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Small Businesses Joining the
E-Commerce Bandwagon

Electronic commerce, or e-com-  to be online to identify customers
merce — the marketing, promo- and promote product and services
tion, buying, and selling of goods before the point of sale.

and services electronically, particu- “The use of e-commerce opens a
larly via the Internet — is experi-  universe of new venues for small
encing unprecedented growth, businesses and consumers to ex-
according to a report recently re- change information, goods, and ser-
leased by the Office of Advocacy, vices,” said the SBAs Chief Counsel
E-Commerce: Small Business for Advocacy Jere W. Glover. “Con-
Ventures OnlineEstimates vary, sumers are on the Internet because
but a growing number of small of the price and choice available to
businesses are tapping into the  them there. Small businesses built
Internet to conduct business and toMain Street and they will likely lead
reach new prospective consumers.the way in the future to a virtual
According to the study, online saleanarket square.”

are booming, but such electronic E-Commerce: Small Business
commerce represents only a frac- Ventures Onlinédentifies a number
tion of small businesses’ use of theof issues in the move to electronic
Internet. Businesses are more likelgommerce by small business: the

Continued on page 2

Small Business Advocates
Honored at Congressional Event

L to R: Rep. Phil English (R-Pa.) and Maj. Gen. Michael E. Dunlavey, 1999 Veteran
Advocate of the Year, are interviewed at a congressional luncheon on May 25 that
was part of the 1999 Small Business Week activities in Washington. For more pic-
tures of this year’s festivities, turn to page 6 of this issue. (Photo: Cable Risdon
Photography)



E-Commerce, from page 1

cost of establishing and maintaining Online retail marketing is cur-
a Web site, the security of data col-rently experiencing about a 200-
lected online, potential tax liability, percent annual growth rate, with
and the millennium bug, to name a online traffic doubling every 100
few. Using existing research, this days. It has been estimated that
report provides an overview of small businesses earned $3.5 billio
small business use of e-commerce.in e-commerce sales in 1997, and
Internet use by small businessesprojections for online sales for the
is on the rise: the number of small beginning of the next decade range
businesses with access to the Interwidely — from $25 billion to over
net nearly doubled over the past  $300 billion — depending on the
two years, from 21.5 percent in source. (Online sales currently
1996 to 41.2 percent in 1998. As account for less than 1 percent of
many as 35 percent of small busi- total retail sales in the U.S.)
nesses maintain their own Web site. Growth in electronic sales has
How use of the Internet helps smallbeen stalled by a number of barrier
firms is unclear, but research showghat small firms encounter. These
that small businesses that utilize thénclude initial start-up costs, diffi-
Web have higher annual revenues, culty attracting and keeping techno-
averaging $3.79 million in 1998, logically skilled personnel to ser-
compared with $2.72 million for all vice the site and customers, securi-
small businesses. ty of a small business’s (or its cus-
Small businesses use the Interngpmers’) data, and consumer trust.
for a variety of operations including The most immediate barrier to
customer-based identification, ad- full implementation of e-commerce
vertising, consumer sales, businessis the cost. Experts estimate that a
to-business transactions, e-mail, small business would need an ini-
and private internal networks for tial investment of $10,000 to launch
employees. Seventy-eight percent an e-commerce site and approxi-
of small business owners with a  mately 20 percent of the launching
Web site declared the ability to costs to maintain it annually. The
reach new and potential customerstechnical barriers involve both per-
as their main reason for having onesonnel and data. For example, sma
businesses are concerned about
integrating their current systems for
processing sales into an Internet
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environment. To complete such a Committee convened a small busi-
transition, competent personnel andess roundtable to identify barriers
a secure system are necessary. Withat keep Main Street businesses
these uncertainties is coupled the from expanding into electronic
ultimate question: will profit commerce. In May, the House
increase with this investment? Small Business Committee held a
The growth of e-commerce has hearing on the benefits and pitfalls
focused policy-makers on keeping of conducting business over the
policies current with the innova-  Internet.
tions and popularity of the Internet.  Obvious concerns exist about
An explosion of commissions and online security of information and
programs is focusing on Y2K and the cost of ever-changing technolo-
Internet espionage. Some legisla- gy and expertise. But the fears and
tion has been passed. The Internetchallenges are far outweighed by
Tax Freedom Act of 1998, for the long-term hope for new enter-
example, prohibits new taxes on  prise and solutions presented by e-
commercial transactions over the commerce.
Internet for three years. In early
1999, the Senate Small Business
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Message from the Chief Counsel

Another Year of Being the
Small Business Watchdog

by Jere W. Glover

In June, | presented my fifth annual be overcome with crucial economic
report to Congress and President The publication of the data. Our data show that from 1990
Clinton on federal agencies’ com-  |atest annual report on to 1995, small employer firms

pliance with the Regulatory Flexi- il (those with fewer than 500 employ-
bility Act (RFA). The report pro- the F\"A\e(?turl)?;[)(\)/li’é eFSIea)l(:]blllty ees) accounted for 90.1 percent of
vides policy-makers with insight tunity t h net new business establishments
into agencies’ attitudes toward opportunity 1o see how and 76.5 percent of net new jobs.
small business when developing small businesses have Yet small firms’ growth can be

new regulations. It also provides been treated in the stunted with the disproportionate
readers with a greater understand- regulatory process. cost — relative to the cost incurred
ing of the “watchdog” role of the by large competitors — of regula-
Office of Advocacy. tions. Costs are usually dispropor-

In 1998, the Office of Advocacy ments to the Regulatory Flexibility tionate per unit of output. In
reviewed an estimated 1,600 pro- Act that were contained in the January, we released the latest
posed, interim, and final rules for Small Business Regulatory Enforce+esearch on the cost of a wide range
their impact on small business. ment Fairness Act (SBREFA) of  of regulations for small firms. The

These affected a wide range of 1996. | am convinced that agency study, The Impact of Federal
industries — such as fishing busi- awareness and compliance has  Regulations, Paperwork and Tax
nesses, federal contractors, home increased with the passage of the Requirements on Small Business
health care providers, juice produc-SBREFA. The most significant provided a case-by-case review of
ers, ambulance services, mining amendment allows a small busi- 24 specific regulations and found
companies, homeless shelters, conness, appealing from an agency’s that three out of four rules proved
struction contractors, bus compa- final action, to seek judicial review more costly for small regulated
nies, industrial laundries, cement of an agency’s compliance with thefirms than their larger counterparts.
kilns, gasoline stations, oil refiner- RFA. Small entities have taken ad- The Office of Advocacy will

ies, manufacturers of commercial vantage of this change and severalcontinue to hold federal agencies
fasteners, small and rural telephoneappeals were decided in 1998. In  accountable for evaluating objec-
companies, and broadband facili- addition, the Office of Advocacy filed tively the impacts of their regulato-

ties. its firstamicus curiadorief, in which  ry proposals on small businesses.
Some rules affected most or all it detailed an agency'’s failure to comMost important, we will measure

small businesses, regardless of  ply with the RFA. In that case, success by reducing the cost of fed-

industry — especially labor and taxNorthwest Mining Assn. v. Bablite eral regulations for entrepreneurs.

rules. The regulations in most court remanded the rule to the agency

instances would not make the headto address the issues raised by the

lines, but they were overwhelming- Office of Advocacy. For More Information

ly important to small businesses in  Although we continue to experi-

a particular industry or in a specific ence positive results from the Copies of the 1998 edition of the

area of the country. SBREFA amendments to the RFA, Annual Report of the Chief

| am very proud that small busi- non-compliance remains an issue = Counsel for Advocacy on Imple-
nesses come to us when federal for some agencies. This failure is ~ mentation of the Regulatory
agencies aren't listening to their  attributable not so much to igno-  Flexibility Actare available for
concerns. And during the past yearrance of the law, but to ignorance ~ purchase from the National
agencies’ responses to recommen- of the importance of small busi- Technical Information Service,
dations and criticisms made by the nesses to the economy and the ant tel. (703) 605-6000. An electron-
Office of Advocacy have markedly competitive barriers burdensome  ic version has been posted to the
improved. regulations can unnecessarily erect Office of Advocacy’s Web site at

The Office of Advocacy has been This failure presents a constant = Www.sba.gov/advo/laws/flex
assisted in its efforts by the amend-educational challenge that can only
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Economic News

New Edition of Report on “Micro-Business-
Friendly” Banks Issued

Small businesses interested in 567 banks reported significant
locating small- and micro-business- New data based on micro-business lending in amounts
friendly banks will find significant  Community Reinvestment under $100,000. These 567 “micro-
new information in the Office of Act lending records business-friendly” banks hold 18
Advocacy’s 1998 lending reports point to significant percent of total bank assets, but

26.5 percent ($29.6 billion) of the
dollar value of micro-business loans

about out-of-state banks that are

active small and micro-business micro-lending by

out-of-state banks.

lenders. outstanding from all banks. Forty-

For the first time, in addition to two of the banks had at least $100
the call report data updating earlier million in micro-business loans out-
lending studies, the 1998 reports data, the 1998/icro-Business- standing.

offer information gathered under  Friendly Bankgeport indicates that ~ Small business owners will find
the revised Community Reinvest- the number of micro-loans reportedboth the call report and CRA infor-
ment Act (CRA) regulations. The in June 1998 call reports was up 19mation helpful in locating micro-

CRA data add a significant new  percent over June 1997. The business-friendly lenders. They
piece to the lending puzzle — the increase was especially significant should also seek out SBA preferred
geographic location of lending on top of the 27 percent increase inand certified lenders. These banks

activity by large banks headquar- the 1996-1997 period. While the may have artificially low “small
tered in one state and conducting number of these loans increased business friendliness” rankings in

significant lending activity in significantly, the dollar value this study, because generally only

another. increased by only 3 percent. The the non-guaranteed portion of SBA-
Micro-Business-Friendly Banks smaller average size of these loansguaranteed loans will appear in the

in the United Stateseleased in may reflect some banks’ recent probank’s loan portfolio. To locate the

July, notes that many of the large motion of lines of credit and credit top SBA lenders, contact local SBA
banks making micro-loans (loans cards to small businesses, using offices or visit the SBA's Web site
under $100,000) are based outsidecredit scoring techniques. at http://www.sba.gov/financing/

of the state in which the loan is In their June 1998 call reports,

being made. These banks are identi-
fied only in the CRA data. In

Florida, for example, the CRA data
show 24 active lenders of micro-
loans, only three of which are
Florida-based. In fact, in the CRA
data, the nine leading micro-lender:

Sizing Up the Data
Comparison of call report and Community Reinvestment Act (CRA)
data bases used in the Office of Advocacy's lending studies.

in Florida, ranked solely by the dol- Call Report Data CRA Data
lar amount of micro-loans, are out- _
of-state banks. Loan coverage Stock of business Flow of business loans

Coverage of the call report and loans outstanding as sz Eile Gl
CRA data bases differs significantly ofilune 1995 year
E:i?lerggz)?fswgrlllli ﬁslllrgtj);nlgznrﬂlsj SatrfeIIe Classified by

. ' location of Bank headquarters Lending activi

required to file CRA reports. The ! : b4
larger banks covered by the CRA
were responsible for more than hali Bank coverage All banks Banks with $250 million
(56.2 percent) of the total $111.5 or more in assets or

members of bank holding
companies with more than
$1 billion in assets

billion in micro-business loan dol-
lars reported by all banks in their
June 1998 call reports.

Updating last year’s call report
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For More Information on
Micro-Business-Friendly Banks

Micro-Friendly-Banks in the Service (NTIS), tel. (703) 605-
United Statesas well as state-by- 6000, or visit the NTIS Web site
state reports on small business atwww.ntis.govComments and
lending in amounts under $1 mil- technical questions about this
lion (Small Business Lending in  study may be directed to Dr.
the United States, 199@nd other Robert Berney, tel. (202) 205-
Office of Advocacy lending stud- 6875; e-mailrobert.berney@
ies are on the Internet wivw.sba. sba.goyor Dr. Charles Ou, tel.
gov/ADVO/lending/bk_hom98.  (202) 205-6966; e-maitharles.
html#Micra. ou@sba.gowat the Office of

Paper and microfiche copies of Advocacy, U.S. Small Business
all Advocacy reports are also Administration, 409 Third Street,
available for purchase from the  S.W., Washington, D.C. 20416,
National Technical Information  fax (202) 205-6928.

Fed Survey Seeks Responses
from Small Firms

Small businesses will have an im- August and December 1999.
portant opportunity to help define During telephone interviews, busi-
their credit needs with their partici- nesses will be asked to provide
pation in the upcoming 1998 information about their business
Survey of Small Business Financesfinances — including experiences
(SSBF). in obtaining loans, use of credit
The SSBF, formerly known as  cards, equity financing, and credit
the National Survey of Small Busi- with suppliers — in an effort to
ness Finances, is being conducted understand how differences in
by the Board of Governors of the financial characteristics of small
Federal Reserve System, with the firms affect their credit needs and
help of the National Opinion Re- access to credit markets.
search Center (NORC) at the The Office of Advocacy encour-
University of Chicago. The 1998 ages small businesses contacted by
survey marks the third time that  the National Opinion Research
financial information from busi- Center to participate in this impor-
nesses with fewer than 500 employtant study. The office uses the data
ees will be collected by the Federalproduced by this survey to substan-
Reserve. tiate new policy recommendations
The information from this survey for expanding credit availability for
will be used to evaluate the effects small firms.
of public policies on small busi- Additional information and
nesses of different sizes, locations, background on the 1998 Survey of
and ownership characteristics. The Small Business Finances can be
information will also be used in a obtained from the Federal Reserve’s
report to Congress on the availabili\Web site aivww.federalreserve.
ty of credit to small business that isgov/ssbbr from the National
produced every five years by the Opinion Research Center's Web site
Federal Reserve Board. atwww.norc.uchicago.edu/ssbf
The SSBF will survey 6,000
businesses by telephone between

Simple
Retirement
Solutions for
Small Business

Learn how your business can
set up an easy-to-administer
retirement savings plan. The
details are contained in a
series of booklets that are
available at no charge from
the U.S. Department of
Labor’s Publications
Hotline, 1-800-998-7542.
Or visit the Pension and
Welfare Benefits Admini-
stration’s Web site at
http://www.dol.gov/dol/pwba.

U.S. Department of Labor

Pension and Welfare
Benefits Administration

Washington, DC 20210

©
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Small Business Week 1999

Small Business Advocates Honored
at Congressional Luncheon

The best and the brightest of May 25, SBA Deputy Administrator large part by a voluntary sharing of
America’s most outstanding small Fred P. Hochberg and Chief their expertise.
business persons and advocates Counsel for Advocacy Jere W. “The business of growing a

traveled to the nation’s capital this Glover presented special awards tovibrant and strong small business
past May 23-29 to be recognized “advocates of the year” in nine sector is what this year's winners

for their extraordinary achieve- categories at a luncheon on Capitoldo best,” said Glover. “Their com-
ments and contributions as part of Hill. Many state Small Business  mitment to small businesses across
Small Business Week 1999. Persons of the Year and members dhe country serves as an example to

The 36th annual Small Business Congress joined the luncheon. Theall. | applaud their leadership and
Week included several celebrationshonorees were selected for their  support.”
saluting the 23 million small busi- commitment to helping small busi-
nesses across the United States. Onesses succeed, demonstrated in

L to R: Kimberly Fine, Rep. Jim McDermott (D-
Wash.), and Daniel Matthew Fine (right) of
fine.com International Corp., Seattle, Wash. Mr.
Fine was selected as Washington’s Small
Business Person of the Year.

L to R: Sen. Joseph I. Lieberman (D-Conn.)
meets Max Solis of BST Systems, Inc.,
Plainfield, Conn., at the May 25 congressional
luncheon honoring small business advocates.
Mr. Solis was the 1999 Connecticut Small
Business Person of the Year. Sen. Lieberman is
a member of the Senate Small Business
Committee.
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At the 1999 Congressional luncheon . . .

Left: WRC-TV New 4 co-anchor and lun-
cheon mistress of ceremonies Debbie
Jarvis (L) interviews District of Columbia
Small Business Person of the Year Rodney
P. Hunt (R) of RS Information Systems, Inc.
SBA Chief Counsel for Advocacy Jere W.
Glover looks on.

Right: Sen. John F Kerry (D-Mass.) congratu-
lates Karen P. Atwood of Cycle-Craft Co., Inc.,
of Everett, Mass. Ms. Atwood and her brother
John Atwood were named the Massachusetts
Small Business Persons of the Year. Sen.
Kerry is the ranking minority member of the
Senate Small Business Committee.

Left: Senate Small Business Committee
Chairman Sen. Christopher “Kit” Bond
(R-Mo.) congratulates 1999 Young Entre-
preneur of the Year Thomas W. Dunn, Jr.,
of Dunn Lawn and Land, Fenton, Mo.
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Special Report: Vision 2000

“Models of Excellence” Honored

in Several Categories

Vision 2000: The States and Small Participants in the conference took in this space. This month we profile
Business Conference held this pasthome many ideas for small businesthe winners of “Models of Excell-

December 9-10 brought together

programs and policies that they

ence” awards in a number of differ-

small business leaders and state could adapt to their own localities. ent categories.

and local government officials to
spotlight programs and policies

Throughout 1999, selected issues of The next conference will be held
The Small Business Advocabtave

December 1-2, 1999, in Washing-

that promote small business growthprofiled Vision 2000 award winners ton, D.C.

Community and Economic
Development Model of Excellence

Debi Durham and the Siouxland
Chamber of Commerce, Sioux City,
lowa

The Siouxland Initiative (TSI) is
the economic development mecha-
nism for the Siouxland Chamber of
Commerce. A key component of
this effort is the successful opera-
tion of the W. Edwards Deming
Business Center (DBC), one of
only a handful of nationally recog-

congressional committees, and met
with policy-makers and funding
sources in both the private and pub-
lic sectors to mobilize help for
micro-enterprise development.

Rural Development Model of
Excellence

The Business First Stop Support
Center of the Mountain Association
for Community Economic
Development, Berea, Ky.

The Mountain Association for

nized, privately funded small busi- executive director of the MICRO  Community Economic Develop-
ness incubators. Industry Credit Rural Organization Meént (MACED) has created an

The DBC has served 38 busi-  (MICRO) since 1986 and is the ~ Nnovative resource for rural
nesses, 24 of which remained in  deputy CEO of the Micro-business Kentucky with its Business First
business after leaving the incubatoand Housing Development Stop, a virtual Internet-based small
TSI supported the DBC during its Corporation in Phoenix. He has ~ Pusiness support center. The prima-
early years with staff and direct  worked as an advocate for micro- 'Y focus of Business First Stop —
funding, but last year the DBC  enterprise development locally and!0cated awww.maced.org— is to
achieved the break-even point and pationally as a strategy for alleviat-Promote entrepreneurship through

is now self-supporting ing poverty and providing econom- the development of the most conve-

Another TSl initiative, the Small ¢ self-sufficiency for Hispanic nient and comprehensive access to
Business Enhancement Fund pro- low-income families through self- PUSiness information for the popu-
vides matching grants to small startemployment. lation it serves.

up businesses to help pay for specif- The MICRO loan fund is capital- Business First Stop is distin-

ic development costs. The Siouxlangzed at over $5 million, with a $1.6 9uished from other Web sites for
Chamber of Commerce has a well- million portfolio and 398 active entrepreneurs by its extensive local
deserved reputation for hands-on |pan customers in six Arizona content and emphasis on creating a
involvement in community and eco- counties. Mr. Ballesteros has over- 10cal virtual community.

nomic development, and its “can  seen disbursement of more than A Prototype of Business First

do” attitude can be seen in projects 2 400 loans to more than 1,100  Stop was demonstrated at several
throughout the Siouxland area.  micro-enterprises through MICRO. conferences, including the Com-

The average loan amount is $2,20d7ission on the Future of the South
Micro-Enterprise Development through which over 600 new jobs [N June 1998. As part of this confer-

Model of Excellence have been created and over 800 €nce, MACED participated in the
. micro-enterprises stabilized. Southern Innovators Fair as one of
Frank Ballesteros, Tucson, Ariz. Mr. Ballesteros has testified  the most innovative economic devel-

Mr. Ballesteros has served as the before presidential task forces and OPMents programs in the South.
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Tax Incentive Initiatives Model
of Excellence

Joseph L. Driskell, director,

Mr. Milov serves as president and neurship and to move new tech-

CEO of the West Virginia High

nologies into the marketplace.

Technology Consortium (WVHTC) Nearly $3 billion in federal re-

Foundation in Fairmont, W.Va.

search and development funds are

Missouri Department of Economic Founded in 1990 under the guid- spent annually in New Mexico.
ance of Rep. Alan B. Mollohan, the TVC continues to be supported by
WVHTC has grown from its found- Lockheed Martin, which also fund-
: _ ing six members to more than 180 ed construction of its $5 million
Program (CTCP) provides investor§, ™ 9gg. As the WVHTC grew and technology commercialization

_ ; ; became more diverse, the WVHTC facility. TVC accepts no fees for its
in new or growing small businessesqngation was formed in 1993 as services and does not take equity

located in Missouri. Investors can 5 pon-profit education and researclpositions in the ventures it helps
receive state tax credits based on 4Qy;horation dedicated to leading thereate.

Development, Jefferson City, Mo.

The Missouri Capital Tax Credit

with a powerful incentive to invest

percent of eligible investments
made into an eligible small busi-
ness. The program is focused on
developing smaller firms with job
creation potential.

The CTCP tax credits can be

development of high-technology

TVC has worked aggressively to

industries and research facilities in make venture capital more readily

West Virginia through advanced

available to its firms. It founded the

technology-based research, devel- New Mexico Capital Network, an
opment and educational initiatives. affiliation of investors and invest-

Mr. Milov and WVHTC devel-

applied toward a variety of state ta)bped the PROMISE Program to

liabilities, including income taxes,
corporation franchise taxes, and

financial institution taxes. Tax cred-

ment groups from throughout the
state that are interested in new,

help small businesses pursue and high-growth potential companies.
win SBIR Phase | awards by pro- TVC also established the New

viding grants of up to $5,000,

Mexico Equity Capital Symposium,

its earned under the CTCP may beyyhich help small businesses devel-a nationally recognized forum that

transferred, sold, or assigned, and
any remaining credit may be car-
ried forward for up to 10 years.

op Phase | SBIR proposals.

showcases technology-based New

Teaming with higher education fac-Mexico investment opportunities.

ulty members, applicants submit

In less than five years, TVC has

Qualified investments must remain -on0sal concepts for review and assisted in the creation of 28 new

in the business for at least five

evaluation by economic develop-

high-technology companies that

years to avoid revocation of credits jment professionals before finalizingemploy 1,270 New Mexico resi-

already used. Eligible small busi-

their SBIR submissions. Since

dents and have generated more than

nesses must meet certain residencpon|SE began, there has been #120 million in private investment.
and size standard requirements angignificant increase in SBIR pro-

must have no more than 100 em-
ployees and annual revenues not i
excess of $2 million.

The CTCP plan differs from
many other small business invest-

osals from and awards to West
irginia businesses, with further
growth expected.

Sherman McCorkle, president,

ment incentive programs in that theTechnology Ventures Corporation,

40-percent tax credit runs to the
investor rather than to the small

Albuquerque, N.M.

business itself. An investor is more Founded in 1993 by the Lockheed
likely to be able to use such a credMartin Corporation, the Tech-

it than a young or rapidly growing
small business that often puts its
earnings back into the business.

Venture and Seed Capital
Development Models of
Excellence

Larry A. Milov and the PROMISE

Program of the West Virginia High
Technology Consortium, Fairmont,
W.Va.

nology Ventures Corporation

(TVC) was established to commer-
cialize the technology generated by
New Mexico’s federal laboratories
and research universities. Today,
TVC’s commercialization model is
recognized nationally and replicat-
ed at four other federal facilities.
Through its president and CEO,
Sherman McCorkle, TVC has
developed practical approaches to
encourage and support entrepre-

Vision 2000:
1999 Edition

“Vision 2000: The States and
Small Business Conference” will
convene again this coming
December 1 and 2 in Washing-
ton, D.C. If you would like to
register to attend the conference,
see the brochure wrapped around
this issue ofThe Small Business
Advocateor go to the confer-
ence’s Web site atww.sba.gov/
advo/vision.html

Nominations for 1999 Models
of Excellence awards will be
accepted until Sept. 15, 1999.
For nomination guidelines, visit
the conference Web site or call
Barbara George in the Office of
Advocacy at (202) 205-6943.
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Technology Talk

Federal Use of Small Business R&D
Still Lags Behind Private Sector

by Ron Cooper

Federal spending is lagging behind
the private sector in recognizing the
research and development (R&D)
capability of small firms. In 1997,
small firms conducted more than
16 percent of industry-funded R&D
yet received only 9 percent of the
federal R&D funds that went to pri-
vate firms. The largest firms (those
with 25,000 or more employees)  economy, future competitiveness
conducted only 40 percent of indus-will be determined largely by the
try-funded R&D, but received more quality of technically trained and
than 80 percent of federal R&D skilled personnel. The NSF data  firms and only a 6 percent change
funds going to private industry. show that the distribution of this  for large firms. Although large

By encouraging federal contract-human resource base — the technibusinesses still receive a greater
ing with small innovative firms, the cal intellectual capital needed for number of scientists and engineers,
Small Business Innovation Re-  future innovation — appears to be these rates of change indicate a
search (SBIR) program brings fed- shifting from large businesses to  reallocation toward small business.
eral spending more in line with the small businesses. As a recent NSFData from the NSF’s Survey of
distribution of R&D efforts per- study,Will Small Business Become Recent College Graduates show
formed and funded by the private the Nation’s Leading Employer of that an equal number of recent col-
sector. The program, administered Graduates with Bachelor's Degreeslege graduates with degrees in sci-

in Science and Engineering?

noted: “the employment of full-

time equivalent research and devel-
opment scientists and engineers
rose almost twice as fast between
1995 and 1996 at small companies
as at larger ones — 18 percent ver-
sus 10 percent — according to a
1997 national survey of R&D-per-
forming firms.” The data show this
trend continuing from 1997 to 1998
with a 14 percent increase for small

Despite growing use
of small R&D firms by
the private sector, only
5 percent of federal R&D
spending went to small
firms in 1997.

by the SBA's Office of Technology,
strengthens the role of small innov-
ative firms in federally funded

R&D. It does this by mandating
that federal agencies with $100
million or more of extramural R&D
obligations set aside 2.5 percent of
these funds for small business.
Since its inception in 1982, the pro-
gram has grown to the point where
it now provides more than $1 bil-
lion a year to innovative small busi-
nesses.

With the SBIR set-aside at this
relatively low level, though, small
firms today still receive less than 5
percent of federal extramural R&D
funding, compared with 47 percent
going to large firms and more than
42 percent going to universities anc
colleges.

Recent data from the National
Science Foundation (NSF) show
that small business’ role in innova-
tion and the economy is growing.
In an increasingly knowledge-base

Consistently Small

Recipients of federal extramural research
and development funds, 1991-1997
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Source: National Science Foundation.

ence or engineering are entering
small and large firms. The business
total far exceeds the number going
into other, non-business institutions
such as universities, non-profits, or
government. (Only the most recent
survey includes data by firm size,
so changes over time are not avail-
able.)

By making R&D funds available
to small innovative firms, the SBIR
program takes advantage of an
underutilized economic and social
resource: the small, flexible, innov-
ative firm willing to take the risk
needed to transform a new idea into
an innovation. Small firms have a
number of advantages over large
firms when it comes to innovation,
such as greater flexibility, closer
contact with customers and poten-
tial end users, and a greater will-
ingness to engage in high risk R&D
projects. These qualities have made

Continued on page 12
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News Briefs

Pilot Program Makes Disaster
Insurance Funds Available

Powerful scenes of devastation are
repeated annually across the coun- Working Up a Storm
try as floods, hurricanes, tornadoes Number of business disaster loan approvals, fiscal year 1992-1998
earthquakes, fires and other natura
and man-made disasters cause bil-
lions of dollars in losses to homes
and businesses. Weather experts
predict this year’s Atlantic hurri-
cane season (June 1 to November
30) will be particularly intense,
with increased potential for cata-
strophic property damage and loss
of life. Yet many business owners
are unprepared for a disaster and
risk losing everything in a matter of
seconds.
When planning for disaster, hav-
ing enough insurance is of utmost 2 T T T T T .
importance, according to Bernard 1992 1993 1994* 1995 1996 1997 1998
Kulik, the SBA's associate adminis- *Figure for FY 1994 includes loans due to Northridge earthquake.
trator for disaster assistance. Source: SBA, Office of Disaster Assistance.
“Whatever you determine you can't
afford to lose has to be covered by aster damage. The Pre-Disaster  Mitigation Pilot Program, contact
insurance,” Kulik said. Mitigation Pilot Program will oper- James Rivera in the SBAs Office
President Clinton recently signedate in conjunction with the Federal of Disaster Assistance at (202) 205-
into law legislation authorizing the Emergency Management Agency’s 6734.
SBA, beginning in October, to Project Impact program.
make low-interest loans of up to Tips on disaster preparedness
$50,000 to help small business  can be found on the Internet at
owners in disaster-prone communi-www.sba.gov/DISASTERor more
ties protect their property from dis- information about the Pre-Disaster

30,000 —

SEC Forums Scheduled for

September
The U.S. Securities and Exchange business owners and policy specialinformation is also available on the
Commission’s 18th Annual ists will develop recommendations SEC’s small business home page at

Government-Business Forum on  on securities, tax, and banking WWw.sec.gov
Small Business Capital Formation issues for federal policy-makers.

will be held in Washington, D.C., For an application form or addi-

Sept. 13-14, 1999. The Forum tional information about the Forum,

offers small business an opportunitgontact Barbara Jacobs or Janice

to articulate its views and needs onMcGuirk in the SEC’s Office of

how to eliminate governmental Small Business Policy at (202)

impediments to raising capital and 942-2950, or send an e-mail to

seeking credit. At the Forum, small e-prospectuc@sec.go&dditional
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An Aerie for Legal Eagles
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S pguistory prd Legisiebss Ackom
B

The Office of Advocacy’s re-
tooled Web page makes it
easier than ever for you to
access up-to-date information

on regulatory proposals that
can affect small business. Plus,
you get access to incomparable
business statistics, research

www.sba.gov/advo/

materials, and the on-line ver-
sion of The Small Business
Advocate. Visit us today at
www.sha.gov/advo/.

R&D, from page 10

small firms the leaders in industrial raising capital. Capital markets do
innovation: they produce more not have the information needed to
innovations per employee and per make sufficient investments in the
dollar spent on R&D than larger  high quality but risky small-firm
firms. In fact, large corporations in projects that can lead to significant
innovation-intensive industries try and socially beneficial innovations.
to achieve some of the advantagesThe SBIR program funds those
of small firm organizations through types of projects by providing high-
new business models using semi- risk, patient capital not available in
autonomous research and developthe market.
ment units. Further evidence of the
advantage of small innovative firmsRon Cooper is senior policy analysi
is the central role being played by in the SBA's Office of Technology.
small start-up businesses in the ~ Dr. Cooper conducts economic and
development of emerging high-techpolicy research on technology and
industries such as biotechnology innovation issues related to small
and information technologies. business. Before joining SBA, he
But many advantages and effi- Worked for the Science, Technology
ciencies of small innovative firms and Economic Policy Board of the
are not fully realized in our econo- National Academy of Sciences.
my because of obstacles faced in

For More
Information

Copies of the National Science
Foundation’s studyVill Small
Business Become the Nation’s
Leading Employer of Graduates
with Bachelor’s Degrees in
Science and Engineeringe
available for downloading from
the NSF Web site atww.nsf.gov/
sbe/srs/nsf99322/start.htm

For information on the Small
Business Innovation Research
program, visit the Web site of the
SBA's Office of Technology at
www.sba.gov/shir
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