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EXECUTIVE SUMMARY

In 1977, the NASA-sponsored Transfer Research and Impact Studies (TRIS)
Program staff at the Denver Research Institute initiated a continuing study
to develop a better understanding for how various NASA technology transfer
programs might be more useful to the small business community. This first
report presents the initial results concerning the status, needs, and tech-
nology use patterns of small firms.

While exact numbers are not known, it has been estimated that over 13
million small businesses are operating in the United States. The Small
Business Administration (SBA) and other agencies have developed various
definitions of a small business which vary according to industry type, size
of firm within an industry, gross sales and number of employees. For the
purpose of this study, however, a definition provided in a report for the
SBA will be used:

a business is considered small if it is independently
operated, employs fewer than 500 employees, operates
for profit and is involved in the creation or creative
use of new knowledge, products, processes or services.

Small business, representing 97 percent of all business, is faced with
a number of problems. The number one problem for the nation and especially
small business is inflation, which in turn adds to other difficulties re-
lating to research and development (R & D), capital availability, regulation
and reporting requirements, taxes, innovation, and technology acquisition
and application. Because of these problems and others, continued survival

of the small business sector has been questioned. There is a widespread

opinion that without help through iegislation, government stimulation, and



sustained interest and effort by small business advocates, stability of the
small business sector could be jeopardized.

Growth is considered the best assurance of a firm's ability to survive
and growth is information dependent. Small businesses need a variety of in-
formation including marketing, manag: 'ent and technology. Individual small
businesses have varied needs for tec:..oloyy, but all firms at some period of
their growth will require new technology in order to remain competitive in
product designs, processes or management methods.

While many information sources are available to small business, little
is known about actual usage of these sources, especially by small manu-
facturer's, the iargest potential market for NASA Technology Utilization (TU)
Program services.

In a broad sense, there are three types of manufacturing firms within
the small business sector and each has different technology needs. Type A
firms which serve the needs of small pockets in the marketplace usually
manufacture consumer goods. This type of firm generally would require mini-
mum amounts of product, process and management technology. Type B firms
serve as subcontractors or suppliers to large, mass production firms. Type B
firms probably have the most varied needs for product, process and management
technology--depending upon the industry, products, and rate of growth. Type C
firms play a pioneering role in new industries and markets such as the solar
industry. These are high technology firms whose growth is based on intense
and continuous application of the most advanced technology.

Small businesses obtain new technology in several ways including internal
R & D, government procurement contracts and through federal agencies such as

NASA and the SBA.
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Internal R & D is a valuable source of new technology, but it is performed
almost exclusively by large firms. Lack of capital and fluctuations in the
economy are only two of the reasons why small businesses reduce the amount
they spend on R & D. The federal government sponsors over 50 percent of all
R & D with over 80 percent carried out by only 200 large firms. However, small
firms do act as subcontractors to the large firms.

Government precurement contracts offer the small firm opportunities to
be in on the birth and growth of new technologies, training of their employees,
and frequently, use of the new technology in commercial products. Some in-
creases have already been made in the small business share of government pro-
curement contracts and the proposed Small Business Innovation Act of 1979, if
passed, will provide an additional one percent increase to the small business
portion by each federal agency that budgets $100 million or more to R & D.

Examples aie given in the report to illustrate how NASA technclogy has
been used successfully by small businesses. The transfer activity is de-
scribed by transfer modes, or ways of acquiring the technology. The most
important transfer modes for small business are contracts, personnel mi-
gration, and formal transfer services operated by the TU Program or by joint
programs between the SBA and NASA.

The two most significant transfer services for small business are the

Publications Program (e.g., the quarterly journal NASA Tech Briefs) and the

Industrial Applications Center (IAC) network of computer-based search facili-
ties. The Publications Program is the most thoroughly documented with respect
to small business transfer activity. In 1979, almost two thirds of the 43,000

subscribers to NASA Tech Briefs were from facilities that employeed less than
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500 people. Some of these, however, are small installations of large corpo-
rations. About one third of the document requests through the Tech Brief
journal are from small manufacturers. A recent cost benefit study by the

TRIS Program indicated that small businesses were about half as successful

as large businesses in applying the NASA technology they receive through these
two TU Program services. Other results from the cost benefit study are pre-
sented in this report to show small business use of these services.

Ir addition to Publications and IAC's, small businesses acquire NASA
technology through other TU transfer services such as conferences, personal
assistanre, and interagency applications engineering projects. These
services also generate successful transfeir activity by smell business but
they have been used less often than Publications and IAC's so less data is
available on success rates and patterns.

Several opportunities are described for enhancing the effectiveness
of TU Program services to selected small business market segments. The
success and failure patterns of Publications Program transfers, for example,
can be analyzed for targeting further dissemination of selected publications
to the most 1ikely user groups in the small business sector. An initial ex-
periment to test this Targeted Dissemination of Information (TDI) concept is
being conducted by the TRIS Program. This appears to be the best single
opportunity available for increasing small business benefits with a rela-
tively small investment of TU Program funds.

Since management problems account for the majority of small business
failures, increased efforts to report, package and disseminate the Agency's

engineering management technology could also hel» smell manufacturers to

jv



cut costs and increase their survivability. At the same time, this effort
could provide a way to familiarize the Agency's new small business con-
tractors with NASA management practices and expectations.

Further study in several areas could provide information to develop
additional improvements in the TU Program for accelerating the transfer of
NASA technology to small business. R & D procurement contracts to small
business might be used, for example, to stimulate growth of new industries
consisting of small, competitive firms. Additional data and analysis to
determine which types of small firms are most likely to use what sorts of
technology through IAC services could enhance the effectiveness of this
effort which appears to have a good potential for transferring NASA tech-
nology to small firms. A period of experimentation may be required to
develop IAC information products with low production costs and high utility
for selected groups of small businesses.

There are three reasons why NASA might consider developing a more active
effort to enhance small business transfer activity. First, the TU Program
can probably ircrease its cost benefit performance most easily by developing
small business market segments for its services. Second, the Agency's pro-
curement might be more cost efficient if competitive, smal) business indus-
tries could be develcped through contracts to supply some types of products
or services. Third, should successful methods be developed for transferring
government technology to small businesses, they are potentially usable by
other agencies for the same purpose. Although NASA technology will probably
not produce major economic impacts in the small business sector, the TU
Program can contribute significantly to a better understanding of how differ-
ent transfer methods work simply by experimerting with various ways to pursue

its dissemination goal.



INTRODUCTION

A great deal of attention has been focused on the nation's small
business sector. The evoiving consensus of business, government, elec-
ted officials and others is thet it needs help in order to ensure its
continued survival.

Small business firms are ever challenged by a fluctuating economy,
government regulation, limited capital, lack of incentives for research
and development and management problems. They also have problems in the
area of technology: acquiring it, applying it and profiting from it.
NASA, through its Technology Utilization (TU) Program, may be able to
bzlp by disseminating technology appropriate to the needs of small
business.

In 1977, the NASA-sponsored Transfer Research and Impact Studies
(TRIS) Program staff at the Denver Research Institute initiated a
continuing study to develop a better understanding for how various NASA
technology transfer programs might be more useful to the small business
community. This first report presents the initial results concerning
the status, needs, and technology use patterns of small firms.

Previous research indicated that, among small businesses, manufac-
turing organizations are most likely to benefit from NASA technology.
Therefore, a particular effort was made to examine the special needs of
this large group in order to identify ways of enhancing NASA TU Program
services for small manufacturers.

This report is divided into five sections. The first three
sections--Small Business in the Economy, Small Business and Technology

and Small Manufacturers and Technology Acquisition--summarize a large



amount of information from small business literature. The purpose of
these sections is to provide an overview of small business with regard

to its significance and role in the nation's economy. The fourth section--
Small Business and Selected TU Programs--describes the economic benefits
which small businesses typically receive through NASA's Publications
Program and Industrial Applications Centers. The last section--Observations
and Recommendations--relies on information from the previous sections to
describe potential changes in program services for satisfying technolog-
ical needs of this large market.

When Is a Business Small?

Thirteen million firms operating in the United States are described
as small businesses.! No single definition of "small business," however
adequately describes all of these firms. A number of definitions are
used to serve the purposes of individual organizations and government
agencies. Several of these definitions are given below.

Small business is generally defined as anything that isn't big
business. A more complete interpretation in qualitative terms, however,
has been offered by the Committee for Economic Development (CED). In
their view, a business enterprise is small, if it possesses two or more
of the following.charac.eristics:

1.  independent management (usually the managers are also the
owners);

1y.S. Chamber of Commerce, Center for Small Business. "Small Business
Keeps America Working." Reprint of a commentary adapted from a 30-
minute film produced for the U.S. Chamber of Commerce, Nation's Business
(June 1979), p. 51.
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2. owner-supplied capital;

3. mainly local area of operations and;

4. relatively small size within the industry.

It is these same characteristics which create many of the problems
and some of the special needs of small business.?

The Small Business Administration (SBA), in addition to the first
and fourth characteristics 1isted above, provides quantitative standards
which vary according to industrial sector. For example, a manufacturing
facility, depending upon the type of industry, is considered small with
up to 1500 employees. In non-manufacturing industries, a small enter-
prise is defined according to gross sales, with various levels of sales
volume for various industries: net sales of less than $2 million to
$7.5 million is the total allowed for retail organizations; wholesale
houses with net sales per year from $9.5 to $22 million qualify; while
construction industries with less than $9.5 million in annual receipts,
special construction industries with average annual receipts of $1 to $2
mi1lion and agricultural firms with annual receipts under $1 million are
also considered small.3

These employee and dollar figures are periodically udjusted by the
SBA to account for continued periods of inflation, or growth of larger
firms in relation to small business.* The SBA has just proposed changes
that would simplify the definition process by resetting standards for

750 industries based on the average number of employees over a 12-month

2Baumback, Clifford M. And Kenneth Lawyer. How to Organize and Operate
a Small Business, Englewood Cliffs, N.J.: Frenfwce-ﬁa||, 1378, pp. 3-5.
3U.5S. SBA. SBA Loans, Pamphlet #0OPI-18, Washington, D.C.: Office of
Public Information, March 1978.

4Ibid, reference #2, p. 4.



period and the amount of competition within each industry. These pro-
posed changes would eliminate approximately 150,000 businesses from
federal 2id programs which the SBA believes may be causing small firms
located in small business-dominated industries to compete among them-
selves. Primarily, the redefinitions would occur in retailing, service,
farming and construction industries. Barber shops, as well as motor-
cycle and used-car dealerships, are typical firms that would no longer
be considered small if more than 15 persons were employed. At the same
time, to encourage competition in industries where large firms dominate,
some businesses with up to 2500 employees would be redefined as small
(e.g., oil refiners, copper mines, cotton mills, cereal producers and
shipyards).® In its redefinition proposal, the SBA rated 160 industries
as concentrated, 317 as competitive and 249 as mixed. Because small
companies with fewer employees tend to be clustered in the more competi-
tive industries, lower employee 1imits would be set for these companies
in order to quaiify them for SBA loan programs.® If the proposal is
approved, the SBA estimates that 95 percent of all U.S. businesses would
still be eligible for its aid programs.” It is expected that some
revisions may be made in these proposed changes following public discus-

sion and Congressional examination.$

5 Jackson, Brooks. The Wall Street Journal, Weds., March 12, 1980.

6 The Denver Post, Sun., March 30, 1980, p. 45.

7 Ibid, reference #6.

8 Ibid, reference #5.



The Internal Revenue Code includes other definitional criteria that
are used to determine a small business for tax purposes: gross receipts,
number of owners, equity capital, income, and the size of a business
interest as compared with a taxpayer's other assets.®

The most widely used standards to determine a small business are
the number of employees and the gross sales volume.!® For the purpose
of this study, the "number of employeas" will be the primary measure-
ment. The definition presented in a 1978 report submitted to the Assis-
tant Secretary of Commerce for Science and Technology will be used to
define small businessc; in this research project:

. . . those firms that have less than 500 employees,
are not majority owned by larger firms, are operated
for profit, and are involved in the creation or crea-
tive use of new knowledge, products, processes, or
services.!!

One last, very positive description offered by the U.S. Chamber of
Commerce is included herc:

Small business means growth and growth means jobs . . .

Creating new products, expanding markets, fine-tuning
technology, that's small business.!2

9 Sampson, Michael P., “"The Impact of Taxation on Small Business: A
Proposal For Reform, "The Study of Small Business, Part III, Washington,
D.C.: U.S. SBA Office of Advocacy, June, 1977, p. 34.

101pid, reference #4.

l1Norris, William C., "Recommendations for Creating Jobs Through the
Success of Small, Innovative Businesses," Small Business & Innovation,
Washington, D.C.: U.S. SBA Office of Advocacy Task Force, May 1978,
p. 1.

12]1pid, reference #1, p. 52.



SECTION I. SMALL BUSINESS IN THE ECONOMY

Small business plays a basic role in the nation's economy by con-
tributing substantial revenues and job opportunities. In addition,
small business plays an important role in maintaining the free enter-
prise system. It competes directly with bi; business in may areas in-
cluding: ‘“price, cradit torms, service, product improvement, inter-
industry struggles concerning substitution, replacement" and development
of fnnovative methods.!3

At the same time, big and small businesses frequently have inter-
dependent relationships. Some small service industries, for example,
maintain the products of large mass-production industries, other small
unterprises provide them with technical, professional and clerical
services while small wholesale and retail outlets distribute their
products. A large manufacturing firm, which obtains supplies and com-
ponent parts for its production systems from small manufacturers,!¢ in
turn, provides a major market for many small manufacturers.!'$

New industries have historically emerged as a plethora of small
companies with new product lines which died, got absorbed and/or grew to
form mature industries with a few giant companies whose profits are

mainly determined by economies of scale and process technology. This

131bid, reference #2, p. 12.
141bid, p. 11.
151bid, p. 7.



growth process is not yet well understood although the federal government has
legal responsibilities for maintaining a vigorous small business sector.
Baumback and Lawyer note that federal officials have been concerned
about "vertical and horizontal integrations in large companies" and that
competitive efforts from this factor increase the need to sustain small
companies. 16

In 1972, the nation's 9.4 million small businesses, 96.4 percent of
all business firms, accounted for $1.2 trillion dollars in business
receipts, or 52.6 percent of all receipts.*!? In the same year, 416,000
small manufacturers, 95.4 percent of all manufacturing firms, accounted
for 43.6 percent of all manufacturing revenues. This group of firms,
4.4 pe;cent of all small firms, contributed the largest share of small
business receipts: 30 percent, or $368.6 billion.18

As of 1971, the Internal Revenue Service (IRS) estimated that small
manufactuing corporations offered the best average return on sales
(.034) and the second best average return profit ($13,910) of all small
corporations (see Table I-1). I should be noted, however, that the IRS
data represents small firms which are incorporated (10 percent of all

firms) and, therefore, may not represent the entire small business

* Excluding the construction industry where small firms account for three-
fourths of the total revenue.

161bid, reference #2, p. XIII.
17Assembly Office of Research, California Legislature. Small and Minority

Business in California Parformance and Prospects, Sacramento: Reproduced
by National Technical Information Service, 1977, p. 23.

181bid, p. 24-25.



TABLE I-1. AVERAGE RECEIPTS, PROFITS AND RETURN ON SALES FOR SMALL BUSINESS
CORPORATIONS IN SELECTED INDUSTRIAL CATEGORIES IN 1971

Industry Category

A1l Industries
Contract Construction
Manufacturing
Wholesale Trade
Retail Trade

Food Stores

Auto Dealers

Financial Insurance &
Real Estate

Services

A1l Industries
Contract Construction
Manufacturing
Wholesale Trade
Retail Trade

Food Stores

Auto Dealers

Financial Insurance &
Real Estate

Service

SMALL BUSINESS CORPORATIONS

Returns with and without Net Income

Average Receipts

Per Firm

(1000's $)
304.46
374.40
410.38
636.43
371.42
660. 97
821.07

64.60

145.24

Average Proffts
Per Firm
(1000's $)
8.24
10.80
13.91
16.48
7.34
7.43
10.79

7.68

3.15

Returns with Net Income

399.65
475.21
536.48
794.67
459.70
762.34
1051.83
90.47

184.51

20.72
23.35
31.19
28.31
16.09
16.31
21.65
18.02

15.45

Average Return
on Sales
(1000's $)
0.030
0.030
0.034
0.026
0.020
0.011
0.013

6.119

0.022

0.052
0.049
0.058
0.036
0.035
0.021
0.021
0.199

0.083

United States, Internal Revenue Service, Statistics of Income - 1971, Business

Income Tax Returns (Washington, D.C.:

u.s.

overnment Printing

ice,



population. (Approximately 85 percent of all small firms are sole
proprietorships, and about 5 percent are partnerships with an average of
three partners.)i?®

The second largest share of small business receipts was generated
by the more than two million small retail establishments (25 percent of
the small business population) with 27 percent, or $337.8 billion. 20

Evidence of small business contributions to employment was revealed
in a study conducted for the Commerce Technical Advisory Board. During
the years from 1969 to 1974:

. . .employment increased at an annual rate of only 0.6
percent in established large mature companies, at a
rate of 4.3 percent in established but innovative
companies, and at a rate of 40.7 percent in young

high technology companies . . . Adding new products

to the economy . . . stimulat{ing] demand and invest-
ment . . . permitt(ing] noninflationary growth in
overall demand and offer[in?] escape from the dilemmas
of continuing stagflation.?

INC, a new magazine devoted to small business, recently published an
article with similar data: "From 1969 to 1976, the top 1,000 companies
in the United States did not increase their employment. Yet, in the
same years, 6 million jobs were added to the economy by small business,

"having 66 times the effect of all big business."22 In 1977, 52 percent

191bid, p. 31.

201bid, reference #17

211bid, reference #11, p. 4

22No author listed. "Speaking Out," INC (January 1979)



of all private employment was attributed to small firms and 43 percent
of all U.S. business output.23 Last year, the U.S. Chamber of Commerce
estimated that small business employs 100 million persons,2¢ or about

two-thirds of all private sector workers in the country.2$

Small Business Problems

Despite their role in producing new jobs, and other contributions,
small businesses continue to operate under adverse conditions created by
problems that have been the subject of debate for many years. A major-
ity of these problems are exacerbated by periods of inflation and reces-
sion.

In its Annual Report for Fiscal Year 1979, the SBA stated that
there is very little hard data available on the present status of small
business because there is no immediate and up-to-date source of infor-
mation. Recently released Internal Revenue Service data only cover the
year 1976 and the =ost recent complete Econopic Census data are for the
year 1972. Only preliminary results have been released for the Economic
Census of 1977. However, the SBA reported that by looking at the trends
for the economy as a whole, the initial evidence implies that:

. . . the amplitude of the cyclical swing for small
business is larger than for the economy as a whole;
what happens to the small business economy happens

more quickly [and the] tluctuations for the small
business sector tend to lead the economy as a whole.?®

231bid, reference #2, p. 10
241bid, reference #1.

25Committee on Smal) Business. House of Representatives, Future of Small
Business in America, Washington, D.C.: U.S. Government Printing Office,

. p. 7.

26,5, SBA. U.S. Small Business Administration Annual Report FY 1979, Volume 1
(#045-000-0017-3), Washington, D.C.: U.S5. Government Brinting 0ffice,
1980, p. 3.
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In 1975, Business Week published an article that summarized econo-
mic conditions which are particularly harsh to small business, condi-
tions which are occurring again in 1980.

After months of devastating inflation and recession,
many of the nation's smaller entrepeneurs are fighting
for survival. Squeezed by tight money, rising costs,
depressed markets, and uncertain supply sources, they
find it tougher to cope with economic adversity than
larger, more financially robust competitors. Their
problems are compounded by growing government inter-
vention, product safety regulations, new occupational
safety rules, environmental restrictions, and increased
minimum wages pose costly challenges that are more
difficult for the small businessman. Just as signifi-
cant, the harsh economic climate has created unprece-
dented barriers for new entrepenuers eager to enter the
marketplace. 27

Inflation has been the number one problem facing the nation and
according to the SBA particularly so for small business. 28 Similarly,
Neal Smith, chairman of the Commission on Small Business, stated in his
report to Congress that, "While big and small businesses have both been
burdened by inflation, the weight of the burden on small business is far
greater because of its limited means for absorbing the impact of ever-
increasing costs and price . . . (and] small business is often the

casualty of the very policies that have been used to combat inflation."2®

27McAubrey, Robert, "Small Business the Maddening Struggle," Business Week
(June 30, 1975), p. 96.

281bid, reference #26, p. 4.
291bid, reference #25, p. 30.
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Even under normal economic conditions, small businesses face disad-
vantages. The SBA contends that because small business owners enter
more competitive areas where entry costs are lower, their operating
costs are often set by outside forces: wages by labor unions, energy
costs by OPEC, and prices by larger firms. ODuring periods of inflation,
these cost-price difficulties reduce profits and cash flow, and make it
more difficult for small business to attsin loans.3°

Rising costs for energy also have a greater effect on small busi-
ness than larger firms. The SBA Annual Report for FY 1979 contains data
prepared by the National Federation of Independent Businesses. These
data show that, " . . . an average small business with sales of $50,000
pays about four t'mes as much per dollar of output for energy as a firm
with more than $1 million in sales."3!

Small business managers also have a number of problems in satisfy-
ing government regulations and reporting requirements. The effort and
expense required to fill out reporting forms is especially difficult for
the small business which usually lacks the staff, funds, ana information
systems normally available to larger firms which have relatively lower
costs due to economies of scale in paperwork.32

A special report prepared by small business members of the Indus-
trial Advisory Committee contains recommendations for charges in regula-

tion policy. The report, which was presented to the Secretary of

301bid, reference #27, p. 5.
311bid, p. 8.
321bid, p. 12.
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Commerce in 1979, is based on the belief that the burden of compliance
could be substantially reduced for small businesses, and in many cases,
eliminated without changing the goals of many regulations. In support
of this belief they state that:

It is virtually impossible for the struggling inno-

vator to comply with the never ending forms, mandated

reports, applications, investigations, inspections,

permits, licenses, standards, variances, checklists,

guidelines, plans, study sessions, public meetings,

rule-makings, non-rule makings, hearings, non-

hearings, burdens of proof, and appeals, etc., to

accommodate the rapidly growing enforcement budgets
at all levels of government 'to make businesses

comply'.33

The SBA reported that each year 200 to 300 new regulations are pro-
mulgated and about 3,000 major changes to existing regulations are
instituted by the federal government. Since its inception in 1977, the
" SBA's office of Interagency Policy Affairs has identified fifty of these
regulations as having a significant effect on small business.3¢

It is argued that some regulation "has been necessary, especially
in the case of safety and emissions hardware, because these are innova-
tions that don't normally 'sell' in the consumer market," other regula-
tions are "unnecessary because [they have] been based on poor data or

[are inflationary].35

33Industrial Advisory Committee. "The Effects of Domestic Policies of
the Federal Government upon Innovation by Small Businesses," Small
Business & Innovation, Washington, D.C.: Office of the Chief Counsel
for Advocacy, U.S5. Small Business Administration, May 1979, p. 17.

341pbid, reference 32.

35Rubenstien, A.H. and J.E. Ettiie. "Innovation Among Suppliers to
Automobile Manufacturers: An Exploratory Study of Barriers And Facili-
tators, "R & D Management (September 1979), p. 65.




Taxes, another form of regulation, may be more of a burden for
small businesses because they are "largely dependent upon internal
capital sources."3% In his report prepared for the SBA, Michael Sampson
1ists five categories of problems the tax system has caused which make
it more difficult for the small business person to:

1. Retain capital in his business for its operating
needs and expansion;

2. Understand and comply with its complexities;
3. Obtain necessary long-term and equity capital;

4. Maintain the independence of his business as a
viable economic enity; and

5. Provide financial security for himself and his
family.37

Baumback and Lawyer add to the list of difficulties encoun-
tered by the small business person relating to capital and its
formation: (1) obtaining funds at the same rates paid by large
firms, and (2) saving and maintaining adequate financial reserves.
Capital costs are higher for the small business person because
loan processing costs are the same for small or large-scale
financing, but their cost relative to the loan value is greater
for small loans than for large loans, and interest rates are
higher because the failure rate of small firms poses a greater

risk for the lending institution.38

36Ibid, reference #2, p. 5.
371bid, reference #9, pp. 15, 16.
381bid, reference #2, p. 24.

14



A 1976 editorial in Fortune magazine included several theories
regarding capital availability. One theory concluded that there is
always talk of capital shortage during periods of inflation. Another
theory concluded that all capital needs cannot te met and that only
those who have the greatest need and can afford to pay for it, will have
capital available. The article also included New York Stock Exchange
projections of capital need through 1985. Only $4 trillion is expected
to be available to meet a need of $4.7 trillion, leaving a $700 billion
shortage. 39

In 1973, during another period of inflation and capital shortage,
Albert Kelly, dean of the School of Management of Boston College,
authored a paper in which he discussed another form of finance--venture
capital. Kelly suggested that there is "more than an ample supply of
venture capital for small enterprises and new enterprises . . . billions
of dollars await talented people with good business ideas . . . but . . .
sources are often difficult to uncover. "40

Three elements that Kellv considered pertinent to starting a new
venture are "technology, management, and capital--good management finds

and recognizes technology, and capital comes to good management.'¢!

39No author listed. "The Big Question About Industrial Capacity,"
Fortune (January 1976), p. 105.

40Kelley, Albert J. "Venture Management and Capital," Technology Review
(March/April 1973), p. 36.

411bid, p. 35.
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Qualities he believes are important to attract a venture capitalist are:
0 A product or service with a large market potential.

] Patent protection of skill and know-how, or assurance that.-no
one else has a patent.

0 An experienced, talented management team.
0 A company which, when successful, can and wants to go public.

0 An industry likely to be above average in price-earnings ratio
if publicly owned.

He adds that venture-capital sponsored companies do not fail as
often as small businesses in general, because of these special qualities
and because management assistance is usually provided by the venture
capitalist. However, 95 to 97 percent of all proposals submitted to a
typical venture capital company are rejected after a brief discussion
and only about 0.5 percent are eventually financed after careful exam-
ination. 42

While venture capital funding offers opportunity for a few selected
small business entrepeneurs, it offers little hope for the majority of
small businesses.

Regarding other forms of funding, the SBA reported that it appears
that, "more of the total debt of small businesses comes from commercial
firms . . . is short term credit . . . is borrowed at rates that continue
to go up [and applications are more frequent]."43

In comparision to large firms, the smallest manufacturing firm has

a debt/equity ratio of 2.99 compared to the largest size firm class with

421hid, reference # 40.

431bid, reference #26, p. 6.
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.57, over five times greater than the largest enterprise. In the construc-
tion industry, the smaller firm has nearly four times the debt/equity of
the largest firm. In retail and wholesale industries the ratio is 3.5
times as large. A small business will give debt, including bank credit,

a higher priority than would a large firm, 44

Small Business Failures

These problems and others have proven to be too much for some small
businesses and they have not been able to survive. Reliable statistics
on the start and failure rate of small businesses only are not available;
however, the SBA estimates that 400,000 small firms go out of business
each year for many reasons, including an unknown number which fail. Dun
and Bradstreet, Inc. corrcborates this figure to some degree: each year
"several hundred thousand firms are started, almost an equal number are
discontinued, and even more transfer ownership and control.¢5 Dun &
Bradstreet's failure statistics are not broken down by company size, so
it is essential to remember that in all industries except mining, trans-
portation and utilities, small firms comprise approximately 97 percent

of all firms (see Table I-2).

44Ibid.

45Business Economics Division, Dun & Bradstreet, Inc. The Business Failure
Record, New York, New York: Dun & Bradstreet, 1977,7p. 3
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TABLE I-2. COMPOSITION OF SELECTED INDUSTRIAL

CATEGORIES 8Y SIZE OF FIRM*

X SMALL X LARGE
INDUSTRIAL CATEGORY BUSINESS BUSINESS
Construction 99.2 n.8
Manufacturing 95.4 4.6
Transportation, Util .ies 88.0 12.0
Wholesale Trade 98.1 1.9
Retail Trade 99.0 1.0
Finance, Insurance
and Real Estate 99.8 0.2
Selected Services 9.3 5.7
MO Fieneries oY 93.8 6.2
Mining 88.3 11.7
A1l Industry 96.7 3.3

Alfred Malabre, Jr., a reporter for The Wall Street Journal,

recently reported business failure trends and provided data to support

the contention that in general, failure rates per 10,000 firms have

decreased over the years and that failures during recent periods of

inflation have been considerably less than those recorded during past

heavy growth periods.*® He observed that business failures were greater

during the 1960's--"the first years of the longest economic expansion in

*Source: Small Enterprise in the Economy, Vol. 1, No. 4, December 1975.

4€Malabre, Jr., Alfred L. "Despite a Worrisome Rise, Far Fewer Firms
Fall Nowadays Than Before Inflation Soard"
Weds., March 12, 1980, p. 46.
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the country's history," when consumer prices increased by only 1 percent
or less a year. In 1961, 64 firms per 10,000 fafled for a total of
17,075, the highest rate since 1939. In 1965, 53 firms per 10,000
failed; in 1970, the figure was 44 per 10,000 and ir 1978 just 24 per
10,000. A slight upturn to 30 per 10,000 was predicted for 1979 with
approximately 14,000 failures total.

The graph provided by Malabre (see Figure I-1) shows the failure
rates per 10,000 firms from the years 1960 to 1478.
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According to economists, there are several unexpacted reasons ror
the reduced failura rate over the long term including "inflation, . . .
depressed share prices . . . and sharply rising federal aid to private
enterprise.” Malabre included a statement by Paul Markowski, a New York
economic consultant: "As unpopular as inflation has supposedly become,
the truth is that the big rise in prices has helped keep a lot of poorly
run companies above water." In the same vein, Malabre repeated comments
by Alan Greenspan, chief economic advisor to Presidents Nixon and Ford:
"Clearly, (inflation is] the number one reason that a higher percentage
of businesses have managed to survive in recent years . . . Inflation
acts to reduce competitiveness and protect inefficiency . . . fosters a
climate where badly managed companies ran more easily put through price
increases while continuing to sell goods and services of inferior quaiity."

Malabre added that some unhealithy firms have been saved by healthier
comporations which bqy shares of the poorly managed companies at "prices
far below what it would cost to replace the underlying as:ets."

He further contends that the recent upturn in failures may be par-
tially due to the early symptoms of the predicted recession--noting that
failures tend to rise during these periods and continue for a short time
thereafter. An additional reason cited for the increases in failures,
may be a recent change in the bankruptcy laws which "allow some debtors
to be forced into bankruptcy proceadings more readily."

In 1972, the national failur: rate was about 38 per 10,000 firms.*¢’

Among mar._ facturing firms, producers of transportation equipment had the

47lbid, reference #45, p. 2.
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highest failure rate with 119 per 10,000. The next highest rate was
recorded by furniture manufacturers (98.8 percent small firms) with 113
failures per 10,000. The stone-clay-glass industry (98.9 percent small
firms, and considered a low-technology sector) exhibited the lowest
failure rate of all manufacturing industries, 20 per 10,000 concerns.
In 1976, the national failure rate decreased to 35 per 10,000 concerns,
with transportation equipment manufacturers at 77 per 10,000 firms and
furniture makers at 85 per 10,000 trading their positions.48

Firms in retail trade, manufacturing, and construction--industries
predominantly composed of smail firms--account for approximately 75
percent of all business failures. In a given year, approximately 43
percent of all business failures will occur in retail trade, while
manufacturing and construction firms will account for another 32 percent.
Table I-3 shows the share of business failures per industry for the

years 1972, 1974 and 1976.4°

481bid, pp. 8, 9.
491bid.

21



TABLE I-3. PROPORTIONAL SHARE OF BUSINESS
FAILURE BY INDUSTRIAL CATEGORY
1972, 1974, 1976*

Percent by year

INDUSTRIAL CATEGORY 1572 1974 1976
Mining .5 d .3
Manufacturing 16.0 15.6 13.7
Wholesale Trade 10.1 9.7 10.7
Retail Trade 45.9 42.7 43.0
Construction 14.4 18.5 18.4
Commercial Services 13.1 13.3 15.8

N= 9,566 9,915 9,638

Failures in the mining and manufacturing sector entail the greatest
repercussions. In 1972, the average liability of a failed manufacturing
concern totaled almost $493,000; by 1976, the average liakility had increased
to $767,700. Taking inflation into account, there was a real increase of
16 percent.®® The liabilities of failed firms in individual industries

can be seen in Table -4,

*Source: The Business Faijlure Record, 1976, pp. 8. 9.

501bid, reference #45.
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TABLE I-4. AVERAGE LIABILITY OF FAILED CONCERNS
BY INDUSTRIAL CATEGORY
1972, 1974, 1976*

Average Liability (000's)

INDUSTRIAL CATEGORY 1972 1974 1976

Mining $270.6 $1,122.4 $2,863.8
Manufacturing 492.8 532.1 767.7
Wholesale Trade 258.6 285.1 402.4
Retail Trade 126.9 252.6 134.5
Construction 140.7 286.1 242.2
Commercial Services 207.2 263.7 368.2

In 1976, Dun & Bradstreet examined the reasons for failure in 9,628
businesses and reported that "managerial inexperience and ineptitute"
was the underlying cause of nine out of ten casualities. Oun & Bradstreet
categorized these firms according to conditions which contributed most to
each firm's failure as shown in Table I-5 (subsumed under the "management
inefficiency and ineptitude" headings). Two points on the table deserve
special notice: (1) "competitive weakness" accounted for a smaller per-
centage of difficulties in manufacturing firms than in other types of
firms; and (2) manufacturing firms seem to fare worse than other types

of firms in the "heavy operating expense" category.

*Source: The Business Failure Record, 1976, pp. 8, 9.
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TABLE I-5. OPERATING DIFFICULTIES WHICH CONTRIBUTED
TO FIRM'S FAILURE*

TYPES OF CoMM' L
DIFFICULTIES MANUFACTURERS WHOLESALERS RETAILERS CONSTRUCTION SERVICES ALL
Inadequate

Sales 55.2% 53.9% 50.5% 43.2% 48.8% 49.9%
Heavy Opera-

ting Expenses 15.2 11.4 11.6 15.9 12.6 13.0
Receivable

Difficulties 12.7 15.3 3.0 15.1 5.6 8.3
Inventory

Difficulties 6.4 11.9 11.9 0.8 1.7 7.7

Excessive Fixed

Assets 4.6 2.2 2.7 2.6 5.2 3.2
Poor Location 0.6 0.3 5.3 0.6 1.7 2.7
Competitive

Weakness 21.0 23.4 24.9 30.7 25.3 25.3
Other 1.6 1.8 1.1 0.8 0.8 1.1

N = 9,628

Note: percentages may add up to more than 100% because some failures are
attributed to difficulties in more than one category.
Dun & Bradstreet reported that these two factors plus "excessive
fixed assets" are in general, less frequent causes of failure now than

in 1961; the "inadequate sales" factor is cited more frequently.S?!

*Source: The Business Failure Record, 1976, pp. 12, 13.

S'Ibid, p. 13.
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Baumback and Lawyer state that the first year of operations has the
highest mortality rate and the odds for survival increase each year.
They report that one of three retail stores do not survive the first
year and two out of three close within six years; one of five manufac-
turers and wholesalers go out of business in the first year and within nine
years two out of three will end operations.

They add, that in the opinion of creditors, 98 percent of the
business failures reported by Dun & Bradstreet in 1976 were caused by
underlying factors of ineffective management. Aygain, from the creditor's
point of view:

. . . in 44 percent of these cases . . . the businesses

should never have been started in the first place because

of owner incompetence. In the remaining instances, poor

management was attributed to the owner's lack of exper-

ience in the business; lack of management experience or

"know-how"; or unbalanced management training or exper-

ience, i.e., knowledge or experience not well rounded in .

sales, finance, purchasing and production.$2

Carroll Kroeger, in a 1974 paper, contended that "limitations to
growth of the small firm are directly related to the degree of management
capability. Success or fiilure is determined by the level of managerial
competence. 53 In support of this contention, he presented the "1i‘e-cycle
growth pattern" as illustrated in Figure I-2. Five stages of growth in
the life-cycle of a business are identified and paired with appropriate

management roles.

52]pid, reference #2, p. 20.

$3kroeger, Carroll V. ‘"Managerial Development in the Small Firm,"
California Management Review, Volume XVII, No. 1 (Fall 1974), p. 41.
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’/
LIFE CYCLE
STAGE Initiation |Deyefopment Growth Maturity Declin
N
MANAGERIAL Originator/| Planner/ Developer/ | Administrator/ Successor/
ROLE Inventor Organizer |Implementer Operator Reorganizer
FIGURE I-2. MANAGERIAL ROLES RELATED TO THE

LIFE CYCLE OF THE FIRM*

Kroeger also included a brief outline of the five stages and managerial

skills required at each level (see Table [-6).

Stressing the importance of management development for operators

of small or large firms, Kroeger stated that at some time these managers

will need to "assume new roles and perform activities for which they have

xSource:

Carroll V. Kroeger.

California Management Review, p. 42.
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little or no background . . . every manager regardless of background, will
need to update his training to fill future managerial roles."5¢

Peter Drucker, in his article for The Wali Street Journal, emphasized

points similar to Kroeger's about management capabilities and their effects.
At the same time, he acknowledged the tremendous demands that growth makes
on management energy. Drucker stressed the need for a business to antici-
pate future information needs in order to prevent a growth crisis--
information needs that go beyond internal accounting data, including
information about what goes on outside of the business and in the marketplace.

He describes a small-growth business as one that usually starts out:

. typically as the brain-child of one or two [people]

. . generally entrepeneurs with vision, drive, ability

and courage . . . endowed with strengths . . . and weak-

nesses . . . high product imagination, great capacity for

product development, and ability in promotion . . . with

a fast growing, highly successful small company [based on

this] ability . . . and if [the owner] is conscientious,

he will almost certainly kill [it] . . . by spending so

much time on what he cannot do well he will neglect what

he can do well. [In a few years the company will reach a

growth crisis and] usually goes out of existence, having

lost the original advantages its founder gave it.

Another type of manager profiled by Drucker is one who concentrates
on product design and is unconcerned about the other aspects of running |
the business such as marketing and production. In three to five years,

Drucker predicts this business will reach the same growth crisis.SS

S41bid, reference #54, p. 43.

55Drucker, Peter F. ‘"Helping Small Businesses Cope," The Wall Street
Journal, April 21, 1977.
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Most of the problems previously mentioned exist for small‘business
in any type of economic situation, but recent double-digit inflation and
recession have caused more attention to be focused on finding solutions.
Small businesses have immediate needs which, if fulfilled, would benefit
the whole economy. An editorial that recently appeared in INC magazine
included the statement:

Many economists in government and industry agree that the

best way to combat inflation is to increase productivity,

to promote technological innovation, and to generate

capital formation. The most efficient way to do all of

this is throggh revitalizing the small business sector of

our economy.

Steps have been taken to improve the situation for small business.
Federal agencies, elected officials and small business representatives
have attempted to develop programs and legislation that aid small busi-
ness. The SBA, for example, provides training, printed materials,
financial assistance and staff consulting to help small business managers
with their immediate difficulties. Presently, the SBA is developing a
data bank on small business in order to improve its information concerning
the small business sector which, in turn, should improve the understanding
of small business problems and support the development of better solutions.

The Department of Commerce has special programs to provide management
and technical assistance to small business, and the Senate Select Committee
on Small Business is also actively involved in the process of helping

these firms. The committee has introduced and co-sponsored 47 bills

that are presently pending in various committees.

56Hambrecht, William. "Emerging Companies Most Have Access to Public
Equity Markets." Speaking Out, INC (August 1979). p. 12.
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Neal Smith, chairman of the House of Representatives Committee
on Small Business, stated in the committee's 1979 report, "Future of
Small Business in America," that,

Unless direct and concerted action is taken now, small

business, the mainstay of a truly competitive system,

will continue to decline. This decline will have disas-

trous consequences for the American economy considering

the proven contributions of small business to areas such

as job creation and innovation.57

Small business representatives have also been very active advocates
for improved understanding of their problems and in finding various
solutions to the problems. Their efforts were documented by the results
of the 1980 White House Conference on Small Business. The Conference
was mandated by the Small Business Act (1978 revision), and followed a
series of 57 hearings held throughout the United States to determine the
status of small business, its problems and potential solutions. The
hearings were attended by small business representatives, government
officials and others. Small business persons played an integral role in
formulating the conference agenda.

The hearing results are summarized in a report prepared by the
Senate Select Committee on Small Business. The report addresses the

issues of‘taxes, capital and credit needs, technology transfer and

innovation, procurement, economic concentration and antitrust, regula-

571bid, reference #25, p. 37.
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tory and paperwork reduction, energy, rural assistance, international
trade, management assistance, education and training, and small business
advocacy within the Federal govcrﬁnent.“

The conference, attended primarily by selected small business
representatives, resulted in a list of sixty recommendations on how the
federal government can help small business. Fifteen of the recommenda-
tions were considered to be of top priority and many relate to problems
that have existed for years. The fifteen priority items are listed
below (see Appendix A for the complete list):

1. Increase graduation of corpcrate and
individual tax schedules

2. Adopt rules to simplify and accelerate
asset depreciation

3. Balance the federal budget
4. Revise estate tax laws

5. Enact sunset review of laws,
regulations and agencies

6. Pass existing legislation that encourages
small business innovation

7. Enact a tax credit for initial investments
in small companies and permit tax-deferrad
rollover of those investments

8. Reform the social security system

9. Approve creation of the Small Business Part-
fcipating Debenture . . . to help small busi-
ness raise capital

10. Beef up the SBA's Office of Advocacy

11. Insure equal access to commercial credit
for women in business

58Gelect Committee on Small Business, United States Senate. Discussion
and Comments on the Major Issues Facing Small Business, Washington,
D.C.: U.5. Government Printing Office, 1979.
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12. Reimburse a small business for costs and
damages when the business wins a civil court
action brought by a governmental agency

13.  Lower the minimum wage for teenagers, seasonal
workers, and part-time employees

14.  Set mandatory goals for small businesses'
share of government procurement

15. Conduct economic impact studies before placing
new regulatory requirements on small business.®

Pat 0'Brien, INC's Washington editor, reported in an article pub-
lished prior to the White House Conference that, "Washington lobbyists
and congressional staff members warn that it's going to take continuing
pressure and urging from small business to insure that Carter and Congress
act on the recommendations.'"®0

A statement by the House Small Business Subcommittee on Antitrust,
Consumers and Employment summarizes a current, widespread perception of
the small business sector:

The role of small business in our economy is declining at

an alarming rate. As the number of small businesses in

industries declines and the concentration ratios increase,

the continuing viability of small firms is severly threatened

. . by focusing the proper attention on small business
problens and by taking the steps necessary for meeting
the particular needs of the small business community, the

ext1nction of that community will no longer be a potential
reality.$

59No author listed. "Small Business Discovery in D.C.: We Have Clout,"
INC (March 1980), p. 20.

600'Brien, Pat. "The White House Conference on Small Business,-- Uncle
is Listening But Will He Hear?, INC (Jan. 1980), p. 70.

611bid, reference #25, pp. 17 and 19.
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SECTION II. SMALL BUSINESS AND TECHNOLOGY

The "Small Business Innovation Act of 1979" contains the following
statemnt:

Technology innovation is a most important contribu-
tion to job creation, increased productivity, compe-
tition and economic growth in the United States as
well as a valuable counterforce to inflation and our
balance of payments deficit . . . Small business is
a principal source of major innovations in the
Nation when compared with large businesses, univer-
sities and government laboratories.!

Several studies have shown that small corporations have been respon-
sible for 50 to 74 percent of the most significant U.S. technological
innovations.2 Since the late 1700's and thrcugh the 1970's individual
and independent inventors and entrepeneurs have been a substantial
source of advancements in technology including the introducticns of
“radically new concepts."3

While Ynnovation is difficult to assess directly, productivity, one
major result of innovation, car. be measured, and the rate of increase in
productivity has steadily diminished. From World War II through 1965,

the "average annual rate of productivity for a manufacturing worker"

15BA Advocacy Task Force. "Small Business Innovation Act of 1979, Small
Business & Innovation, Washington, D.C.: Office of the Chief Counsel
Tor Advocacy, U.5. Small Business Administration, May 1979, p. 6.

2Hlavacek, James D., Brian H. Dovey, and John J. Biondo. “The Small
Business Technology to Marketing Power," Harvard Business Review (Jan/
Feb 1977) p. 106.

3Industrial Advisory Committee. "The Effects of Domestic Policies of
the Federal Government upon Innovation by Small Businesses," Small Busi-
ness & Innovation, Washington, D.C.: Office of the Chief Counsel for
Rdvocacy, U.5. omall Business Administration, May 1979, p. 1.
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increased by 4.1 percent. The amount of increase. was reduced to 1.6
percent through i975 and to 1.0 percent in 1978. The predicted rate of
increase for 1979 was 0.4 percent--a ten-t - decline for the last

fifteen years.*

Innovation Problems

Several factors have led to a reduced number of innovations by all
firms in the United States. Myers and Sweezy reported in their Technology
Review article that innovations start easily during periods of a sagging
economy, and then progress slowly and with difficulty despite effective
market research, proper management policies and an ample supply of
technology. In contrast, a booming economy stimulates innovaticn which,
in turn generates demand and further innovation.

Even in a prosperous economy industrial innovations frequently
fail. Myers and Sweezy described one study that showed, even though the
failure rate varies among industries and companies, an average of 58
ideas were discarded for every sucessful new product developed. Most of
these ideas failed at the onset, with only 10 or 12 percent of the ideas
ever reaching the development stage.®

Lawrence W. Bass, retired vice-president of Arthur D. Little, Inc.
reported study results on commercial R& 0: " . . . of 540 ideas ini-
tially screened, ninety-two were evaluated in laboratories, seven were
reduced to models, and one final product resulted." Equally discourag-

ing figures relating to product development are offered by the SBA. Its

4Ibid, p. 4.

‘Myers, Sumner and Eldon E. Sweczy. '"Why Innovations Fail," Technology
Review (Mar/Apr 1978), p. 41.
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studies showed that only 2 percent of the proposals originating'in
twenty large companies reached the development state.

\ In 1966, Robert Charpie, then Director of Technology at Union
Carbide, reported that out of a total of 500 concepts reviewed by the
company each year (about 10 per week), perhaps two totally new ideas, or
one in two hundred, are acted upon. In addition, Booz, Allen and Hamilton
stated that two products fail for every three new products commercialized
by the 200 best run companies.®

Myers and Sweezy cited other failure examples from their study of a
sample of 200 innovations that failed following commercialization. The
marketplace posed the greatest risks to many of the innovations studied;
uncontrollable market factors led to the failure of 27.5 percent. In
addition, limited sales accounted for 16 percent, revealing a weakness
in market research efforts; products developed in the public interest
prevented the success of 10 percent, and 23.5 perceat of the failures
were attributed to poor management which caused the products to be
either shelved, cancelled or delayed. Competition accounted for 7
percent of the failures and 11.5 percent of the sample was affected by
technology--one-quarter of these products were outdone by "another
company‘s superior technical approach that had not been anticipated."”
Lack of capital prevented the success of 15.5 percent of the innovations
with overruns occurring in almost one-third of this group. Overall,
half of the failures were due to management and marketing problems and
one-third to market factors. Of the total number of products developed,

management stili considered ninety-two to be worth saving. Of the "good

SHough, Granville W. Technology Diffusion, Mt. Airy, Maryland: Lomond
Systems, Inc., 1975, p. 44.
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innovations, 28 percent failed due to management error and 20 percent

due to government regulations.”

Capitalization Problems

Other factors having an impact on the amount of innovation by small
business were described in a 1979 report by small business people to the
Department of Commerce. In their view (not necessarily the view of the
Department of Commerce or the SBA) scme of the factors that inhibit the
innovation process are related to capital, research and development (R &
D) and patent rights. The group contends that large firms have a great
many advantages, including incentives to innovate, over small firms.

Access to capital is one of the advantages mentioned. Large firms
generally are able to raise innovation financing capital from their own
cash flow while small firms must depend on outside sources.®

In the past, some small firms have been able to obtain capital from
individual investors for each stage of the innovation process (seed,
start-up and expansion). But now, changes in tax policies favoring
retirement fuanding, oil and gas drilling, agriculture and real estate
have made these more attractive to private investors. In addition,
retirement funds put into “tax sheltered centralized institutional
investment pools are precluded by law from investing in promising local
ventures."? The following statement by the small business group provides

further evidence of the capital shortage experienced by small business:

7Ibid, reference #5, pp. 41-45.
8Ibia, reference #3, p. 6.

bid. p. 11.
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. . . in the seven years from 1969 to 1975, the amount of

capital acquired from public markets by smail firms with

less than $5 million in net worth, declined from approxi-

mately $1,500 million to approximately $15 million=--a 100

fold decrease--yet capital raised by all corporations in

the public security markets increased from $28 million to

$41 billion in 1975 . . . an increase of approximately 30

percent. !0

Large corporations also have tax advantages not available to small
firmi. The profitable large corporation receives an "immediate tax
benefit of approximately fifty percent for research and innovation
related expenses, and a tan percent tax credit for related capital
expenditures." In contrast, these benefits are only available to small
firms after the capital intensive first stages when, and if, the new
product shows a profit. As a result, the small firm must raise "more
than twice the amount of capital for the same innovation as a large
corporation." In addition, the tax structure also prevents the small
firm from accumulating sufficient retained earnings to finance internal

expansion due to the success of the new product.

101bid, p. 4.
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R & D Problems

Research and development is another area of concern. Half of the
total amount of R & D performed on the national level, as a percentage
of the Gross National Product (GNP) is federally funded. This portion
has been declining since 1968--nearly 3 percent of the GNP in 1963 and
only 2.2 percent in 1978.11 Space, defense, energy, education, and
health and welfare agencies fund over 88 percent of all federal R& D
concentrated within a few large industries and firms. R & D performed
privately by industry is similarly concentrated. Science Indicators
revealed that 85 percent of all U.S. industrial R & D was performed by
only six industries (aircraft and missiles, electrical equipment and
communication, machinery, motor vehicles and other transportation equip-
ment, chemicals and allied products, and professional and scientific
instruments) in 1974; 80 percent by only 200 firms; thirty-one firms
performed 60 percent of the total amount of industrial research and only
10 companies accounted for 36 percent.!? These figures refer to prime
contracts, however, and do not reflect the fact that prime contractors
usually manage many subcontracts with small business--a management
technique that can be more efficient than having a large number of small
contractors reporting directly to a personnel-limited government program
office.

Despite the fact that small firms conduct a little more than three

percent of the R & D in the U.S., in the twenty years from 1953 to 1973,

tiNationa)l Science Board, National Science Foundation. Science Indicators
1978, Washington, D.C.: U.S. Government Printing Office, 1979, p. 130.

121bid, reference #3, p. 18.
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small business contributed "twenty-four times the number of innovations

per dollar of R & D as did large firms," according to Science Indicators.!3

In 1967, Robert McNamara, then Secretary of Defense, explained
federal justifications for the low percentage of R & D allocated to
small business at that time:

. our R & D emphasis and dollars are mainly in develop-

ment of aircraft, missile, space and electronic systems

with 81.5 percent of our dollars going to this type of R

& D program. Small business firms have only limited

potential for this type of effort. They lack the tech-

nical and financial resources, scientific and engineering

staffs, laboratories, test facilities, and the like to be

systems development prime contractors. Small business

does, however, participate in these programs on a subcon-

tracting basis. 14

Legislative action to increase the small business share of federal
R & D has already been taken. The "Small Business Innovation Act of
1979" stipulates additional increases in prime R & D contracts set-aside
for small business by at least one percent per year of each federal
department or agency's total R & D budget. There are associated problems,
however, in staffing to manage a large increase in prime contracts and
in obtaining the complex hardware and/or services to satisfy some depart-
ment and agency requirements. The Act also proposes a competitive
solicitation program for small business innovation research similar to
the National Science Foundation's program. All federal departments and

agencies with an R & D budget of $100 million or more would be included

131pid, reference #3, p. 18 and 19.
l44argrave, Carolyn Hooper. '"Distribution of Federal Expenditures for

Research and Development: Implications for Small Business," Federal
Bar Journal, Volume 32 (Spring/Summer 1973), p. 187.
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and each would be required to commit one percent or more of its entire R
& 0 budget to this program. !5

Guvernment agencies have already increased the small business share
of R & D awards as required by previous legislation. For example, in
1978 the Department of Defense awarded small business contracts worth
$19.2 billion (including small business set-asides), equal to 24.4
percent of their total budget of $78.8 billion (the totals include some

amendments to ongoing contracts).!® The 1980 NASA Authorization includes

figures relating to small business participation in NASA procurement

programs:
During Fiscal Year 1978, NASA direct awards to small
business firms amounted to $281.5 million . . . 10 percent
of the total awards to business firms . . . which resulted

from 85 thousand procurement actions or 62 percent of the
total number of actions placed with business firms . . .
the total amount of new awards in which small business
could have participated was $739 million, consisting of
$633 million new awards of $10,000 and over and $106
million awards of less than $10,000. Of this $739 million
small business received $185 million or 25 percent.!7?

Not all firms are anxious to participate in federal procurement
programs, however. A small P & D firm interviewed during a study of

smal)l businesses in Region VIII made the following comment:

151bid, reference #1, p. 7.

16HeintzeIman, Harry, Procurement Analyst, Prime Contractor Division,
Small Business Administration, Washington: telephone conservation March
1, 1980.

17Nationa)l Aeronautics and Space Administration. 1980 NASA Authorization,
Hearing before the Committee on Technology, U.S. House of Representatives,
Ninety-Sixth Congress, First Session on H.R. 1786, Washington: U.S.
Government Printing Office, 1979, p. 826.
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It is getting to the point where no one in the industry

wants government contracts . . . we will get a hundred

pages of regulations and maybe four or five pages of

::$2?l§?l‘ﬁrrts which make our job very compiex and

The group of small business people are also concerned with present
patent policies. In their view, small businesses do not receive equal
treatment. They stated that patent rights awarded freely to large
firms, are often difficult to obtain by small firms under similar cir-
cumstances. And frequently, in order to receive a contract, small
businesses must assign the patent rights to the government for use by
dthers, regardless of whether the rights were developed at the small
business expense. These policies are considered further deterrents to
small business innovation.!®

In summary, small business people stated that as a result of these
adversities, many small innovative firms, "in order to meet expansion
needs, to obtain federal regulatory permits, to sell a new product to
the government, or to defend its patents, [find] . . . it is necessary

. to sell out to a large firm with greater resources. When this
occurs, the research and development budgets are often cut and the

innovative entrepeneurs leave the firm. A creative, independent organi-

zation is changed into a static dependent one. 29

18Ne1son, Roger H. Edwin, Tiffany Hawks and Ali Rexa Malekzadeh. The
Role of Small Business in Research and Development Technological Change
and Innovation in Region VIII," The Regional Environment for Small
Business Entrepeneurship in Region , Uenver, Colorado: Denver
Research lnstitute for the U??ice of Economic Research, U.S. SBA, 1979,

p. 89.

1915id, reference #3, p. 22.
20Ipid, p. 8.
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Market Share Problems

In 1967, Michael Shanks described the emergence of a "dual economy"
in the British industry, and he noted that this phenomenon "seems to be
happening in most industrialized countries." He described the dual
economy as the evolution of:

. . . on the one hand a highly advanced sector of mainly

large firms employing all types of modern technology

(both hardware and software); on the other a wide fringe

of mainly small firms, operating at a lower level of

sophistication, unable to profit from the discoveries of

technology, depressing the level of the whole economy.?2!

In the U.S. manufacturing sector, the dual economy may have arrived
in some industries. By 1972, in approximately 86 percent of all manu-
facturing industries, the 8 largest companies in each industry accounted
for over 30 percent of the respective industry's shipments. In over
half of ail manufacturing industries, the 50 largest companies in each
industry accounted for 80 percent of the respective industry's shipments
(see Table II-1).

Small manufacturers have been slowly losing ground to large companies
which operate increasingly large scale systems of small, strategically
located manufacturing plants. In 1958, a typical manufacturing firm
with a total employee f.~ce of 2,500 to 4,999 employees operated approxi-
mately 27 manufacturing establishments. By 1972, this number had increased
by 30 percent to 35. Similarly, firms of over 10,000 employees increased the

average number of establishments by 26 percent, from 280 in 1958 to 352
in 1972 (see Table II-2).

21Shanks, Michael. The Innovators, Baltimore, Maryland: Penguin, 1967,
p. 214,
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TABLE II-1. NUMBER OF INDUSTRIES IN WHICH THE LARGEST 8,
20 AND 50 COMPANIES ACCOUNT FOR 30X, 50% AND
80X OF INDUSTRIES' TOTAL SHIPMENTS*

8 LARGEST 20 LARGEST 50 LARGEST
COMPANIES COMPANIES COMPANIES

Percent of
industry's 30X | 379 industries!
total
shipmerits
accounted 50% 355 industries?

for by
large
companies 80% 250 industriesd

Total number of industries = 450

122>3Nymber of industries for which data was not available: 8
largest companies-14; 20 largest companies-40; 50 largest
companies-53.

Between the years 1958 and 1972, excluding Industry Group 37
(production of aircraft, motor vehicles, locomotives, boats, missiles
and space vehicles--high technology industries where large firms dominate)
the number of small manufacturers decreased by 2.4 percent, and their
share of manufacturing sales and receipts decreased by 24.7 percent (see

Table II-3).

*Source: data compiled from the 1972 Census of Manufacturers, Concen-
tration Ratios in Manufacturing, Table 5. Share of Value Shipments
Accounted for by the 4, 8, 20 and 50 Largest Companies in Each Manufac-
turing Industry: 1972 and earlier years, p. SR2-6 to SR2-46.
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One effect of this trend is that a few large companies control the
larger markets, achieving economies of scale in production, distribution,
- and R & D efforts. Small firms on the other hand, are left to identify
and serve the needs of remaining market segments in which the larger
firms are not interested. These "pockets" in the market place may be:
(a) currently too small to attract the interest of the large firms; (b)
declining in size; or (c) requiring a variety of custom products too
diverse for cost efficient mass production.22 A Fortune 500 company,
for example, may require annual sales of $20 million and a return on
investment of 22 percent as a minimum market condition to approve a new
product line.23

Another effect of this trend seems to be a decrease in the aggregate
technological impetus provided by small firms. Small firms have tradi-
tionally been innovative but, for the reasons discussed earlier in this
section, manufacturing firms aie increasingly in a position where the
motivation to engage in technological innovation is minimal. Why should
a small firm undertake the risks necessary to develop a new product
1ine? As soon as success seems possible, the small innovative firm may
find at its back door a manufacturing plant, owned by a national cor-
poration, which has easier access to capital, more experienced manage-
ment, in-house lawyers to engage in patent litigations, and guaranteed

access to the markets through affiliated retailers and wholesalers.

221bid reference #21.

“3Roberts, Edward B. "Technology Strategy for the Medium-Size Company,"
Research Management (July 1976), p. 30.
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Type A Firms (Pocket Markets)

For the increasing number of small manufacturers which find them-
selves in the above situation, their objectives in technological innova-
tion are rather narrow: modifications in production processes to reduce
costs and incremental product improvements over long time periods.
These firms are referred to as Type A in this report and are typified by
industries present in every community which "provide needed products for
local consumption" (f.e., printing shops, bakeries, bottling plants and
processed dairy products, etc.)24 Since these firms serve limited
markets, and the risks in developing new products are relatively high,
their innovation objectives and scheduling are controlled by the demands
of their "pocket markets." Large firms, by comparison, exert much more
control in their larger markets through national advertising and retail
outlet system with trained sales personnel.

It is impossible at this point to determine whether this two-tiered
manufacturing sector actuvally results in "depressing the level of the
whole economy" as Shanks suggested, but there is no doubt that the
historical role played by small manufacturers in the nation's techno-
logical evolution is being altered by the growth of large corporations.

To reiterate, Type A firms serve the needs of small "pockets" in
the marketplace and their situation is rather static. The majority of
these firms manufacture consumer goods in mature industries, and their

interests in terms of technological innovation are rather narrow:

24gaumback, Clifford M. and Kenneth Lawyer. How to Organize and Operate
a Small Business, Englewood Cliffs, N.J.: Prent?ce-ha||, Inc., i§75.
p. /.
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£ rocesses to reduce production costs and incremertal product improvements
over long time periods. Two other categories of smail manufacturers can
also be identified and their descriptions follow.

Type B Firms (Captive Markets)

These are the captive firms which serve as subcontractors and
suppliers to large firms which in turn manufacture high bulk and often
high technology capital goods. Baumback and Lawyer state that, ". . .
the mass production system is often dependent upon this type of firm."
Probably the best example of such firms can be found in Industry Group
37 (manufacturers of motor vehicles and aircraft, etc.). It is signifi-
cant that this Industry Group, which also includes aerospace--one of the
most innovative and R & D intensive areas--has experienced a net growth
of small manufacturing firms. Between 1958 and 1972, the number of
large manufacturers remained steady at 188, but the number of small
manufacturing firms increased by 24 percent, from 5,615 to 6,964.2%
Type B firms in this particular Industry Group range from minimal tech-
nical sophistication to state-of-the-art expertise in very specific
technical discipiines.

Very little is known about the technological abilities and needs of
these firms, but two statements can be made: (1) depending on the
industry which they serve, these firms can contribute significantly to

its growth and expansion; and (2) their dependence on one or a few large

25y.S. D2partment of Commerce. 1958 Enterprise Statistics. Part I,
General Report, U.S. Census TabTe 9, p. 123, and 1372 Enterprise
Statistics, Table 5, Bureau of Census.




industrial customers is probabiy a constraining factor in terms of
management's willingness to risk technological innovations beyond those
decmed necessary to match the requirements specified by their industrial
customers.

Type C Firms (New Markets)

These pioneering firms may become the IBM's and Xerox's of the
future. They are referred to as venture, entrepenurial, or high tech-
noiogy firms and their individual survival is dependent upon the ability
of their management to maintain a high rate of growth basad on intense
and continuous application of the most advanced technology available.
Ordinarily, such firms are found in new industries~-e.g., microcircuitry
in the 60's, laser technology in the 70's--and they seek to obtain the
largest market segment in the shortest time period.

Needless to say, not all Type C firms succeed. But they generally
either fail or succeed with a BANG! These firms take very high risks in
trying to open up new indusiries or markets, and such risk levels have
usually kept *he large manufacturers patiently standing by, studying the
evolving products and markets. However, this situation has been changing
over the past few years. Large firms wishing to expand their product
lines with a minimum of risk are now more willing to spin off divisions
(e.g., Exxon with Qwx and Qwip) or to enter joint ventures with one or
more Type C small companies to explore the new market possibilities.
These joint ventures provide the large firm with access to advanced
technology to maintain its own market position with limited risk. In
turn, the large firm can provide the eager and talented entrepeneur with

capital, as well as marketing and production assistance.?® This strategy

261bid, reference #2, pp. 110 and 116.
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by large firms should increase_the competition for the independent high
technology firms and increase their value as joint venture partners. Of
all small manufacturers, Type C firms require the greatest and most
advanced technological inputs.

The study of Region VIII (Colorado, North and South Dakota, Wyoming,
Mortana and Utah) small businesses by Roger Nelson, et al, included a
profile of a "representative" high-technology firm. While the profile
which follows may not be representative of all high-technology firms
everywhere, it does describe one small high-technology business which
had the same characteristics of the majority of similar businesses in
Region VIII. In 1978, 100 high-technology small businesses were opera-
ting in the region.

1. The corporation has been in business for over 20 years.

2. It employs from 1 to 50 people, with 1 to 5 persons directly
involved in R & 0.

3. Most of its R & D personnel have B.S. degrees; a few have M.S.
degrees.

4. They were recruited by employee referrals.
5. The firm developed three new products in the last five years.

6. The production development time became longer recently because
of government regulations and complexity of development.

7. Its 1979 products [were] still in the conceptual stage of
development.

8. lLack of capital and increased government regulations are
preventing the production of last year's product.

9. The company applied for 10 patents and received 7 in the past
5 years; the firm owns 20 proprietary products.

10. Independent and university laboratories and personnel are used
for its R & D projects.
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11.

12.

13.
14.

Industry provides the firm with most of the necessary tech-
nical information.

Most of its R &4 D funds are generated through depreciation and
profits.

The firm is reluctant to bid for government contracts.

The company has $1 million in assets, $500,000 annual sales
and $100,000 R & D expenditures. [ts average growth rates for
these categories were 20 percent, 23 percent, and 8 percent
perspectively in the past years.?7

271bid, reference #16, p. 89.
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SECTION III. SMALL MANUFACTURERS AND TECHNOLOGY ACQUISITION

Small firms are finding it difficult to survive, to maintain pro-
fits, and to keep up with changing technology and increasing competition.
Part of these problems are due to inadequate use of information and
appropriate information sources.

Theodore Cohn and Roy Lindberg, authors of Survival & Growth: Manage-

ment Strategies for the Small Firm, stated that sound growth is the best

assurance of a firm's ability to survive and those companies best suited
to achieve sound growth are those whose managers are "well aware of
what's going on in the larger world, that reconcile what they've learned
with what they can do; and that organize properly to do it."! They
conclude that since decisions and control are information based, then
"survival and growth are information-dependent."?2

James "Mike" McKevitt, Washington Counsel, National Federation of
Independent Business, stated during his testimony before the Senate
Select Committee on Small Business that, "Small business needs two types
of information . . . one segment needs general marketing assistance,
e.g., marketing, cash flow, etc., [and] another segment needs access to
the latest technology."

Many information sources are available to small business for obtain-

ing both types of information, but little is known about small business,

1Cohn, Theodore and Roy A. Lindberg. Survival & Growth: Management
Strategies for the Small Firm, New York: AMACOM, 1974, pp. 10, 11.

2Ibid, p. 58.
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particularly small manufacturer use of these available resources. The
results of several research studies on external and internal information
sources used by small businesses are summarized in this section, followed
by several examples to illustrate how they have acquired and used NASA
technology.

External Sources

Trade associations publish statistical data and abstracts which can
provide small business management with information about individual
markets, competitive products, and available services. These organiza-
tions keep "tabulated financial, oper:i.ing and marketing information
which can be used as a measure" of a company's own, or a competitor's
performance. Cohn and Lindberg suggest tracde journals, advertisements,
catalogs, price lists, association meetings, as well as personal contact
with distributors, mutual customers . . . ex-employees of competitors
and their own sales people as other valuable sources of market informa-
tion.3

Federal agencies such as NASA, the SBA, and Department of Commerce,
provide technical as well as managerial assistance to help small business.
‘A variety of information formats are available including printed materials,
consultants, computerized searches, training programs, audiovisual ma-
terials, conferences and seminars, and so forth. While the SBA does not

develop technology, it does help in the dissemination of technology developed

31bid, pp. 20, 27, 165.
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by other government agencies. One of the SBA's responsibilities is to see
"that any produced technology which has or may have commercial utiliza-
tion is made available to the small business community."* While NASA
and DOD studies have shown that the brief type of printed forms used in
the past by the SBA for technology transfer are not particularly success-
ful,5 some SBA services are useful sources of information to small
business particularly with "problem-of-the-day concerns and where time-
liness is often a crucial factor."®

Conclusions made by Professor Raymond Haas of West Virginia Univer-

sity following his study of thirty firms, as cited in Technology Diffusion,

apply to small business' need for new technology. He observed that, in
general, interest in new technology, or product development occurs when
“"present product output does not give the desired rate of return; when
components of present products are in short supply, or become unavailable;
when customers needs and wants can be stated or forecast; and when
accidental encounter with opportunity indicates the desirability for a
change." For some firms, he said, this interest in the development of
new products is an ongoing process, while for others, it is only infre-

quent. But, he predicts that all firms must do it at some time using

4U.S. SBA. SBA What It Does, Pamphlet #0PI-6, U.S. SBA, 1976, p. 12.

SLeibowitz, Arnold H. Government Policy and Innovation: The Small
Business Administration Ex erience. Washington, D.C.: “National Science
Foundation, December 1374, p. 64. Also, Johnson, F. Douglas and Martin
Kokus. NASA Technongy Utilization Program A Summary of cost Benifit

ese

Studies.” Denver, Colorado: Denver arch Institute, University of
Denver, December 1977.

6Kottenstette, James P. and Jerome J. Rusnak. "A New Perspective on the
Intersectoral Movement of New Technology, "Denver Research Institute,
Denver, Colorado. Paper presented in 1972. Reprint, p. 107.
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company developed technology or technology from other resources in order
to produce new porducts, better products, or better ways of producing
old products.”

In support of this theory, Alan Cottrell, author of "Technological
Thresholds," stated that "any manufacturing firm or organization in
modern industry must bring out new or improved products and update its
manufacturing process regularly if it is to withstand technological
competition from rivals in its own field or from invaders in neighboring
fields" and because many market advantages belong to those who lead with
fully developed and tested new products.®

Tie Region VIII small business study conducted for the SBA by Roger
Nelson, et al, showed that the:

Small R & D businesses [in the study sample] used the

facilities and personnel of independent laboratories,

universities, private institutions and libraries fre-

quently. About 80 percent of the businesses used these

facilities at some time . . . industry and educational

institutions were the most utilized sources of tehcnical

information. Private institutions and specialized librar-

ies followed . . . government laboratories were seldom

used. ?

Saul Herner's 1957 study of 500 small businesses in food processing,

electricity/electronics, metal fabrication, and textiles/apparel industries,

"Mough, Granville W. Technology Diffusion, Mt. Airy, Maryland: Lomond
Systems, Inc., 1975, p. 63.

8Cottrell, Alan H. "Technological Thresholds." The Process of Techno-
%ggical Innovation, Symposium Proceedings, Washington, D.C.: National
cademy of Sciences 1969, p. 50.

®Nelson, Roger H., Edwin Tiffany Hawks and Ali Rexa Malekzadeh. "The
Role of Small Business in Research and Development, Technological Change
and Innovation in Region VIII," The Regional Environment for Small
Business Entrepreneurship in Region VIII. Denver Research Institute,
for the Office of Economic Research, U.S. SBA, 197¢.
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as reported in Technology Diffusion, determined that these firms

were largely dependent upon "suppliers and to a lesser degree on trade
journals for information on new products and techniques."1©

Another SBA supported study of 162 Colorado firms revealed that
trade associations were "considered by 38 percent of member businessmen
as their most important source of business information . . . with peri-
odicals and trade journals providing the majority of the business infor-
mation,"11

Hough also reported a study by Christopher Scott of the Central
Office of Information, The Social Survey, London, which included an
interesting point about the use of periodical literature. Scott contends
that periodical literature was most helpful in supplying "useful informa-
tion which is not being deliberately sought."!2?

A Denver Research Institute (DRI) study conducted for NASA in 1967
revealed information about the technology acquisition behavior patterns
of R & D and engineering personnel of selected firms in additional
industries. This survey questioned individuals within various firms who
had responsibilities to acquire such information. A large portion of
the firms selected were small. Sixty-two commercial manufacturing firms
in four industries: battery, printing machinery and reporduction equip-

ment, industrial controls, and medical electronics were examined to

191bid, reference #7, pp. 56, 212, 213.
11bid, p. 212.
121bid, p. S1.
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determine which channels of information were the most utilized.

Of the "17 external channels ranked in usefulness for current
awareness and problem solving, professional journals, trade publications,
meetings (including conferences and trade shows), supplier personnel,
vendor catalogs, textbooks and handbooks ranked as the top six." Of
internal sources used, "people, past experience, libraries (primarily
relating to larger firms), and R & D were found to be as useful as

external sources."13 (See Table III-1 below from this study)

TABLE III-1. SIX MOST IMPORTANT CHANNELS FOR ACQUIRING TECHNOLOGICAL INFORMATION
FROM QUTSIDE THE FIRM (ranked from top down in each category)

TYPE OF INDIVIDUAL

MODE OF TECHNOLOGY ACQUISITION

FOR AWARENESS

FOR PROBLEM SOLVING

Research-Oriented

Product-Oriented

Technical Management

Journals

Meetings

Trade publications
Texts

Consultants

Gov't publications

Trade publications
Journals

Meatings

Catalogs

Supplier personnel
Texts

Trade publications
Journals

Meetings

Supplier personnel
Catalogs

Texts

Journals

Texts

Consultants
Meetings

Libraries
Supplier personnel

Texts

Supplier personnel
Catalogs

Trade publications
Journals

Meetings

Supplier personnel
Journals

Texts

Catalogs
Consultants
Meetings

13Gilmore, Jack S., et al.

The Channels of Technology Acquisition in

Commercial Firms and the NASA Dissemination Program, Denver, Colorado:

Denver Research Institute, 1967/.
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here:

Some of DRI's pertinent observations and conclusions!* are included

Technology is classified here into six types: (1) basic
scientific knowledge, (2) design concepts, (3) analytical
tachniques, (4) production techniques or performance
data, (5) new products, materials or services, and (6)
new applications for existing products, materials, or
techniques. Each type of technology interests different
research, development, and engineering people at different
points in time, and each may diffuse through unique
patterns of information channels.

The use of technical information depends in part on
whether the potential user is: a research-oriented
person or a product-oriented individual; a key decision-
maker in the firm or a relatively powerless lower-echelon
engineer; an innovative person or an individual satisfied
with the status quo. Each utilizes different patterns of
information channels and sources, each perceives and
appraises an innovation differently, and each plays a
different role in the technology acquisition and applica-
tion process.

. different types of individuals rely on different
sources and channels for acquiring technical information,
but every individual's information-seeking activity has
multiple dimensions.

The organization environment within which technology is
generated, transferred, or acquired affects the transfer
process. Is the industry old and traditional or a vigor-
ous emerging one that values research results and depends
heavily on a broad range of technology? Is the industry's
market subject to competitive invasion by firms now
outside the industry? Is the firm highly specialized or
widely diversified? Does management prefer innovations
which are revenue-producing or cost-reducing? Is the
firm an assembler of components or does it produce all
its own products? Does the firm have an effective library
or an information acquisition system? Is the firm large
or small?

The size and scope of company libraries and information
services tended to increase with size of firm, but other
factors appeared to be more important in determining the
strength of a firm's acquisition program: dependence on
advanced technology, strong emphasis on research, man-

agement philosophy, and whether the firm was in a newly
emerging and growing industry.

141bid, pp. 14-19.
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Ready access to and familiarity with particular informa-
tion channels appeared to be major determinants of the
channels an individual selected to acquire technical
information.

There were major differences among the industries in the
types of channels relied on, in the variety of channels
utilized, and in the time devoted to acquiring technical
information.

Three types of individuals, identified as research-oriented,
product-oriented, and technical management, displayed
very different patterns of information acquisition activity.
They differed in the amount of time spent in acquiring
information and in the types of information channels they
used.

Internal Sources

Internal sources available to small businesses to gain access to
new technology include R & D by their own research scientists and engi-
neers, bringing in new personnel having knowledge of advanced technology,
participation in government R & D contracts, and use of in-house 1library
resources by a few high-technology firms.

With regard to R & D, Hogan and Chirichiello reported in Research
Management in 1971 that 10,000 small companies (with fewer than 1,000
employees) utilized only 5 percent of all funds allocated in the nation
toward research and development (in 1975 the National Scierce Foundation
reported a 4 percent figure--see Figure III-1). About 90 percent of
these firms were in manufacturing. Those small manufacturing firms with
a formal R & D program allocated in 1971, on the average, about $65,000
for R & D and had approximately two professionals working in this area.
Smaller facilities had only one individual filling several responsibili-

ties.1®

15Hogan, Thomas and John Chirichielio. "The Role of R & D in Small Firms,"
Research Management, Vol. 17, No. § (Nov. 1974), p. 26.
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Source: Research and Development in Industry 1975, page 6, and Table B-9,
p. 36.

FIGURE III-1. R & D PERFORMANCE BY COMPANY SIZE: 1975

In contrast, the recent Region VIII study revealed that the majority
of small R& D firms in 1978 had from "1 to 5 employees performing these
tasks while 17 percent had as many as 6 to 10 serving in this capacity,
with an average turnover rate of about 10 percent."!®

A study conducted in 1963 at the University of Nebraska yielded some
information about why some small manufacturers did not institute formal
in-house R & D programs. Of the 152 firms studied, 37 percent could
not afford such a program, 1 percent (2 of 152) stated that they relied on

outside research firms for R & D needs (see Figure III-2) aid 20 percent

16Ipid, reference #8, p. 81.
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FIGURE III-2. REASONS FOR NOT SPONSORING FORMAL RESEARCH PROGRAMS

e: Research Activity, Product Diversification, and Product Differentiation

by Small Manufacturing Firms in Nebraska, 1963, page 29, prepared by

Campbell R. McConnell and Wallace C. Peterson of University of Nebraska.
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depended on the R & D efforts of suppliers or machine builders with
which they do business.t!”

The decline of R & D scientists and engineers employed within this
sector supports the contention that the majority of small manufacturers
no longer have a major interest in technological innovation. In 1957,
19 percent of the R & D scientists and engineers in the country were
employed by firms of less than 1,070 employees as compared to 70 percent
by firms with over 5,000 employees. By 1976, smaller firms employed
only 8 percent of the R & D scientists and engineers while the larger
group of firms employea 83 percent.!® The decline for small manufac-
turers is probably more significant, since these figures also include
R & D personnel in several non-manufacturing sectors (research laboratories)
which also employ less than 1,000 employees.

Relating to this theory, Hough, author of Technology Diffusion, in

a discussion of the decline in the number of patents issued to individ-
uals--80 percent in 1900, 40 percent in 1957 and 28 percent in 1967--
repeated comments by Edwin Mansfield, P:-ofesser of Economics at the
University of Pennsylvania. Mansfield concluded that "this shift is
caused by technology's increasing complexity, more division of labor
among specialists to synthesize a new product, and higher cost of experi-

mental equipment and instruments.!?

17McConnell, R. and Wallace C. Peterson. Research Activity, Product
Diversification, and Product Differentiation by Small Manufacturing

irms 1n Nebraska, University of Nebraska, 1963, p. 28.

18National Science Foundation. Research and Development in Industry, 1976,
Washington, D.C.: NSF, 1977, . 31.

121bid, reference #7, p. 39.
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Hogan and Chirichiello mentioned other difficulties that small
manufacturers encounter in their R & D efforts. There are major prablems
in attracting and then keeping qualified persons for the R & D work.
Frequently, it is difficult for the small firm "to match the salaries .

fringe benefits and security offered by larger firms." Many of
these small companies must also depend upon the R & D professionals to
fi1l a number of roles and to be able to "shift between research, develop-
ment, and production."

They also state that those firms committed to R & D programs place
a high priority on their R & D projects and, "because of the expense
associated with maintaining diversified R & D efforts, most small compan-
ies will spend their R & § Zo1lars in areas closely related to their
current business." Since these firms cannot afford "to finance very
many unsuccessful projects [they] concentrate their R & D efforts on
short-term . . . low risk projects."2°

In addition, lack of capital and fluctuations in the economy have
caused many firms to cut back or eliminate their R & D programs. Small
firms, particularly during a sagging economy must frequently decrease
efforts in new product development and concern themselves primarily with
cost-saving process improvements.

Government R & D procurement contracts can be a valuable techno-
logical resource for small business. Carolyn Hargraves noted in her

article on federal R & D expenditures that such opportunities sffer some

201bid, reference #15, p. 28.



small businesses a chance to be introduced to unfamiliar technology, and
to have their employees gain new skills. These firms may be able to be
in on the birth, growth and use of brand new technology and methods.?2!
These firms can sometimes capitalize on their early access to such
technology by capturing new markets for their improved products and/or
capabilities based on the new technology.

A number of studies have shown that few small firms have formal
library facilities and generally do not have any one person assigned to
acquiring technological information. It has baen found, hewever, that
firms doing more advanced R & D (i.e., high-techiology firms), tend.to have
more interest in gathering and storing technicazi and scientific informa-
tion as a firm, or by individuals in such firms.

NASA Technology

The previous subsections characterized small businesses as receivers
and generators of technology. NASA's role as a technology source is
illustrated below with examples of successful transfer efforts. A
quantitative analysis of small business use for two of the agency's
technology transfer services is given in Section IV.

The following examples are taken from the TRIS Program's Space

Benefits 80-1, a compendium of documented transfer examples. They are

classified according to transfer mode, or how the transfer happened.

21Hargrave, Carolyn Hooper. "Distribution of Federal Expenditures for
Research and Development: Implications for Small Business," Federal
Bar Journal, Volume 32 (Spring/Summer 1973), p. 187.
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The major modes for small businesses are contractor applications, person-
nel transfer, interagency projects, and formal transfer services within
the Technology Utilization (TU) Program. Transfer modes are significant
because they provide a basis for analyzing and managing transfer activity
from a technology source.

Contractor Applications. The primary type of contractor application is

when expertise, designs or practices developed by a small firm with NASA
funding are subsequently used in the firm's commercial activities.
Another type is when a large prime contractor retains (e.g., a patent
waiver) commercially useful technology that is later licensed to a small
business. Contractor applications have not been systematically investi-
gated nor characterized. Large firms, such as General Electric, have
been successful in strategies to win government contracts that support
the firm's long-term commercialization goals.

Contractor application examples:

An Ultrasonic blood flowmeter was designed to Ames Research
Center specifications by a small California manufacturer,
L&M Electronics. The non-invasive, directional flowmeter
used the Doppler Principle and ultrasonics to measure the
effects of high acceleration on distribution of blood in
the circulatory system. Space applications include
passenger selection criteria for the Space Shuttle. The
company prototype, modified in response to an Ame's
contractor evaluation, was found to be the optimum instru-
ment for this measurement method. L&M commercialized the
modified design under the name Directional Ultrasonic
Flowmeter. About 10 to 12 units are sold annually for
$3,000 each with a smaller handheld unit priced at $395.
The units are primarily used for biomedical research, but
other diverse applications include coal industry use to
gage the flow of piped slurry, and use by food processors
to measure flow rates of various liquid food products.
One unit has been used in a heart-assist pump in an
emergency room. (Space Benefits 80-1, paragraph no. R-7)

Mass flowmeters for low gas flow were developed to meet
the specifications of an Apolio subcontractor for Lyndon
B. Johnson Space Center by Tylan Corp., a small California
manufacturer. Tylan introduced the gas flowmeter as a
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commercial product in 1978, In the mid-70's, the product
was used extensively in the U.S., Europe, and Japan for
process control and manufacture of semiconductors, as
well as in petrochemical production, medical instrumenta-
tion, heat transfer devices and thermodynamic analysis.
Currtntly. the semiconductor industry is the primary
customer for the flowmeters and flow controllers. Over
5,000 units are sold each year at an average price of
$500 each. Growth in annual sales has increased from
$300,000 in 1965 to almost $3,000,000, Employment has
increased from 20 to 80 persons. The majority of the
company's business is based on fallout from the Apollo
Program. Space Benefits 80-1, paragraph no. B-14)

New production processes and designs for electronic systems
deveiopea for E§naon B. Johnson Space Center, George
Marshall Space Flight Center and Jet Propuls1on Laboratory
contractors by ELDEC Corp., included advanced designs for
systems that condition signals from onboard instrumenta-
tion. ELDEC, a small business located in Washington,
used the processes and designs to develop three new
product lines: onboard truck weighing systems, onboard
weight and balance systems for aircraft, and aircraft
fuel flow control systems. The first truck weighing
systems were used on logging trucks with over 2,000
systems sold at $2,000 each. Since 1975, the market has
expanded to include almost all types of highway transport
trucks. Current sales total 1,000 units per year at
$2,100 each. The weighing systems allow drivers to
maximize payloads while staying under legal highway
weight limits. The aircraft balance and weight systems
have been used on Air Force C-5A's and Lockheed L-1011's
and ailow pilots to optimize aircraft trim settings and
minimize fuel consumption. Sixty systems have been
installed on L-1011's for $12,000 each. The current
price is $13,000. Fuel flow control systems have been
used on Boeing 747's, Douglas DC-10's and some military
aircraft. ELDEC has been successful in expanding its
commercial product lines so that it is now a middlesize
manufacturing firm with almost 900 employees. (Space
Benefits 8C-1, paragraph nos. K-8 and M-13)

A Die Set for flared metal tubing was developed for NASA
western Operations Office. The Patent rights were waived
to Generai Dynamics Corporation, the prime contractor,
which soid the production rights to Dynaflare Industries,
Inc., a small California manufacturer. Dynatlare produces
a line of automated tube flaring machines. Retail costs
for its three models vary from $11,900 to $20,000. The
machines are used to fabricate heating, air conditioning,
hydraulic and oxygen systems. Machines have been purchased
by government and industry manufacturers. Customer
benefits include 25% savings in labor, 20% savings in
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fabrication costs, and increased reliability in precision
parts. It is estimated that the Navy is saving millions
of dollars in time and materials as a result of its use
of ;?is machine. (Space Benefits 80-1, paragraph no.
8-3

Personnel Transfer. As skilled individuals migrate from NASA-funded

employment into other economic sectors, they often adopt and apply

knowledge they developed during the NASA work. There are two major
types of personnel transfers. The most significant one for the small
business sector is when skilled individuals become entrepreneurs who

create or join small companies to develop new products or services with

their acquired knowledge. The other type is when the skilled individual

improves practices and/or designs for a new employer. The only examples
available for the second type are large businesses.

Personnel transfer example:

Heated space suit technology developed for Lyndon B.
Johnson Space (enter was used by a former contractor

employee to develop new product lines for Comfort Products,
Inc., a small Colorado manufacturer. The technology
included electric heating element designs, thermal and
electrical insulation materials, specialized fabrics,
flexible joint designs, and production processes. The
company produces heated protective clothing for use by
consumers involved in sports and recreational activities.
The original product, electrically heated "Lunar Gloves,"
were priced at $30 per pair. Currently the line includes
"FOOTWARMER II," a built-in heating system for ski boots
that retail for $80, and "PROFOOT" insoles that cushion
and insulate any type of footwear and sell for $3. The
insoles are included in selected models of Adidas and
Converse athletic shoes. T»otal <ales have doubled since
1976, and now exceed $1 million. A rew line of nonfogging
heated ski goggles is to be introduced. (Space Benefits
80-1, paragraph no. C-13)

Interagency projects. The joint effirts by NASA and a second agency,

such as LANDSAT with the U.S. Geological Survey and weather satellites
with the National Oceanographic and Atmospheric Administration, are

generally designed to develop new capabilities related to the second
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agency's legislative mandates. Two types of transfer activity occur in
this mode. The first is when the second agency's user audience acquires
and applies the output of new or improved services. This occurs, for
example, when small companies use LANDSAT data from the USGS facility in
South Dakota or weather satellite data from one of NOAA's services. The
second type is when small firms develop new products and commercial
markets that were prototype tested by the interagency project.
Interagency project example:

During 1975-1977, The Lyndon B. Johnson Space Center, the
Texa; Research Institute of Mental Sciences, United
Acticn for the Elderly, the University of Texas, LBJ
School of Public Affairs, the Texas Department of Public
Welfare and the Ford Foundation sponsored an experimental
project, called "Meal System for the Elderly," to demon-
strate that freeze-dried foods developed for NASA could
provide easy-to-prepare, nutritious and well-balanced
meals for senior citizens. Several small contract sup-
pliers participating in the project used Compressed/Freeze
Dried Food technology originally developed for Jchnson
Space Center by the U.S. Army Natick Laboratory. Innova-
tive Foods, a small California firm developed a product
line for sale to major food processors and government
organizations. Oregon Freeze Dry Foods, Inc. devel%Ped a
food system package for seniors called EASY MEAL".
Cartons of 12 complete meals are priced from $20 to $24.
Publicity from the inter-agency project led to the forma-
tion of a third company, Skylab Foods, Inc. in New York
to market modified versions of the meal system. Produc-
tion began in 1978 with approximately 100,000 meals being
sold in the same year. Customers are primarily homebound
handicapped and senior citizens. New product packages
are being developed for the blind, camps, and schools
without normal kitchen facilities and underdeveloped
countries. (Space Benefits 80-1, paragraph no. F-9)

TU Program services. The TU Program provides several services which are

used by small businesses to acquire potentially useful NASA technology.
These include: selective dissemination of documents, or Technical

Support Packages (TSP's), through announcements such as NASA Tech Briefs;

computerized retrospective searches and personal contacts through a

network of Industrial Applications Centers (IAC's), conferences that
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present selected technology to potential users; and personal assistance
through TU Offices located at each NASA Field Center. The majority of
small business transfers involve TSP's. Conferences and personal assis-
tance are less significant in terms of total transfers although these
transfer attempts are more often successful. Very few IAC transfer
examples are fully documented at this time.

TSP examples:

A Welder for fine %age wire was developed by Langley
Research Center. e esignating this technology was

used by Fibra-sonics Inc., a small I1linois manufacturer
to develop a butt welder for producing medical instrument
components. Thermocouple wires as small as 0.001-inch
diameter csn be joined without buckling. The welding
technology saved $5,000-$10,000 in development costs for
new production equipment, The benefits attained from
timely market introduction of improved products (estimated
at $50,000 since 1972), are expected to continue at
$10,000 per year. Other benefits include improvements of
instruments used in medical surgery such as cataract
removal. (Space Benefits 80-1, paragraph no. Q-18)

A Diode-quad bridge circuit design, developed by Ames
Research Center for use with solid state sensing components
minimizes signal distortion, and performs well with
various transducers and permits the transducer to be
conveniently grounded. North American HManufacturing Co.,
a small business in Ohio obtained a non-exclusive NASA
license and used the circuit design information to improve
its combustion control products. Improvements have
increased energy efficiency of furnaces used for indus-
trial space heating, copper smelting and iron and aluminum
shaping. Energy savings are estimated at 5% to 10%. By
1977 approximately 60 control units were sold @ $1,000
each. (Space Benefits 80-1, paragraph no. B-77)

A Power factor controller developed by George C. Marshall
Space Flight Center 1s an electronic control circuit that
can be added to AC induction motors to conserve energy.
It raises the power factor from 0.2 to 0.8 by reducing
voltage to the motor during partial load operation and
achieves a 10-20% reduction in electrical energy required
for variably loaded motors. At least 10, mostly small
firms have obtained nonexclusive NASA licenses to manu-
facture this invention, and at ..ast 2 of those firms
have developed products and initiated market development.
Electronic Relays, Inc., a small I1linois manufacturer
has developed two controller models for industrial motors:
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one for 1/16-hp motors that sells for $5 and one for
100-hp motors that sells for $1,000 in large quantity
lots. Electronic Relays offers several product lines of
solid state relays for a variety of industrial uses and
has successfully introduced other important innovations
in recent years. W.J. Purcell Co. a small Ohio firm has
developed one model, a single-phase controller for indus-
trial mctors, and is developing a three-phase model.
Widespread publicity for this energy conserving invention
has generated many inquiries from potential customers.
(Space Benefits 80-1, paragraph no. B-95)

Conference example:

A Bardons and Oliver, Inc. representative became aware of
the advantages of fluidic control devices while attending
the 1964 NASA TechnoTogy Utilization Conference held at
Lewis Research Center. The fluidic controls developed by
Lewis for rocket engines were used by this small Ohio
manufacturer to replace electronic controllers in its
line of turret lathes. The fluidic controllers are
manufactured at half of the cost of electronic controllers
and are simpler, more reliable and are easier to maintain.
Produced since 1967, the fluidic-controlled lathes sell
for $40,000 to $80,000. (Space Benefits 80-1, paragraph
no. B-8)

Personal assistance example:

Weed Instrument Company, Inc., a small manufacturer of
temperature sensors in Elgin, Texas, asked the SBA office
in Dallas for assistance in locating information on
chemical vapor decomposition of silicon carbide. The SBA
referred the company to the Lewis Research Center Technol-
ogy Utilization Office which located and compiled the
appropriate data. The information which included data on
insulation materials, techniques and efficiencies was
used by Weed Instrument Co. in the development of a new,
high temperature (over 3,000°F) sensor product. Because
of the SBA/NASA/ LEWIS assistance, the company was able
to identify a sealent with high temperature insulation
characteristics. Several hundred of the sensors have
been sold at prices varying from $800 to $1,200. Some
units have been used in coal gasification turbines. The
new product has helped the company to almost double its
size and increase its sales to over $1,000,000 in 1978.
(Space Benefits 80-1, paragraphs no. H-28)

The studies discussed in this and earlier sections show that clearly
defined technology acquisition patterns for small businesses cannot be

easily defined. Usage by individuals and by firms is extremely diverse
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and is subject to change over time depending upon many factors in the
business environment. The studies do indicate, however, that many small
firms of similar size, within the same industry ard in similar stages of
growth, probably have like need: for management and technical information.
This suggests that it may be possible to identify, aggregate and satisfy

such needs with specifically designed technology transfer services.
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SECTION IV. SMALL BUSINESS AND THE TU PROGRAM

Small business technology transfer activity from two TU Program
Services {s characterized in this section: Publications Program and
Industrial Applications Cenier (IAC) Program. These two services generate
the majority of transfers to the small business community through the
Agency's forma! transfer efforts. The TU Program goal is to provide the
widest practicable and appropriate dissemination of new technology
produced by NASA.

Cost benefit evaluation studies were conducted in 1976 and 1977 for
these services.1'2'3 The following data are from these studies as well
as the TRIS Program data bank. The subset of evaluation data for small
business was analyzed as part of the current study. These small busi-
ness data are reasonably representative of .ne subpopulation of TU
Program small business clients, although the evaluation random sample
was selected from the whole population rather than this subpopulation.

Publications Program

The primary components of the Publications Program are its announce-

ment formats and the technical documents, or Technical Support Packages

lJohnson, F. Douglas, et al. NASA Tech Brief Program: A Cost
Benefit Evaluation. Denver, Colorado: Denver Research Institute,
Unfversity of Denver, May 1977.

“Anderson, Robert J., Jr., William N. Lanen, Carson E. Agnew, et al.
A Cost Benefit Analysic of Selected Technology Utilization Qffice
P?bgrams, Princeton, dew Jersey: Mathtech, Inc., November 1377.

3Johnson, F. Douglas and Martin Kokus. NASA Technology Utilization

Program: A Summary of Cost Benefit Studies. Denver, (olorado: Denver
esearch Institute, University of Denver, December 1977.
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(TSP's), which are announced. The current format is NASA Tech Briefs, a

quarterly journal of one page Tech Briefs organized according to tech-
nology categories. Reader service cards are included for making TSP
requests.

Each issue of the Tech Brief journal contains about 100 new tech-
nology items. There are TSP's associated with 80 percent of the Tech
Briefs and the others provide a self-contained description of the tech-
nology. The journal is designed to serve as a current awareness medium
and problem-solving tool for the user. In 1979, about 63 percent of the
43,000 subscribers were located in facilities with under 500 employees.
It is not known what proportion of these are small facilities for large
companies as compared to small independent businesses.

Between 1963 and 1976, Tech Briefs were published separately and
other formats were also used to announce new technology. Another format
was TU Compilations which were booklets to announce TSP's aggregated by
specific technical area (e.g. Cables and Connectors, or Digital Circuits
for Computer Applications). Originally, TU Compilations announced
technology items that were not reported in Tech Briefs, later they also
included items which had previously been announced through a Tech Brief.

The Small Business Administration, in cooperation with the NASA TU
Program, has also experimented with a number of announcement formats in
its efforts to transfer aerospace technology to the small business
sector. One of the early formats was an SBA version of the TU Compila-
tion. A compilation on electronic components was particularly success-
ful in establishing long-term use patterns by small businesses of Pub-
lication Program services. Between 1970 and 1972, TSP's were announced

biweekly in Commerce Business Daily. The SBA also used flyers
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and brochures which provided brief summaries for NASA Tech Briefs aggre-

gated by subject areas. Reader service cards were also included in the

SBA formats and large numbers of TSP's were often requested on individ-

ual cards.

firms.

The SBA formats were frequently used by individuals in large

From 1970 through 1977, NASA facilities received over 400,000 TSP

requests through the various announcement formats (see Table IV-1 below).

Since then, NASA Tech Briefs has generated about 200,000 TSP requests

annually.
TABLE IV-1. NUMBER OF TSP REQUESTS, BY MECHANISM
TECH TU SBA
BRIEFS COMPILATIONS PUBLICATIONS TOTALS
1970 9,791 6,300 -0~ 16,019
1971 10,921 24,994 15,200 51,115
1972 10,219 32,618 51,471 94,308
1973 10,633 11,224 28,968 5,825
1974 11,000 30,832 3,814 45,646
1975 9,036 13,225 235 22,496
1976 19,990 21,199 8,077 49,266
1977 53,557 3,316 32,235 89,108
135,145 137,408 146,300 418,853

Based on information from the TRIS data bank, approximately one-

third of the TSP requests are from small (less than 500 employees)

manufacturers.
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percent of all requests from small manufacturers: fabricated metal
products; non-electrical machinery; electric and electronic equipment;
and instruments and related products. (See Table IV-2 below).

TABLE IV-2. SMALL FIRMS TSP REQUEST BY STANDARD INDUSTRIAL
CLASSIFICATION (SIC)

STANDARD 1OUSTRIAL CLASSIFICATION GROUP

28-Chemicals and Allied Products 1,320
34-Fabricated Metal Prcducts 1,769
35-Machinery, Except Electrical 3,077
36-Electric and Electronic Equipment 5,197
38-Instruments and Related Products 2,044
5X-Wholesale and Retaii Trade 1,162
8X,7X-Services 2,286
Other 3,576
Total 20,431
n=173, 015

The SBA flyers have proven most effective in generating TSP requests
from small businesses. In 1976, for example, 84 percent of the TSP
requests generated by the SBA FA Series Flyers came from small business.
However, they appear to be quite inefficient in transferring NASA tgch-
nology to small manufacturers. Some of this inefficiency may be due to
overly brief descriptions of the technology and a few titles which may
have been misleading to some requesters. The TU Program announcement
formats produced small business TSP request rates ranging from a low of

22 percent (1972 TU Compilations) to a high of 29 percent (1976 TU
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Compilations). In 1976, 26 percent of the TSP requests generated by
NASA Tech Briefs came from small business.
Industrial Application Centers

The second majo. TU Program service is provided by seven Industrial
Applications Centers (IAC's)*. These IAC's provide a variety of infor-
mation search services to fee-paying clients. The basic service consists
of computerized retrospective searches (RSS) of NASA and non-NASA infor-
mation systems performed by the center's technical staff in response to
specific questions from clients. The IAC's differ in how the RSS is
produced and prepared for the client. Three basic types of RSS are
available: NERAC deals mostly in quick searches where the computer
output is reviewed by NERAC personnel for relevance only (level 1 search);
NIAC/USC uses the more recently developed interactive search method
where the client participates in developing the search strategy at the
computer terminal (level 2 search); and the other IAC's also produce
searches which are edited and repackaged (level 3 search).

The SBA has been funding small business search services for the
last few years at NIAC/USC and NERAC. The State of New Mexico funds a

similar service at TAC. These free services have been well received in

*Formerly called Regional Dissemination Centers: Aerospace Research
Appiications Center (ARAC), Indiana University-Purdue University at
Indianapolis, Indiana; NASA Industrial Applications Center, University
of Pittsburgh, Pittsburgh, Pennsylvania; New England Research Applica-
tions Center (NERAC), the University of Connecticut, Storrs, Connecticut;
North Carolina Science and Technology Research Center (NC-STRC),
Research Triangle Park, North Carolina; Technology Applications Center
(TAC), the University of New Mexico, Albuquerque, New Mexico; NASA
Industrial Applications Centers, University of Southern California
(NIAC/USC), Los Angeles, California; and Ke~r Industrial Applications
Center (KIAC), Southeastern Oklahoma State University, Durant, Oklahoma.



parts of the small business sector. No systematic analysis has been
dore to find out which small business markets are being served most
effectively.

An additional IAC service was added in 1976 to complement the
literature search services. Retired NASA management personnel are used
as technical coordinators to assist in the client's problem solving
process. Their experience in solving problems and awareness of NASA
experts at various locations are utilized when clieit's questions can
not be answered properly by search methods. A coordinator is located at
each of NASA's major Field Centers.

Small businesses also obtain NASA technology through TU Program
services such as Application Engineering Projects, Application Teams.
Computer Software Management and Information Center (COSMIC), confer-
ences and personal contracts. These services are not heavily used by
small businesses and detailed evaiuation results are not available to
characterize small business usage.

Program Benefits

The TRIS evaluation studies in 1976 and 1977 were based on tele-
phone interview data for random samples of service users. Over 700
interviews were completed. Table IV-3 shows the ;ample sizes and serv-
ice nopulations which were sampleu.

Three application modes were identified in the sample data as major
categories for recipient use of a TSP or RSS:

Mode 0 - No application was or will be attempted and user's invest-

ment was negligible;

Mode 1 -~ The package was used only as a source for information

content which was available from other sources; the only
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TABLE IV-3. SAMPLE POPULATIONS AND SIZES

INFORMATION NUMBER OF
PRODUCT TRANSACTIONS SAMPLE
TRANSACTION 1971-1976 SIZE

TSP Request(l)

o Tech Brief 56,900 180
1976 Tech Brief;
1973 Tech Brief

o Tech Brief Journal 12,250 90
1976 Tech Brief Journal

o TU Compilation 134,100 90
1976 TUC;
1972 TuC

o SBA Publication 107,750 89

1976 SBA Flyer
1972 SBA F-1 Series
1972 SBA C-) Series
Subtotal ~311,000 333

Retrospective Search (IAC)(Z)

0 Level 1 (Reviewed Only) 7,000 103
o Level 2 (Interactive) 850 90
o Level 3 (Edited) _1,700 58

Subtotal 15,550 251

(1) Samples were drawn from transactions that occurred in 1971, 1972,
1973, 1974 and 1976.

(2) Samples were arawn from transactions that occurred in 1976.
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allowable economic effects are due to acquiring the
package through a TU service as compared to other pos-
sible sources; and

Mode 2 - Technology from the package was, or will be, used in a

product, process, or service; another technical alterna-
tive would have been used without the transaction and
allowable economic effects are calculated from the differ-
ence in results with and without the transaction.

It should be noted that ¥>3e 2 refers to applying the NASA tech-
nology described in the information product. Since the goal of various
services is to facilitate the use ot NASA technology in new applica-
tions, the cost efficiency of a service is enhanced by reducing the
proporticn of Mode 0's and increasing the proportion of Mode 2 applica-
tions.

The expected net benefit from each information product type in each
application mode appears on Table IV-4. These values were calculated as
95 percent confidence lower bounds from the sample data. The magnitude
of net benefits in Mode 2 depends, in part, on the investment cost to
apply the technology from the TSP.

Aggregating data from all Publication Programs, small businesses
were not as successful as large businesses in applying NASA technology.
Their sample data proportion of Mode 2 applications was 5 percent, less
than half the percentage for large businesses. As a result, the expected
net benefit per TSP for large businesses was over twice the expected net
benefit per TSP for small businesses: $1,560 for large versus $740 for

small.
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TABLE IV-4. EXPECTED NET BENEFIT VALUE PER
ITEM BY APPLICATION MODE*

ITEM APPLICATION MODE

0 1 2
TSP $0 $120 $13,500
RSS $0 $580 $22,400

*In 1976 dollars.

Note: Mode 2 expected values include the entire net benefit
stream generated by the information product. For
example, if a small company invested $2,000 in 1972
to use a TSP on welding and realized annual cost
savings of $1,000 in 1973 through 1979, these yearly
results were discounted, or compounded, to their
1976 value and the final net benefit value represents
the entire net value of the stream in 1976.

As with other investment opportunities, small firms have less to
invest than large ones so the net benefits to small companies were
generally not the largest values in any data set. However, small firms
often realized net benefits in the range of $5,000 to $30,000 from
applying the technical contents of the TSP (Mode 2).

Small non-manufacturing firms were relatively inefficient in apply-

ing NASA technology. For these firms, the expected net benefit per TSP
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was $40, or approximately 5 percent of the corresponding benefit for

small manufacturers (see Table IV-5 below).

TABLE IV-5. SAMPLE DATA MODE DISTRIBUTION
FOR SMALL MANUFACTURING/NON-MANUFACTURING FIRMS

SMALL MANUFACTURIMNG FIRMS SMALL NON-MANUFACTURING FIRMS

Mode 0 55.4% 66.7%

Mode 1 39.5% 33.3%

Mode 2 5.1% 0
n=92 n=24

Several observations can be made about small manufacturers' use of
NASA technolegy by comparing the sample data mode distribution for the
various TSP announcement mechanisms. The change in formats from indi-
vidual Tech Briefs to the Tech Brief journal in 1976 improved the effi-
ciency of this transfer service. With the individual Tech Briefs, the
small manufacturer's Mcde 2 proportion was aboui 2 percent, but in the
first year of its introduction, the journal increased this proportion to
almost 7 percent. This increase indicates that the announcement format
significantly affects the chances for technology use. Since small firms
rarely employ librarians or other information specialists, the respon-
sibility for obtaining relevent technical input from external sources is
shouldered by an employee who has other primary responsibilities.
Often, this individual is the president or a top manager who has little

time available. Thus, the ease with which the information
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can be reviewed and stored for future reference is a factor which
impinges on the probability that the technology contained in the infor-
mation product will be applied (see Table IV-6 below).

TABLE IV-6. SMALL MANUFACTURER'S APPLICATION MODE
DISTRIBUTION BY ANNOUNCEMENT FORMAT

TECH TECHNOLOGY
TECH BRIEF UTILIZATION
BRIEFS JOURNAL COMPILATION SBA
Mode O 35% 60% 37 74%
Mode 1 63% 33% 48% 26%
Mode 2 X 7% 15% 0
n=17 n=15 n=22 n=38

TU Compilations appear to be over twice as effective as the Tech
Briefs journal in transferring NASA technology to small manufacturing
firms, although the journal's subscriber population was not well dev-
eloped when the sample was taken. The SBA Flyers appear to be quite
inefficient in transferring NASA technology to small manufacturers due
in part to their brief form and a few ambiguous titles.

The sample data for IAC RSS clients do not provide as much detail
for analysis of small business usage. It was not possible, for example,
to analyze the usage by industrial sector. The results indicate a
higher proportion of technology use by small businesses at a higher unit
cost to the Agency. Aggregating the sample data for RSS's performed by
four IAC‘s--NIAC/Pittsburgh, TAC, NERAC, NIAC/USC--small firms compared
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favorably with medium/large firms. The aggregate proportion of Mode 2
applications was 16 percent for small firms, and 21 percent for large
firms (see Table IV-7 below).

TABLE IV-7. SAMPLE MODE DISTRIBUTION FOR RSS TRANSACTIONS:
SMALL VS MEDIUM/LARGE FIRMS

SMALL FIRMS MEDIUM/LARGE FIRMS
Mode 0 0 0
Mode 1 84% 79%
Mode 2 16% 214
n=122 n=78

The edited, repackaged Level 3 RSS, in some cases including the use
of an IAC Technical Coordinator, was the most effective in transferring
NASA technology to small firms. The small business proportion of Mode 2
applications for Level 3 RSS's was 35 percent, over twice the rate for

TSP's and other RSS products (See Table IV-8 below).

TABLE IV-8. SMALL BUSINESS' APPLICATION MODE DISTRIBUTION BY RSS LEVEL

RSS-1 . RSS-2 RSS-3
(reviewed for (client (edited-
relevance) interactive) repackaged)
Mode 0 0 0 0
Mode 1 92.7% 83.7% 64.4%
Moue 2 7.3% 16.3% 35.6%
n=51 =40 n=31
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The small business sample data for individual IAC's was also
reviewed. The subsidized small business services at TAC and NIAC/USC
generate high proportions of Mode 2 applications. The interactive
searches at NIAC/USC are particularly useful for introducing small
businesses to new technology acquisition methods.

The last result from the evaluation data concerns the cost to
produce user benefits. The Agency's unit costs depend on the service
involved and how many transactions are produced from relatively fixed
costs for each service. The users' costs are in the form of an invest-
ment to acquire, read, adapt and apply the technology contained in a TSP
or RSS. This represents a risky investment since it is seldom possible
to predict the usefulness of NASA technology before the investment is
made. The variation in actual user costs and net benefits is quite
large for all users. Table IV-9 shows the aggregate resuits for large

.and small business users. The correlation coefficients are above 0.9.
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TABLE IV-9. NASA COST, USER COST, AND USER NET BENEFITS PER
TSP OR RSS TRANSACTION*

AVERAGE NASA EXPECTED USER EXPECTED NET

COST PER COST PR BENEFIT PER
PRODUCT TYPE TRANSACTION TRANSACTION TRANSACTION
TSP's
SBA Announcements $2 $180 $110
TU Compilations $30 $260 $640
Tech Briefs (single) $75 $270 $600
NASA Tech Briefs $65 $330 $910
RSS's
Level 1 (reviewed) $100 $250 $1,300
Level 2 (interactive) $130 $320 $1,740
Level 3 (edited) $550 $870 $4,900

XIn 1976 dollars.
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SECTION V. OBSERVATIONS AND RECOMMENDATIONS

The previous sections summarized much of the available information
about small businesses and their use of TU Program services. This sec-
tion presents several observations and recommendations related to improv-
ing Program services for this large group of potential users.

Many small businesses and pzrticularly small manufacturers may not
be aware of the TU Program services, and/or may be aware of it, but may
not be using it for a number of reasons. For example, the technology
packages disseminated by NASA present a risky investment opportunity to
small businesses which have fawer chances than large businesses to make
mistakes and learn from them. In addition, some small business persons
resist assistance from external sources. The various factors which
account for the diversity and sometimes limited technology acquisition
patterns of small business include managerial time constraints and
capital limitations. But, since many small firms have a genuine need
for technical and management information, the addition of Program services
designed to satisfy specific market needs within this group can be
potentially beneficial tc the TU Program, the small business sector ard
eventually, the national economy through increased productivity.

Small Business Market Development

While NASA technology is not expected to have a major economic
impact in the small business sector, it might be disseminated in ways
that increase total user benefits without significant increases in
Program costs. The small business market is toc fragmented to be served
efficiently by a single small business service. The cost of providing

IAC RSS's, for example, to large numbers of individual small firms would
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be high and may not he necessary. A better alternative might be to
identify and develop market segments which can he served with semi-mass
produced, appropriate technology packages containing Tech Briefs or IAC
search results. These could be repackaged from the existing services to
fit markets aggregated by similar use situations (e.g., small electronics
manufacturers).

Small manufacturers, the largest single potential market within the
small business sector, have shown a high proportion of Mode 2 applica-
tions, yet overall small use of program services. Selected types of
smal) manufacturers within this large group could be identified for
targeted dissemination of information (TDI) via Tech Brief packages
which could include process, product or management technology matched to
identified technological as well as managerial needs of the user group.
TDI packages patterned after the successful TU compilations could be
designed to match the needs of the homogeneous types of users within or
across industries. The TRIS Program is conducting an experiment to
obtain more information on potential TDI services. The matching process
is being developed from previous TRIS research concerning technology
classification, pattern analysis for successful transfer activity, and
transfer example data from the Program files. It has been verified that
Mode 2 applications can be predicted five .imes more often than they
occur at random among TSP requests. These results have not been speciai-
ized to small manufacturers but it should be possible to reduce the
small business risk by selecting TSP's which are most likely to be used
and by providing illustrative examples for how the technology can be

used.
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TDI packages based on process technology could be especially
helpful to some small manufacturers, particularly during sagging economic
periods when they have, by necessity, decreased interest in expansion
and increased interest in cost-saving types of technology. Since the
majority of NASA TSP's provide cost-saving information, TDI packages
with process technology might be useful during these periods to some
types of industries and firms, particularly Type B and less frequently,
Type A and C. While cost-saving technology is useful to some firms at
any time, increased dissemination of process technology during periods
of recession would be appropriate because the majority of small firms
lack capital for new product R & D.

Product technology could be useful to Type B firms that do not have
funds available to perform their own R & D, but that need to improve, or
expand their present line of products with proven technology, technology
that would require little investment and adaptation for conversion into
commercial and patentable products with a higher probability of profit.
While this information would sometimes be useful to Type A firms, other
firms, Type C, with higher technological needs would prebably be inter-
ested in more extensive and more frequent dissemination of related
technology to meet their larger appetites for technological information.

IAC's might be able to develop new services for small manufacturers
based on successful TDI packages when the target audience has a continu-
ing, well-defined need for technology. More data are needed to develop
a better understanding for what small firms are most likely to use what
sorts of technology through IAC services. The development of standard-
ized, rather than custom, products appears to bea the most cost efficient

approach for IAC's to use in the small business market,.
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Small business leaders have stated that patent and marketing infor-
mation are two other areas where small business needs help. Marketing
data bases are available and used by IAC's now, and patent searches of
the NASA base could be made available. As noted above, however, standard-
fzed products appear to be more likely as potential small business
services and it is not clear how these types of data can be formatted as
standard products which are useful to a variety of small business clients.
An SBA data bank, which is presently in a formulation stage, will include
current data on small business, statistics relating to numbers and types
of businesses in various regions, with other information which could
help a firm in its decisions concerning the use of technology and the
evaluation of its profitability. It may be possible for the IAC's to
use this SBA data bank in developing specialized products and markets in
the small business sector.

The IAC's appear to have good potential for transferring NASA
technology to small firms. The subsudized programs at NIAC/USC, NERAC
and TAC can prcvide data which could be used to show other small firms
what they can expect from IAC services. This technique has been used by
NIAC/USC and TAC with some success in their efforts to attract small
business clients. Further study of these programs should provide data
to facilitate wider market acceptance by smali manufacturers who cannct
afford major investments in either information acquisition or R & D.
Success patterns for these IAC programs could be described and made
available to other IAC's for adaptation and use in their own market

areas.
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NASA Mai:gement Technology

Since management problems account for the majority of small business
failures, it is safe to say that management technology could be of value
to most small firms during some periods of their growth, and especially
for young, high-technology firms which experience the greatest and
fastest change in their growth patterns and with accompanying increases
in management demands. The first few years of a firm's operations are
the "make, or break years," therefore, it is likely that firms in operation
for less than five years would prolairly have the most urgent ani perhaps
most similar needs for sucn information. Many older firms, though not
immune to management problems, also require such information, particularly
if their growth is continuous, or if their growth patterns have changed
considerably in short periods. If no change has occurred, a lack of
proper management techniques could also account for the static situation.
These older firms may have very different management needs than younger
firms within the same industry, but mav have some similar needs as firms
of the same age and size in other industries.

NASA has documented and disseminated various engineering management
techniques developed for the Agency's missions. The total number of
management TSP's, however, is small compared to the number of product
and process TSP's. In order to estimate how many management TSP's have
been developed, a computer search was initiated using 10 management key
words: accounting, administratian, decision-making, inventory, manage-
ment, organization, personnel, policy, scheduling and training. The
results of this search appear in Figure V-1 which shows the number of

management-related TSP's announced by year from 1966 through 1977. A
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FIGURE V-1. MANAGEMENT TSP'S PRCOUCED BETWEEN 1966-1967

A special effort to develop better reporting methods, packaging and
dissemination for the Agency's engineering management technology couid
have two beneficial results related to small business. First, how-to
publications with simplified engineering management systems and techniques
could probably be used by many small manufacturers to reduce costs and

increase their survivability. Second, such publications could also
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provide a way to familiarize the Agency's new small business contractors
with NASA management practices and expectations,

The major problem with increasing the number of engineering manage-
ment TSP's is in finding reportable new technology of this type. New
management techniques are reported less often by NASA personnel and
contractors because they are less well-defined and less frequently
documented than other engineering technology. Furthermore, the reported
items are often complex management systems which are too expensive for
small businesses to use.

Small Business Contracting

The use of NASA contract-related technology by small business was
illustrated by examples in Section III. No systematic study of this
transfer mode has been conducted to see if there are ways for the Agency
to accelerate small business growth through its procurement acitvity.
If this result could be achieved via contracts, the potential long term
benefits are twofold: (1) greater cost efficiency in NASA procurement
through the development of competitive, small business industries to
produce some goods or services (e.g., solar cells) required by the
Agency; and (2) greater total economic benefits through fundamental,
long-term impacts on small, growing businesses as compared to minor,
short-term impacts on large firms.

The first possibility is illustrated by the pavement grooving
industry which the NASA Langley Research Center helped develop during
the 1960's. The industry is about 12 years old, has about 10 small
companies, and grosses between $6 and $10 million annually. This
relatively small cost has paid for grooving over 40 percent of the

nation's 400 airports controlled by the Federal Aviation Administration,
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as well as many highway sections which are most dangerous when wet. The
benefits (e.g., 80 percent reduction in California's wet highway
accidents on grooved sections) far outweigh the grooving costs to the
federal government. A competitive grooving industry, made up of small
firms, is providing the government with a cost efficient way to increase
aviation and highway safety. If technology diffusion activity of this
sort can be repeated and directed, the Agency could develop new tech-
niques for managing some procurement costs. The NASA Lewis Research
Center is experimenting along these lines with a commercialization
clause in its procurement of some gas turbine instrumentation. The
various experiences and possibilities for stimulating growth in small
business inaustries could be investigated for success/failure patterns
and potential experiwents to develop the concept further. This sort of
small business procurement could also satisfy new requirements in the
Small Business Innovation Act regarding small business prime contracting.
The historical role of small entrepreneural companies (i.e., Type C
firms) in the evolution of new industries is significant. The U.S. auto
industry, for example, had about 1,500 small manufacturers in the early
1900's. The evolutionary process for a new industry typically starts
with a nuaber of variations in designs and practices to satisfy market
demands. Some variations are better suited to market and financial
conditions than others. Some firms grow under the existing conditions
and others fail so the mature industry typically consists of a few large
producers of standardized goods. It is much easier and cheaper to
introduce new designs or practices in the early stages of an industry's
evolution than it is in the later stages. It is also more difficult to

predict which design or practice will be the most useful, so the safest
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approach is to create multiple starts. As a transfer mode, small pusi-
ness contracting is a risky investment for NASA's technology transfer
resources and the expected benefits may not occur for 5 to 20 years.
Summary

There are three reasons why N/."4 might consider developing a more
active effort to enhance small bus. 2ss :ransfer activity. First, the
TU Program can probably increase its cost benefit performance most
easily by developing small business market segments for its services.
Second, the Agency's procurement might be more cost efficient if
competitive, small business industries could be developed through
contracts to supnly some types of products or services. Third, should
successful methods be developed for transferring government technology
to small businesses, they are potentially usable by other agencies for
the same purpose. Although NASA technology will probably not produce
major economic impacts in the small business sector, the TU Program can
contribute significantly to a better understanding of how different
transfer methods work simply by experimenting with various ways to
pursue its dissemination goal.

In conclusion, past experience by TU Program transfer services
provides more information on large business users of the services. The
small firms have a different usage and success pattern so it has been
difficult to develop this large heterogeneous market of potential users.
With the data collection and analysis methods now available, these

difficulties do not appear to be too serious and it should be possible

to improve the Program's performance in generating small business transfer

activity with reasonable efficiency.
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WHITE HOUSE CONFERENCE ON SMALL BUSINESS

ISSUEL RECOMMENDATIONS
CAPITAL FORMATION & RETENTION

Replace the present corporats and individual income tax
schedulss with more graduated rate scales, specifying the graduated
corporate tax scale up to $500,000.

Adopt a simplified accelazated capital cost recovery system
to replace the present cosmplex Asset Depreciation Range (ADR) requlations,
with provisions such as (A) immediately expensing capital costs less than a
specified amount, (B) immediatsly expensing government mandated capital
costs, and (C; the creaticn of a maximum annual bsnafit that may be
derived from the system.

Ravise estate tax laws to ease the tax burden on family-
owned businesses and encourage the continuity of family ownership.

Provide for a tax credit for initial investment in a small
business, and permit deferral of taxes f£or roll-overs of investments
affscting small businesses.

Provide tax incentives in the form of a new security called a Small
Business Participating Debenture (SBPD) to provide a source of capizal
for small businessas. -

MINORITY BUSINESS OEVELOPMENT

The President, by Executive Order. and Congress, by legislation, shalli
establish mandatory goals for all Federal procurements and Federai funds
or grants to states, localities, and public a..d private institutions, on

a contracte-by-contracr or agency-wide basis for small businesszes (35%):
minority-owned (8lack, Hispanic, Native American, Asian Pacific American,
and other racial minorities) businesses (15%}: and women in business (lOw).

The President shall direct the Office of “anagement and Budget (OMB) to
establish, as part of the budget process, a formal reporting and goal
setting system, requiring all departments and agencies to specify and
separately make public the resources they plan to make available to
small businesses , mincrity-owned (Black, Hispanic, Native American,
Asian Pacific American, and other racial minorities) businesses, and
women in sus‘ness. The departments and agencies shall also be mandated
to publicly report the levels of attainment of thess gcals.

Congrass and che Executive Brarnch shall ensure the 2ffective implementation
and enforcement of PL 95-507 by adopting the following changes/recommencds-
tions: (1) reguiring tne law or implementing requlations to srovida that
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the Prime COAtIactOor set £Ortll 4 NAFTACIVE 3ESCTAPTtiOon O thAe Sub-~Contracet

or sub-contract item; and (2) giving tha Agsociate Administrater for
Minority Bisiness, wichin the $BA, the clear auchority to enforce and
monitor compliance with PL 95-307.

Congress shall (1) adopt a SBIC and MESBIC I[nvestment Tax Credit Act
to provide a 50V cax credic for corporations and individuals who
invest in any issue of equity sacurities of SBICs and licensed MESBICs:
and (2) authorigze MESBICs o borrow long=-term loans from the fedaral
Tinancing sank at subsidized intesrest rates.

10. The President, by Exscutive Ordsrs, or Congress, by legislation, shall

establish a Naticnal Minoricy Iconomic Commission Co provide a

csntzalizad focus o0 the Fedsral effort to assist aminority business
entarprise. This Cosmission, a mmjoricy of which shall consist of
non=government contractors. shall report directly to the Presidant.

INWOVATION AND TECEMOLOGY

Support and urge passage of 3. 1860, the Small Businews Innovation Act
of 1979, and companion bill H. R. 3607, as presently drifted with flexi-
bility for minor future amendments, Sovering: small susiness rcssearch
and developmant set-asides:; small business innovation and rasearch
prograas (as already encompassed by H. R. 5126 and $§. 1074); patents,
retention: amendments to the Intazrnal Revanus Code: and egularory
flexibilicy.

Existing Fedaral research and development piocurement, agsistance, and
tax laws and policies must be modified and new laws enacted to:

1) eliminate unfair advantages enjoyed by governmental agencias, non-
profit oryanizations and educational institutions which compets with
innovative small business in providing goods and services and, 2) mandace
statuctorily & national policy of reliance on small business, 3) prevent
the Fedaral governmant frow disseminating proprietary information,

4) prevent the Federal government, through the use of its own personnel
including Federal Research Cantars, from competing with small business.

Incrsase the amount of Tedsral ressarch and developuent prime contracts
awvarded through small business set-asides by ane percent per vear of
each agency's ressarch and development budget, until the dollar value
of the set-asides reaches at least ten perzent of that agency's tozal
annual research and developmernt hHudget.

Zlarify cha "prudent man rule” o broaden it and insure that securities
of small issuers are 20t excluded Izom -hose securities eligible for
purchase Sy funds subject =0 Z2ISA, and exempt those seciities ‘rom
planned asset raqulation issusd bv zha Depar<mant of Labor.
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17.
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18.
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19.

20.

Institute specialized capital gains treatment for generative capital
invested in technology based firms starting with 250 in che first year,
dacreasing by SV per year to zero after five vears and, further, defer
taxacion on such gains wvhenever the proceeds from sale of investments is
zeinvested into a small business vithin the next twelve months.

INFLATION

Saiance the Federal Budget by statute in Fiscal Year 1981 by

limiting total Federal spending to a percentage of the GNP, commencing with
208 and declining to 1Sw,

Reform the Social Security System by including, where
constitutionally possible, all public and private sector employeas as
contributors and more closely tie benefits to contributions to move the
systom toward acturial soundness. Limit benefits to the original old-age
and survivors benefits. FPFieeze the tax base and tax raze at the January
1980 level. Eliminate double dipping.

Revise minimum wage standards by freezing standards at January, 1980 levels
and establishing a two-tier ainimum wage by exempting tesnagers, ssasonal
workers and part-time workers.

Repeal tha Davis-B8acon Act.

Provide greater incentives for savings and investment by el iminating income

zax on investments and interest income up to $10,000.

VETERANS

21. The President shall issue an exscutive order providing for the full

and sffective implementation of the provisions of the Small Business
het providiny for "special consideration” for veterans (Part 116,
Suhpar® A of title 87, United Staces Code, PL 93-237); to assist in
carrying out the reterans "special consideration” provisions such
executive order shall establish within the Small Business Administration
an internal Veterans' JMusiness Committee, the majority of whose members
shall ba veterans and whcse purpose shall bs to advise and assist the
SBA in the davelopment and implementation of programs and the formula-
tion of policies necessary and appropriate to carry out the vetarans'
"special consideration” provisions of the Small Business ACt and
regqulations pertaining therete.

Such executive _rder shall require all ajoropriate agencies and deparz-
nents of the Federal Government which engave in business assistance
activities, such as procurement authority, to provide “"special
sonsideration” to veterans in order co significantly impreve the
guality of assistance %o veterans and to provide juppor: to veteran-
owned businesses.
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26.

28.

.

22. The Prasident should establish an Interagency Committee on veterans in
business. Not msore chan one third of such commictese shall be aon-
vetarans. .

23. 15% of all Fedaral Procurement contracts and 158 of all $BA Direct ané
Guaranteed Loan Program Funds shall be set aside for veteran applicants.
The SBA shall be responsible for utilizing the procurement autoMacis
selection system (PASS) and ocher faderal procursament sourcs listings
to isplement veterans set-asides.

24. All legislation or requlacions affording special "reathent Ior 'Jomen,
minozrities. the socially and economically disadvancaged or other special
groups, should be amended to also drovide priority for qualified
vecerans, inciuding disabled vecsrans. Qualified vetszan status alone
thall entitle the veteran %0 equal treatment and inclusion in any such
category ar class.

2S. SBA regulations shall iaclude all disabled and/or Vietnam veterans ia
their definition of "socially and economically disadvantaged.”

FEDERAL PROCUREMENT

. The Tederal Government saall be Zsquired bdv statute 9
contract out to small business tiose supplias and services that the
Srivate sector can »rovide. The government: saould a0t compete Wilh the
private sector by aceamplisning chese effores with its ow® Qr anon=orofit
sersonnel and facilicies. Small business generally - 308 waich shall
iaclude zhe following: minority-owned Susinesses LSa, business Jwned by
women LOS.

?rocurament agencies should break down large requirements (including those
for ressarch and development) into smaller sarts where feasible O permut
solicication from, and awarc =0, small bdusinesses.

The Federal Government should coatract out suppblies and services to
privats industry (particularly small and minoricy business) and should
10t compete with the private sector either through the use of its own
personnel or through non-orofit organizations such as the Federul Research
Centers, educational instizutions or other aon-prufit entities.

The 0ffice of FTederal Praocurspent Policy should develop a
new set ¢f procurement regqulations applicable to procursments under a
special amount frem all businesses. This "second-tier” regqulation should
eliminacte clausas, grocedures, ZspoOrting reguirsments, etc., applicable
$o large 3ystams procursment which are curreatly imposed on shall businesses,
as well; and o the axtent sossible, apply to sudcontracss with 3mall
Jusinesses.

Congress shoul:i adopt lagislation ssctablisning separats mandatorv Goals
Jor all feaderal procursments and federal *inds ar granss = stat;s,
localizies, and public and ?rivate inSCisusions sn a contracs av
sontract basis or agency-wide dasis for small business (3SA). minc::’.:v-
cwngd (3lack, Hispanic, Native American, Asian Pazific American or st-er
racial Minorities) businesses (153, and women iz Susisess (12%) .
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31. The Federal Government should open public lands to enerqgy exploration and
production under regqulation wihich pravide resasonable environmental
protection with:

(a) a 308 small business set-aside
(&) fixed time limits for statutory environmental analysis
(¢) a S-year limit on lease terms to encourage rapid development

32. Government must use any new tax income from energy production and developmant
for the future production and development of energy in the private sector,
until the U. S. is energy self-sufficient. Small business should have tax
exezpticons and appropriate set-asides.

33. The U. S. Government shall encourage the immediate expansiorn of nuclear and
coal-powered electric generating capacity. Research efforts Jdirected toward
power technology should be expanded.

34. Congrsss should encourage substantial dizect and iavestment tax credits Zor
the implementation of all forms of conservation and altsrnative energy.
Additionally, investments of up to $150,000 per vear should be expensed.

3S. Action should be -aken to immediately remove price and allocation controls
on crude oil and all petroleum products.

WOMEN IN BUSINESS

36. Private lending institutions should be required to provide equal access
to commercial credit for women in business. The Federal Reserve Board
should establish record keeping requiremants for commercial loans to
women which will permit effective monitoring of performance under the

(11) Equal Credit Ogportunity Act. The Small Businass Administration should
make bank certification available to as many commercial banks and other
lenders as possible and astablish targets for increasing the dollar
volure of loans made to minority-owned and women-owned businesses, as
one of the critaria for recertification.

37. The ?President snould initiate by Sxecutive Order and Congress should
anact legislation establishing mancdacory gocalis and reporting requirements
for all Tederal trocurements and procurements resulting from Tederal funds
and 3rants to states, lcocalities and public and private institut:icrns for
small businesses on the basis of 30% for small businesses. The 30% shall
e distributed so that 153 of all procurements shail be targated for
susinesses owned by socially and economically disadvantaged persers

A-%
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39.

40.

o

")

(i.e., those businesses owned and operated by Blacks, Hispanics, Native
Americans. Asian Pacific Americans and other racial minorities), and 10N
of all procuremant shall be targeted for women-owned businesses as Jdefined
in Executive Order 12138. And, further, that Congress should amend the
Small Susiness Act to provide incentives to Federal prime contractors

for subcontracting with women-owned businesses: provided however, that
such an act does not include women-owned Susinesses as a category or
class of socially and economically idisadvantaged small bSusiness.

The Small 3usiness Adminiscracion should identify existing public and
private management :training programs, avaluaca their effectiveness for
women entreprensurs and increase funding to those found =0 be efiective.

Evaluate all Tederal government employees Ln positions which lapact on
women and minorities. particularly loan officers, procurement officers
and management assistance officers, Ln part on the basis of their per-
formance on behalf of women and minorities.

The Small Susiness Administration shall establish a bonding progra’ =that
permits the waiver of bonding requirements for Federal contractors «ho
are small business owners. This program shall be available to all small
business owners who have been:

1) unable to obtain bonding Zrom any other scurce, and

2! certilied as competent by the SBA.

SOVERNMENT RECULATIONS AND PAPERWCRX

Congress shall exercise its oversight function with the assistance of the
General Accounting Office, instituting sunset reviews of all laws, regqulations,
and agencies, tO ensure that 20ne exceeds original congressional intent.

Sunset raviews, Ln an appropriate time frame (not less than every f{ive vears)
should include economic impact analysis and proposed agency budget rsductions,
leading to re-enactment of each agency's enabling legislation tO permit its
continued existence, or %o reduce its size and cost.

(a) Establish a Requlatory Review 3card composed of representatives from
the Executive 3ranch, Congress and small business owners, with
responsibility for impact statsments and cost controls.

(b) Congress shall exercise line-item vetDd over regulaticons within a
specirfied time through songressicnal oversicht committaes, with
one-nousa floor vote.

Small bdusiness should Se aligible for macistrate reviaw of acency zaivil
ceraltias, and reimbursed for sourt costs, reascnable attornev's faes, and
iamaces Iram acdministrative action, i1f successful in caivil Zisputes with
the Federal Soverament, includine IRS.
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(a) Such costs and fees to come from the operating budget of the agency.

(b) Magistrates will be appointed and be responsible to the judges in
each Federal Judicial Districe.

(¢) With burden of proof on the agency to defend its action.

43. The Office of Management and Budget should be designated the lead agency
for both Federal regulations and paperwork of all agencies and programs
(specifically including IRS), with responsibility for forms clearance,
paperwork reduction, simplification and elimination; coordinating
regulations and cost control oversight; requiring agencies to submit to
OMB an economic analysis measuring administrative and compliance costs,
particularly for small business, of all proposed rsgulations and paperwork.

44. All Federal agencies should have the power to implement a tiered system
of regulation. This should include the power to minimize and exempt small
business from various regulations and reporting requirements as well.
All new requlations should be designed to take into account the size and
nature of the requlated business. All present requlations should be reviawed
to see if they are still required.

45. When developing rules, forms and guidelines, regulatory agencies must
consult wich small business representatives from affected iindustries
and advocates assigned to each agency.

(a) Consult SBA Office of Advocacy and small business trade associations _

who should be given sufficient auchority and time (90-i80 days
prior to publication of notice of proposed rule-making) to
influence regulictors if a proposed rule and/or form would have an
impact on small basiness.

(b) Such proposed rules should reflect less formal administracive
procedures for small business.

(¢) Agencies make availabic timely informacion and assistance, within
JO days in writing.

ECONOMIC °PCLICY AND GOVERNMENT PROGRAMS

46. Prior:icy (8): Require that all covernment agencies which develop fiscal,
monetary, legislative and regulatory policies/practices shall submit small
(15) ousiness “aconomic impac:t" statements that require the regulatory agencies

o identify the anticipated benefits and to justify the costs of Federal
regulacory requirements to small business. In additicon, all regulatory
colicies shall be subject to sunset provisions to be reviewed avery 5 years
in order to insure :hat only cost affactive regulacions shall be main-
vained and retained in the future.
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The Office of Advocacy must be maintained, reinforced anc
expanded so that activity be not less than 5% of the SBA salary and
expense bdudget. The legislative mission of Advocacy must be considerec
the number one priority of SBA and the Qffice of Advocacy. The indegend-
ence of that function of the O0ffice of Advocacy must be protected so that
it may continue to have the confidence of the small business communicty.
SBA's Advocacy budget should be devotad tc eaconomic research and analysis,
as well as, small business advocacy. 3Small business advocates, under the
direct supervision of the SBA QOffice of Advocacy, shall be assigned to
CMB, Federal Reserve 3card, Treasury, [aternational Trade Policy Commictee
and other rsgulatory agencies.

The merger ancd acquisition anti-trust laws should be
amended tu: (1) inhibit monopoly and conglomerate Jrowth of giant companies,
provided safeguards are built in =0 protect the needs of small business,
(2) prohibit dual distriltution that adversely affects wholesalers, distri-
butors. dealers, retailers, and franchises; and (3) prevent the termination
or non-renewal of wholesalers, distributors, dealers, retailers and fran-
chisees without good legal cause.

The SBA should be directed to implement :the following changas:

A. The duties of the Administrator of the S38A shall iaclude the
additional function of chairing a new group, within the Exscutive
Sranch, to be known as the "Sconomic Policy Planning Commictee
for Small Business” to advise the President of small dusiness
matters. The new commictee shall consist of che following:
high lavel representacives of che Departments of Commerce,
Treasury, and Council of Zconomic Advisors.

3. The SBA 3ank Cerzification °rogram should be axpanded so that
the SBA can devote mncre of Lts resources Ln terms of personnel
and funding to small business acdvocacy.

O

The Cffice of Advocacy must be maintained, reinforced and
expanded 3o that activity be not less than 3% of che SBA

salary and expense bucdget. The independence of the function

of the Cffice of Advocacy must bSe protacted so that it may
continue to have the confidence of the small business community.
Small Business Advccates should be assigned to CMB, the Fecderal
Reserve 3card, the Treasury Department and requlatory acencies,
under general suidelines Irom the Cffice of Advocacy of zhe SBA.

Small bSusiness representacion i1n aconomic and reculatorv decislon-maxing
snould e increasec. This should include, But not 2e restrizzed =0 =he
fzllowing scteps by the Praesident:

1. Seek the Counsel of zhe SBA Acdministrator and reprasantative
small business axecutives 1n developing solizy.

L]

Appoint a small Dusiness axecutive as a senior advisor on the
White House Domestic Policy 3ScafZ,
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3. Direct that small business advocates be assigned to the OMB,
FRB, Treasury Department and regulatory agencies, under
general guidelines from the Office of Advocacy at the SBA.

4. Appoint small business persons to all national boards, commis-

sions and advisory committees whose work impacts on small
business.

INTERNATIONAL TRACE

Congress should broaden the tax deferral options of the Domestic
International Sales Corporation and provide for the development of an
American Trading Company which would automatically qualify as a DISC.
Tax deferral options should include the following additional provisions
for DISCs: 1) allow for deduction of twice the monies expended Zor
participation in any bona fide overseas trade fair by a DISC; 2) allow
for the deduction of twice the amount of premiums paid to Eximbank and
TCIA, as lecal deductions prior to payment of DISC taxes; 3) iacraase
the $100,000 exemption clause to $500,000; 4) provide for a graduatad
tax on "deemed distribution" from $500,000 for $50 million, and a
standard rate of 50% levied on over $S9 millicn: 5) exempt new DISCs
from any "deemed distribution" requirsment Zor at least the first

three years of operation; and, 6) provide for the elimination of
ex1sting incremental provision of DISC requlations. Congress should
provide within the tax structure an "Exporter's Allowance"or t. x
deduction which would apply in the trade of all gcods abroad by
granting an allowance for 75% of the marketing expenditures incurred

by the exporter.

Eximbank should establish a special small business
founding orogram through commercial banks, and should consider dis-
counting loans to support international sales and should develop a
cooperative program with the SBA for pre-export financing.

The Federal government should establish field ore-
stop service shops to include export services of all Federal agencies
under the guidance of the Department of Commerce.

The President and Congress should consolidate under an existing

cabinet level department, a unified world trade administration. It
would be responsible for all trade colicy functions of the various
agencias and departments. Its objective would be to maximize =he
internacional competitive strengths of U.3. Small Business with

supgort and soals for minority, women-owned and disadvantaged business
and specific programs developed to utilize their units of, tachnological,
educacional, cultural, language and political expertise.
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Congress should provide for support and expand the use of all offizially
recognized T:ano Fairs, Exhibits, and Trade Centers abroad with small
mw participation; continue to encourage the Departrent of Commerce
S0 increase the promotion of foreign buyer and foreion visitor rravel o
the cnx;-d States; and develop a program utilizing the cultural, language
and.pol;:ical sxpertise of all Americans, especially athnic groups, to
AS313t in preparing, implementing and utilizing a sales package for use
in expanding International Trade in all world markets.

EDUCATION, TRAINING AND ASSISTANCE

A 3mall Susiness Sducational Task Force for entrepreneurial educational
training shall be appointed by the President and coordinated bdy the
Office of Advocacy. Task Forcs members shall come primarily from small
business to initiates, promote and develop the incentives for demographi-
cally, projecticnable, formal, business planning and case history-cype
continuing educacion and public awareness (through all media) in small
Susiness. Mandate to the Task Force shall be =0 come up with self-
liquidating (pay for themselves) »rograms for the benefit of small
business. This should be achieved within 120 days. (Priority 3)

The Small 3usiness Administration's management assistance 2rograms
should Ye strangthened and expanded by allocating a greater 2ortion of
che Agency's total resources to reflect an increased amphasis on manage-
nent assistance rather than the traditional emphasis on financial
assistance. (Priority 4)

A National Policy should be established for the support of sntrepreneur:al
aducation and training, continuing educaticn and management assistance,
grovided by the public and private sector, as an opportunity for avery
American who wishes =0 own his or her small business and should recsive
recognition as a driority from the highest levels of government.

(Priority 15)

Establish "Cne-Shop Shops" under the coordination of SBA for small
business assistance programs utilizing effective iaformation systams

and management assistance programs to serve the small business community
of the local level, with primary implementation occuring through the
private business sector, existing agencies and existing organizations.

Zongress should enact legislation that would orovide tax credits or
other tax incentives for:

A. Expenses iLncurred to educate small business owners and
operators regarding the management Oof business; and

3. Expenses incurred to conduct sontinuing education and

training and t2 provide on-the-job entrepreneurship
experience.
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