v e  r e c e i v e d  v i r t u a l l y  no  
c r i t i c i s m .  I t h i n k  t h e r e  w a s  o n l y  o n e  f i r m  in  the  w h o l e  U n i t e d  S t a t e s  
t h a t  c r i t i c i z e d  t h a t  d e f i n i t i o n .  H o w e v e r ,  we f i n d  t h a t  t he  p r o c u r e m e n t  
a g e n c i e s  t h e m s e l v e s  p r e f e r  t h a t  we  r e t a i n  the  500  s t a n d a r d ,  b u t  p e r m i t  
b u s i n e s s  c o n c e r n s  to s e l f - c e r t i f y  a s  to  w h e t h e r  o r  n o t  t h e y  a r e  l a r g e  o r  
s m a l l  u n d e r  c e r t a i n  c i r c u m s t a n c e s ,  a n d  t h e n  h a v e  t he  SBA i s s u e  c e r t i f i -  
c a t e s  i n  p r o b l e m  c a s e s .  

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

To give you an idea of one of these facets, the House passed a bill, 
whi'ch is now lodged in the Senate awaiting action in this session, in 
which they require that we do away with the separate definition for pro- 
curement and apply only the definition that we use for loan matters in 
procurement matters; and give the Administrator 60 days after the bill 
is enacted within which to issue a new single definition that will apply 
for every possible purpose. Well, I don't know. We will see. 

The Small Business Administration superseded and assumed most 
of the functions of two previous agencies--the Small Defense Plants 
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A d m i n i s t r a t i o n  and  the R e c o n s t r u c t i o n  F i n a n c e  C o r p o r a t i o n .  In s o m e  
a r e a s  the a c t i v i t i e s  w e r e  a l i t t l e  b i t  m o r e  l i m i t e d  than those  of the 
p r e v i o u s  two a g e n c i e s ,  in  that  we do not  have  the l a r g e  r u b b e r  and  t in 
p r o g r a m s  of the R F C  and  have  a l i m i t  on the s i z e  of o u r  l o a n s ,  w h i c h  
the R F C  did not  h a v e .  But  i n s o f a r  as  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  i s  c o n c e r n e d ,  i t s  f u n c t i o n  was  l i m i t e d  c h i e f l y  to d e f e n s e  m a n u -  
f a c t u r e r s ,  a l t hough  m o r e  than  300 ,000  b u s i n e s s e s  w e r e  a c t u a l l y  e l i g i b l e  
f o r  the type  of a s s i s t a n c e  they  cou ld  g ive .  We have  no s u c h  l i m i t a t i o n ,  
so  tha t  we a r e  o b l i g a t e d  to w o r k  wi th  and t r y  to b r i n g  a s s i s t a n c e  to the 
s o m e  4 m i l l i o n  s m a l l  b u s i n e s s e s  in th is  c o u n t r y .  

I m i g h t  g ive  you  j u s t  a m o m e n t  of h i s t o r i c a l  b a c k g r o u n d .  In  W o r l d  
W a r  II t h e r e  w a s  a S m a l l  W a r  P l a n t s  C o r p o r a t i o n  w h i c h  was  o r g a n i z e d ,  
w h i c h  did v e r y  e f f ec t i ve  w o r k  d u r i n g  W o r l d  W a r  II in  d e v e l o p i n g  new 
c o n t r a c t i n g  s o u r c e s  and in s e r v i n g  in  s o r t  of an  a d v i s o r y  c a p a c i t y  to the 
p r o c u r i n g  a g e n c i e s .  At  that  t i m e ,  h o w e v e r ,  the p r o b l e m  was  v e r y  d i f -  
f e r e n t  than  it i s  now.  T h e r e  was  m o r e  b u s i n e s s  than  t h e r e  w e r e  m a n u -  
f a c t u r e r s ,  m o r e  c o n t r a c t s  than t h e r e  w e r e  peop le  to p e r f o r m  t h e m .  
But  t hey  b r o u g h t  in  s o m e  v e r y  k n o w l e d g e a b l e  b u s i n e s s m e n .  The peop l e  
a t  tha t  t i m e  in  the s e r v i c e s  in  m a n y  i n s t a n c e s  who w e r e  do ing  the buy ing  
had  c i v i l i a n  b a c k g r o u n d s  and  r e a l l y  a p p r e c i a t e d  and n e e d e d  s o m e  of the 
t e c h n i c a l  a d v i c e  tha t  t hey  r e c e i v e d  f r o m  the S m a l l  W a r  P l a n t s  C o r p o r a -  
£ion. 

In  1945 and  1946, h o w e v e r ,  th is  was  d i s b a n d e d ;  and  f r o m  then  u n t i l  
1950 the func t ion  of o r g a n i z i n g  p r o g r a m s  wi th  p a r t i c u l a r  r e f e r e n c e  to 
s m a l l  b u s i n e s s  was  v e s t e d  in  the D e p a r t m e n t  of C o m m e r c e .  H o w e v e r ,  
wi th  the o u t b r e a k  of the K o r e a n  W a r  o r  i m m e d i a t e l y  p r e c e d i n g  the b u i l d -  
up f o r  tha t  s i t ua t i on ,  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  
c r e a t e d  by an a c t  of C o n g r e s s  in  1950. I t  d id  not  m a k e  l o a n s .  I t  d e a l t  
on ly  wi th  G o v e r n m e n t  p r o c u r e m e n t .  A l though  i t  c o u l d  r e c o m m e n d  that  
l o a n s  be m a d e  by the R F C ,  the RFC a c t u a l l y  m a d e  the loans  i t s e l f .  T h e n ,  
as  i n d i c a t 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  r e p l a c e d  SDPA in  1953. 
At the s a m e  t i m e  the R F C  was  l i q u i d a t e d  and  we a s s u m e d  t h e i r  l i m i t e d  
f u n c t i o n s .  

Our  p o l i c i e s  a r e  s o m e w h a t  s i m i l a r  to those  of the R F C  as  to l o a n s .  
N i n e t y  p e r c e n t  of the R F C  l o a n s  w e r e  f o r  a m o u n t s  u n d e r  $100,  000. We 
have  a m a x i m u m  l i m i t  of $25 0 ,000  on e a c h  of o u r  l oans ,  so  tha t  we can 
go in to  the l a r g e r  a r e a s  than  w e r e  90 p e r c e n t  of the RFC l o a n s .  The 
a v e r a g e  loan  is  about  $50, 000 o r  a l i t t l e  l e s s .  

5 



b , 

We also have a limited loan participation plan, in which the SBA 

share of a loan can be no more than $15,000. A bank must take at least 
25 percent of those loans. This program has been in effect a year now. 

Some 39 percent of our loans last year were of this type, in which there 

was a bank participation, the bank taking at least 25 percent of the loan, 
or in which our participation was limited to $15,000 or 75 percent of the 
loan, whichever was the less. It had to be under $15,000. I think that 
makes that clear. 

I a m  f r e q u e n t l y  i n t e r r o g a t e d  b e f o r e  c o n g r e s s i o n a l  c o m m i t t e e s  a s  
to w h e t h e r  o u r  p o l i c y  i s  m o r e  l i b e r a l  o r  m o r e  s t r i c t  t h a n  t h a t  o f  t he  
R F C .  I n  t e r m s  of  o u r  p o l i c y  t h e r e  a r e  s o m e  s i x  o r  e i g h t  p l a c e s  w h e r e  
w e ,  by  r e a s o n  of  p o l i c y  c h a n g e s ,  w i l l  m a k e  a l o a n  w h e r e  t h e  R F C  c o u l d  
n o t  m a k e  a l o a n .  B u t  in  t e r m s  of  a p p r o v a l s  o f  l o a n s ,  t he  o n l y  d a t a  I h a v e  
on  t h i s ,  w h i c h  a r e  i n f o r m a l ,  a r e  t h a t  d u r i n g  t h i s  l a s t  y e a r  we  h a d  n e t  
a p p r o v a l s  of b e t w e e n  50 a n d  51 p e r c e n t  of  the  a p p l i c a t i o n s  f i l e d .  I n  1950 ,  
w h i c h  w a s  a v e r y  b i g  y e a r  f o r  t he  R F C ,  the  s a m e  f i g u r e  w a s ,  I a m  i n -  
f o r m e d ,  42 p e r c e n t .  So i t  c o u l d  be s a i d  t h a t  a t  l e a s t  l a s t  y e a r  we  m a d e  
s o m e w h a t  m o r e  l o a n s  i n  r e l a t i o n  to the  n u m b e r  of  a p p l i c a t i o n s  f i l e d  t h a n  
d i d  R F C .  H o w e v e r ,  t h i s  h a s  s o m e  e c o n o m i c s  to  i t .  I t  m a y  be t h a t  
b u s i n e s s  c o n d i t i o n s  w e r e  s o m e w h a t  b e t t e r  i n  1957 thar~ t h e y  w e r e  i n  1950  
a n d  t h a t  t h i s  e n a b l e d  the  a p p l i c a n t s  w h o  c a m e  in  to  p r e s e n t  a l i t t l e  b e t t e r  
f i n a n c i a l  p i c t u r e .  

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  h a s  t h r e e  b a s i c  f u n c t i o n s .  T h e  
f i r s t  i s  to  m a k e  c e r t a i n  t h a t  a d e q u a t e  c r e d i t  i s  a v a i l a b l e  a t  r e a s o n a b l e  
r a t e s  f o r  s m a l l  b u s i n e s s  c o n c e r n s .  We do t h a 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  i n  w h i c h  we  a r e  r e q u i r e d  by l aw  to i n s i s t  t h a t  b o r r o w e r s  f i r s t  
t r y  to g e t  t h e  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  b a n k ;  a n d ,  i f  t h a t  i s  n o t  
a v a i l a b l e ,  t h a t  t h e y  s o l i c i t  a p a r t i c i p a t i o n  l o a n  f r o m  the  b a n k  w i t h  SBA;  
t h a t  i s ,  a l o a n  in  w h i c h  t he  b a n k  t a k e s  a s h a r e  of  t he  l o a n  a n d  the  SBA 
t a k e s  the  r e m a i n d e r ,  e i t h e r  in  the  n a t u r e  of  a g u a r a n t e e  o r  a l o a n  w h i c h  
i s  a d m i n i s t e r e d  e i t h e r  by  the  b a n k  o r  by  SBA.  O n l y  i f  t h o s e  two r o u t e s  
a r e  n o t  a v a i l a b l e  w i l l  we  c o n s i d e r  a d i r e c t  l o a n .  We m a k e  l o a n s ,  
g e n e r a l l y  s p e a k i n g ,  if  t h e i r  m a n a g e m e n t  h a s  b e e n  g o o d ;  a n d  i f  t h e i r  
r e c o r d  o f  e a r n i n g s  i s  s u c h  t h a t ,  i f  t h e y  g e t  t he  l o a n ,  t h e r e  w i l l  b e  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  t h a t  t he  l o a n  w i l l  be r e p a i d .  T h e s e  a r e  m a t t e r s  
of  c r e d i t  j u d g m e n t ,  of c o u r s e ;  a n d  p e o p l e  m a y  d i f f e r  a s  to d e c i s i o n s  i n  
t h e s e  m a t t e r s ;  bu t ,  g e n e r a l l y  s p e a k i n g ,  we  t r y  to a s c e r t a i n  t h e s e  c r e d i t  
f a c t o r s  a l o n g  t he  s a m e  g e n e r a l  c r e d i t  l i n e  t h a t  a n y  l e n d i n g  i n s t i t u t i o n  
w o u l d  u s e  i n  j u d g i n g  a c r e d i t  s i t u a t i o n .  
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T h i s  i s  n o t  to  s a y  t h a t  we  c a n n o t  go f u r t h e r  t h a n  a b a n k  o r  p r i v a t e  
l e n d e r  c a n  go .  We  h a v e  a u t h o r i t y  to t a k e  s e c o n d  m o r t g a g e s ,  e v e n  t h i r d  
m o r t g a g e s ,  o r  to  t a k e  a s  c o l l a t e r a l  s o m e  t h i n g s  w h i c h  b a n k s  c a n n o t  u s e  
i n  m a k i n g  t h e i r  l o a n s ,  s u c h  a s  u n i m p r o v e d  r e a l  e s t a t e .  A l l  of  o u r  
F e d e r a l  b a n k s ,  o u r  n a t i o n a l  b a n k s ,  c a n n o t  m a k e  l o a n s  o n  u n i m p r o v e d  
r e a l  e s t a t e .  We c a n .  A n d  we  h a v e  a u t h o r i t y  to  go i n t o  f i n a n c i a l  s i t u a -  
t i o n s  i n t o  w h i c h  s o m e t i m e s  p r i v a t e  b a n k s  c a n n o t  go ,  b u t  r e c o m m e n d  t h a t  
t he  f i n a n c i n g  be  p r o v i d e d .  

I t  s h o u l d  n o t  be  t h o u g h t  t h a t  t he  b o r r o w e r s  t h a t  c o m e  to SBA a r e  a l l  
i n  d i s t r e s s e d  s i t u a t i o n s .  T h e y  a r e  n o t  a t  a l l .  M a n y  of  t h e m  a r e  i n d i v i d -  
u a l s  o r  c o m p a n i e s  i n  c i t i e s  w h e r e  t h e i r  l o c a l  b a n k  e i t h e r  h a s  b e e n  u n -  
a b l e  b e c a u s e  o f  i t s  s i z e  to  t a k e  c a r e  of t he  c r e d i t  n e e d s  of  a p a r t i c u l a r  
b o r r o w e r ,  o r  w h e r e  t he  b a n k  i s  a l r e a d y  e x t e n d i n g  a n o t h e r  f o r m  of  c r e d i t ,  
s u c h  a s  c o n s t i t u t a b l e  f i n a n c i n g ,  i n v e n t o r y  f i n a n c i n g ,  o r  s o m e t h i n g  of  t h a t  
s o r t  to  t he  b o r r o w e r  a n d  c a n n o t  go i n t o  the  k i n d  of  l o n g - t e r m  s i t u a t i o n  
w h i c h  i s  d e s p e r a t e l y  n e e d e d  in  o r d e r  to e n a b l e  the  b u s i n e s s  to  i n c r e a s e  
i t s  v o l u m e .  T h a t ' s  u s u a l l y  t he  t y p e  o f  s i t u a t i o n  in  w h i c h  we  c a n  be  of  
m o s t  a s s i s t a n c e .  

W e  h a v e  s o m e  41 f i e l d  o f f i c e s  i n  v a r i o u s  c i t i e s  a r o u n d  t he  c o u n t r y  
a n d  in  A l a s k a ,  H a w a i i ,  a n d  P u e r t o  R i c o .  

T h e  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  i s  t h a t  w e  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 o a n s  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  a s  a f l o o d ,  
a h u r r i c a n e ,  o r  a s t o r m  of  a n y  k i n d  w h i c h  r e s u l t s  i n  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 .  I n  t h i s  s i t u a t i o n  we  m a k e  l o a n s  to h o m e  o w n e r s  a s  w e l l  
a s  b u s i n e s s e s .  We m a k e  l o a n s  to t h e m  by  a r a p i d  p r o c e d u r e  i n  w h i c h  w e  
u s e  c r e d i t  c o m m i t t e e s  c o m p o s e d  of  l o c a l  b a n k e r s  a n d  b u s i n e s s m e n  w h i c h  
g i v e  u s  t h e i r  r e c o m m e n d a t i o n s  b a s e d  on  t h e i r  k n o w l e d g e  of  l o c a l  c o n d i -  
t i o n s .  We h a v e  d e l e g a t e d  a g r e a t  d e a l  o f  a u t h o r i t y  to t he  f i e l d  to  a p p r o v e  
t h o s e  k i n d s  o f  l o a n s .  T h e  SBA h a s  b e e n  c a l l e d  i n t o  m a n y  s e c t i o n s  of  t he  
U n i t e d  S t a t e s  a n d  in  t he  T e r r i t o r i e s  to  p r o v i d e  d i s a s t e r  l o a n s  d u r i n g  the  
p a s t  y e a r .  Of  c o u r s e  i n  t h e  p r e c e d i n g  y e a r  s o m e  of  y o u  m a y  r e c a l l  t he  
b a d  h u r r i c a n e s  o n  t h e  e a s t  c o a s t .  We w e r e  v e r y  a c t i v e  t h e n  a l l  up  a n d  
d o w n  t h r o u g h  t he  a r e a s  w h i c h  w e r e  s t r i c k e n .  

O u r  s e c o n d  m a j o r  f u n c t i o n  i s  to m a k e  c e r t a i n  t h a t  s m a l l  b u s i n e s s e s  
h a v e  a f a i r  o p p o r t u n i t y ,  a n d  a n  e q u a l  o p p o r t u n i t y ,  to  b i d  o n  t h e  p u r c h a s e s  
o f  t he  G o v e r n m e n t  of  s u p p l i e s  a n d  e q u i p m e n t ,  a n d  t h a t  a f a i r  s h a r e  of  t he  
G o v e r n m e n t ' s  p u r c h a s e s  g o e s  to  t h e  s m a l l  f i r m s  in  the  N a t i o n .  We do 
t h i s  by  w o r k i n g  v e r y  c l o s e l y  w i t h  t h e  D e f e n s e  D e p a r t m e n t  a n d  o t h e r  



G o v e r n m e n t  p r o c u r e m e n t  a g e n c i e s .  We have  what  we c a l l  a jo in t  de -  
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 ,  
ou r  c i v i l i a n  p r o c u r e m e n t  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 s ;  and the ones  w h e r e  the p r o d u c t s  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 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  wh ich  they  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 idd ing .  T h e r e  is  
s t i l l  c o m p e t i t i v e  b idd ing  fo r  th is  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  is  to keep  the m o b i l i z a t i o n  base  b r o a d .  

We do not  l o se  s igh t  of the fac t  tha t  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  have  the b a s i c  r e s p o n s i b i l i t y  in the p r o c u r e m e n t  f i e ld .  I t  
i s  ou r  p u r p o s e ,  t h e r e f o r e ,  to t r y  not  to i n t e r f e r e  wi th ,  but to w o r k  
jo in t l y  and c o o p e r a t i v e l y  wi th ,  the a g e n c y  o r  d e p a r t m e n t  w h i c h  h a s  the 
b a s i c  r e s p o n s i b i l i t y .  

I t  i s  t r u e ,  of c o u r s e ,  that  we have  a r e s p o n s i b i l i t y  to i n s u r e  that  
the i n t e r e s t s  of s m a l l  b u s i n e s s  e n t e r p r i s e s  m a y  be r e c o g n i z e d  and  p r o -  
t e c t e d .  At the s a m e  t i m e ,  the m i l i t a r y  s e r v i c e s  have  r e s p o n s i b i l i t i e s  
d e f i n e d  u n d e r  t h e i r  l aws  to s e e  that  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 .  I b e l i e v e  i t  would  be f a i r  to s t a t e  tha t  SBA and  the m i l i t a r y  
s e r v i c e s  you  r e p r e s e n t  a r e  j o in t l y  a c c o u n t a b l e  that  th i s  f a i r  s h a r e  ob-  
j e c t i v e  i s  a t t a i n e d .  Many s m a l l  f i r m s  a r e  at  s o m e w h a t  of a d i s a d v a n t a g e  
in  c o m p e t i n g  fo r  G o v e r n m e n t  c o n t r a c t s  when  one c o n s i d e r s  tha t  the l a r g e r  
c o m p a n i e s  a r e  able  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 ta f f  
tha t  can  k e e p  m u c h  b e t t e r  i n f o r m e d  as  to the G o v e r n m e n t  p l ans  and  r e -  
q u i r e m e n t s .  L i k e w i s e ,  l a r g e r  b u s i n e s s  c o n c e r n s  a r e  fu l ly  a w a r e  of 
r e s e a r c h  and  d e v e l o p m e n t  not  only f r o m  the point  of v i e w  of i n d u s t r y  and  
c o m m e r c i a l  p r o b l e m s  wi th  r e l a t e d  r e q u i r e m e n t s ,  but  wi th  r e s p e c t  to 
l o n g - r a n g e  p r o b l e m s  and r e q u i r e m e n t s  fo r  m o b i l i z a t i o n  p l ann ing  and  
d e f e n s e  p r o d u c t i o n .  

We have  a t t e m p t e d  to o v e r c o m e  this  i n f o r m a t i o n  p r o b l e m  in  s e v e r a l  
w a y s .  And I m i g h t  s a y  at  th is  point  that  i t ' s  not  the p u r p o s e  of t h e s e  
s m a l l  b u s i n e s s  p r o g r a m s  to p r o v i d e  s u b s i d i e s  or  to p r o v i d e  a c o m p e t i -  
t ive a d v a n t a g e  to s m a l l  f i r m s .  I t  i s  that  in  s o m e  of t he se  s i t u a t i o n s  
s m a l l  f i r m s  by t h e i r  v e r y  s i ze  a r e  at  a d i s a d v a n t a g e  in  c o m p e t i n g .  Th i s  
i s  c l e a r  wi th  r e g a r d  to i n f o r m a t i o n  ob t a inab l e  on p r o c u r e m e n t .  And 
then  we m i g h t  as  we l l  f ace  i t .  P r o c u r e m e n t  o f f i c e r s  and  p r o c u r e m e n t  
people  t h e m s e l v e s  have  a t e n d e n c y ,  a v e r y  n a t u r a l  and  h u m a n  one ,  to, 
if  p o s s i b l e ,  do the l e a s t  a m o u n t  of w o r k  n e c e s s a r y  to do the b e s t  p o s -  
s i b l e  j o b - - t h i s  would  be t r ue  of a n y o n e - - a n d  to p l ace  an o r d e r  wi th  a 
l a r g e  f i r m ,  w h e r e  you  have  a r a t h e r  good a s s u r a n c e  of d e l i v e r y  and 



n o t h i n g  g o e s  up  a g a i n s t  y o u r  r e c o r d  tha t  you  m a y  in the f u t u r e  be h e l d  
a c c o u n t a b l e  f o r .  So f o r  th i s  r e a s o n  a s e t - a s i d e  p r o g r a m  e n a b l e s  a 
p r o c u r e m e n t  o f f i c e r  to h a v e  a s s u r a n c e  tha t  h i s  d e c i s i o n s  in  the m a t t e r  
a r e  j u s t i f i e d .  B u t  in  no c a s e  i s  t h e r e  a s u b s i d y  o r  a d e s i r e  to p l a c e  
s m a l l  f i r m s  a t  a c o m p e t i t i v e  a d v a n t a g e  o v e r  l a r g e  f i r m s .  

In  the  m a t t e r  of o b t a i n i n g  i n f o r m a t i o n ,  w h i c h  i s  one  of the l a r g e  
p r o b l e m s  of s m a l l  b u s i n e s s ,  we h a v e  p u b l i s h e d  f o r  the f i r s t  t i m e  w h a t  
we c a l l  the  U.  S. G o v e r n m e n t  P u r c h a s i n g  D i r e c t o r y ,  in  w h i c h  a r e  l i s t e d  
a l l  the  p r o c u r e m e n t  o f f i c e s  of the G o v e r n m e n t  and  e a c h  of the t y p e s  of 
a r t i c l e s ,  s u p p l i e s ,  and  m a t e r i a l s  tha t  a r e  p u r c h a s e d  at  t ha t  p a r t i c u l a r  
i n s t a l l a t i o n .  I t  no t  on ly  l i s t s  the  p r o c u r e m e n t  o f f i c e s  of the D e f e n s e  
D e p a r t m e n t ,  bu t  a l s o  the G e n e r a l  S e r v i c e s  A d m i n i s t r a t i o n ,  the V e t e r a n s '  
A d m i n i s t r a t i o n ,  the  A t o m i c  E n e r g y  C o m m i s s i o n ,  and  the  c i v i l i a n  o r  
n o n d e f e n s e  p r o c u r i n g  o f f i c e s  of the  G o v e r n m e n t .  T h i s  in  e f f e c t  p u t s  in  
the  h a n d s  of a n y o n e  who p u r c h a s e s  th i s  d i r e c t o r y  a c c u r a t e  d e t a i l e d  i n f o r -  
m a t i o n  so  t ha t  he  i n  t u r n  c a n  ge t  on  a b i d d e r s  l i s t  in  v a r i o u s  p l a c e s  
a r o u n d  the  c o u n t r y  f o r  the type  of a r t i c l e  tha t  he i s  m a n u f a c t u r i n g .  I 
w i l l  l e a v e  t h e s e  h e r e  in  c a s e  any  of you  w i s h  to e x a m i n e  t h e m .  S o m e  of 
you  m i g h t  w i s h  to p r o c u r e  t h e m  f o r  y o u r s e l v e s  s o m e t i m e .  

We a l s o  h a v e  i s s u e d  a U. S. G o v e r n m e n t  S p e c i f i c a t i o n s  D i r e c t o r y ,  
a l s o  a v a i l a b l e  f r o m  the  U. S. G o v e r n m e n t  P r i n t i n g  Of f i c e .  The  m o t i v a -  
t i o n  f o r  t h i s  w a s  tha t  too m a n y  t i m e s  in  i n v i t a t i o n s  to b id ,  r a t h e r  
g e n e r a l i z e d  s p e c i f i c a t i o n s  of the  a r t i c l e  a r e  g iven ,  and  the  b u s i n e s s m a n  
d o e s  no t  h a v e  a v a i l a b l e  the p r i n t s  and  s p e c i f i c a t i o n s  tha t  a r e  n e e d e d  to 
p r e p a r e  h i s  b id  a c c u r a t e l y  and  q u i c k l y .  So t h e r e  we h a v e  l i s t e d  w h e r e  
e a c h  s p e c i f i c a t i o n  i s  a v a i l a b l e ,  and  have  g i v e n  v e r y  d e t a i l e d  i n f o r m a -  
t i o n  on  the  G o v e r n m e n t ' s  p r o c u r e m e n t  p o l i c i e s  and  p r a c t i c e s .  

In  o r d e r  to m a k e  i m m e d i a t e l y  a v a i l a b l e  the i n f o r m a t i o n  in t h e s e  
two d i r e c t o r i e s ,  t hey  a r e  now b e i n g  c o m b i n e d  in to  a s i n g l e  v o l u m e ,  
w h i c h  h a s  no t  as  y e t  b e e n  p u b l i s h e d .  

We a l s o  h a v e  s h o r t e r  i n f o r m a t i o n  on s e l l i n g  to the  G o v e r n m e n t  and  
v a r i o u s  o t h e r  t h i n g s .  I d o n ' t  wan t  to t e l l  y o u  w h e r e  you  c a n  go and  ge t  
" p o n i e s "  to ge t  t h r o u g h  th i s  c o u r s e ,  bu t  s o m e  of you  m i g h t  look  o v e r  
w h a t ' s  a v a i l a b l e  in  t h i s  and  s o m e  of o u r  o t h e r  p u b l i c a t i o n s .  

I n c i d e n t a l l y - - I ' l l  m e n t i o n  i t  now in  c a s e  I f o r g e t  i t  l a t e r - - I  h a v e  
b r o u g h t  w i t h  m e  a c h e c k l i s t  of the  v a r i o u s  type  p u b l i c a t i o n s  tha t  we 
h a v e  i s s u e d .  C o p i e s  h a v e  b e e n  p l a c e d  in  y o u r  r o o m s  o r  o f f i c e s ,  so  



~ (. ' 

tha t  you  m a y  s e e  what  they  a r e .  I c a n ' t  o f fe r  you  any  b e t t e r  dea l  
than  I can  o f f e r  to the pub l ic ,  but those  tha t  we a r e  ab le  to f u r n i s h  
wi thou t  c o s t  we wi l l  be g lad  to f u r n i s h  to e a c h  of you .  If you  w i l l  r e a d  
those  c h e c k l i s t s  and c h e c k  off the i t e m s  you  would  l ike  to have  f u r -  
n i s h e d  to you ,  we wi l l  be g lad  to f u r n i s h  t h e m  wi thou t  cos t .  The  o t h e r s  
tha t  do c o s t  20 o r  30 c e n t s  you w i l l  have  to get  f r o m  the P r i n t i n g  Off ice  
a n y w a y .  I a m  g lad  to m a k e  tha t  c o n t r i b u t i o n  t o w a r d  the s u c c e s s  of th is  
c o u r s e .  

I ' d  l i ke  to s a y  g e n e r a l l y  too,  j u s t  as  a c i t i z e n  in t a lk ing  wi th  o t h e r  
c i t i z e n s ,  tha t  we don ' t  l o s e  o u r  c i t i z e n s h i p  m e r e l y  b e c a u s e  we s t a r t  
w o r k i n g  f o r  the G o v e r n m e n t ,  and  one of the i m p o r t a n t  th ings  to m e  in  
this work that we are doing in making available information on Govern- 
ment procurement on a wide basis is that we are tending and trying in 
the most effective way possible to protect the integrity of the procure- 
ment system. That affects your reputation and mine and all of us. 
Information that is closely held and not available as to the business 
operations of the Government has tended to be regarded with suspicion 
by private citizens, by people trying to deal with the Government. The 
more that we can make this information open and available to anyone 
who wants it and give him an equal opportunity to deal with the seller, 
the more we eliminate the five percenter and the negotiator and the 
shady transactor that has sometimes found a possible field in dealing 
with the Government on contracts. So I think this is a laudable activity 
and one that all of us should subscribe to as a general principle. I 
think we should do everything we can to foster it for the sake of our 
own integrity and the integrity of the services and the general country. 

The t h i r d  m a j o r  func t ion  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  i s  
to p r o v i d e  m a n a g e m e n t  and  t e c h n i c a l  and p r o d u c t i o n  a s s i s t a n c e  to 
s m a l l  f i r m s .  We do th is  by h a v i n g  e x p e r t s  f r o m  p r i v a t e  i n d u s t r y ,  and 
the G o v e r n m e n t ,  if n e c e s s a r y ,  o r  f r o m  the p r o f e s s i o n s ,  p r e p a r e  s m a l l  
p a m p h l e t s  on i n d u s t r i a l  s u b j e c t s  and  m a n a g e m e n t  s u b j e c t s .  We d i s -  
t r i b u t e  m o s t  of t h e m  f r e e .  T h e s e  a r e  the ones  to w h i c h  I r e f e r r e d  a 
m o m e n t  ago as be ing  l i s t e d  in  the p u b l i c a t i o n  tha t  was  p l a c e d  in y o u r  
o f f i c e s .  F o r  a few of t h e m ,  w h e r e  they  a r e  m o r e  at  l eng th  and  h a v e  
r e q u i r e d  m o r e  c o m p l i c a t e d  r e s e a r c h  and e x p e n s e  in  p r i n t i n g ,  a s m a l l  
c h a r g e  is  m a d e  of 20, 30, o r  35 c e n t s .  

In this  t h e r e  is  an  a t t e m p t  to d e v e l o p  m a n a g e m e n t  i n f o r m a t i o n  fo r  
s m a l l  b u s i n e s s  by o r i g i n a l  r e s e a r c h ,  tha t  i s  p a r t i c u l a r i z e d  and  s p e c i a l -  
i z e d  fo r  the p r o b l e m s  of s m a l l  f i r m s .  A c o u r s e  in a c c o u n t i n g ,  fo r  
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i n s t a n c e ,  s u c h  a s  i s  taught  in a u n i v e r s i t y  o r  an a c c o u n t i n g s c h o o l ,  i s  
f ine f o r  s p e c i a l i s t s  in  a c c o u n t i n g ,  O r peop le  who a r e  h e a d i n g  out  to be 
C P A ' s ,  o r  i t  m a y  be a i m e d  at  the c o m p t r o l l e r ' s  p o s i t i o n  in a c o m p a n y  
o r  s o m e o n e  d e a l i n g  wi th  a c o m p l i c a t e d  cos t  a c c o u n t i n g  s y s t e m .  But  i t  
m a y  not  be too m u c h  he lp  fo r  a m a n  who m u s t  keep  h i s  r e c o r d s  on s l i p s  
of p a p e r  that  he  k e e p s  in  h i s  ha t ,  g ives  to h i s  wife ,  and h i s  wife  m a k e s  
up h is  s t a t e m e n t s  on h e r  i r o n i n g  b o a r d  once  a m o n t h .  A g r e a t  m a n y  of 
the N a t i o n ' s  4 m i l l i o n  s m a l l  b u s i n e s s e s  keep  t h e i r  r e c o r d s  in v e r y  m u c h  
that  f a s h i o n .  T h e y  m a y  do i t  m a y b e  s l i gh t ly  b e t t e r  than tha t ,  but  I have  
s e e n  s o m e  tha t  w e r e  kept  in e x a c t l y  that  way.  

We a r e  t r y i n g  to d e v e l o p  s i m p l i f i e d  m e a n s  of r e c o r d k e e p i n g  and  
tax i n f o r m a t i o n ,  as  we l l  as  m o r e  t e c h n i c a l  i n f o r m a t i o n ,  s u c h  as  how to 
k e e p  too ls  in  good cond i t ion ,  how a d v e r t i s i n g  can  a s s i s t  c e r t a i n  s m a l l  
m a r k e t e r s  and r e t a i l e r s ,  and m a n y  of the s u b j e c t s  wh ich  a r e  too 
l e n g t h y  to go in to  h e r e .  We have  p r o b a b l y  a h u n d r e d  o r  m o r e  t i t l e s  
now in  t h e s e  m a n a g e m e n t  a r e a s .  They  a r e  v e r y  we l l  r e c e i v e d .  On the 
U. S. G o v e r n m e n t  P u r c h a s i n g  D i r e c t o r y ,  fo r  i n s t a n c e ,  o v e r  100, 000 
f i r m s  p u r c h a s e d  the f i r s t  i s s u e ,  the f i r s t  v o l u m e ,  w h i c h  was  in e x i s t e n c e  
f o r  on ly  abou t  18 m o n t h s  un t i l  we put out the s e c o n d  v o l u m e .  The s e c o n d  
v o l u m e  was  p u b l i s h e d  in J a n u a r y ,  1956. Of c o u r s e ,  l a r g e  f i r m s  and  
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  u s e  these  v o l u m e s  as  w e l l  as  s m a l l  
f i r m s .  

Now I would  l ike  to r e v i e w  in a l i t t le  g r e a t e r  d e t a i l  ou r  p r o g r a m s  
of a s s i s t i n g  s m a l l  f i r m s  in  ob t a in ing  o p p o r t u n i t i e s  fo r  G o v e r n m e n t  
c o n t r a c t s .  

The  f i r s t  of t h e s e  p r o g r a m s  is  that  of s e t t i n g  a s i d e  p r o p o s e d  
G o v e r n m e n t  p r o c u r e m e n t s  fo r  a w a r d  to s m a l l  b u s i n e s s  c o n c e r n s ,  
t h r o u g h  jo in t  a c t i o n  with  the m i l i t a r y  s e r v i c e s  and c e r t a i n  F e d e r a l  c i v i l -  
i an  a g e n c i e s .  The  SBA h a s  b a s i c  a g r e e m e n t s  to c a r r y  out  th is  p r o g r a m  
wi th  the D e p a r t m e n t s  of D e f e n s e ,  C o m m e r c e ,  A g r i c u l t u r e ,  and  I n t e r i o r ,  
and  the V e t e r a n s '  A d m i n i s t r a t i o n ,  G e n e r a l  S e r v i c e s  A d m i n i s t r a t i o n ,  and  
the P o s t  Off ice  D e p a r t m e n t .  Un t i l  r e c e n t l y  the b a s i c  a g r e e m e n t  b e t w e e n  
DOD and  SBA fo r  the a d m i n i s t r a t i o n  of the jo in t  s e t - a s i d e  p r o g r a m  h a s  
b e e n  c o n t a i n e d  in DOD I n s t r u c t i o n  No. 4100 .9 ,  w h i c h  w a s  i m p l e m e n t e d  
by e a c h  of the s e r v i c e s '  o p e r a t i n g  i n s t r u c t i o n s .  The b a s i c  a g r e e m e n t  
now h a s  b e e n  i n c o r p o r a t e d  in  the A r m e d  S e r v i c e s  P r o c u r e m e n t  R e g u l a -  
t ions  by C h a n g e  No. 24, d a t e d  19 J u l y  1957. 
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The SBA h a s  a s s i g n e d  r e p r e s e n t a t i v e s  to the m a j o r  m i l i t a r y  p u r -  
c h a s i n g  o f f i ce s  to c a r r y  out  this  p r o g r a m .  T h e r e ,  in c o o p e r a t i o n  wi th  
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 ,  p r o p o s e d  p u r c h a s e s  a r e  jo in t ly  
s c r e e n e d ,  d e t e r m i n a t i o n s  m a d e  as to the t ypes  of f a c i l i t i e s  n e e d e d  to 
p r o d u c e  the i t e m s ,  and  t h e r e  is  an e v a l u a t i o n  of the p r o s p e c t s  fo r  s m a l l  
b u s i n e s s  c o m p e t i t i o n .  At that  t i m e  o u r  r e p r e s e n t a t i v e s  r e q u e s t  tha t  a l l  
o r  a p o r t i o n  of e a c h  p r o c u r e m e n t  c o n s i d e r e d  s u i t a b l e  f o r  supp ly  by 
s m a l l  f i r m s  be s e t  a s i d e  f o r  t h e m .  

L a s t  y e a r ,  when  I a p p e a r e d  b e f o r e  th is  g roup ,  one of the r e s i d e n t  
s t u d e n t s  o b s e r v e d  that  t h e r e  was  a t e n d e n c y  to m a k e  the s i z e  of m i l i t a r y  
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 ,  w h i c h  is  a 
n o r m a l  d e v e l o p m e n t  f r o m  the c o n c e p t  c a l l e d  the s i n g l e  s e r v i c e  p r o c u r e -  
m e n t .  The q u e s t i o n  a r o s e  as  to the p l ace  of s m a l l  b u s i n e s s  in t r y i n g  
to get  s o m e  of that  b u s i n e s s .  It was  s u g g e s t e d  that  s u c h  b u s i n e s s  wou ld  
l i k e l y  be too big fo r  any  s m a l l  f i r m  to hand l e .  

We b e l i e v e  tha t  a p r o c u r e m e n t  i s  too big only if i t  i s  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  at  a l l .  (The  f ac t  that  
t h e r e  is  a l a r g e  quan t i ty  c a l l e d  fo r  does  not  s t a r t l e  us  at  a l l .  ) We have  
that  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 i t  i s  a l a r g e  p r o d u c -  
t ion r u n  of an  a r t i c l e  tha t  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  w i l l  
b r e a k  i t  in to  d i f f e r e n t  p r o d u c t i o n  r u n s ,  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  tha t  they  h a v e  
h e l d  h e r e t o f o r e .  Also  I b e l i e v e  t h e r e  is  a p r o c u r e m e n t  r e g u l a t i o n  tha t  
a l l o w s  a s m a l l  f i r m  to bid on a l e s s e r  quan t i ty  than the ful l  quan t i ty  of 
a p r o d u c t i o n  r u n  of that  type .  The s e r v i c e s  have  a u t h o r i t y  to c h a n g e  
t h e i r  quan t i ty .  At  l e a s t  i t ' s  not  u n r e s p o n s i v e  if a s m a l l  f i r m  b ids  on a 
l e s s  quan t i t y  but w i th in  i t s  c a p a c i t y .  

Now,  tha t  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  e v e n  so ,  be-  
c a u s e  in c o m p e t i n g  fo r  the b u s i n e s s  that  i s  not  s e t  a s i d e ,  the u n s e t -  
a s i d e  p o r t i o n  of the o r d e r ,  they  can  bid a g a i n s t  l a r g e  c o m p a n i e s ;  so  
tha t  c e r t a i n  t ypes  of a r t i c l e s  that  they  a r e  c a p a b l e  of m a k i n g ,  e v e n  if  
they  a r e  c o m b i n e d  o r  poo l ed  to m a k e  t h e m ,  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 hey  m a y  get ,  p r o v i d i n g  
we k e e p  this  s e t - a s i d e  s y s t e m  p r o g r a m  i n t a c 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  e a c h  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  tha t  no p r i c e  a d v a n t a g e  is  g iven  to s m a l l  o r  l a r g e  
c o m p a n i e s .  
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I m i g h t  s ay ,  w i thou t  go ing  too m u c h  in d e t a i l  in  th i s ,  tha t  the  way  
the s e t - a s i d e  p r o g r a m  w o r k s  i s  s o m e w h a t  l ike  th is :  The b ids  on the 
u n s e t - a s i d e  p o r t i o n  a r e  t aken  f i r s t .  Then  the s m a l l  f i r m s  o r  t hose  
wi th in  a c e r t a i n  p e r c e n t a g e  of the winn ing  bid in the u n s e t - a s i d e  p o r t i o n  
a r e  a l l o w e d  to c o m p e t e ,  but t hey  m u s t  in a n e g o t i a t e d  c o n t r a c t  m e e t  the 
f i g u r e  of the w inn ing  b i d d e r  in  the u n s e t - a s i d e  p o r t i o n .  Th i s  i s  g o b b l e d e -  
gook,  but that  in  e f f ec t  does  not  give t h e m  a p r i c e  a d v a n t a g e  on the s e t -  
a s i d e  p o r t i o n .  

We have  a n o t h e r  p r o g r a m  w h i c h  s u p p l e m e n t s  that  of r e s t r i c t i n g  
p r o c u r e m e n t  fo r  a w a r d  to s m a l l  b u s i n e s s  c o n c e r n s .  We s h a l l  c a l l  th is  
the p o t e n t i a l  s o u r c e s  p r o g r a m ,  s i n c e  i t  is  d i r e c t e d  at  l o c a t i n g  c o m p e -  
ten t  s m a l l  b u s i n e s s  s u p p l i e r s  fo r  those  a r e a s  in w h i c h  s m a l l  b u s i n e s s  
c o m p e t i t i o n  h a s  been  l a c k i n g  o r  i n a d e q u a t e .  When ou r  r e p r e s e n t a t i v e s  
at  m i l i t a r y  p u r c h a s i n g  o f f i ce s  j o in t l y  s c r e e n  p r o c u r e m e n t s ,  they  ob ta in  
a l l  p o s s i b l e  i n f o r m a t i o n  c o n c e r n i n g  pas t  p r o c u r e m e n t  h i s t o r y  and  the 
p r o s p e c t s  fo r  s m a l l  b u s i n e s s  c o m p e t i t i o n  on the p r o c u r e m e n t  b e i n g  
e x a m i n e d .  When they  l e a r n  that  the i t e m  or  s e r v i c e  can  be s u p p l i e d  by 
s m a l l  b u s i n e s s  f i r m s ,  but tha t  t h e r e  has  b e e n  l i t t l e  o r  no c o m p e t i t i o n  
f r o m  t h e m ,  o u r  r e p r e s e n t a t i v e s  r e q u e s t  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 ion f i e ld  o f f i ce s  to l o c a t e  c o m p e t e n t  s u p p l i e r s  f o r  the p a r t i c u l a r  i t e m  
o r  s e r v i c e .  They  a r e  a l so  r e q u e s t e d  to a s s i s t  s u p p l i e r s  in  ge t t i ng  on 
s o u r c e  l i s t s  wi th  the a p p r o p r i a t e  p u r c h a s i n g  of f ice .  Al l  p o s s i b l e  i n f o r -  
m a t i o n  c o n c e r n i n g  the i t e m  o r  s e r v i c e ,  i n c l u d i n g  d r a w i n g s  and  s p e c i f i c a -  
t ions ,  i s  f o r w a r d e d  to ou r  f i e ld  o f f i ces  so that  i n d u s t r i a l  e n g i n e e r s  m a y  
s e l e c t  f i r m s  wh ich  a r e  c o m p e t e n t  to supply  the i t e m  o r  s e r v i c e  and  
w h i c h  wi sh  to bid.  Th i s  s o r t  of a c t i o n  not  only  i n c r e a s e s  s m a l l  b u s i n e s s  
c o m p e t i t i o n  and b r o a d e n s  the i n d u s t r i a l  b a s e ,  i t  a l s o  has  the e f f e c t  of 
a s s u r i n g  a b e t t e r  p r i c e  to the G o v e r n m e n t  b e c a u s e  of i n c r e a s e d  c o m p e t i -  
t ion.  

A n o t h e r  of o u r  b a s i c  p r o g r a m s  fo r  a s s i s t i n g  s m a l l  c o n c e r n s  is  tha t  
of p r o v i d i n g  c o u n s e l  on how and w h e r e  to s e l l  to the G o v e r n m e n t .  As 
you  w e l l  know,  m i l i t a r y  p r o c u r e m e n t  i s  v e r y  c o m p l e x ,  wi th  a v e r y  
l a r g e  n u m b e r  of d i f f e r e n t  i t e m s  be ing  bought  by m a n y  d i f f e r e n t  p u r -  
c h a s i n g  o f f i ce s .  

We have  a n o t h e r  p r o g r a m  wh ich  t i e s  in  c l o s e l y  to our  c o u n s e l i n g  
a c t i v i t i e s  w h i c h  we cal l  the p r i m e  c o n t r a c t  r e f e r r a l  p r o g r a m .  It  
a m o u n t s  to j u s t  about  that .  When  a s m a l l  b u s i n e s s  f i r m  r e q u e s t s  
a s s i s t a n c e  f r o m  us  in  ob t a in ing  G o v e r n m e n t  o r d e r s  and c o n t r a c t s ,  i t  
i s  a s k e d  to p r o v i d e  d e t a i l e d  i n f o r m a t i o n  r e g a r d i n g  i t s  p r o d u c t i o n  f a c i l i t i e s .  
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Thi s  i n f o r m a t i o n  is  a n a l y z e d  by our  i n d u s t r i a l  s p e c i a l i s t s ,  and  the 
f i r m  then  i s  no t i f i ed  of c u r r e n t  bid o p p o r t u n i t i e s  wh ich  a r e  s u i t e d  to 
i t s  p a r t i c u l a r  type of e q u i p m e n t .  It a l so  i s  a d v i s e d  how to get  on the 
b i d d e r s  l i s t  to r e c e i v e  f u t u r e  b idd ing  o p p o r t u n i t i e s  d i r e c t  f r o m  the p u r -  
c h a s i n g  i n s t a l l a t i o n s .  

A n o t h e r  a r e a  in  w h i c h  s m a l l  b u s i n e s s  n e e d s  a g r e a t  dea l  of a s s i s t -  
ance  is  in  ob t a in ing  s u b c o n t r a c t  w o r k .  We have  found tha t  m a n y  p r o -  
p r i e t o r s  of s m a l l  p l an t s  not  on ly  do not know w h e r e  to look fo r  sub -  
c o n t r a c t  o p p o r t u n i t i e s ,  they  don ' t  know how to p r e s e n t  i n f o r m a t i o n  
c o n c e r n i n g  t h e i r  p lant  and  t h e i r  p o t e n t i a l  s e r v i c e s  to p r i m e  c o n t r a c t o r s  
o r  to l a r g e  s u b c o n t r a c t o r s .  In  o t h e r  w o r d s ,  t hey  a r e  inep t  in pu t t ing  
t h e i r  be s t  foot  f o r w a r d .  Th i s  s i t u a t i o n  is  f u r t h e r  a g g r a v a t e d  by the 
f a c t  tha t  w h e n  b u s i n e s s  a c t i v i t y  d e c r e a s e s ,  G o v e r n m e n t  p r i m e  con -  
t r a c t o r s  t end  to p e r f o r m  w o r k  in t h e i r  own p l an t s  that  would  o r d i n a r i l y  
have  b e e n  s u b c o n t r a c t e d .  

S m a l l  f i r m s  w h i c h  r e q u e s t  s u b c o n t r a c t  a s s i s t a n c e  f r o m  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  a r e  a s k e d  to f u r n i s h  d e t a i l e d  i n f o r m a t i o n  
c o n c e r n i n g  t h e i r  p l an t  f a c i l i t i e s ,  e q u i p m e n t ,  and  i t e m s  w h i c h  they  can  
m a k e  o r  s e r v i c e s  they  can  p r o v i d e .  A f t e r  a n a l y z i n g  this  i n f o r m a t i o n ,  
o u r  s p e c i a l i s t s  d e v e l o p  s u b c o n t r a c t i n g  o p p o r t u n i t i e s  fo r  the s m a l l  f i r m s  
wi th  p r i m e  c o n t r a c t o r s  and  l a r g e  s u b c o n t r a c t o r s .  In  add i t ion ,  we 
c o u n s e l  t h e m  on how to s e l l  t h e i r  s e r v i c e s  to p r i m e  c o n t r a c t o r s  and  
how to f ind  f i r m s  n e e d i n g  c o m p o n e n t s  wh ich  they  can  p r o d u c e .  F u r t h e r ,  
t h e y  a r e  p r o v i d e d  i n f o r m a t i o n  on m a j o r  p r i m e  c o n t r a c t o r s  in  t h e i r  
a r e a s .  

T h e s e  a r e  the a c t i v i t i e s  on the p a r t  of the G o v e r n m e n t  tha t  a s s i s t  
s m a l l  f i r m s  to r e m a i n  on a c o m p e t i t i v e  p lane  wi th  l a r g e r  c o m p a n i e s .  
T h e s e  a r e  the m a j o r  p r o g r a m s  to c a r r y  out the f u n c t i o n s  and  p o l i c i e s  
e x p r e s s e d  by C o n g r e s s  in  the p r e a m b l e  to the S m a l l  B u s i n e s s  Ac t  of 
1953, wh ich  r e s u l t e d  in  the e s t a b l i s h m e n t  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 .  

What  i s  the p r e s e n t  p o s i t i o n  of s m a l l  b u s i n e s s  in the n a t i o n a l  
e c o n o m y ?  How does  i t  f i t  in to  e c o n o m i c  m o b i l i z a t i o n ?  

We a r e  e x p e r i e n c i n g  now,  and  w i l l  u n d o u b t e d l y  s ee  in the e a r l y  
m o n t h s  of 1958, s o m e  s l a c k e n i n g  in  o v e r a l l  b u s i n e s s  ac t i v i t y .  Such 
r e a d j u s t m e n t  o r  c o r r e c t i o n s  a r e  s o m e t h i n g  that  m u s t  be e x p e c t e d  to 
o c c u r  p e r i o d i c a l l y  d u r i n g  the l o n g - t e r m  e x p a n s i o n .  I do not  e x p e c t  
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m y s e l f  tha t  th is  c o r r e c t i o n  phase  w i l l  be one of long d u r a t i o n .  C e r -  
t a in ly  i t  w i l l  not  i n t e r f e r e  wi th  the t r e m e n d o u s  i n c r e a s e  in  o u r  p o p u l a -  
t ion,  wi th  i t s  i n c r e a s e d  n e e d s ,  and the r e q u i r e m e n t s  fo r  new p r o d u c t s ,  
new m a c h i n e r y ,  and new e q u i p m e n t ,  as  a r e s u l t  of the r e s e a r c h  
o c c u r r i n g  in i n d u s t r y .  

As one e x a m p l e  of the d e m a n d  w h i c h  is  only  be ing  t e m p o r a r i l y  
d e f e r r e d ,  h o u s i n g  u n i t s  be ing  bui l t  th is  y e a r  wi l l  to ta l  a l i t t l e  l e s s  than  
1 m i l l i o n ,  but the r e a l  d e m a n d  is  f o r  1 .1  m i l l i o n ,  thus  f o r e s h a d o w i n g  
a p ickup  in that  v i t a l  s e c t o r  next  y e a r .  F o r t i f y i n g  the ou t look  fo r  
c o n s t r u c t i o n  a r e  the e x p e n d i t u r e s  on publ ic  c o n s t r u c t i o n  by F e d e r a l ,  
S ta te ,  and  l o c a l  a u t h o r i t i e s ,  wh ich  it  is  e s t i m a t e d  wi l l  i n c r e a s e  to 
$15 b i l l i on  next  y e a r ,  $1 b i l l ion  above  the l e v e l  of th is  y e a r .  

I t  s e e m s  s t r a n g e  to m e  in w a t c h i n g  it f o r  s e v e r a l  y e a r s  how one 
y e a r  i t  w i l l  be one s e c t o r  of the e c o n o m y  that  s u f f e r s .  Now, l a s t  y e a r  
a l a r g e  p e r c e n t a g e ,  m o r e  than 30 p e r c e n t ,  of the i n c r e a s e  in  b u s i n e s s  
f a i l u r e s - - t h e r e  w e r e  1 ,000 m o r e  f i r m s  f a i l e d  l a s t  y e a r  than  the 
y e a r  b e f o r e - - w a s  in  the c o n s t r u c t i o n  f i e ld .  P r a c t i c a l l y  a l l  the d i f f i c u l t y  
was  in  the c o n s t r u c t i o n  f i e ld .  I t  was  the c o n s t r u c t i o n  c o n t r a c t o r s  tha t  
w e r e  h a v i n g  d i f f i cu l ty .  The y e a r  b e f o r e ,  in 1956, i t  was  the a u t o m o b i l e  
d e a l e r s .  And t h e r e  was  a r e a s o n  fo r  e a c h  of t h e s e .  In  1956 the a u t o -  
m o b i l e  d e a l e r s  w e r e  s u f f e r i n g  f r o m  t h e i r  e x p a n d e d  v o l u m e  that  t hey  did 
in  1955. T h e y  had  t h e i r  l a r g e s t  y e a r  in 1955. So in  1956, a u t o m o b i l e  
s a l e s  w e r e  off s o m e w h a t  and the m a r g i n a l  o p e r a t o r s  got h u r t .  L a s t  
y e a r  i t  was  the m a r g i n a l  c o n t r a c t o r s  that  got h u r t .  

I m e n t i o n e d  the r e s e a r c h  b e c a u s e  I th ink few of us  c o m p r e h e n d  the 
i n d u s t r i a l  a s p e c t  of s o m e  of the e x p e n d i t u r e s  tha t  w e r e  m a d e  f o r  r e -  
s e a r c h  in  the p a s t  10 o r  12 y e a r s .  As you  know,  we have  s p e n t  t w i c e  
as  m u c h  s i n c e  1946 as  was  s p e n t  in a l l  the p r e c e d i n g  h i s t o r y  of the 
c o u n t r y ,  both  by the G o v e r n m e n t  and p r i v a t e  i n d u s t r y ,  f o r  r e s e a r c h .  
Some  of t h e s e  a r t i c l e s  a r e  jus t  c o m i n g  on the m a r k e t  r e s u l t i n g  f r o m  
the b a s i c  r e s e a r c h  that  was  done.  We can  expec t  m a n y  m o r e .  

In s o m e  a r e a s  s m a l l  f i r m s ,  m a y  I add,  a r e  do ing  an e x c e l l e n t  job 
in s o m e  of th is  r e s e a r c h .  In  m y  of f ice ,  f o r  i n s t a n c e ,  I have  an  a r t i c l e  
tha t  a l l  of you  a r e  f a m i l i a r  wi th ,  a h u m b l e  a r t i c l e  of w e a r i n g  a p p a r e l ,  
a T - s h i r t .  I cou ld  give i t  to you  to look at .  I t  l ooks ,  t a s t e s ,  and 
s m e l l s  j u s t  l ike  any  o t h e r  T - s h i r t  that  you  have  e v e r  s e e n .  Bu t  a l i t t l e  
t ex t i l e  m i l l  up in  New E n g l a n d ,  who l ly  owned  by one m a n  and  h is  son,  
d e v e l o p e d  th is  T - s h i r t ,  w h i c h  i s  d i f f e r e n t  f r o m  a l l  the o t h e r s  that  I ' v e  
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e v e r  s e e n  in that  he h a s  r e a l l y  p e r f e c t e d ,  a f t e r  about  two o r  t h r e e  
y e a r s  r e s e a r c h  and s p e n d i n g  a couple  of h u n d r e d  t h o u s a n d  d o l l a r s  on 
i t ,  a m e t h o d  of t r e a t i n g  th i s  T - s h i r t  so  tha t  i t  r e p e l s  i n s e c t s .  F l i e s ,  
an t s ,  and bugs of a l l  k inds  wi l l  not  c o m e  wi th in  10 f ee t  of the w e a r e r  
of th is  T - s h i r t .  Maybe  you  won ' t  n e e d  any  d e l o u s i n g  m a c h i n e s  and  tha t  
s o r t  of th ing  in o u r  nex t  w a r .  

Th i s  i s  j u s t  the t y p i c a l  type  of th ing  tha t  one  guy c a n  do; and ,  as  
you  know,  s ix  T - s h i r t s  go to e v e r y  s a i l o r ,  s o l d i e r ,  a i r m a n ,  and  
m a r i n e  e v e r y  y e a r .  Th i s  T - s h i r t ,  i n c i d e n t a l l y ,  w i l l  s t a n d  12 to 20 
w a s h i n g s  b e f o r e  i t  s t a r t s  l o s i n g  i t s  qua l i ty ,  d e p e n d i n g  on the s t r e n g t h  
of the d e t e r g e n t  you u s e .  In the c o u r s e  of r e a c h i n g  th i s  s o l u t i o n  he  
p i c k e d  up a coup l e  of o t h e r  good q u a l i t i e s .  I t ' s  a d e o d o r a n t .  If the 
w e a r e r  ha s  to w e a r  i t  f o r  10 o r  12 days  wi thou t  ge t t i ng  a ba th ,  i t  t ends  
to m a k e  o t h e r  peop le  be ab le  to c o m e  n e a r  h i m .  I t  k i l l s  fungus  m o r e  
e f f e c t i v e l y  e v e n  than  it  a c t s  on i n s e c t s .  Wel l ,  m a y b e  t h e r e  w i l l  be 
s o c k s  and  u n d e r w e a r  and  o t h e r  th ings  m a d e  out of th is  l a t e r .  But  
th is  i s  the r e a s o n  tha t  s m a l l  b u s i n e s s  m u s t  be e n c o u r a g e d ,  b e c a u s e  
they  a r e  w o r k i n g  wi th  i d e a s  l ike  this  in a r e a s  that  you  would  n e v e r  

s u s p e c t .  

I don ' t  s ee  any  c a u s e  fo r  g l o o m  at the p r e s e n t .  What  i s  l a b e l e d  as  
the r e c e s s i o n  of today  wou ld  be c o n s i d e r e d  a bonanza  p r o s p e r i t y  of a 
f o r m e r  e r a .  A m a j o r  e l e m e n t  in  the p r e s e n t  b u s i n e s s  ou t look  is  the 
a n t i c i p a t e d  c u t b a c k  in b u s i n e s s  and p lan t  e x p e n d i t u r e s  of 5 p e r c e n t .  
T h a t ' s  a f i g u r e  on wh ich  m a n y  e c o n o m i s t s  a r e  i s s u i n g  s o m e w h a t  g l o o m y  
p r o s p e c t s .  H o w e v e r ,  you  s h o u l d  r e c a l l  tha t  the e x p e n d i t u r e s  on p lan t  
and  e q u i p m e n t  of $37 b i l l i on  th is  y e a r ,  w h i c h  is  the p r e d i c t e d  f i g u r e ,  
c o m p a r e d  wi th  $26 b i l l i on  in i952.  

I s h o u l d  a l s o  l ike  to m e n t i o n  the f ac t  tha t  i n v e n t o r i e s  a r e  not  at  a l l  
u n s o u n d  now. T h e y  a r e  not  at  an  u n s o u n d  l e v e l ,  b e c a u s e  t h e r e  h a s  
b e e n  no wi ld  i n v e n t o r y  s p r e e ,  s u c h  as  o c c u r r e d  s o m e t i m e s  in the p a s t  
b e f o r e  a r e c e s s i o n .  R e a d j u s t m e n t s  a l so  have  a l r e a d y  o c c u r r e d  o v e r  
the  p a s t  two y e a r s  in  m a n y  s e c t o r s  of the e c o n o m y  that  would  be l i k e l y  
to have  d i f f i cu l ty  if they  w e r e  o v e r e x p a n d e d  o r  if t hey  had  too m u c h  
i n v e n t o r y .  Mos t  i m p o r t a n t  of a l l  i s  the fac t  tha t  th is  p r e s e n t  A d m i n i s -  
t r a t i o n  s e e m s  d e t e r m i n e d  to keep  the e c o n o m y  on a sound  l e v e l  and to 
keep  i t s  f i s c a l  h o u s e  in  o r d e r .  

S m a l l  b u s i n e s s ,  of c o u r s e ,  s h a r e s  in  the g e n e r a l  b u s i n e s s  ou t look ,  
s i n c e  n e a r l y  ha l f  of the jobs  in  the e c o n o m y  c o m e  f r o m  s m a l l  b u s i n e s s .  
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The i m p a c t  on s m a l l  b u s i n e s s  of any  d o w n t u r n  in the e c o n o m y  i s ,  of 
c o u r s e ,  m o r e  s e v e r e  i n i t i a l l y  than the i m p a c t  on l a r g e r  b u s i n e s s e s .  
One of the r e a s o n s  is  t ha t  t h e r e  is  a s m a l l e r  c u s h i o n  of p r o f i t  and  
r e s e r v e s  in  s m a l l  b u s i n e s s e s  c o m p a r e d  wi th  l a r g e .  The  s e c o n d  r e a s o n  
is  that  wi th  a d e c l i n e  in  b u s i n e s s  t h e r e  i s  a t e n d e n c y  on the p a r t  of 
l a r g e r  m a n u f a c t u r i n g  b u s i n e s s e s  to do l e s s  s u b c o n t r a c t i n g  and  to do 
m o r e  of the w o r k  p r e v i o u s l y  s u b c o n t r a c t e d  w i th in  t h e i r  own p l a n t s .  

T y p i c a l l y  the l a r g e r  f i r m  m a k e s  a s m a l l e r  m a r g i n  of p r o f i t  on i t s  
i n v e s t m e n t ,  w h e r e a s  the s u c c e s s f u l  s m a l l  f i r m  e i t h e r  h a s  a f e a s t  o r  a 
f a m i n e .  If  i t ' s  s u c c e s s f u l ,  i t  m a k e s  a g r e a t  dea l  of m o n e y ;  o r  i t ' s  
m a r g i n a l  and  e x i s t s  a s h o r t  t ime  and  d r o p s  out.  

I a m  u n a b l e ,  of c o u r s e ,  to give you  any p r e c i s e  f o r e c a s t  as  to 
what  w i l l  h a p p e n  s t a t i s t i c a l l y  to s m a l l  b u s i n e s s  d u r i n g  the y e a r  1958. 
H o w e v e r ,  I s h o u l d  l ike  to po in t  out  that  at  the p r e s e n t  m o m e n t  s m a l l  
b u s i n e s s  i s  in  a h e a l t h y  s t a t e .  

S m a l l  b u s i n e s s  i s  not  going out of e x i s t e n c e .  The to ta l  b u s i n e s s  
p o p u l a t i o n  is  e s t i m a t e d  a t  m o r e  than  4 . 3  m i l l i o n  u n i t s ,  of w h i c h  we c a n  
s a y  tha t  m o r e  than 4 . 1  m i l l i o n  a r e  c l a s s i f i e d  as  s m a l l  b u s i n e s s e s .  
Th i s  h igh  l e v e l  of s m a l l  b u s i n e s s  in  t e r m s  of n u m b e r s  i s  a d e q u a t e  r e f u -  
t a t i on  of any  c h a r g e  tha t  s m a l l  b u s i n e s s  is  in  a m o r i b u n d  s t a t e  of h e a l t h .  
The to ta l  n u m b e r  of s m a l l  b u s i n e s s e s  i s  o n e - t h i r d  g r e a t e r  than i t  w a s  
in  the p r e w a r  p e r i o d ,  in  1939. In 1956 t h e r e  w e r e  m o r e  than  380, 000 
new b u s i n e s s e s  o r g a n i z e d ,  as  a g a i n s t  327 ,000  d i s c o n t i n u a n c e s - - a  ne t  
i n c r e a s e  of abou t  54 ,000 .  F o r  1957 new b u s i n e s s  i n c o r p o r a t i o n s  w e r e  
a l m o s t  137, 000 as  c o m p a r e d  wi th  141 ,000  in  1956. 

Now le t  us  look  at the f a i l u r e  p i c t u r e ,  s i n c e  s o m e  c o n s i d e r  th is  
as  a p r i m e  b a r o m e t e r  of s m a l l  b u s i n e s s  h e a l t h .  In  1957 t h e r e  w e r e  
13 ,739  f a i l u r e s ,  as  c o m p a r e d  to 12,686 d u r i n g  1 9 5 6 - - a n  i n c r e a s e  of 
on ly  8 p e r c e n t .  In  the v i t a l  a r e a  of m a n u f a c t u r i n g ,  f a i l u r e s  a r e  r u n n i n g  
about  the s a m e  as  1956. In  the r e t a i l  t r a d e  t h e r e  h a s  b e e n  an 8 - p e r c e n t  
i n c r e a s e ,  and  in c o n s t r u c t i o n  t h e r e  h a s  b e e n  a 1 7 - p e r c e n t  i n c r e a s e .  

P i n p o i n t i n g  the f a i l u r e s  m o r e  e x a c t l y ,  t hey  h a v e  o c c u r r e d  in r e -  
t a i l i ng  of f u r n i t u r e ,  h o m e  f u r n i s h i n g s ,  l u m b e r ,  bu i l d ing  m a t e r i a l s ,  
h a r d w a r e ,  and  in  the a u t o m o t i v e  g roup .  I w o n ' t  go in to  the r e a s o n s  
fo r  th i s .  The b u s i n e s s  f a i l u r e  f i g u r e  is  a c a u s e  f o r  c o n c e r n ,  and  I 
wou ld  not  l ike  to g l o s s  o v e r  the i n c r e a s e  in f a i l u r e s  wh ich  h a s  o c c u r r e d ,  
s m a l l  as  i t  i s .  H o w e v e r ,  I wou ld  l ike  to e m p h a s i z e  tha t  the n u m b e r  of 
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f a i l u r e s  is  l e s s  than it  was  in the p r e w a r  y e a r  1939, e v e n  though the 
n u m b e r  of b u s i n e s s e s  today is o n e - t h i r d  g r e a t e r .  In 1957, the r e a l  
f a i l u r e s  p e r  I0, 000 f i r m s  was 51 .7  f i r m s ,  c o m p a r e d  to 48 in  1956, 
an i n c r e a s e ,  in  o t h e r  w o r d s ,  of only 3 .7  f i r m s  p e r  10, 000 f i r m s  in  
the coun t ry .  F o r  the y e a r  1939 it  was  70 f i r m s  pe r  10, 000. 

I m i g h t  s ay  that  a l l  t he se  f i g u r e s  c o m e  f r o m  Dun and B r a d s t r e e t ' s  
r e p o r t s .  As you know, no G o v e r n m e n t  agency  k e e p s  r e c o r d s  on 
f a i l u r e s .  

T h e r e  a r e  two f i g u r e s  which  a r e  g a r n e r e d  f r o m  s t a t i s t i c s  c o m p i l e d  
by the SEC and the FTC f r o m  q u a r t e r l y  r e p o r t s  s u b m i t t e d  by m a n u -  
f a c t u r i n g  f i r m s  to which  I shou ld  l ike  to r e f e r .  F o r  the n ine  m o n t h s  end -  
ing  30 S e p t e m b e r  the l a t e s t  f i gu re  we have  on e a r n i n g s  a f t e r  t axes  f o r  
f i r m s  with a s s e t s  u n d e r  $1 m i l l i o n  is  $678 m i l l i o n .  This  c o m p a r e s  
wi th  $849 m i l l i o n  fo r  the nine m o n t h s  end ing  30 S e p t e m b e r  1956. But  
fo r  the c o m p a r a b l e  p e r i o d  of 1955, the f i g u r e  was  $579 m i l l i o n  and 
fo r  the c o m p a r a b l e  p e r i o d  1954, i t  was $439 m i l l i o n .  Since the y e a r  
1954, the t r e n d  in  s m a l l  b u s i n e s s  e a r n i n g s ,  which  had  s u f f e r e d  a p r e -  
c ip i tous  d e c l i n e  d u r i n g  and i m m e d i a t e l y  a f t e r  K o r e a ,  has  been  upward .  
The  r e t u r n  on s t o c k h o l d e r s '  equ i ty  a f t e r  taxes  fo r  the nine  m o n t h s  end ing  
30 S e p t e m b e r  was 10 .4  p e r c e n t  fo r  s m a l l  b u s i n e s s ,  as c o m p a r e d  wi th  
13 p e r c e n t  a y e a r  e a r l i e r .  This  f i gu re ,  h o w e v e r ,  has  shown a bounce  
f r o m  the y e a r  j u s t  a f t e r  K o r e a ,  when  the f i gu re  had d e c l i n e d  as low as  
7 p e r c e n t .  

How can  s m a l l  b u s i n e s s  f i r m s  b e s t  c o n t r i b u t e  to na t i ona l  r e a d i n e s s  ? 
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  fu l l  r e c o g n i t i o n  is  

u su a l l y  not g iven  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  i s ,  on the 
pa r t  of the G o v e r n m e n t ,  such  as  in buying  o r  in 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  be fo re  g r a n t i n g  r ap id  
tax 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 a p e a c e t i m e  c o m p e t i t i v e  advan tage  ga ined  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 - t a x - a m o r t i z e d  f ac i l i t y  ex-  
p an s io n  d u r i n g  w a r t i m e .  I h e a r  i t  r e p e a t e d l y  f r o m  s m a l l  f i r m s .  

A l a r g e  f i r m  wi l l  expand i t s  bu i ld ings  u n d e r  r a p i d - t a x  a m o r t i z a t i o n  
and then,  a f t e r  a war ,  or  a f t e r  the bu i ld ing  has  been  a m o r t i z e d ,  wi l l  
put o t h e r  f a c i l i t i e s  in the bu i ld ing  and c o m p e t e  in that  bu i ld ing  a g a i n s t  
a s m a l l  f i r m  which  had,  p e r h a p s ,  the s a m e  f a c i l i t i e s  a v a i l a b l e  p r i o r  
to the g r a n t i n g  of the tax a m o r t i z a t i o n .  We, of c o u r s e ,  as 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  did b e f o r e  us ,  work  with s m a l l  f i r m s  to 
to t ry  to i n c r e a s e  the a m o r t i z a t i o n s  that  a r e  g r a n t e d  to them.  
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A s e c o n d  con t inua l  p r o b l e m  is  one  of m a t e r i a l s  a l l o c a t i o n .  In a 
p e r i o d  of s c a r c i t y ,  t h e r e  i s  a lways  d i f f i cu l ty  in  a l l o c a t i n g  s c a r c e  m a t e -  
r i a l s  to s m a l l  f i r m s .  They  u s u a l l y  have  not a l a r g e  s taf f  to k e e p  t h e i r  
p r o b l e m  b e f o r e  the  a g e n c y  that  i s  doing  the a l l o c a t i n g  and  u s u a l l y  s o m e -  
one c o m e s  up wi th  a p a n a c e a ,  s u c h  as ,  "We wi l l  u s e  a h i s t o r i c a l  p a t t e r n  
in  g r a n t i n g  a l l o c a t i o n s  of s c a r c e  m a t e r i a l " - - t h e  h i s t o r i c a l  p u r c h a s i n g  
p a t t e r n .  This  puts  an i m m e d i a t e  pena l ty  on new c o n c e r n s  and c o n c e r n s  
that  a r e  expand ing ,  and  p e r h a p s  on the v e r y  ones  whose  b r a i n s  and  
t a l en t s  you want  m o s t .  So that  i s  a p r o b l e m .  

A t h i r d  p r o b l e m  is  m a n p o w e r  con t ro l .  That  i s  u s u a l l y  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.  S m a l l  c o m p a n i e s  t end  to l o s e  out  in  
the c o m p e t i t i v e  r a c e  fo r  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 ,  h e r e  a r e  m y  own o b s e r v a t i o n s  and those  of o t h e r s  on the s ta f f  who 
h a v e  had  t i m e  to c o n s i d e r  the p r o b l e m :  

I .  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 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 ian t  
c o m p a n i e s .  E x a m p l e s  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  quan 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  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  that ,  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 .  They  m a y  be found in  the op t i ca l  f i e ld .  They  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  o t h e r  th ings  of that  n a t u r e  wh ich  a r e  
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  which  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 i s  th is :  The f i r s t  i s  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  wh ich  do no t  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 ,  boxes ,  v a r i o u s  t ypes  
of packag ing ,  and  o t h e r  i t e m s  which  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  w e l l  as  l a r g e  c o m p a n i e s .  I t  i s  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  f o r  o p e r a t i o n s  w h i c h  they  can  p e r f o r m  bes t ,  
and to u s e  the s m a l l  c o m p a n i e s  fo r  o p e r a t i o n s  wh ich  they  can  do, and  
can  do s u c c e s s f u l l y .  

3. The t h i r d  func t ion  i s  to m a n u f a c t u r e  a s  s u b c o n t r a c t o r s  c o m -  
p o n e n t s ,  p a r t s ,  s u b a s s e m b l i e s ,  and  so f o r t h  fo r  d e f e n s e  i t e m s  which  
a r e  b e i n g  m a n u f a c t u r e d  by l a r g e  c o m p a n i e s  as  p r i m e  c o n t r a c t o r s .  
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I h a r d l y  n e e d  to give you an e x a m p l e  of those ,  but two that  m i g h t  
i n t e r e s t  you a r e  t h e s 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 u s e s  6 ,000 .  
That  i s  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  wa r .  
T h e r e  a 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 .  They  u s e d  7 ,000  s u b c o n t r a c t o r s .  

4. The fou r th  func t ion  is  that  s m a l l  c o m p a n i e s  can  m a n u f a c t u r e ,  
o r  con t inue  to m a n u f a c t u r e ,  e s s e n t i a l  c i v i l i a n  i t e m s .  

How can  this  m i s s i o n  of s m a l l  c o m p a n i e s  be a c c o m p l i s h e d  in a 
m o b i l i z e d  e c o n o m y  ? 

F i r s t ,  one v e r y  c l e a r  way is  by the m a x i m u m  u s e  of the s e t - a s i d e  
p r o g r a m  which  has  been  d e v e l o p e d  b e t w e e n  the D e f e n s e  D e p a r t m e n t  and 
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 ,  to r e s e r v e  and  s e t  a s i d e  p r i m e  
c o n t r a c t s  fo r  s m a l l  c o m p a n i e s .  It would m e r e l y  m e a n  an e n l a r g e m e n t  
of the p r e s e n t  p r o g r a m  and p e r h a p s  the s t r e n g t h e n i n g  of i t  by r e g u l a -  
t ions  wi th in  the D e f e n s e  D e p a r t m e n t  and the c i v i l i a n  p u r c h a s i n g  a g e n -  
c i e s ,  as  we l l  as  p e r h a p s  s o m e  s t a t u t o r y  i n c r e a s e  of au tho r i t y .  

Second ,  we m a i n t a i n  a f a c i l i t i e s  i n v e n t o r y ,  on which  s m a l l  f i r m s  
l i s t  t h e i r  p r o d u c t i v e  capac i ty ,  t h e i r  m a c h i n e s ,  t h e i r  too l s ,  t h e i r  
bu i ld ings ,  the s q u a r e  foo tage  a v a i l a b l e ,  and a l l  that  s o r t  of thing.  We 
do i t  now to ca l l  a t t e n t i o n  to c o n t r a c t  o p p o r t u n i t i e s  on which  they  m a y  
bid. In w a r t i m e  th is  f a c i l i t i e s  i n v e n t o r y  m a y  be s c r e e n e d  fo r  s u i t a b l e  
s m a l l  c o m p a n i e s  to be u s e d  as  s u b c o n t r a c t o r s  by l a r g e  c o m p a n i e s .  We 
have  done i t  v e r y  s u c c e s s f u l l y  m a n y  t i m e s ,  p a r t i c u l a r l y  in  c o n n e c t i o n  
wi th  a t o m i c  e n e r g y  p r i m e  c o n t r a c t o r s '  p r o g r a m s .  

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 
hand l e  l a r g e r  p r i m e  c o n t r a c t s  than each  one could  h a n d l e  i nd iv idua l ly .  
We have  a u t h o r i t y  to do that  u n d e r  ou r  law. We have  o r g a n i z e d  poo l s ,  
s o m e  of which  have  w o r k e d  r e a s o n a b l y  w e l l  in  p e a c e t i m e .  But  in  w a r -  
t i m e  i t  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  each  c o m p a n y  
is  w i l l i ng  to s u b o r d i n a t e  i t s  own i n t e r e s t  fo r  the o v e r a l l  good of the 
g roup .  

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 
work  of s m a l l  c o m p a n i e s  can be v a s t l y  expanded  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 .  That  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  
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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  con t inue  to m a k e ,  
as we a r e  do ing  now, SBA loans  th rough  banks  and th rough  our  own 
o p e r a t i o n s .  

What do s m a l l  f i r m s  need  in  a m o b i l i z e d  e c o n o m y  that  they  do not  
expec 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  ? One i s  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  wi th  a l a r g e  f i r m - - a n d  I saw r e p e a t e d  ex-  
a m p l e s  of this  d u r i n g  Wor ld  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  
capac i ty  has  to r e l y  on i ts  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  adv ice ,  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 lant  layout ,  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 he lp  n e e d e d  in  ob ta in ing  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  wi th  i t s  p e r s o n n e l ,  and then  in ob ta 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 fact ,  m o s t  a l l  the 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  each  of t h e s e  func t ions  fo r  
s u b c o n t r a c t o r s ;  and the sk i l l  wi th  which  they did that  a f f ec t ed  t h e i r  
whole  p lan  of o p e r a t i o n  and d e l i v e r y  s c h e d u l e s .  

It  i s  exceedingl~r i m p o r t a n t  f r o m  the m i l i t a r y  v i ewpo in t ,  b e c a u s e  
when you have  d e l i v e r y  s c h e d u l e s  to m e e t  and a r e  d e p e n d e n t  on the 
s u c c e s s  of each  uni t  in a long cha in ,  the a b s e n c e  of a few i t e m s  m a y ,  
as  I have  s e e n  i t  happen ,  r a c k u p  a whole  s e r i e s  of a i r c r a f t  un t i l  the 
d e l i v e r y  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  
or  a d m i n i s t r a t o r  fo r  the G o v e r n m e n t  wi l l  look beyond  the c o n t r a c t  date  
of h i s  p r i m e  c o n t r a c t o r  and wi l l  look back into the sub,  and s u b - s u b ,  
and on down into  the t h i rd  and fou r th  t i e r s ,  to s e e  which  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  da t e s  on a c e r t a i n  i t e m .  

S o m e  of the func t ions  of s m a l l  c o m p a n i e s  in  a f u tu r e  e m e r g e n c y ,  
which  I have  not  m e n t i o n e d ,  a r e  as  fo l lows :  

F i r s t ,  t h e r e  would  be i m m e d i a t e  n e e d  fo r  s m a l l  p l an t s  to m o v e  in  
to r e p l a c e  l a r g e  company  f a c i l i t i e s  d a m a g e d  by a t tack ,  by our  r e a s s i g n -  
ing  p o r t i o n s  of the  p r i m e  c o m p a n i e s '  c o n t r a c t s  to an i n d i v i d u a l  f i r m  or  
a g roup  of s m a l l  c o m p a n i e s .  How would  th i s  be done ? Wel l ,  b o m b  
d a m a g e  would  be a s s e s s e d ,  and p o r t i o n s  of c o n t r a c t s  to be r e a s s i g n e d  
would  be d e t e r m i n e d  by o t h e r s  than 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 - -  
the D e p a r t m e n t  of D e f e n s e ,  the F e d e r a l  C iv i l  De fense  A d m i n i s t r a t i o n ,  
the Off ice  of D e f e n s e  Mob i l i za t ion ,  and so fo r t h .  

As  an e x a m p l e  of how th is  m i g h t  be p e r f o r m e d :  De t ro i t ,  fo r  
i n s t a n c e ,  m i g h t  be bad ly  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 
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b o m b  d a m a g e  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 they 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 ,  when  this  has  been  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 when  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 unc 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 i n g  the d a m a g e  that  m u s t  be c o v e r e d  by r e l o c a t i o n  of con -  
t r a c t s ,  then  SBA would  be,  and s h o u l d  be,  qua l i f i ed  to g r o u p  t o g e t h e r  
i m m e d i a t e l y  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 d e t a i l s  of i n f o r m a t i o n  on s m a l l  c o m p a n y  p r o d u c t i o n  
c a p a c i t y  would  be l o c a t e d  by an e x p a n d e d  use  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 ' s  f a c i l i t i e s  i n v e n t o r y  in a f u t u r e  e m e r g e n c y .  H e r e  is  
how we would  do that :  We a r e  a u t h o r i z e d  by law now to conduc t  a 
b u s i n e s s  i n v e n t o r y - s u r v e y  and  to a s c e r t a i n  s m a l l  c o m p a n i e s  and  the 
f a c i l i t i e s  they  have  that  m i g h t  be u s e d  in  an e m e r g e n c y .  We do not  
have  a c o m p l e t e  d e t a i l e d  s u r v e y  o r  c e n s u s  of this  s o r t  in  be ing .  The 
r e a s o n  is  that  i t  would  be p e r f e c t l y  a b s u r d  to have  it  in e x i s t e n c e  a t  
any  one t i m e ,  b e c a u s e  i t  would  be out of date  t o m o r r o w .  T h e r e  is  a 
c o n s t a n t  t u r n o v e r .  Tha t  i s  a d i f f i cu l ty  of the A m e r i c a n  b u s i n e s s  p i c t u r e  
g e n e r a l l y ,  and p e r h a p s  i t  i s  e v e n  m o r e  t rue  of s m a l l  f i r m s .  Any l i s t  
that  was  c o m p i l e d  today would  be out  of da te  t o m o r r o w .  What  we m u s t  
have  a r e  t e c h n i q u e s  to get  the i n f o r m a t i o n  p r o m p t l y  and qu ick ly  and 
have  it  a v a i l a b l e  when  c a l l e d  upon to a s s i s t  the m i l i t a r y  in c r a s h  p r o -  
c u r e m e n t .  

H e r e  i s  how we would  do it:  We would  have  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  Sta te  to p r o v i d e  p r o m p t l y ,  at  the 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 ta te .  
This  i s  a l l  to be done by those  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 .  Then  SBA would  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  they  
could  l i s t  the 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 ed  out and 
r e t u r n e d  to ou 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 .  Thus  we f e e l  that  
we can  v e r y  p r o m p t l y  ob ta in  a c e n s u s  of m o r e  than 300, 000 m a n u -  
f a c t u r e r s  by h a v i n g  the s y s t e m  w o r k e d  out 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 wou ld  
not  have  100 p e r c e n t  a n s w e r s ,  but the r e s p o n s e  would  be v e r y  good,  
b a s e d  on pas t  s i m i l a r  a c t i v i t i e s - - t h e  da ta  would  then  be punched  on 
IBM c a r d s  fo 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 type and  fo r  p r o d u c t i o n  
a s s i g n m e n t s  as  above  i n d i c a t e d .  We would  keep  a m a s t e r  f i le  in ou 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  Sta te  o r  r e g i o n a l  o f f ice ,  so 
that  we cou ld  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 .  
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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  th is  type  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 .  We n e e d  an 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  the 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  tha t  the i n v e n t o r y  da ta  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  fo r  us  to beg in  i m m e d i a t e l y  with  any  s u c h  p r o g r a m ,  we ,  
the SBA, n e e d  only  two t h i n g s - - a  c o n t r a c t  wi th  the I B M  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 the c o u r s e  of e x p l o r i n g  tha t  c o n t r a c t  wi th  IBM,  and  h a v e  the 

f o r m s  in  e f f ec t  c o m p l e t e d .  

In  s k i p p i n g  o v e r  the s u b c o n t r a c t i n g  p r o g r a m  I n e g l e c t e d  to m e n t i o n  
one p h a s e  w h i c h  would  be of i n t e r e s t  to you.  We h a v e  a s u b c o n t r a c t i n g  
p r o g r a m  now wi th  the DOD and  the Navy p r o c u r e m e n t  o f f i c e s .  I t  i s  
c o n t a i n e d  in  the P r o c u r e m e n t  R e g u l a t i o n s .  I t  i s  a v e r y  t e n t a t i v e  p r o -  
g r a m  at  p r e s e n t .  U n d e r  i t  in  the l a r g e r  p r i m e  c o n t r a c t s  a s t a n d a r d  
c l a u s e  is  i n s e r t e d ,  by wh ich  the p r i m e  c o n t r a c t o r  a g r e e s  d u r i n g  the 
p e r f o r m a n c e  of th is  c o n t r a c t  to c r e a t e  in h i s  p lan t  a s u b c o n t r a c t i n g  
p r o g r a m  to a s s i s t  s m a l l  b u s i n e s s .  Of c o u r s e  i t ' s  c o n t e m p l a t e d  a t  the 
t i m e  the c o n t r a c t  i s  e n t e r e d  in to  tha t  t h e r e  wi l l  be a lot  of s u p p l i e r s  and  
a lot  of s u b c o n t r a c t i n g ,  and  this  m e r e l y  t r i e s  to c r e a t e  a m o r e  u n i f o r m  
po l i cy  on the p a r t  of the l a r g e r  m a j o r  p r i m e  c o n t r a c t o r s  of the G o v e r n -  
m e n t .  In  s o m e  400 of the l a r g e s t  p r i m e  c o n t r a c t s ,  i n c l u d i n g  e a c h  of 

the s e r v i c e s ,  th is  c l a u s e  is  now c o n t a i n e d .  

U n d e r  the c l a u s e  the p r i m e  c o n t r a c t o r  a l s o  g a t h e r s  f i g u r e s  on how 
m u c h  s u b c o n t r a c t i n g  he d o e s .  T h o s e  f i g u r e s  have  b e e n  c o l l e c t e d  d u r i n g  
the  pa s t  18 m o n t h s  and a r e  j u s t  now f o r  the f i r s t  t i m e  a v a i l a b l e  to us ,  
so that  we can  m a k e  a s tudy  of t h e m  and s e e  if  a n y t h i n g  f u r t h e r  shou ld  
be done .  Th i s  w i l l  a l s o  p e r m i t  us  to be a w a r e  in t i m e ,  we w i l l  s ay ,  of 
c u t b a c k s  on G o v e r n m e n t  p r o c u r e m e n t ,  and  w h e t h e r  the p r i m e  c o n -  
t r a c t o r  t ends  to w i t h d r a w  the w o r k  only  into  h i s  own p l an t  and  p a s s  a l l  
the  e f f ec t  of the c u t b a c k  on to h i s  s u p p l i e r 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  w i l l  l i k e w i s e  be a w a r e  of th i s .  Of c o u r s e ,  we d o n ' t  w i s h  th is  
to happen .  We wan t  to k e e p  a p r o c u r e m e n t  b a s e ,  a m o b i l i z a t i o n  b a s e ,  

as  b r o a d  as  p o s s i b l e .  

In  s e v e r a l  i n s t a n c e s  the m o s t  k n o w l e d g e a b l e  p r o c u r e m e n t  o f f i c e r s  
of the G o v e r n m e n t  have  u n d e r g o n e  a c h a n g e  of th ink ing  in the  pa s t  t h r e e  
o r  f ou r  y e a r s .  I don ' t  know w h e t h e r  th is  can  be a s c r i b e d  to a n y t h i n g  
tha t  I ' v e  done or  not .  Bu t  I ' d  l ike  to th ink  tha t  m a y b e  to a s m a l l  d e g r e e  
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a t  l e a s t  i t ' s  b e e n  f r o m  that  c ause .  But  in the n e g o t i a t i o n s  fo r  s o m e  of 
the  l a r g e  a i r c r a f t  c o n t r a c t s  the  s t a n d a r d  c l ause  was  inc luded ;  but when  
i t  c a m e  to a c t u a l l y  the s i g n i n g  of the c o n t r a c t ,  which  i n v o l v e d  a whole  
wea p o n s  s y s t e m ,  the o f f i c e r s  in c h a r g e  a s k e d  v e r b a l  a s s u r a n c e  f r o m  
the p r i m e  c o n t r a c t o r  that  a c e r t a i n  p e r c e n t a g e  of the work  c a l l e d  fo r  
u n d e r  this  c o n t r a c t  would  be s u b c o n t r a c t e d  or  would  not  be done by the 
p r i m e  c o n t r a c t o r  h i m s e l f .  And ac tua l l y  the p r i m e  c o n t r a c t o r s ,  a l though  
wi th  s o m e  r e s i s t a n c e ,  n a m e  the f i gu re ;  and then  in the f i r s t  y e a r ' s  
p e r f o r m a n c e  r e c o r d s  they have  s u r p a s s e d  it ,  gone beyond  the f i g u r e s  
they  gave.  The c o n t r a c t  i t s e l f  does  not con ta in  any i n d i c a t i o n  that  a 
c e r t a i n  p e r c e n t a g e  is  to be s u b c o n t r a c t e d ;  ye t  t h e r e  w e r e  v e r b a l  
a s s u r a n c e s  that  i t  would  r e a c h  a c e r t a i n  amoun t .  

We fe l t  that  i t  would  be h a z a r d o u s  to w r i t e  th is  in to  any c o n t r a c t ,  
b e c a u s e  a p r i m e  c o n t r a c t o r ,  if h e ' s  to do h i s  b e s t  job,  m u s t  have  a 
c e r t a i n  f r e e d o m  of ac t ion .  H o w e v e r ,  a weapons  s y s t e m  c o n t r a c t ,  i t  
s e e m s  to m e ,  is  such  that  if s o m e  f u r t h e r  a s s u r a n c e  is  g iven  than j u s t  
m a k i n g  the p r i m e  c o n t r a c t o r  g ive  such  a s s u r a n c e ,  we m a y  s e e  a s i t u a -  
t ion c r e a t e d  in  which  the G o v e r n m e n t  i t s e l f  t ends  to c o n c e n t r a t e  in  m a j o r  
i n d u s t r i e s  a l a r g e r  p r o p o r t i o n  of i t s  work ,  which  would  be h a r m f u l  to 
the v e r y  th ings  that  you and I a r e  w o r k i n g  on, which  is  to have  a l a r g e  
n u m b e r  of c o m p e t e n t  c o n t r a c t o r s  a v a i l a b l e  fo r  u se  by the G o v e r n m e n t  
in  the c a s e  of an e m e r g e n c y .  The only  way to have  that  b r o a d  m o b i l i z a -  
t ion  base  i s  to u se  i t  in  p e a c e t i m e  as  we l l  as  in  w a r t i m e .  

H o w e v e r ,  the fu tu r e  a s p e c t s  of the s u b c o n t r a c t i n g  p r o g r a m  I can 
give  you  no i n f o r m a t i o n  on. We a r e  jus t  now c o l l e c t i n g  f i g u r e s  on the 
f i r s t  y e a r  d u r i n g  which  p r i m e  c o n t r a c t o r s  have  kept  t h e s e  f i g u r e s .  Th is  
wi l l  be the s u b j e c t  of fu tu re  s tudy.  

I want  to add  only  th is :  T h e r e  is  s t i l l  a t e n d e n c y  in  s o m e  a r e a s  to 
say  that  the next  war  wi l l  be fought  with w h a t e v e r  m a t e r i a l  and equ ip -  
m e n t  we have  on hand  at the t i m e  i t  b r e a k s  out and  that  t h e r e f o r e  t h e r e  
i s  no n e e d  to p lan  fo r  any u t i l i z a t i o n  of s m a l l  f i r m s  on a wide  b a s i s .  
Th is  is  not  the v i ew  of a l l  peop le  in the s e r v i c e s  o r  of a l l  peop le  c o n -  
n e c t e d  wi th  p r o c u r e m e n t .  

I a m  a m e m b e r  of the D e f e n s e  M o b i l i z a t i o n  B o a r d  and I b e l i e v e  
that  i t  i s  of the u t m o s t  s i g n i f i c a n c e  to have  the w i d e s t  p o s s i b l e  a r e a  
of i n d u s t r y  a v a i l a b l e  to m a k e  e s s e n t i a l  c i v i l i a n  i t e m s ,  s u r v i v o r  i t e m s ,  
and to be a v a i l a b l e  fo r  r e p l a c e m e n t  of c o n t r a c t s  f r o m  d a m a g e d  a r e a s .  
This  can  be done,  I submi t ,  only  th rough  ful l  u t i l i z a t i o n  of the s m a l l  
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b u s i n e s s  s e c t o r  of our  e c o n o m y .  And as  the e x p e r t s  of the  f u t u r e  of 
th is  c o u n t r y  on m o b i l i z a t i o n  p l a n n i n g ,  I a sk  you m e n  to c o n s i d e r  th is  
one f i g u r e :  Rough ly  o n e - t h i r d  of the m a n u f a c t u r i n g  c a p a c i t y  of th is  
c o u n t r y  is  in  s m a l l  b u s i n e s s .  Any p l a n n e r  who f a i l s  to r e c o g n i z e  th is  
f ac t  and f a i l s  to t ake  a c c o u n t  of i t  in  h i s  p l ann ing  is  b e i n g  d e r e l i c t  in  
h i s  r e s p o n s i b i l i t y .  It wou ld  be l i ke  a p lan t  o w n e r  i g n o r i n g  o n e - t h i r d  of 
the c a p a c i t y  of h i s  p lan t .  You and I a r e  look ing  at  the e n t i r e  c o u n t r y  
and  i t s  c a p a c i t y  to p r o d u c e  u n d e r  e x t r a o r d i n a r y  c i r c u m s t a n c e s .  And 
I t e l l  you wi thou t  e q u i v o c a t i o n  that  o n e - t h i r d  of th i s  p o t e n t i a l  i s  in  the 

s m a l l  f i r m s  of the c o u n t r y .  

I t  m a y  be the t h i r d  tha t  we wi l l  n e e d  the m o s t  in  the  c a s e  of an  
e m e r g e n c y ,  s i n c e  i t  is  not  c o n c e n t r a t e d .  I t  i s  no t  p i n p o i n t e d  as  a 
t a r g e t ,  but  on the c o n t r a r y  is  we l l  d e s i g n e d  fo r  e x a c t l y  the th ing  tha t  
we have  in  m i n d ,  in that  i t  i s  s c a t t e r e d  and i t  ha s  d i v e r s e  o w n e r s h i p .  
If we a r e  i n g e n i o u s  enough,  i t  c a n  be u s e d ,  t h r o u g h  the o r g a n i z a t i o n  
of pools  of s m a l l  c o m p a n i e s ,  to p r o d u c e  e s s e n t i a l  and  n e e d e d  i t e m s  
tha t  a r e  too c o m p l i c a t e d  fo r  any  s i n g l e  s m a l l  f i r m  to p r o d u c e .  I t  c a n  
be u s e d  in o t h e r  ways  if we a r e  i n g e n i o u s  enough.  But  i t  w i l l  no t  be 
u s e d  if p l a n n e r s  and m o b i l i z e r s  think in t e r m s  of u s i n g  only  the w e a p o n s  
tha t  a r e  in  e x i s t e n c e  at  the t i m e  tha t  pushbu t ton  w a r  s t a r t s ,  b e c a u s e  
e v e n  one m i s s i l e  ge t t ing  t h r o u g h  would  r e q u i r e  a r e l o c a t i o n  of con-  
t r a c t s  and  the d e v e l o p m e n t  of e s s e n t i a l  c i v i l i a n  i t e m s .  

I wan t  to c l o s e  wi th  j u s t  one thought :  I d o n ' t  u r g e  a n y o n e  to s u b s i -  
d i ze  o r  give any th ing  to s m a l l  f i r m s  to w h i c h  t hey  a r e  no t  e n t i t l e d  as  
c i t i z e n s .  I do s ay  that  you and  I s h o u l d  be i n t e r e s t e d  in  the w e l f a r e  of 
s m a l l  b u s i n e s s  and shou ld  d e s i r e  to f o s t e r  i t ,  and  f o r  a v e r y  good 
r e a s o n  w h i c h  is  not  so obv ious  and w h i c h  s e l d o m  a p p e a r s  in  p r i n t .  

In the examination of our economy any student must quickly reach 
the conclusion that it is the enterprisers and the small locally owned 
businesses which are not only the backbone of our Nation, which make 
us have prosperity, or which cause the economy to fall off when we 
have a bad situation; but also they are the very bulwark of our liberty. 
A large firm is operated by managers who are accountable to widely 
diversified owners, sometimes associations, plus other nonvocal 
absentee owners. In the conduct of their business, in dealing with 
labor unions, in dealing with Government itself, they are accountable 
only in the event they commit some crime--this is the managers of 
large firms--or in the event they fail to make a profit. So they may 
agree to changes in various ways of doing business, or they may not 
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be v o c a l  in  oppos ing  a c t s  of the G o v e r n m e n t  i t s e l f ,  w h e r e  a s m a l l  
f i r m  wi l l  n e v e r  a g r e e .  And the r e a s o n  s m a l l  b u s i n e s s  f i r m s  w o n ' t  
a g r e e  is  that  they  have  a l l  of t h e i r  c a p i t a l  and s t a k e  and o w n e r s h i p  
i n v e s t e d  in  t h e i r  b u s i n e s s .  They  c a n ' t  a g r e e .  So that  i s  a r e s i s t a n c e  
to s o c i a l i s m .  A r e s i s t a n c e  to u n r e a s o n a b l e  d e m a n d s  f r o m  un ions  
w h i c h  h a v e  a c q u i r e d  e x t r a o r d i n a r y  d e g r e e s  of p o w e r  and a r e  ab le  to 
a f fec t  ou r  whole  e c o n o m y  m u s t  c o m e  f r o m  s m a l l  f i r m s .  Whi le  th is  
m a y  not  be i m p o r t a n t  to you  and m e  if we a r e  e m p l o y e d  by the G o v e r n -  
m e n t ,  as  c i t i z e n s  i t  i s  i m p o r t a n t  to us  fo r  the o p p o r t u n i t y  tha t  m a y  be 
a v a i l a b l e  to o u r  c h i l d r e n ;  and  i t  c e r t a i n l y  is  i m p o r t a n t  if  we a r e  to 
have  a v o c a l ,  v i g o r o u s  s e c t o r  of the e c o n o m y  that  i s  ab le  to s t a n d  fo r  
the type of f r e e d o m  that  we have  h e r e t o f o r e  b e l i e v e d  in as  an  e s s e n t i a l  
p a r t  of th is  c o u n t r y .  

Thank  you .  Now to the b e s t  of m y  ab i l i t y  I w i l l  t r y  to a n s w e r  any  
q u e s t i o n s  that  you  m a y  h a v e .  

MR. H E N K E L :  Mr .  B a r n e s  is  r e a d y  fo r  y o u r  q u e s t i o n s .  

QUESTION:  I h a v e  h e a r d  a r u m o r  that  the SBA p lans  to a b s o r b  
the m i l i t a r y  s m a l l  b u s i n e s s  s p e c i a l i s t s  in  the s e r v i c e s '  SBA o r g a n i z a -  
t ions .  I w o n d e r  if you  wou ld  c o m m e n t  on the v a l i d i t y  of this  r u m o r ;  
and,  if  i t  i s  t r u e ,  g ive  s o m e  i n d i c a t i o n  of the a d v a n t a g e s  thought  to be 
o b t a i n e d  by th i s .  

MR. BARNES:  I t  i s  not  t r u e  that  any  such  p lan  h a s  b e e n  a p p r o v e d  
o r  i s  in be ing  as  such .  We have  b e e n  a t t e m p t i n g  to i m p r o v e  the s y s t e m  
of h a n d l i n g  the s e t - a s i d e s .  Th i s  i n v o l v e s  by i t s  v e r y  n a t u r e  a jo in t  
d e t e r m i n a t i o n  and m e a n s  tha t  two peop le  m u s t  do the job.  We th ink  
t h e r e  i s  a b e t t e r  way  than  that .  We think t h e r e  a r e  s o m e  ways  that  can  
be found so  that  i t  i s  done wi thout  dup l i c a t i on .  Th i s  would  i nvo lve  u s i n g  
a l a r g e r  n u m b e r  of peop le  on the a c t u a l  s e t t i n g  a s i d e ,  but h a v i n g  a l l  tha t  
r e v i e w  of p r o c u r e m e n t  t ake  p l ace  a t  the r e q u i r e m e n t  s t a g e  of p r o c u r e -  
m e n t  r a t h e r  than at  the c o n t r a c t i n g  o f f i c e r  s t a g e .  Th i s  would  m e a n  tha t  
t h e r e  wou ld  not  be r e p i t i t i o u s  r e v i e w .  When  once  a type of i t e m  w a s  
s e t  a s i d e  o r  i n d i c a t e d  fo r  s m a l l  b u s i n e s s ,  i t  would  r e m a i n  in that  
c a t e g o r y .  

I a m  o v e r s i m p l i f y i n g ,  of c o u r s e ,  b e c a u s e  t h e r e  would  be a n u m b e r  
of c a t e g o r i e s .  I t  would  be p l a c e d  in one that  was  c l e a r l y  to be p r o c u r e d  
f r o m  s m a l l  b u s i n e s s .  O t h e r  types  would  be p l a c e d  in  c a t e g o r i e s  that  
w e r e  not  to be o b t a i n e d  f r o m  s m a l l  b u s i n e s s .  In  b e t w e e n  t h e r e  would  
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be doubt fu l  a r e a s  w h e r e  the c o n t r a c t i n g  o f f i c e r  wou ld  h a v e  to d e c i d e .  
Bu t  in  any  even t ,  th is  d e c i s i o n  now t a k e s  p l a c e  at  the c o n t r a c t i n g  
o f f i c e r  l e v e l .  

When  you  c o n t e m p l a t e  that  t h e r e  a r e  s o m e  8 , 0 0 0  c o n t r a c t s  
a day  e n t e r e d  in to  u n d e r  the Un i t ed  S ta t e s  G o v e r n m e n t  a l l  o v e r  
the w o r l d ,  and  m a n y ,  m a n y  t h o u s a n d s  of c o n t r a c t i n g  o f f i c e r s  who e a c h  
m u s t  m a k e  t h e s e  d e c i s i o n s ,  i t  s e e m s  to us  that  t h e r e  can  be a s i m p l e r  
way .  In  the c o u r s e  of th i s ,  u n d o u b t e d l y  one of the a s p e c t s  would  be 
f o r  the s m a l l  b u s i n e s s  s p e c i a l i s t  to o p e r a t e  u n d e r  o u r  j u r i s d i c t i o n ,  and  
t h e n  f o r  us  to a s s u m e  m o r e  r e s p o n s i b i l i t y  in  a n s w e r i n g  to C o n g r e s s  on 
the  p e r c e n t a g e .  As a m a t t e r  of f ac t ,  i t  would  r e s u l t ,  in  m y  op in ion ,  
in  ou r  b e i n g  ab le  to te l I  C o n g r e s s  tha t  s m a l l  b u s i n e s s  got a l l  of the  
b u s i n e s s  tha t  t hey  w e r e  e n t i t l e d  to and  tha t  t hey  cou ld  take  c a r e  of, 
w h i c h  we a r e  not  ab le  to s a y  now. 

I t ' s  m e r e l y  a p l a n n i n g  s t a g e .  How i t  wou ld  w o r k  I don ' t  know.  
The  s e r v i c e s  a r e  c o m m e n t i n g  on i t  now.  I t ' s  not  a m o v e  at  the  s m a l l  
b u s i n e s s  s p e c i a l i s t  as  such ,  but  i t ' s ,  r a t h e r ,  a r e v i s i o n  of the w h o l e  
p r o c e d u r e .  

QUESTION:  My q u e s t i o n  i s  s o m e w h a t  r e l a t e d  to tha t .  How do you  
d e t e r m i n e  wha t  p e r c e n t a g e  s m a l l  b u s i n e s s  i s  e n t i t l e d  to?  How do you  
d e t e r m i n e  wha t  i s  t h e i r  f a i r  s h a r e  of any  p a r t i c u l a r  p r o c u r e m e n t  ? I s  
i t  b a s e d  on t h e i r  c a p a c i t y  a s  a g a i n s t  the c a p a c i t y  of the b ig  f i r m s  ? O r  
i s  i t  b a s e d  on s o m e  o t h e r  y a r d s t i c k ?  

MR. BARNES:  W h e r e  i t  i s  the type  of i t e m  that  h a s  b e e n  p r o d u c e d  
in  the pa s t  e x c l u s i v e l y  by s m a l l  f i r m s ,  t h e r e  i s  a 100 p e r c e n t  s e t - a s i d e .  
W h e r e  h i s t o r i c a l l y  t h e r e  h a s  b e e n  s o m e  f u r n i s h e d  by l a r g e  and  s o m e  
f u r n i s h e d  by s m a l l ,  t h e r e  i s  an  a r b i t r a r y  d e c i s i o n ,  bu t  as  n e a r  as  
p o s s i b l e  i t ' s  b a s e d  on the s h a r e s  that  have  b e e n  f u r n i s h e d  in  the pas t ,  
if  t h e r e  h a s  b e e n  open  b idding .  If i t ' s  a n e w  i t e m ,  and  if  i t ' s  w e l l  w i th in  
the c a p a c i t y  of s m a l l  b u s i n e s s  to p r o d u c e  and  p r o d u c e  e f f i c i e n t l y  and  a t  
low cos t ,  i t  i s  s e t  a s i d e  f o r  s m a l l  f i r m s .  T h e s e  a r e  in e a c h  c a s e  a r b i -  
t r a r y  d e c i s i o n s ,  but ,  i f  p o s s i b l e ,  r e l a t e d  to r e a l i t y .  

QUESTION: I was interested to hear you comment that you didn't 
feel that we should offer subsidies to small business any more than to 
individual citizens with normal responsibilities. It would appear to 
me that in certain areas, particularly those areas which are lO0-per- 
cent set-aside for small business, we may be paying a premium, which 

27 



a m o u n t s  to a s u b s i d y  in p r i c e ,  which  is  b o r n e  by the a v e r a g e  t a x p a y e r  
and  by the G o v e r n m e n t  as a whole .  I wonde r ,  f i r s t ,  cou ld  you give  us 
an e s t i m a t e  of what  the o v e r a l l  ne t  cos t  of this  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  i s  to the  G o v e r n m e n t  o r  to the i nd iv idua l  t a x p a y e r  ? 

Second ,  I a m  w o n d e r i n g  if y o u r  of f ice  i s  j u s t  as  i n t e r e s t e d  in  h e l p -  
ing  s m a l l  f i r m s  ge t  p o r t i o n s  of the b u s i n e s s  of, say ,  G e n e r a l  M o t o r s  as  
of G o v e r n m e n t  p r o c u r e m e n t ;  or  what  a r e  the qua l i f i c a t i ons  of s m a l l  
b u s i n e s s  that  you a c t u a l l y  w o r k  on?  

MR. BARNES: I w i l l  a n s w e r  y o u r  l a s t  q u e s t i o n  f i r s t .  Y e s ,  we 
a r e .  We t ry  to h e l p  t h e m  get  c i v i l i a n  b u s i n e s s  in  the s a m e  way we do 
any o t h e r  type .  I th ink i t  h a s  jus t  b e c o m e  good publ ic  r e l a t i o n s  fo r  
s o m e  of the l a r g e r  c o m p a n i e s  to i n d i c a t e  t h e i r  i n t e r e s t  in  s m a l l  b u s i -  
n e s s .  I a m  s u r e  you have  s e e n  s o m e  of the ads  that  have  a p p e a r e d  
d u r i n g  the p a s t  s ix  m o n t h s .  

On the  f i r s t  p a r t  of y o u r  ques t ion ,  the cos t  of r u n n i n g  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  has  a v e r a g e d  about  $6 m i l l i o n  a y e a r ,  of wh ich  
a p p r o x i m a t e l y  $ 1 . 8  m i l l i o n  is  a p p l i c a b l e  to ou r  P r o c u r e m e n t  and  T e c h -  
n i ca l  A s s i s t a n c e  P r o g r a m .  I t ' s  a cos t  fo r  s e r v i c e  r e n d e r e d  in the s a m e  
s e n s e  that  the C o m m e r c e  D e p a r t m e n t  p r o v i d e s  s e r v i c e  to b u s i n e s s m e n  
o r  the I n t e r i o r  D e p a r t m e n t  o r  A g r i c u l t u r e  p r o v i d e s  s e r v i c e s  to f a r m e r s .  
That  is  the a r e a  in  which  G o v e r n m e n t  p r o c u r e m e n t  a c t i v i t i e s  would  fal l .  

H o w e v e r ,  G o v e r n m e n t  p r o c u r e m e n t  is  not  a l l  the a c t i v i t i e s .  So 
only a p o r t i o n  of that  would  be c h a r g e a b l e  as  a s u b s i d y  if you c a l l e d  ou r  
G o v e r n m e n t  p r o c u r e m e n t  w o r k  a subs idy .  

T h e r e  i s  no s u b s i d y  as  to p r i c e .  T h e s e  s e t - a s i d e s  do not  w o r k  out 
that  way,  b e c a u s e  the s e t - a s i d e  p o r t i o n  has  to m e e t  the p r i c e  of the un-  
s e t - a s i d e  po r t ion .  So t h e r e ' s  no cos t  subs idy .  The only  s u b s i d y  you 
could  f ind at a l l  would  be in  the s a l a r i e s  and  e x p e n s e s  of o p e r a t i n g  the 
p r o g r a m .  A m i l l i o n  o r  a m i l l i o n  and a ha l f  d o l l a r s  would  be m y  e s t i m a t e  
of what  could  be d i r e c t l y  a s s i g n e d  to that  p u r p o s e ,  and  this  is  c e r t a i n l y  
v e r y  s m a l l  w h e n  you c o m p a r e  the s i m i l a r - t y p e  s e r v i c e s  that  a r e  m a d e  
a v a i l a b l e  to f a r m e r s .  

QUESTION: I would  l ike  to p u r s u e  y o u r  c l o s i n g  c o m m e n t s  a l i t t l e  
bit ,  w h e r e i n  you r e f e r r e d  to s t r o n g  and v i g o r o u s  s m a l l  b u s i n e s s  in  th i s  
c o u n t r y  as  a goal  a g a i n s t  s o c i a l i s m .  It s e e m s  to m e  that  the v e r y  
m e c h a n i c s  of p r e s e r v i n g  v i g o r o u s  and s t r o n g  s m a l l  b u s i n e s s  in  th is  
c o u n t r y  in  i t s e l f  s o r t  of t ends  t o w a r d  s o c i a l i s m .  We a r e  g iv ing  c e r t a i n  
a d v a n t a g e s  to s m a l l  b u s i n e s s .  We a r e  p r o v i d i n g  t h rough  y o u r  own 
o r g a n i z a t i o n  t h e s e  a d v a n t a g e s  and G o v e r n m e n t  c o n t r o l s  to a c e r t a i n  
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e x t e n t  w h i c h  a r e  n o t  g i v e n  to o t h e r  p a r t s  of  o u r  e c o n o m y ,  o r  a t  l e a s t  
n o t  i n  t h e  s a m e  w a y .  I d o n ' t  s e e  m u c h  d i f f e r e n c e  in  t h o s e  t h i n g s  a n d  t h e  
t h i n g s  t h a t  m y  o w n  d e p a r t m e n t ,  w h i c h  i s  t he  L a b o r  D e p a r t m e n t ,  m i g h t  
e x t e n d  to l a b o r  u n i o n s .  W o u l d  y o u  c a r e  to c o m m e n t  o n  t h a t ?  

MR. BARNES: Y e s .  T a k e  t h e  l o a n  p r o g r a m ,  w h i c h  m i g h t  be  m o s t  
c l e a r l y  t h e  a s p e c t  t h a t  c o u l d  be  d e e m e d  a s  s o c i a l i s t i c  i n  n a t u r e .  T h e  
f a c t  i s  t h a t  t h e  c r e d i t  a v a i l a b l e  i n  t h i s  c o u n t r y  i s  n o t  s p r e a d  e q u a l l y  o n  
t h e  b a s i s  of  p o p u l a t i o n  o r  g e o g r a p h i c a l l y  o r  i n  a n y  o t h e r  w a y .  T h e r e  
a r e  r e s t r i c t i v e  a n d  r e g u l a t o r y  l a w s  t h a t  a c t  s p e c i f i c a l l y  o n  t h e  a b i l i t y  of  
p r i v a t e  c r e d i t  to  m e e t  t h e  n e e d s  o f  a n  e x p a n d i n g  b u s i n e s s  c o m m u n i t y .  

I e x p l a i n e d  t h a t  i n  e a c h  of  o u r  p r o g r a m s  we  m a k e  c a r e f u l  e f f o r t  
n o t  to  c o m p e t e  w i t h  p r i v a t e  e n t e r p r i s e .  We f u r t h e r m o r e  o f f e r  a n y  a n d  
a l l  of  o u r  l o a n s  f o r  s a l e  a s  s o o n  a s  t h e y  a r e  m a d e  a n d  a r e  of  a g e .  So 
we  a r e  d o i n g  o n l y  w h a t  p r i v a t e  e n t e r p r i s e  i s  u n a b l e  to do  by  r e a s o n  of  
t h e  l i m i t a t i o n s  t h a t  a r e  w i t h i n  i t s  o w n  m e t h o d  of  o p e r a t i o n .  I f e e l  t h a t  
t h e r e  i s  n o t  o n e  of  o u r  b o r r o w e r s  w h o  w o u l d  s a y ,  a f t e r  we  h a v e  l o o k e d  
o v e r  h i s  a p p r a i s a l  of  h i s  a s s e t s ,  t h a t  t h i s  w a s  r e a l l y  a s o c i a l i s t i c  p r o -  
g r a m .  I n  f a c t ,  h e  a l w a y s  s a y s  t he  o t h e r  t h i n g -  - " Y o u  a r e  t o u g h e r  t h a n  
y o u  s h o u l d  b e . "  T h i s  m a y  n o t  be  a v e r y  g o o d  a n s w e r  to  y o u r  q u e s t i o n ,  
b u t  i t  w o u l d  t a k e  s o m e  l e n g t h y  d e b a t e  to  be  a n y  m o r e  a c c u r a t e  t h a n  I 
h a v e  b e e n .  

Q U E S T I O N :  M r .  B a r n e s ,  a s  a c i t i z e n  I s y m p a t h i z e  w i t h  s m a l l  
b u s i n e s s ,  b u t  a s  a p r o c u r e m e n t  o f f i c i a l  I c a n ' t  s a y  t h a t  m y  f e e l i n g s  a r e  
q u i t e  t h e  s a m e .  F o r  i n s t a n c e ,  w h e n  y o u  a r e  d e a l i n g  w i t h  s m a l l  b u s i n e s s ,  
a n d  t h e y  do p o o r  b i d d i n g  o r  p o o r  p e r f o r m a n c e  a n d  g e t  i n t o  a p o s i t i o n  of  
l o s s  o r ,  w e  w i l l  s a y ,  a l o s t  c o n t r a c t ,  w e ' v e  h a d  i t  a n d  do  h a v e  i t ,  b e -  
c a u s e  h e  i s  b r o k e .  He  d o e s n ' t  h a v e  a n y  r e s e r v e  c a p i t a l .  I d o n ' t  t h i n k  
t h e  G o v e r n m e n t  w a n t s  to  b a n k r u p t  s m a l l  f i r m s ,  a n d  y e t  s o m e  of  t h e m  
a l m o s t  i n s i s t  o n  g e t t i n g  i n  t h i s  p o s i t i o n .  

M o r e o v e r ,  I h a v e  f o u n d  t h a t  t h e r e  i s  q u i t e  a t e m p t a t i o n  to  s t e a l .  
S o m e  p e o p l e  w i l l  s t e a l  l i t t l e  t h i n g s  a n d  s o m e  w i l l  s t e a l  b i g  o n e s .  W i t h  
t h e  l i t t l e  f e l l o w ,  a s  y o u  s a y ,  h i s  v e r y  l i f e b l o o d  i s  i n v e s t e d  i n  h i s  e q u i p -  
m e n t .  So i f  h e  g e t s  i n v o l v e d  i n  a l o s t  c o n t r a c t ,  h e  w i l l  s t a r t  c u t t i n g  
c o r n e r s  e v e r y  w a y  h e  c a n  e v e n  t h o u g h  i t  i s  n o t  i n  a c c o r d a n c e  w i t h  t h e  
t e r m s  of  h i s  c o n t r a c t ,  w h e r e a s  t h e  b i g  f e l l o w  c a n  a f f o r d  to  a c c e p t  a 
l o s t  c o n t r a c t  a n d  go a h e a d  a n d  do  w h a t  t h e  c o n t r a c t  s a y s .  T h i s  i s  q u i t e  
a p r o b l e m  i n  t he  p r o c u r e m e n t  f i e l d .  Do y o u  h a v e  a n y  s o l u t i o n s  to  t h i s  
o n e  ? 
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M R .  B A R N E S :  W e l l ,  I t h i n k  t h a t  too  o f t e n  t he  p r o b l e m  s i t u a t i o n s  
a p p e a r  to  be  t y p i c a l  s i t u a t i o n s ,  w h i c h  I d o n ' t  t h i n k  t h e y  a r e ,  n e c e s -  
s a r i l y .  T h e  p r i m e  c o n t r a c t o r s  w i t h  w h o m  y o u  d e a l  i m m e d i a t e l y  t u r n  
a r o u n d  a n d  s u b c o n t r a c t .  T h e y  p r o v i d e  m a n y  s e r v i c e s  to t h o s e  s u b c o n -  
t r a c t o r s  i n  t he  w a y  of a s s i s t a n c e  in  g e t t i n g  m a t e r i a l  a n d  a l l  t y p e s  of  
e v e n  e n g i n e e r i n g  a d v i c e ,  a s  y o u  k n o w .  

N o w ,  i t  m a y  be t h a t  t h a t  i s  o n e  of  t h e  e l e m e n t s  of  p r o c u r e m e n t  t h a t  
we  h a v e n ' t  r e s e a r c h e d  y e t ,  a n d  t h a t  w e  s h o u l d  p r o v i d e  i t  o u r s e l v e s .  W e  
a r e  i n  e f f e c t  d o i n g  t h a t  w h e n  we  c o n t r a c t  f o r  a w e a p o n  s y s t e m  f r o m  a 
l a r g e  c o n t r a c t o r .  We a r e  a s k i n g  t h a t  h e  p e r f o r m  t h o s e  s e r v i c e s  f o r  h i s  
s u p p l i e r s  a n d  s u b c o n t r a c t o r s .  

I d o n ' t  b e l i e v e  t he  i d e a l  s i t u a t i o n  i s  f o r  a n y  s m a l l  b u s i n e s s  to  b e  
100 p e r c e n t  i n  p r o c u r e m e n t .  I h a v e  n e v e r  a d v o c a t e d  t h a t  m y s e l f .  

I t h i n k  t h a t  a n y  s m a l l  b u s i n e s s  t h a t  d o e s  t h i s ,  t h a t  o r g a n i z e s  i t s  
b u s i n e s s  i n  t h i s  w a y ,  i s  m a k i n g  a b i g  m i s t a k e ,  b e c a u s e  y o u  a n d  I a s  
p r o c u r e m e n t  m e n  k n o w  t h a t  t h e  G o v e r n m e n t  h a s  to c h a n g e  i t s  m i n d  
o c c a s i o n a l l y .  T h e  i d e a l  s i t u a t i o n  f o r  m a n y  s m a l l  b u s i n e s s e s ,  a n d  l a r g e  
b u s i n e s s  a s  w e l l ,  i s  to h a v e  a c i v i l i a n  b u s i n e s s  of  s o m e  s i z e  a n d  be  a b l e  
to u s e  s o m e  of  t h e i r  c a p a c i t y  on  G o v e r n m e n t  w o r k .  A s  s u c h  t h e i r  
e f f i c i e n c i e s  a r e  m e a s u r a b l e ,  w h e t h e r  t h e y  a r e  s m a l l  o r  l a r g e .  We 
s h o u l d  n o t  l e t  t h e  f a c t  t h a t  t h e r e  i s  a p e r c e n t a g e  of  t h e m  w h o  a r e  t r y i n g  
to l i v e  off  t h e  G o v e r n m e n t  d i s c o u r a g e  u s  i n  t r y i n g  to f i n d  t h e  o n e s  t h a t  
w e  a r e  g o i n g  to n e e d  i f  we  h a v e  a n  e x p a n d e d  r e q u i r e m e n t  f o r  G o v e r n -  
m e n t  c o n t r a c t i n g .  T h a t ' s  t he  b e s t  a n s w e r  I c a n  g i v e  y o u  o n  i t .  

MR.  H E N K E L :  M r .  B a r n e s ,  y o u  h a v e  g i v e n  u s  a n  e x c e l l e n t  d i s -  
c u s s i o n  o f  s m a l l  b u s i n e s s  a n d  i t s  m a n y  p r o b l e m s .  O n  b e h a l f  of  t h e  
C o m m a n d a n t  a n d  t he  C o l l e g e  I w a n t  to  e x p r e s s  m y  s i n c e r e  a p p r e c i a t i o n .  
T h a n k  y o u  v e r y  m u c h .  

(11 J u n e  1 9 5 8 - - 4 , 1 0 0 ) B / e n  
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