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Executive Summary

Purpose

Background

Results in Brief

The impact of the European Community’s (Ec) 1992 Single Market Pro-
gram on U.S. small and medium-sized businesses that do not have Euro-
pean subsidiaries is of particular concern to the Congress. At the request
of the Chairman of the Subcommittee on International Trade, Senate
Committee on Finance, GAO has identified concerns of U.S. small and
medium-sized enterprises regarding market opportunities and changes
in light of EC 1992. GAO also has examined the roles of the EC and the
U.S. government regarding these enterprises’ concerns. This report con-
centrates on EC and U.S. support for their respective small and medium-
sized enterprises in the EC 1992 environment, and opportunities for U.S.
government collaboration with the EC.

The Omnibus Trade and Competitiveness Act of 1988 requires agencies
of the federal government to take specific actions to assist U.S. small
and medium-sized enterprises so they can compete in international mar-
kets. The EC is the largest U.S. trading partner, and trade-related events
there have a major impact on U.S. business. EC 1992 will bring about
many trade-related changes in the EC and is expected to make EC compa-
nies more competitive at home and abroad. Understanding these devel-
opments can help U.S. exporters compete in EC markets.

Both the United States and the EC have begun projects to help their
small and medium-sized enterprises profit from the expected benefits of
EC 1992. The EC has created a directorate-general specifically to address
small and medium-sized enterprise issues. In addition, European infor-
mation centers and a computerized Business Cooperation Network have
been set up to assist EC small and medium-sized enterprises in obtaining
information they need, and in forging cooperative links with each other.

The U.S. government has started a Single Internal Market Information
Service to inform U.S. small and medium-sized enterprises about EC
activities that will affect them. U.S. agencies carry out export promotion
programs available to small and medium-sized enterprises, including
marketing services and a variety of loan guarantee, insurance, and loan
programs. In addition, an Interagency Task Force on Ec 1992 has been
established to identify and address EC 1992 problem areas for U.S.
business.

The core concern of U.S. small and medium-sized enterprises is one of

market access in post-1992 Europe. Obtaining the information they need
in a simple, timely, and cost-effective manner is the key to addressing
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GAOQO’s Analysis

this concern. U.S. small and medium-sized enterprises are interested in
cooperative activities with EC small and medium-sized enterprises, but to
date, collaboration has been limited.

GAO identified several ways that U.S. small and medium-sized enter-
prises can collaborate with their EC counterparts. The EC’s computerized
Business Cooperation Network and European information centers
represent potential methods for obtaining information on business
opportunities in Europe. The Department of Commerce has decided that
it cannot directly participate in the development of the network in the
United States; however, State Department officials are continuing
inquiries regarding U.S. access to the information centers and the
network.

EC Support for Its Small
and Medium-Sized
Enterprises

The EC is working to improve the competitiveness of its small and
medium-sized enterprises. In 1989, the EC created a directorate-general
that implements a small and medium-sized enterprise action program
that provides information, encourages cooperation between companies,
plans training and employment initiatives, and conducts innovation and
technology transfer activities. In addition, the EC provides both
financing and export assistance to its small and medium-sized enter-
prises. These EC programs complement individual member state
programs.

U.S. Support for Its Small
and Medium-Sized
Enterprises

In the United States, both federal and state agencies are actively
assisting small and medium-sized enterprises to plan for EC 1992, The
Office of the U.S. Trade Representative chairs an Interagency Task
Force on EC 1992. The function of the task force is to identify and
address EC 1992 problem areas for U.S. business. Although the task
force has formed 11 working groups, none have a specific focus on small
and medium-sized enterprises.

The Small Business Administration has been alerting small and medium-
sized enterprises to the importance of exporting and to the significance
of the EC 1992 program, it refers to Commerce those companies that are
interested in EC 1992. Commerce’s Single Internal Market Information
Service, begun in August 1988, disseminates EC 1992 information and
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resolves problems of small and medium-sized exporters. Commerce has
also been carrying out an export promotion program stressing the bene-
fits of EC 1992. The Export-Import Bank has export credit insurance,
guarantees, and direct and intermediary loans to encourage U.S. small
businesses to sell internationally.

Using their trade promotion offices located in the United States and in
other countries, many state governments are active in providing constit-
uents with information on EC 1992. They also help their small and
medium-sized clients to export to Europe. These offices participate in
trade-related events in conjunction with the Department of Commerce’s
Foreign Commercial Service.

Opportunities for
Increased Cooperation
Between U.S. and EC Small
and Medium-Sized
Enterprises in the EC 1992
Context

One cooperative effort for both the U.S. and EC small and medium-sized
enterprise communities was EXPORT ’'89, the American-European Small
Business Trade Congress held in Frankfurt in October 1989. The pur-
pose of the event was to help forge links between U.S. and £EC small and
medium-sized enterprises. While many attendees were pleased with the
results of their participation in EXPORT ’89, others with whom A0
spoke expressed reservations about the usefulness of this type of event.
For example, some individuals believed that the event was too diffuse
and should have been more industry-specific. On the other hand, Com-
merce received complimentary letters from exhibitors who were pleased
with the results of their participation indicating that they made useful
contacts and sales.

Other methods of obtaining information are available to small and
medium-sized U.S. companies. For example, they can obtain access to
the Business Cooperation Network infrastructure through a U.S. subsid-
iary of an EC firm that acts as an EC business ‘“‘adviser.” The Business
Cooperation Network is a database that links small and medium-sized
enterprises through solicitation for cooperative efforts. U.S. companies
are not currently listed on the EC’s database; however, the firm compiles
its own database and sends U.S. company profiles to advisers in the EC
countries in which the U.S. companies are interested.

In October 1989, the EC approached the U.S. government to discuss U.S.
participation in the network. Commerce held preliminary discussions
with Fc officials about joining the network, but Commerce officials
decided that Commerce could not directly participate in the network’s
development in the United States, in part because of doubts concerning
its authority to do so. Also, the question of how network operations in
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Recommendations

Agency Comments

the United States could be funded had not been fully addressed. How-
ever, Commerce is encouraging the EC to seek alternative arrangements
for making this network available to U.S. companies.

The European information center network, which offers extensive infor-
mation and documentation services to the local business community as
well as access to the Business Cooperation Network, is another potential
cooperation vehicle. State Department and EC representatives in Brus-
sels are continuing discussions about the possibility of cooperative
agreements so that U.S. exporters can access this information center
network from the United States.

Faced with the EC’s program to improve the competitiveness of its small
and medium-sized enterprises and the uncertainties brought about by
the EC 1992 program, the U.S. government has an important role in
helping to ensure that Ec 1992 does not adversely affect U.S. exporters.
One way for the federal government to assist U.S. exporters would be to
arrange for U.S. participation in the BEC’s Business Cooperation Network
and European information center network. However, questions relating
to potential government sponsorship and the ways and means of estab-
lishing the business network in the United States need to be resolved.

In light of the federal government'’s role in assisting U.S. small busi-
nesses to obtain the information they need in the EC 1992 environment,
GAO recommends that the Secretary of Commerce resolve the issues that
inhibit extension of the EC Business Cooperation Network to the United
States. More specifically, GAo recommends that the Secretary determine
(1) whether Commerce can sign an agreement with the EC to provide for
U.S. participation; (2) whether Commerce or some other entity would be
the appropriate U.S. sponsor; and (3) the feasibility of and potential
sources of funds to support initiation of the network in the United
States.

As requested, Gao did not obtain formal agency comments on this report;
however, GAO did discuss its contents with officials from the Department
of Commerce and the Small Business Administration and incorporated
their comments where appropriate.
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Chapter 1

Background

The Omnibus Trade and Competitiveness Act of 1988 requires agencies
of the federal government, through the Small Business Administration
(sBA), acting in cooperation with the Department of Commerce and other
relevant federal and state agencies, to take specific actions to assist
small and medium-sized enterprises (SMES) to compete in international
markets.

According to Commerce, the two-way commercial relationship between
the European Community (EC) and the United States reached an annual
value of about $1 trillion in 1988. EC exports and sales by EC companies’
subsidiaries in the United States were close to $400 billion, while U.S.
exporters and U.S. subsidiaries overseas sold a total of $600 billion in
the EC. Approximately $75 billion of U.S. merchandise exports went to
the EC in 1988, making the EC the United States’ largest trading partner.

In 1985, the EC approved the Single Internal Market, commonly known
as EC 1992, with the goal of removing all barriers to the free movement
of goods, services, capital, and people among the 12 EC member states by
the end of 1992. A White Paper, entitled ‘“Completing the Internal
Market,” prepared by the EC Commission, the executive arm of the EC,
listed almost 300 measures needed to achieve the single internal market.
These measures are divided into the three following parts:

1. Elimination of physical barriers to reduce transport costs and result
in significant time savings. Eliminating or reducing customs procedures
between EC member states should enable products to move as freely
within the EC as they do in the United States.

2. Elimination of technical barriers to open previously closed national
markets in areas such as insurance and public procurement. The single
industrial standards for products with health, safety, or environmental
implications should make it easier to market products throughout

the EC.

3. Elimination of fiscal barriers to facilitate intra-Ec trade. Different
indirect tax rates among member states, such as differing value-added
and excise taxes, necessitate border controls to avoid tax evasion. Har-
monization of these indirect tax rates is one aspect of eliminating fiscal
barriers. EcC officials have said that fiscal barriers will be the most diffi-
cult barriers to eliminate.

Other anticipated benefits for Europe from this program include econo-
mies of scale in production for a larger market, increased competition in
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Background

Objectives, Scope, and
Methodology

some sectors, greater research arid development expenditures, lower
prices, a greater variety of products to stimulate consumer demand, and
lower budgetary expenditures on government regulations.

In June 1989, the EC reported that the process of completing the internal
market was irreversible. At the end of 1989, about 93 percent of the
legislation needed for the program had been proposed, and 51 percent
had been adopted.

EC 1992 will bring about many changes in how U.S. companies trade
with the EC. The EC is working to improve both the competitiveness of its
own SMEs and their opportunity to profit from ec 1992. c 1992 is
expected to make EC companies more competitive at home and abroad,
and U.S. firms should be prepared to meet that challenge.

The Chairman of the Subcommittee on International Trade, Senate Com-
mittee on Finance, requested that we identify how EC 1992 will affect
U.S. trade interests. Specifically, we were asked to determine which
issues could have an impact on U.S. businesses, particularly small and
medium-sized merchandise exporters. We identified concerns of U.S,
SMEs regarding market opportunities and changes in light of EC 1992. We
examined the roles of the EC and the U.S. government in providing sup-
port for their respective SMEs in the EC 1992 environment, and opportu-
nities for U.S. government collaboration with the EC. This is the second
report responding to the request. The first, entitled European Single
Market: Issues of Concern to U.S. Exporters, (GAO/NSIAD-90-60) was issued
in February 1990,

To determine their role in monitoring EC 1992 and in disseminating that
information to SMEs, we reviewed documents and interviewed officials of
the U.S. Departments of Commerce and State, the Office of the United
States Trade Representative (USTR), and the Small Business Administra-
tion. We talked with private sector associations, particularly those with
many SME members, and with small business owners to determine their
views on EC 1992 and its potential impact on SMEs.

We obtained information from U.S. embassy, Department of Commmerce
Foreign Commercial Service, and American Chamber of Commerce offi-
cials in Brussels, Frankfurt, London, Paris, and Madrid about how EC
1992 could affect U.S. sMEs and how the competitive situation will
change for SMEs.
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In Brussels, officials from the U.S. Mission to the EC gave us information
on what steps they were taking to monitor Ec 1992 and to be attentive to
U.S. sMEs’ interests. We interviewed officials in the EC directorate-gen-
eral concerned with SMEs to obtain information about specific programs
the EC has for its SMEs and the relationship of the programs to Ec 1992.
We also met with a Belgian government official to gain an EC member’s
viewpoint on SMEs and with a private sector consultant and attorneys to
learn what advice they are giving clients, especially SMES, on how EC
1992 will change future business practices in Europe.

In Brussels and Frankfurt, officials from seven state trade promotion
offices told us how Ec 1992 is affecting their export promotion activi-
ties. We also obtained responses to questions from 11 additional state
trade promotion offices in Europe and the United States. In addition, we
attended the EXPORT ’89 trade congress in West Germany in October
1989 to learn about market opportunities for U.S. SMEs in the EC 1992
environment.

We obtained information from representatives of various private sector
organizations including trade associations, businesses, a research insti-
tute, and a magazine publisher in New York City. We met in both New
York and the United Kingdom (U.K.) with representatives of an EC firm
that acts as an EC business adviser.

We attended congressional and International Trade Commission hear-
ings on EC 1992. We also obtained and analyzed documents, studies,
books, and reports on EC 1992,

As requested, we did not obtain formal agency comments on this report,
but we did discuss its contents with Commerce and sBA officials and
incorporated their comments where appropriate. Our work was per-
formed from March 1989 through March 1990 in accordance with gener-
ally accepted government auditing standards.
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Chapter 2

EC Support for Its Small and Medium-
Sized Enterprises

EC Measures to
Enhance Cooperation

In 1986, an EC task force was established to actively encourage coopera-
tion between European SMEs.! In February 1989, this task force was for-
mally elevated to the status of a full Directorate-General (DG), DGXXIII,
in the EC Commission, the executive arm of the EC, demonstrating the
EC’s longer-term commitment to helping sMEs. Later in 1989, the EC
approved a 4-year program of measures that DGXXIII might enact to
enhance SME competitiveness and to provide cooperation mechanisms.

The SME Action Programme sets out a series of services to SMEs to be
developed or extended to improve their flexibility. These services to
SMEs focus on providing information, encouraging cooperation, giving
financing and export assistance, preparing training and employment ini-
tiatives, and fostering innovation and technology transfer activities.

Providing Information

A DGXXIII official stated that the new SME program focuses on pro-
viding information to SMEs, such as those in the high-technology manu-
facturing area where SME participation has increased. DGXXIII has
organized a network of European information centers, known as Euro
Info Centres, that disseminate material about Ec legislation, programs,
and funds. These information centers numbered about 40 in the pilot
phase, and the EC plans to expand to 180 in 1990.

In addition, DGXXIII provides public on-line access to public and private
databases of interest to sMEs. The database catalog is indexed by eco-
nomic sectors and/or type of activity and includes material on commerce
(imports/exports), law, agriculture, technology, energy, environment,
science, and general information. Some databases do not charge for
access, while others do.

Encouraging Cooperation

DGXXIII's Business Cooperation Centre coordinates cooperative activi-
ties for the sME action program. To provide help for businesses that are
seeking partners, the EC Commission set up the computerized Business
Cooperation Network (BC-NET). BC-NET became operational in mid-1988,

IThe EC defines an SME as any firm with a labor force of less than 500 employees, net fixed assets
of less than 75 million European Currency Units or ECU (around $79 million), and not more than one-
third of its capital held by a larger company. This definition encompasses more than 95 percent of all
companies within the EC. These SMEs provide more than two-thirds of total EC employment. An
ECU is made up of a weighted average of EC member country currencies. The weight of each cur-
rency depends on the size of the country’s national economy.
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and about 400 EC “‘advisers” administer it. Many of these advisers are
chambers of commerce that act as consultants to SMEs.

BC-NET is a matching service for SMEs interested in pursuing cooperative
efforts such as joint ventures, joint research and development, mergers,
distribution arrangements, product promotions, and so forth. In all, the
database classifies 40 such operations. (See app. 1.) Advisers send SME
company profiles to Brussels via computer or mail. The system automat-
ically compares requests with all the other profiles in the database in an
effort to find matches. When the search is positive, the requesting
advisers receive the results, and the firms offering the cooperation are
also informed that their offers have been matched with a request. If no
matches are found and if the company wishes, a request can be auto-
matically distributed, in the form of a ““flash profile,” to business
advisers located in the specified geographic area. These advisers then
have a limited time in which to consult their portfolios and reply to the
BC-NET system. By circulating information and by linking business
advisers, the BC-NET system seeks to aid SMEs’ participation in EC 1992.
According to an official of an EC adviser, as of February 1990, approxi-
mately 6,000 company profiles were on the BC-NET system.

Another Ec Commission program to encourage cross-border business
links, called Europartnership, also became operational in 1988. This pro-
gram aims to stimulate cooperation between regions with development
problems and other EC regions. Europartnership action has three stages:
identification and selection of projects for cooperation in the chosen
area; distribution in other EC countries of a catalog of these projects; and
meetings between companies in the chosen area and those that have
shown an interest in cooperation.

The Business Cooperation Centre also encourages transnational subcon-
tracting by making available to both sides glossaries of standard tech-
nical terms for various sectors. These glossaries have been translated
into nine languages. They are used for setting up databases and for
administering grants. The Ec Commission believes that expanding the
use of transnational subcontracting is closely related to EC 1992 because
transnational subcontracting will help remove technical barriers such as
national product standards.

Financing AsSistance

The Ec Commission has undertaken several projects to help solve SME
financing problems. Typical financing problems include finding start-up
capital and dealing with higher interest rate costs for small as compared
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to large companies. EC projects include (1) the formation of transna-
tional risk capital pools for innovative undertakings, (2) the creation of
a public company to offer financial support services for SME transna-
tional transactions, (3) the proposal for a new EC instrument to provide
loans to finance SME investments, and (4) the plan to encourage
financing of transnational technology projects with SME participation.

Export Assistance

Another DGXXIII project helps SMES gain access to nonmember country
markets, principally by working through trading houses (i.e., export
trading companies). According to a DGXXIII official, export promotion
is viewed as a national responsibility within the EcC; therefore, the Ec
Commission decided to encourage EC-wide involvement in an organiza-
tion called the Confederation of International Trading Houses. The EC
Commission held a seminar in London with chambers of commerce,
national trade promotion organizations, and selected SMES to publicize
the benefit to SMEs of exporting through a trading house. One of the
meeting’s recommendations was to produce a practical handbook on
national trade organizations. Accordingly, a three-part handbook was
published that compiles information on national trade promotion organi-
zations and describes the trading environment in a unified EC market,
gives advice on how to export, and discusses assistance available in dif-
ferent EC countries.

The Ec Commission is working with the Confederation of International
Trading Houses to study the Japanese market to establish a trading
house in Japan. The Ec Commission is supporting this endeavor because
the Confederation felt the effort would be better received in Japan if it
had Ec support. The DGXXIII official stated that EC exporters do not
need assistance to enter the U.S. market.

In addition, EXPORT ’89, a joint U.S.-EC initiative with EC Commission
support, was held in Frankfurt in October 1989; its goal was to examine
new trade opportunities between the EC and the United States for small
and medium-sized businesses.

Training and Employment
Initiatives

In late 1988, the eC Commission adopted a program to prepare SMEs for
EC 1992 by (1) training SME owners or managers in strategic manage-
ment, (2) analyzing the sectoral and regional impact of EC 1992 on SMES,
and (3) establishing an exchange and cooperation network of training
institutes. The EC Commission has also continued to develop activities
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that help create jobs in sMEs. These activities include holding confer-
ences, examining employment problems in specific industries, providing
support for the information exchange network to promote local employ-
ment initiatives, and helping women who want to set up their own
businesses.

Innovation and
Technology Transfer

Improving the
Business Environment
for EC Small and
Medium-Sized
Businesses

The Ec Commission has set up Business and Innovation Centres to sup-
port sME development with special projects on training, technology
transfer, access to finance, and export assistance. These centers help
establish high-growth and export-oriented SMEs and also assist existing
SMEs that want to obtain similar status. According to the EC Commission,
these centers have been effective in mobilizing local financial resources
and technical expertise.

The Ec Commission believes SMES can be important contributors to the
development of new products, systems, and techniques; therefore the EC
Commission has started programs to strengthen the EC’s technological
base. Furthermore, the EC believes that an adequate level of basic
research and development and a favorable environment for innovation
are necessary, and that all firms should have access to new technologies.
One such initiative to assist SMES in particular is the Strategic Pro-
gramme for Innovation and Technology Transfer, or SPRINT. The pro-
gram began in 1983, and by 1988 more than 200 consultants were
involved in networks. The aim of the networks, which consist mainly of
technology brokers, is to promote transnational technological coopera-
tion among SMEs. SPRINT has supported actions to protect patents, to pro-
vide training on the management of innovation and technology transfer,
to implement advanced technologies such as robotics in SMEs, and to
make sMEs aware of the merits of quality control and industrial design.

The EC believes improving the environment in which business operates
in the EC is necessary for the development of the economy and the
improvement of the EC’s competitiveness. To this end, the EC Commis-
sion has undertaken initiatives for SMEs in the areas of competition
policy, company law and taxation, and undue administrative burdens.
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Competition Policy

EC legislative and regulatory actions for SMEs seek to ensure that cooper-
ation agreements are not affected by the prohibitions contained in the
EC’s competition policy. Specifically, the EC authorizes cooperation
agreements between sMEs when the market shares for the products
involved do not exceed b percent of the EC market and when the total
annual turnover of the participating companies is below Ecu 200 million.
The EC Commission has also granted various specific exemptions to
encourage particular forms of collaboration between companies, such as
research and development projects with joint exploitation of the results,
subcontracting, and licensing of patent rights. The majority of these
exemptions favor agreements between SMEs.

Company Law and
Taxation

The £c Commission has also undertaken initiatives in the areas of com-
pany law and taxation aimed at improving the environment for the crea-
tion and development of SMEs. For example, in 1988, the EC adopted a
proposal which allows for the creation of single-person private compa-
nies throughout all member states.

Beginning in July 1989, as a result of a 1985 EC regulation, a new legal
instrument for encouraging transnational cooperation became available
to businesses. Called the European Economic Interest Grouping, this
new instrument enables sMEs from different EC countries to cooperate in
Jjoint activities such as research and development, purchasing, produc-
tion, sales, and multidisciplinary consortia. The economic interest
grouping structure has full legal standing as a transnational entity, yet
individual country members continue to retain their independence. In
addition, the organization is fiscally transparent, very flexible in terms
of its membership, and open to U.S. subsidiaries that may want to join.
The EC Commission believes this instrument will help European firms,
particularly SMEs, improve their competitiveness.

Administrative
Constraints

The ECc Commission feels strongly that its proposals for legislation
should be made only where necessary and should not impose undue reg-
ulatory and administrative burdens on business, In 1986, it introduced a
system whereby all legislative proposals for decision-making are
assessed from the viewpoint of their likely impact on business. This was
to minimize any unnecessary costs for business.
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With regard to constraints imposed by existing EC legislation, the EC
Commission undertook a study which analyzed the impact of such legis-
lation on SMEs. It concluded that businesses are often unaware of or mis-
understand EC legislation, and that burdens often arise from national
implementation of EC legislation rather than the legislation itself. In
1988, the Ec Commission published a report on simplifying administra-
tive procedures in the EC.
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U.S Support for Its Small and Medium-
Sized Enterprises

Federal Government
Support

U.S. federal agencies and state governments are actively assisting SMEs?
to plan for Ec 1992. The core concern of U.S. SMEs is one of market
access in post-1992 Europe. Obtaining information on changes in market
access and business opportunities in a fairly simple, timely and cost-
effective manner is the key to addressing this concern. The U.S. govern-
ment, as well as state and local governments, has been heavily involved
in trying to answer this concern. We found that while much has been
done, other opportunities were still available.

The federal government has established a program to monitor develop-
ments, work with industry, provide information, and formulate a policy
on EC 1992, USTR chairs an interagency task force on EC 1992. In addi-
tion, sBA, the Departments of Commerce and State, and the Export-
Import Bank of the United States (Eximbank) all have programs to assist
SMES in the EC 1992 environment.

Interagency Task Force on
EC 1992

In February 1988, a usTr-chaired interagency task force on EC 1992 was
formed to identify and address Ec 1992 problem areas for U.S. business.
The main focus of the task force is to (1) understand the legislative mea-
sures and nature of EC 1992 proposed changes, (2) provide a mechanism
by which the U.S. government could stay on top of the events as they
unfold, and (3) identify and address problem areas.

In December 1988, the task force published a document defining the U.S.
position on the main EC 1992 issues, such as reciprocity, national treat-
ment, mergers, quantitative restrictions, local content, product stan-
dards, services, and government procurement. The task force next
established the following 11 subsidiary working groups to concentrate
on specific EC issues:

1. Product standards development, testing, and certification;

2. Health and the environment;

3. Services (except banking and securities);

4, Social dimension and labor law;

%In the United States, SBA defines a small business, in general, as having 500 employees or less. This
definition covers about 98 percent of U.S. businesses; however, small businesses do not account for a
large volume of U.S. exports.
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5. Agriculture;

6. Rules of origin;

7. Investment issues;

8. Existing U.S. treaty rights;

9. Residual quantitative restrictions;

10. Third-country relations; and,

11. Civil aviation.

A USTR official on the task force stated that it is generally believed that
EC 1992 will be good for multinational corporations, however, EC 1992’s
possible effect on sMEs is not clear. Officials from Commerce and SBA
disagreed with each other about the degree to which small business
interests have been adequately represented on the task force. Initially,
Commerce believed it represented those interests; however, about a year

after the task force was formed, SBA was asked to join and now partici-
pates in task force activities.

Small Business
Administration

An sBA official testified at a congressional hearing that SBA’s main objec-
tive with regard to EC 1992 is to educate small businesses about the pro-
gram and train them to compete in a global market. An SBA official told
us that the SBA has been alerting small businesses to look toward Europe
as an export market and that, because of the changes EC 1992 will make
in trading rules, they should plan to get into the European market hefore
the EC 1992 program is in place.

SBA provides information through its network of conferences, through
written material, and through counseling and assistance. Through an
agreement with the Federal Bar Association, SBA’s Export Legal Assis-
tance Network provides free, initial consultations to small companies on
the legal aspects of exporting. sBa also works with Commerce to co-
sponsor matchmaker trade missions whereby U.S. firms meet foreign
firms that might be interested in their products.

In addition to its 107 regional, district, and branch offices, SBA works

through the Small Business Development Center network to deliver
export counseling and assistance. Individual assistance is provided by
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the Service Corps of Retired Executives and the Active Corps of Execu-
tives who have practical experience in international trade.

The sBA official we spoke with felt that SBA capabilities are not compa-
rable to those of Commerce in helping SMEs. SBA gets the small business
constituency interested in exporting, then refers them to other
resources, such as Commerce, which has people all over the world to
conduct market research and trade missions.

SBA also provides loan guarantees to small businesses that want to take
advantage of the EC market or that face increased foreign competition as
aresult of EC 1992. In addition, sBa’s Export Revolving Line of Credit
program provides credit lines for up to 18 months to develop new
markets.

SBA and the American Telephone and Telegraph Corporation sponsored
EXPORT EXPO '90, a small business world trade conference and exhibi-
tion in Seattle in March 1990. The fair was designed to highlight three
major industries—health care; process and pollution control equipment;
and computers, software and peripherals. The goal of the fair was to
match up foreign buyers with U.S. exporters. SBA also viewed the fair as
an opportunity for small business exhibitors to showcase their products
and services to the trade delegations, including some from EC countries,
that were invited to attend.

The Omnibus Trade and Competitiveness Act of 1988 required that SBA
conduct a National Seminar on Small Business Exports to develop rec-
ommendations designed to stimulate exports from small companies.
According to SBa officials, the report resulting from EXPORT

EXPO '90’s policy seminars will fulfill this requirement.

Department of Commerce

Commerce’s International Trade Administration (ITA) has several efforts
underway to analyze and provide information on £C 1992, Three dif-
ferent ITA units—International Economic Policy, Trade Development,
and the U.S, and Foreign Commercial Service (US&FCS)—have £c 1992
activities. Commerce testified at a congressional hearing that its three-
tiered approach, geared to help the small business community respond
to EC 1992, consists of (1) an awareness and information program, (2) a
problem-solving program, and (3) a market development and export pro-
motion program.
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In the International Economic Policy unit, the Single Internal Market
Information Service was begun in August 1988. The information service
is located in the Office of European Community Affairs. The mission of
the information service is to provide the U.S. business community with
information and assistance to prepare for EC 1992. Information is dis-
seminated primarily through the “Europe Now” business counseling
program and speaking engagements. Staff refer detailed inquiries to
various Commerce specialists for counseling and assistance. In 1989,
information service officials gave almost 150 speeches on EC 1992. In
addition, ITa publishes a quarterly Europe Now newsletter updating EC
1992 information for exporters.

According to a Trade Development unit official, the EC 1992 activities in
this unit have three main functions: (1) to analyze the key legislative
measures that the EC has proposed or ratified, (2) to manage Com-
merce's outreach program to sectoral trade associations, and (3) to con-
tribute to EC 1992 policy formulation.

The Trade Development unit analyzed over 185 EC 1992 legislative mea-
sures it determined to be key for U.S. business. It received input from its
outreach program to sectoral trade associations on which measures will

have the greatest impact on their industries.

The results of the analyses were published in three volumes. Volume I,
released in May 1989, includes nonfinancial services and industrial
products. Volume II, released in September 1989, includes processed
food, trademarks, and company law. Volume III, released in April 1990,
includes additional industrial standards, government procurement, and
financial services.

Trade Development has started an outreach program to major industry
sectors. The purpose of the program is to identify specific opportunities
and risks that the EC program poses to the ability of U.S. firms to com-
pete in the EC market. Specifically, trade associations were asked to des-
ignate a contact person who could communicate each association’s
concerns to Commerce. The trade associations were also asked to assess
the potential impact of various legislative measures on their industries
and to provide these analyses to Commerce. According to Commerce, as
of March 1990, 120 trade associations have joined the industry outreach
program.
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In addition, the Office of European Community Affairs coordinates the
various Commerce units to help formulate U.S. commercial policy alter-
natives in response to EC 1992. All of the Commerce units participate
actively in the Interagency Task Force working groups which develop
overall U.S. government positions on trade matters.

ITA launched a major trade promotion program, “Europe '92,” to pro-
mote U.S. businesses’ entry into European markets before 1992 and to
aid in finding agents and distributors for U.S. exporters. US&FCS was the
primary focal point for this program. In the United States, Us&Fcs dis-
trict offices sent information to 100,000 U.S. SMEs on the potential posi-
tive impact of EC 1992. According to a US&FCS official, Us&FCs answered
over 100,000 inquiries in 1989. us&rcs district offices have helped coor-
dinate 30 seminars nationwide targeted to small business. The US&FCS

Europe Now booklet stresses the importance of establishing relation-

ships as soon as possible in the EC in order to take advantage of the
market.

These EC 1992 activities supplement the standard Us&Fcs services for
U.S. companies interested in exporting. For example, the Us&FCs offers a
comparison shopping service to assess how a product will sell in a given
market. The Foreign Market Research and Trade Statistics services pro-
vide in-depth market data on selected products and industries. The
World Traders Data Reports program assesses an exporter’s potential
customer’s reputation and recommends whether to trade with the firm.
US&FCs conducts Matchmaker trade delegations, trade missions, and
trade shows abroad. In addition, US&FCS offers a Foreign Buyer Program
which invites foreign buyers to U.S. trade shows featuring products and
services in specific U.S. industries with high export potential. The Agent
Distributor Service locates, screens, and assesses agents, distributors,
representatives, and other foreign partners for exporters. The Export
Contact List Service is a database of thousands of foreign companies
interested in doing business with U.S. firms. Finally, U.S. firms can
receive leads for foreign sales electronically through the Trade Opportu-
nities Program.

Department of State

The Department of State has several people focusing on EC 1992 issues
in Washington, D.C., and they participate in the Interagency Task Force
on EC 1992, Overseas, the U.S. Mission to the EC is the front-line diplo-
matic post for working with EC institutions and with EC member state
delegations in Brussels. The mission provides information and analysis
of EC developments. It has recently been reporting specifically on SME
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programs. It also communicates U.S. public and private sector views to
EC officials. Another function of the mission is to coordinate visits of
Americans to Brussels on EC 1992-related business, the majority of
which are sME officials. In addition, mission officials provide visitors
with information and materials related to their visits.

U.S. diplomatic posts in the 12 EC member states provide information
and analysis from member state perspectives and monitor the imple-
mentation of the EC 1992 program in each country. In addition, State
officials convey U.S. views and represent U.S. interests to the member
state officials.

The Eximbank

The Eximbank is responsible for aiding the export of U.S. goods and ser-
vices through a variety of loan guarantee, insurance, and loan programes.
According to Eximbank publications, in recent years the Eximbank has
undertaken a major overhaul of its programs to provide greater risk
protection for lenders and to be accessible to the widest variety of
potential sources of export finance.

To encourage small businesses to sell internationally, Eximbank maintains
its Small Business Advisory Service to provide information on the avail-
ability and use of export credit insurance, guarantees, and direct and
intermediary loans extended to finance the sale of U.S. goods and ser-
vices abroad. Eximbank also offers briefing programs that are available to
the small business community.

Eximbank’s financial programs are generally available to any U.S.
exporter regardless of size; however, certain programs are particularly
helpful to small business exporters. For example, an exporter may
reduce its risks by purchasing export credit insurance from Eximbank’s
agent, the Foreign Credit Insurance Association. Policies available
include, but are not limited to, insurance for financing or operating
leases, medium-term insurance, the new-to-export insurance, and insur-
ance for the service industry.

The Working Capital Loan Guarantee Program assists SMEs in obtaining
working capital to fund their export activities. Direct and intermediary
loans are available to foreign buyers of U.S. exports and to responsible
parties that extend loans to foreign buyers of U.S. capital goods and ser-
vices. Finally, Eximbank’s guarantee provides repayment protection for
private sector loans to creditworthy buyers of U.S. capital equipment
and related services.
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Many state governments are involved in assisting SMEs to export their
products and in providing information on EC 1992. The states not only
help sMEs to understand the EC 1992 process but also, in some cases,
provide business planning assistance.

In a 1988 study of state foreign sales efforts, the Center for Urban and
Regional Grants of the University of Minnesota stated that all states
with export promotion activities conduct much of their activity in their
home state as opposed to abroad. More than 45 states provide written
material for exporters such as newsletters and handbooks that include
information on the export process, sources of official help, and the
availability of private firms that support foreign trade such as freight
forwarders and law firms. Other state activities include providing spe-
cial credit facilities, advertising the availability of state products to for-
eign purchasers or potential distributors, hosting foreign trade
delegations, providing individual counseling, and sponsoring seminars.

The study identified two other state activities that promote exports, but
are less frequently practiced. First, states can provide special tax treat-
ment for export earnings. Second, states can encourage the development
of export trading companies, especially through port authorities.

Over half of the states have overseas trade promotion offices that offer
services to potential exporters from that state. For example, the Council
of American States in Europe, an umbrella organization for 26 overseas
state trade promotion offices, focuses its export promotion efforts pri-
marily on sMEs. The traditional function of these state offices was to
attract investment by encouraging European companies to locate their
U.S. facilities in their respective states. In recent years, state officials
have recognized that export promotion has generally become more
important; therefore the state offices have become more involved in
this area.

State export promotion activities conducted in conjunction with Com-
merce’s Foreign Commercial Service include participating in trade shows
and missions, and setting up catalog shows and trade days. These events
are targeted at finding European agents or distributors for their client
SMEs’ products. These events provide SMEs with exposure that they
would not otherwise have received. In addition, these offices provide
marketing assistance to individual companies.

To obtain information on EC 1992 for U.S. SMEs, the overseas state trade
promotion officials interact with Foreign Commercial Service personnel
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Business Environment
for U.S. Small and
Medium-Sized
Businesses

and American and local chambers of commerce. State officials indicated
that, in general, they have limited contact with the American chambers
of commerce because American chambers’ interests are geared to U.S.
firms already in Europe.

We found instances of state programs that are aggressively encouraging
SMEs to export to the EC. For example, Maryland’s Office of International
Trade recently launched ‘“Maryland Opportunity '92,” an intensive pro-
gram designed to stimulate exports to the Ec. It includes an educational
component, trade promotion, market research, and business counseling.
Maryland’s EC Assistance Center provides information on new EC regula-
tions, standards, and market developments. In 1989, Maryland issued an
Exporters’ Guide that takes the client through the export process and
notes contacts for local organizations that can provide further assis-
tance. The office also has a newsletter that now includes an EC 1992
section. According to a Maryland trade official, if a client had a problem
or expressed a concern over an EC legislative measure, Maryland wouid
help to identify the appropriate EC-related organization or official.
Maryland would also encourage the business to make use of its agents or
distributors in Europe to advance the client’s concerns.

In another example, the state of California published an EC 1992 guide-
book in May 1989 which is designed to persuade California businesses
that enormous business expansion opportunities will exist because of
the £c 1992 program, and that an active response to the program is nec-
essary to protect existing markets and to start new ones. The guidebook
also provides basic information about the legislative processes now
occurring in Europe and the points where California firms can attempt
to influence these processes, either individually or through associations.
The guidebook lists information sources on EC 1992 in California, the
United States, and Europe.

In the view of both U.S. public and private sector officials working on
European trade policy issues, EC 1992 is expected to make EC companies
more competitive at home and abroad, and the United States should be
prepared to meet that challenge. Furthermore, expanding their markets
may be key to the survival of some U.S. SMEs.

Trade shows are one way that opportunities for cooperation between

U.S. and Ec small and medium-sized businesses can be enhanced. One
such event, EXPORT ’89, was held in 1989 and was designed specifically
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for small businesses to forge links with each other while learning how to
export to each other.

In addition, the EC has developed a database network to match SMES
interested in similar activities, and an information center network to
provide materials to SMEs interested in EC activities. U.S. exporters cur-
rently have limited access to these networks; however, greater U.S.
access could help U.S. sMEs compete in EC markets.

Results of EXPORT 89
Were Mixed

EXPORT ’89 combined a trade fair with a conference on exporting. It
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sion and Commerce. While many attendees were pleased with the results
of their participation in EXPORT ’'89, others expressed reservations
about the usefulness of this type of event. For example, some individ-
uals with whom GAO spoke believed that the fair was too diffuse and
should have been more specialized. Although EXPORT ’89’s objective
was to expose U.S. and EC businesses to the various opportunities avail-
able in each market, they felt that specialized trade fairs have a better
potential for matching exhibitors with business partners.

On the other hand, other attendees, particularly some exhibitors, were
pleased with the results of their participation in EXPORT '89 and
believe the event should be repeated in the future. Those who wrote
follow-up letters to Commerce said they made useful contacts, and some
made sales. Those who did a lot of marketing in advance of the fair were
more successful at the fair than those who did nothing beforehand.

EC Database Network and
Information Centers Could
Be Useful for U.S. SMEs

Another means of increasing U.S. and EC cooperative opportunities for
SMEs is through the sharing of computerized databases. For example,
U.S. participation in BC-NET could assist U.S. exporters in locating dis-
tributors in the EC. Currently, U.S. companies with European offices can
make use of BC-NET, but U.S. exporters can receive only limited access
through an EC adviser with a U.S. subsidiary office. Because the United
States does not participate in the network, U.S. firms cannot be listed on
the BC-NET database, nor are SMEs in the EC consulted about any interest
in U.S. partners.

We met with officials of this EC adviser in the United States and the U.K.
Through its corporate affiliation, the U.S. subsidiary offers U.S. compa-
nies access to EC information databases and the BC-NET infrastructure.
The firm also offers clients access to the EC’s database that lists certain
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public procurement contracts, including those published in the Com-
merce Business Daily.

At EXPORT '89, both EC and U.S. government representatives discussed
access to BC-NET for U.S. firms, and the EC has stated it is willing to nego-
tiate an extension of the network to the United States and allow U.S.
SMES to access the system directly from the United States. Since then,
Commerce and EC Commission officials have held preliminary discus-
sions concerning U.S. participation in the network; however, according
to Commerce officials, Commerce has determined that the department
cannot directly participate in the development of BC-NET in the

United States.

According to an official in Commerce’s International Economic Policy
unit who has been involved in the discussions, the EC Commission wants
a government-to-government agreement to provide for U.S. participation
in BC-NET. The U.S. government entity signing the agreement would be
responsible for choosing the U.S. version of EC advisers. He believes BC-
NET would be in keeping with Commerce’s congressional mandate to
advance the interests of small business and to promote exports, but
because BC-NET would also promote imports into the United States from
the EC, he believes Commerce is not authorized to sign such

an agreement.

Commerce is willing to assist the EC in linking up BC-NET with U.S. state
and/or local governments, and is encouraging the EC to pursue such
alternative outreach systems in the United States. In addition, Com-
merce believes its Agent Distributor Service system is more useful to
U.S. exporters than BC-NET would be because the system contains infor-
mation on 50,000 European companies looking for links to U.S.
exporters. BC-NET, on the other hand, has a much lower participation
rate, and not all companies included would be interested in a match with
a U.S. company.

After EXPORT ’89, the Industry Sector Advisory Committee on Small
and Minority Business, which was the U.S.’ private sector sponsor of
EXPORT ’89, concluded that it believes that the BC-NET program has the
potential to benefit U.S. small business. In February 1990, the committee
sent the Secretary of Commerce its resolution, which recommended that
Commerce enter into negotiations with the EC on extending BC-NET to the
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United States. In response, the committee was told that Commerce offi-
cials had decided it would not be appropriate for U.S. government agen-
cies to play a direct role in the development, support, or accreditation of
BC-NET in the United States as it was proposed by the EC Commission.

SBA has been working with Commerce to determine possible locations for
BC-NET terminals. According to an SBA official. one nossible location
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might be in small business development centers, which are private but
receive some funding from SBA. Other possibilities include the National
Governor’s Council and private sector development programs such as
metropolitan municipalities and regional port authorities, universities
designated as EC depositories, umbrella industry sector associations, and
the U.S. Chamber of Commerce.

As of March 1990, the question of how BC-NET operations in the United
States could be funded had not been fully addressed. The Ec Commission
expects that U.S. business advisers (like those in the EC) would charge
their customers fees sufficient to cover costs. The costs would include EC
charges for evaluating the suitability of the adviser and its customer
base, local installation of technical equipment and training, telecommu-
nications link-up to Brussels, and ongoing administrative costs of
entering company profiles into BC-NET and processing matches. The EC
Commission currently subsidizes some of these costs for users within
the EC, but has stated that other users should not expect EC subsidies.

The Euro Info Centres located in EC member states are another potential
cooperation vehicle. These centers offer extensive information and doc-
umentation services to the local business community. The centers are
able to retrieve specialized information and assist businesses in devel-
oping various forms of cooperation through their access to £C databases
and to the Euro Info Centre network. Most centers also have access to
BC-NET. Through a visit to a local center, U.S. government officials in
Brussels determined that U.S. SMEs that are locally established or repre-
sented by a local agent or distributor may also use the services provided
by the centers on a nondiscriminatory basis and have access to BC-NET,
Officials from the U.S. Mission to the EC are continuing inquiries with
the EC Commission about the possibility of cooperative agreements to
help bring the Euro Info Centres and BC-NET to the United States, so that
U.S. exporters can access this information from the United States.

The private sector is also involved in efforts to obtain access to EC

databases. For example, in Virginia, George Mason University’'s Center
for European Community Studies serves the educational needs of the
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university and the professional needs of the business community
through its activities. According to an official of the center, it is the first
of its kind in the United States. It operates an EC Research Service and a
European Documentation Center. In addition, the Center has access to EC
documents and databases. It also organizes conferences, seminars, and
workshops on the EC. Center officials have held discussions with
DGXXITII officials about being designated as a Euro Info Centre but,
according to a Center official, not much progress has been made to date.

Conclusion

Recommendations

Faced with the EC’s program to improve the competitiveness of its SMEs
and with the uncertainties brought about by the EC 1992 program, the
U.S. government has an important role in helping to ensure that Ec 1992
does not adversely affect U.S. exporters. Two ways to assist U.S.
exporters would be participation in the EC’s Business Cooperation Net-
work and the establishment of U.S. equivalents of Euro Info Centres.
The possibility of participation in the Business Cooperation Network is
clouded by two questions: whether Commerce can sign a government-to-
government agreement as proposed by the Ec; and the ways and means
of establishing the network in the United States.

In light of the federal government’s role in assisting U.S. SMEs to obtain
the information they need in the EC 1992 environment, we recommend
that the Secretary of Commerce resolve the issues that inhibit extension
of the EC Business Cooperation Network to the United States. More spe-
cifically, we recommend that the Secretary determine (1) whether Com-
merce can sign an agreement with the EC to provide for U.S.
participation; (2) whether Commerce or some other entity would be the
appropriate U.S. sponsor; and (3) the feasibility of and potential sources
of funds to support initiation of the network in the United States.
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Categories for Matching Services in
BC-NET Database

General

Financial

Commercial

Technical

The Business Cooperation Network, BC-NET, is an EC database for small
and medium-sized businesses interested in finding business partners in
other EC countries. U.S. firms are not yet listed on the database; how-
ever, U.S. firms can obtain access to the BC-NET infrastructure through
the subsidiary of an EC firm (see chapter 3). The following is a list of the
various categories of cooperation available on the database.

Joint creation of enterprise
Merger

Request to buy a complete company or part of a company (including
shares)

Offer to sell a complete company or part of a company (including
shares)

Request for equity capital

Offer to provide equity capital

Request for a loan

Offer to provide credit

Joint marketing agreement

Request for marketing services

Offer of marketing services

Joint distribution agreement

Request for distribution services and outlets (wholesale or retail)
Offer to provide distribution services and outlets (wholesale or retail)
Request for agency

Offer to provide agency

Request for after-sales service representative

Offer to provide after-sales service representative

Request for franchise

Offer to provide franchise

Request for general commercial assistance

Offer to provide general commercial assistance

Reciprocal technical cooperation

Request for technical assistance

Offer to provide technical assistance

Request for research and development assistance
Offer to provide research and development assistance
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Joint production agreement

Request for subcontracting

Offer to provide subcontracting

Request for engineering capability

Offer of engineering capability

Request for manufacturing rights (producing under license or patent)
Offer of manufacturing rights (including patent/license)
Request for an Original Equipment Manufacturer dealer
Offer to be an Original Equipment Manufacturer dealer
Request to buy patents or licenses

Offer to sell patents or licenses

Request for technology transfer (know-how)

Offer of technology transfer (know-how)
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