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ABSTRACT

This report is the third in a series by the U.S. International Trade Commission
(USITC) that examines the domestic and global operations of U.S. small and
medium-sized enterprises (SMEs). The Commission found that U.S. exporting
SMEs outperform their nonexporting SME counterparts by several measures.
Whether they deal in services or manufacturing, exporting SMEs show higher
total revenues, faster total revenue growth, and higher labor productivity than
their nonexporting SME counterparts. The Commission also found several
noteworthy contrasts between exporting large firms and exporting SMEs. Across
all sectors, large firms primarily sell to foreign clients via foreign affiliates rather
than through direct exports, while SMEs serve foreign clients primarily through
direct exports. Exporting services SMEs, which represent a very small share of
all U.S. services SMEs, are more export-intensive than large services exporters.
U.S. services SME multinational companies, which are even less common, are
nearly three times more export-intensive than large U.S. multinationals. On the
other hand, trade barriers, including both tariffs and nontariff measures,
disproportionately affect SMEs relative to large firms, as do many business
impediments, such as high transportation costs. In addition to their role as direct
exporters, U.S. goods and services SMEs also participate in the export economy
by exporting indirectly through wholesalers and other intermediaries or selling
intermediate goods or services domestically to large and small firms that use
these intermediate inputs to produce exported goods or services. The
Commission estimates that SMEs contribute a substantially higher share of the
value-added content embedded in exports than suggested by traditional trade
statistics.
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Executive Summary

The U.S. International Trade Commission (Commission or USITC) found that despite
facing trade barriers and other impediments, small and medium-sized enterprises (SMES)
in the United States that export goods and services are more productive than their
nonexporting counterparts. SMEs (defined in this report as firms with less than 500 U.S.-
based employees), through their role as suppliers to exporting firms, make a larger
contribution to U.S. exports than standard trade statistics suggest, and SMEs in the
services sector are more export-intensive (i.e., reliant on exports) than large exporters of
services.

The report is the last in a series of three Commission reports requested by the United
States Trade Representative (USTR). The reports investigate the performance of SMEs in
U.S. exports of goods and services. The first report, released in January 2010, described
the characteristics of U.S. SMEs and the role they play in U.S. exports.! The second
report, published in July 2010, provided views of U.S. industry on impediments to trade
and compared U.S. SMEs with those from the European Union and other major trading
partners.” This third report analyzes the contribution of U.S. services SMEs to U.S. trade
and focuses on the role of SMEs as indirect exporters, thereby highlighting their
contribution to the foreign trade sector of the U.S. economy.

This analysis was made possible by the availability of new data from the Bureau of
Economic Analysis (BEA) and the U.S. Census Bureau (Census) on affiliate sales and
cross-border exports of U.S. services SMEs. These data are used to describe the linkages
between exporting and SME performance, characteristics of U.S. services SME
exporters, and U.S. SME multinational companies (MNCs). The Commission also issued
a questionnaire that generated several thousand responses from SMEs and large firms in
both the manufacturing and services sectors. The questionnaire data are used throughout
the report, but are particularly useful in identifying trade barriers and other impediments
that disproportionately affect SME export performance.

U.S. SMEs That Export Generally Outperform SMEs That
Do Not Export

U.S. exporting SMEs outperform their nonexporting SME counterparts according to
several measures. According to data from the Commission questionnaire, exporting SME
manufacturers in 2009 had more than twice the total revenue of their nonexporting
counterparts (table ES.1). These exporters had revenue growth of 37 percent between
2005 and 2009, while total revenue declined by 7 percent for nonexporting SME
manufacturers over the same period. Also, labor productivity, as measured by revenue
per employee, was over 70 percent greater for manufacturing SME exporters than for
nonexporters. Similarly, Census data show that services SME exporters had nearly four
times as much total revenue per firm as services SME nonexporters and that total revenue
per firm earned by these exporters grew faster than the total revenue per firm earned by
nonexporters between 2002 and 2007. Labor productivity in 2007 was more than twice as
high for services SME exporters as for their nonexporting counterparts.

L USITC, Small and Medium-Sized Enterprises: Overview of Participation in U.S. Exports, January 2010.
2 USITC, Small and Medium-Sized Enterprises: U.S. and EU Export Activities, and Barriers and
Opportunities Experienced by U.S. Firms, July 2010.
xi



TABLE ES.1 U.S. SMEs

: Comparison of the performance of exporters with nonexporters

Non-
Indicator Exporters | exporters Key finding
Average revenue per e SME manufacturers that export earned
fi o 3.9 1.5 | more revenue than nonexporting SME
irm (million $, 2009)
manufacturers
S';/Irgnwﬁag/:fgars;:?ue 36.8 68 ° ExpfortitngtﬁMEt rr]n?nl;facturers’ rtr_eveguMeE
2005-09) grew faster than that of nonexporting S
Average revenue per e SME manufacturers that export are
employee 281 163 @ associated with higher labor productivity
(thousand $, 2009) than nonexporting SME manufacturers
Average revenue per e Services SMEs that export earn more
f o 3.8 1.0 total revenue than nonexporting services
irm (million $, 2007) SMEs
Services revenue e Exporting services SMEs’ revenue grew
growth (% change, 32.3 23.6 faster than that of nonexporting services
2002-07) SMEs
Labor productivity e Services SMEs that export realized
growth (% change, 435 26.8 higher growth in labor productivity than
2002-07) nonexporting services SMEs

Source: Data for manufacturing SMEs are from the Commission’s questionnaire; data on services
SMEs are from Census.

Services SME Exporters Are More Export-Intensive than
Large Exporting Services Firms

Services SMEs that export account for a very small share of total services providers, but
they were more export-intensive between 2002 and 2007 than large services exporters.®
Services SME exporters derived, on average, 22 percent of their total revenue from
exports, versus only 15 percent for large services exporters (table ES.2). Of the exporting
services firms, the smallest firms (0-19 employees) were the most export-intensive, with
29 percent of their total revenue originating from exports. Revenue and employment
growth of services exporting SMEs also outpaced that of large services exporters.

U.S.-based multinational (MNC) services SMEs that own and operate at least one foreign
affiliate accounted for a small share of foreign sales by all U.S. MNCs; the SME share
generally ranged between 1 and 4 percent for most industries. The one exception was
wholesale trade, where U.S. MNC SMEs accounted for just over 15 percent of foreign
sales by U.S. MNC wholesalers. U.S.-based services SME MNCs were more export-
intensive than large U.S. services MNCs; foreign sales accounted for 15 percent of total
sales of services SME MNCs and only 6 percent of those for comparable large firms
(table ES.2). Although total sales of foreign affiliates of U.S. SME MNCs were small
compared to those of foreign affiliates of larger firms, sales by foreign affiliates of U.S.
services SMEs experienced faster revenue growth. Sales back to the United States by
foreign affiliates of both SME and large U.S. services MNCs accounted for less than
10 percent of the affiliates’ total sales.

® Export intensity refers to the ratio of revenue from export sales to total revenue.
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TABLE ES.2 Services firms: Comparison of SMEs with large firms, (figures are for 2007 except as

indicated)
Large
Indicator SMEs firms Key finding

Total value of exports 47 78 ® The value of SME exports was less than
(billion $) that of large firms
Exports as a share of total 29 15 ® SMEs were more export-intensive than
firm revenue (%) large firms
Export revenue growth (% 90 g ® Exports by SMEs and large firms grew at
change, 2002-07) similar rates
Total revenue growth (% 64 o5 ® Exporting SMEs’ total revenue grew faster
change, 2002-07) than that of large exporting firms
Employment growth (% 12 4 °® Employment in exporting SMEs increased
change, 2002-07) at a higher rate than in large exporting firms

, . e The value of foreign sales of SME MNCs
;/a?llgse((t))filli'\ﬁ)ﬂ%i foreign 17 270 | was substantially less than that of large

MNCs
g/tharCesof‘otLeelﬁqostzllessa?essa 15 6 ° SME MNCs were more export-intensive
(%) than large MNCs
Growth in foreign sales .
o e Foreign sales by SME MNCs grew more
gi\;r;]uee ggg/‘l{\ig?)( % 27 23 rapidly than those of large MNCs
Revenue of foreian e Total foreign affiliate sales of U.S. SMEs
affiliates (billion $g) 90 1,258 | were much less than those of foreign
affiliates of larger firms
Foreign affiliates’ sales . .
g 5 e Foreign affiliates of U.S. SMEs grew faster

8;‘;Wth (% change, 2004 20 14 than affiliates of large firms
Foreign affiliates’ sales to e Most sales by foreign affiliates of U.S. firms
the United States as share 9 8 are in foreign markets, rather than to the

of total sales (%) United States
Source: Staff calculations from BEA and Census data.

Large Multinational Firms Sell Primarily to Foreign
Customers through Foreign Affiliates, while SMEs Tend to
Export Directly

SMEs typically serve foreign customers in a significantly different way than large firms.
According to Commission estimates, SMEs tend to serve their foreign customers
primarily through direct exports, rather than selling through foreign affiliates. An
estimated 73 percent of foreign sales by SMEs were conducted through direct exports,
with the remainder (27 percent) by foreign affiliates of U.S.-based SMEs. On the other
hand, large firms primarily sell to foreign customers via foreign affiliates rather than
through direct exports. In 2007, an estimated 85 percent of foreign sales by large firms
were conducted through foreign affiliates of U.S. firms, versus approximately 16 percent
of foreign sales conducted via direct exports.
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The Commission also found that there are a small but significant number of SMEs in the
United States that are owned by foreign MNCs. These foreign-owned SMEs are more
numerous and employ more people in the United States than U.S.-owned SME MNCs.
There are approximately 9,400 of these foreign-owned U.S.-based SMEs, and they
employed an estimated 440,000 U.S. workers in 2007, including 187,000 in
manufacturing and 84,000 in wholesale trade.

Indirect Exports of U.S. SMEs Increase Their Total
Contribution to U.S. Exports

In addition to their role as direct exporters, U.S. SMEs participate indirectly in the export
economy. SMEs export indirectly through wholesalers and other intermediaries and by
selling intermediate goods and services to large and small firms in the United States that
produce exports with these intermediate inputs. SMES’ contribution to U.S. exports
through these indirect channels was substantial. In 2007, direct exports of goods and
services by U.S. SMEs totaled $382 billion, or approximately 28 percent of total U.S.
exports. According to Commission calculations, if the value of intermediate inputs that
SMEs supplied to exporting firms is taken into account, SMEs’ total contribution to
exports in 2007 would increase to $480 billion, or 41 percent of the total value of U.S.
exports of goods and services. These values imply that SMEs that exported goods and
services directly supported an estimated 1.9 million U.S. jobs in 2007. In addition, when
employment by SMEs that supply intermediate inputs to exporters is considered, the
Commission estimates that SME indirect exporters accounted for an additional 2.1
million U.S. jobs in 2007. Therefore, these results suggest that direct and indirect exports
of SMEs supported about 4 million jobs—with about half the jobs sustained by direct
exports and the other half by indirect exports. The Department of Commerce estimates
that U.S. exports of goods and services support about 10 million jobs. Taken together
with the results from this study, this work suggests that SME exports account for
approximately 40 percent of all export-supported jobs in the United States.

Trade Barriers and Other Impediments Disproportionately
Affect SME Export Performance

The Commission’s July 2010 report on SMEs provided views of U.S. SMEs concerning
impediments to exporting including access to financing and U.S. government regulations.
The Commission survey data indicate that SMEs regard many impediments as more
burdensome than large firms do. Responding firms rated the severity of 19 impediments
on a 1-to-5 scale, with 1 indicating no burden and 5 indicating a severe burden. The
proportion of SMEs that regarded the impediments as burdensome (a 4 or 5 response)
tended to be higher than the proportion of large firms that did so, for both services and
manufacturing firms (figures ES.1 and ES.2). For services firms, SME scores exceeded
those of large firms by the largest amount for “insufficient intellectual property (IP)
protection,” “foreign taxation,” and “obtaining financing.” For manufacturing firms,
SME scores exceeded those of large firms by the largest amounts for the following
impediments: “inability to find foreign partners,” “difficulty receiving or processing
payments,” and “high tariffs.”
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FIGURE ES.1 Services: Shares of SMEs and large firms rating impediments as burdensome
(response of 4 or 5 on a scale of 1-5)

Customs procedures X ®
Difficulty establishing affiliates in foreign markets X ®
Difficulty in receiving or processing payments x [ ]
Difficulty locating sales prospects ] X
Foreign regulations *®
Foreign sales not sufficiently profitable x ®
Foreign taxation issues X ®
High tariffs 4 ®
Insufficient IP protection x L)
Lack of government support programs [ X ®
Lack of trained staff X ]
Language/cultural barriers X ®
Obtaining financing X ®
Preference for local goods/services in foreign market X ]
Transportation/shipping costs * &
Unable to find foreign partners X ®
LS. regulations x [
U.S. taxation issues | X ]

Visa issues x ®
[ I I I I
10 20 30 40 50

Percent

SMEs ® Large firms X

Source: USITC staff calculation from questionnaire data.
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FIGURE ES.2 Manufacturing: Shares of SMEs and large firms rating impediments as burden-
some (response of 4 or 5 on a scale of 1-5)

Customs procedures X L]
Difficulty establishing affiliates in foreign markets pd ®
Difficulty in receiving or processing payments X ]
Difficulty locating sales prospects X ®
Foreign regulations e
Foreign sales not sufficienthy profitable ® X
Foreign taxation issues ® b4
High tariffs X ®
Insufficient IP protection ® x
Lack of government support programs b ®
Lack of trained staff X L
Language/cultural barriers * [ ]
Obtaining financing X L)
Preference for local goods in foreign market X ®
Transportation/shipping costs x .
Unable to find foreign partners X ]
U.S. regulations | ® x
U.S. taxation issues x L

Visaissues | X @

Percent

SMEs ® Large firms *

Source: USITC staff calculation from questionnaire data.

Indications from the survey are that as SMESs export more, their perception of the severity
of impediments typically declines. However, the pattern varies somewhat depending on
whether SMEs are in services or manufacturing. Newer services SMEs tend to report
impediments as more burdensome, export to fewer regions, and export less intensively
than more established services firms. Manufacturing SMEs tend to report impediments as
more burdensome when they export to only one or two regions; on the other hand,
newness to exporting and lack of export intensity have a less pronounced effect on
burdens reported by manufacturers.
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Tariffs in foreign markets on certain manufactured goods and processed agricultural
products, in which SMEs are major suppliers, are substantial. For example, SMEs are
major exporters of knit apparel and meat and meat products, sectors in which U.S.
exporters faced average applied tariffs in excess of 20 percent. However, tariffs on most
products were quite low, and the average tariff faced by SMEs (3.4 percent) was only
1 percent higher than that faced by large exporters.

Certain specific NTMs, such as nationality or licensing requirements, which must be met
to practice certain professions, make it difficult for SMEs to enter many foreign markets.
In some countries, laws prohibit the establishment of a commercial presence by foreign
firms. For example, a foreign retail firm must have a net worth of at least $200 million to
establish itself in the Philippines. Licensing, residency, and commercial presence
requirements frequently constrain services SMEs from entering foreign markets. Foreign
standards and certification requirements often impede exports by manufacturing SMEs.
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CHAPTER 1
Introduction

Purpose and Scope

This report is the third in a series of three interrelated reports on the role of U.S.
small and medium-sized enterprises (SMEs) in U.S. exports that the U.S.
International Trade Commission (Commission or USITC) has prepared in
response to a request by the United States Trade Representative (USTR)." As
requested, it provides (1) an examination of the linkages between exporting and
SME performance for both goods and services firms; (2) a profile of U.S.
services SME exporters, including the characteristics of firms that produce
tradable services, the growth of services exports by SMEs, and the differences
between SME and large services exporters; (3) an analysis of the operations of
U.S. SME multinational companies (MNCs) and of U.S. SMEs that are affiliates
of foreign MNCs; (4) an examination of the role of SMEs as indirect exporters,
either through sales to exporting wholesalers or other intermediaries, or through
sales of intermediate goods or services to exporting firms; and (5) an analysis of
trade impediments that disproportionately affect SME export performance for
both goods and services exporters. This report, like the previous reports in this
series, defines SMEs as firms with less than 500 U.S.-based employees.2

A major focus of this report is an analysis of the operation of U.S. services SME
exporters. As noted in the first report, SMEs accounted for 99.9 percent of the
27 million employer and nonemployer® nonfarm businesses in 2006. Eighty-eight
percent of these SMEs were services firms.* Before the publication of the current
report, no official trade data were publicly available on the export activities of
SME services firms, even though they accounted for the vast majority of all U.S.
businesses. This report seeks to fill an important gap by reporting data on the
international operations of U.S. services SMEs. In addition to services, however,
this report also provides information on SMEs in the agriculture and

! See appendix A and B for the request letter from the USTR, and Federal Register notices
associated with this investigation. The first report in this series—USITC, Small and Medium-Sized
Enterprises: Overview of Participation in U.S. Exports—was published in January 2010. The
second report in this series, USITC, Small and Medium-Sized Enterprises: U.S. and EU Export
Activities, and Barriers and Opportunities Experienced by U.S. Firms—was published in July
2010.

2 Earlier reports in this series applied an additional revenue threshold for services firms (less
than or equal to $7 million for most services firms). This report does not apply revenue thresholds
for services firms because they do not correspond to those used by the major data sources on
services—that is the U.S. Census Bureau and the U.S. Dept. of Commerce (USDOC), Bureau of
Economic Analysis (BEA)—used in this report. However, an analysis of this revenue threshold,
applied to the services firms in the USITC questionnaire described below, indicates that 78 percent
of services firms with less than 20 employees, 39 percent of firms with between 20 and 99
employees, and only 3 percent of firms with between 100 and 499 employees have annual revenues
of less than $7 million.

% Nonemployer firms refer to businesses without paid employees that are subject to federal
income tax. Most nonemployers are self-employed individuals operating very small unincorporated
businesses, which may or may not be the owner’s principal source of income.

4 Census, Statistics of U.S. Businesses; Census, Nonemployer Statistics.
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manufacturing sectors, particularly in chapters analyzing SME MNCs, SME
indirect exporters, and impediments to SME exporters.”

Approach

Most of the analysis in this report is based on comparisons between SMEs and
large firms (firms with 500 or more U.S.-based employees) or between SME
exporters and SME non-exporters. In many cases, this involves direct
comparisons of business statistics, such as total exports by SMEs versus those of
large firms, or employment by SME exporters versus that of SME nonexporters.
In the analysis of trade impediments, however, the Commission has relied on
guestionnaire responses to determine which of the impediments have a
disproportionate (greater) effect on SMEs relative to large firms. To examine the
role of SMEs in indirect exports (goods or services that are inputs into goods or
services produced and exported by other firms), the Commission used input-
output analysis.

Data Sources

The current report builds on the two previous Commission reports by drawing on
a number of new data sources to provide additional details on the exports,
international operations, and challenges faced by U.S. SMEs.® For instance, the
first report, published in January 2010, analyzed foreign affiliates of U.S.
services SMEs using a firm-level commercial database, but noted that no official
data existed on services exports disaggregated by firm size. The current report
uses specially tabulated data from the Bureau of Economic Analysis (BEA) and
the U.S. Census Bureau (Census) to report additional details regarding affiliate
sales and cross-border exports of U.S. services SMEs.” Also, the first report
disaggregated SMEs by broad types of firms—manufacturers, wholesalers, and
other firms—but did not include direct information on the types of goods
exported by those firms. The current report takes this analysis one step further
by presenting new information on the types of goods exported by SMEs, cross-
referenced by firm type (e.g., chemicals exported by manufacturers versus
chemicals exported by wholesalers or other firms), which allows a more in-depth
analysis of the role of intermediaries in SME trade.

Similarly, the Commission’s second report on SMEs, published in July 2010,
summarized the views of SMEs regarding export impediments that were gathered
in a series of public hearings and interviews with SMEs throughout the United
States. However, the report did not rank the reported trade impediments faced by
SMEs, nor did it assess which barriers disproportionately affected SMEs relative
to large firms. The current report employed a questionnaire in which both SMEs
and large firms rated the severity of many of the impediments identified by the

® Throughout this report, industries are classified by the North American Industry Classification
System (NAICS); under the NAICS, agricultural processing is classified as a manufacturing
activity.

® A list of industries covered in each of these datasets is presented in appendix C.

" Analysis of this data is primarily found in chapter 3, with additional detail presented in
appendix D.
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Commission’s July 2010 report on SMEs.® This approach allowed for a
guantitative analysis to determine which impediments pose the greatest
challenges to SME exporters. Information regarding the industry coverage, time
frame, and contribution of new information from each of these data series is
summarized in table 1.1. Additional information on the data sources used in this
report is provided below.

Statistics on SME Trade and Foreign Affiliate Sales

At the request of the Commission, Census compiled a special tabulation using
data from the 2002 and 2007 Economic Censuses to produce statistics on cross-
border exports for certain services sectors by firm size. Additionally, at the
request of the Commission, BEA produced a special tabulation on financial and
operating data for U.S. MNCs and their foreign affiliates, by employment size of
U.S. parents in all sectors.” Census provided additional data on related-party
exports of SMEs, i.e. exports for which both the exporter and importer are part of
the same MNC. Finally, at the request of the Commission, Census compiled a
data series that provides product-level detail on the exports of goods by non-
manufacturers (wholesalers and other companies). These special data tabulations
allowed a much more detailed analysis of the international operations of services
SMEs than was previously possible.

Commission Survey of U.S. Firms

To assess the degree to which impediments to exporting disproportionately affect
U.S. SME exporters compared to large firms, the Commission sent
questionnaires to firms in the manufacturing and tradable services sectors.™® For
comparison purposes, the questionnaire sampled both SMEs and large firms, as
well as SME exporters and SME nonexporters.** The questionnaire employed a
stratified random sample to survey over 8,400 U.S. firms, and weighted results
on the basis of firms’ proportion in the overall population and the response rates
of various categories of firms to ensure that reported results more accurately
represented the entire population of SMEs.*? Besides asking about impediments
to exporting, the questionnaire also included questions on employment, total
revenue, revenue from foreign clients (export revenue or revenue from foreign
affiliates), and method of marketing to foreign clients.*®

8 A copy of this questionnaire is presented in appendix E.

® These data are also available on BEA’s Web site at
http://www.bea.gov/international/xls/SelectUSMNCEMP .xls.

10 Technical details regarding this questionnaire can be found in appendix F.

11 Because the vast majority of large firms are exporters, large firms are not classified as
exporters or non-exporters for this analysis.

12 The questionnaire was originally sent to 9,000 firms, however, a number of questionnaires
were undeliverable due to incorrect addresses.

13 Results and analysis of this data are presented in appendix G.
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Other Sources of Data

The Commission also used a number of other sources in analyzing the operations
of U.S. SMEs. The Commission used information obtained from hearings held in
Washington, DC, Portland, OR, and St. Louis, MO, in March 2010, and
information from interviews with SME personnel conducted by Commission
staff throughout the United States. This information was used to explore trade
impediments that disproportionately affect SME export performance and to
describe how SMEs participate in indirect exports, by producing inputs that are
sold to exporting firms.** The Commission also received new data on U.S.
government trade financing that is provided to services SMEs." Finally, the
Commission drew extensive information from the economic literature, U.S. and
foreign government reports, and other published sources.

Organization of the Report

This report contains six chapters. In addition to describing the purpose, scope,
and approach of this report, chapter 1 offers a brief summary of the major
findings of the previous two reports in this series.

Chapter 2 briefly reviews the previous research related to the performance of
SME exporters and nonexporters globally, and provides new supporting evidence
for U.S. SMEs on linkages between exporting and performance indicators, such
as revenue growth and labor productivity, for both goods and services firms.

Chapter 3 examines U.S. SMEs engaged in providing services, including the
characteristics of firms that produce tradable services, the growth in these
services exports, and the difference between SME and large services exporters.
The chapter also describes services SME MNCs, including the operations of the
U.S.-based SME parents of foreign affiliates, as well as the activities of the
foreign affiliates themselves. Finally, the chapter identifies how data gaps might
be overcome to further enhance understanding of SME services exporters.

Chapter 4 provides insights on the degree to which SMEs operate as MNCs and
as affiliates of foreign MNCs. The chapter also analyzes the extent to which
SMEs and large firms service their clients through foreign affiliate sales versus
direct exports, and the extent to which SME exports of goods are to related
parties.

Chapter 5 examines the role of SMEs as indirect exporters.’® This includes two
kinds of transactions: sales of intermediate inputs to exporters, and sales to
wholesalers or other intermediaries who export essentially untransformed goods
and services produced by SMEs. The chapter also provides an estimate of the
number of U.S. jobs supported by SME indirect exporters.

¥ The views of all witnesses who testified at the Commission’s public hearings or expressed
their views in written testimony are summarized in chapter 6 of the Commission’s July 2010 report
on SMEs.

15 Ex-1m Bank, e-mail spreadsheet attachment to Commission staff, July 28, 2010.

18 Technical details regarding this analysis are presented in appendix H.
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Chapter 6 identifies and ranks trade impediments that may affect SME exporters
more than large exporters, based on questionnaire responses. The chapter also
describes how firms’ responses vary relative to export experience. The chapter
primarily focuses on tariff and nontariff measures (NTMs) that
disproportionately affect SMEs, but in order to provide context on the importance
of trade barriers relative to other measures, it also analyzes the impact of business
impediments and domestic policy impediments identified by the Commission’s
second report on SMEs.

Previous Reports in this Series

In its first report in this series, the Commission gave an overview of the current
state of SMEs’ participation in U.S. exports, based on available data.” It found
that SMEs accounted for about 30 percent of known U.S. merchandise exports
between 1997 and 2007. Canada and Mexico were the largest markets for these
exports. Electrical products, machinery, and chemicals were the primary
merchandise export categories for SMEs. The Commission also found that
between 1997 and 2007, much of the growth in SME merchandise exports was
attributable to an increase in the number of net new market entrants—SMEs that
were new to exporting. Export growth from large firms, by contrast, resulted
almost exclusively from increases in the value of exports by existing firms. The
Commission also found that Canada and the United Kingdom appeared to be the
largest destination markets for U.S. SMEs’ services exports, based on a
comparison between data on affiliate transactions by SMEs from ORBIS, a
proprietary firm-level database, with official cross-border exports statistics—not
differentiated by firm size—in three services sectors.™®

In its second report, the Commission compared exporting activities of SMEs in
the United States and the European Union (EU). The Commission found that
SMEs in the EU accounted for 40 percent of total manufacturing sales and
31 percent of manufacturing exports, while U.S. SMEs accounted for just
19 percent of total manufacturing sales and 13 percent of manufacturing
exports.'® The Commission found that this difference is consistent with the larger
share of EU economic activity accounted for by SMEs. The report also included
a summary of the views of SMEs on trade impediments and the strategies they
have used to increase exports, including views expressed at Commission public
hearings and in interviews with Commission staff.?

The Commission found that SMEs commonly identified access to finance,
certain U.S. government regulations,®* transportation costs, and the small scale of
SME production as major domestic impediments to increased exports. SMEs
identified foreign government regulations, lack of knowledge of foreign markets,
and language and cultural barriers as the major foreign impediments to increasing

7 UsITC, Small and Medium-Sized Enterprises: Overview, January 2010.

'8 Bureau van Dijk, Orbis Companies Database.

¥ UsITC, Small and Medium-Sized Enterprises: U.S. and EU Export Activities, July 2010.

2 A summary of the major findings from the Commission’s July 2010 report on SMEs
regarding trade impediments, which is used as a basis for the quantitative analysis of trade
impediments in this report, can be found in chapter 6.

2 primarily U.S. visa and export control regulations.
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exports. U.S. SMEs also reported that they use three primary strategies to
overcome these barriers: (1) combining forces with other firms in the same
industry; (2) working with larger companies; and (3) taking advantage of U.S.
government support programs. Finally, U.S. SMEs identified several improved
export opportunities associated with FTAs and other trading arrangements, such
as greater competitiveness in foreign markets, increased market access, improved
regulatory environments, and better intellectual property rights protections.
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Chapter 2
Exports and SME Performance

Key Findings

U.S. SME exporters of manufactured goods were larger and grew more rapidly than their
counterparts that only sold in the domestic market during 2005-09, according to
Commission questionnaire data. These data also show that labor productivity of SME
manufacturers that exported was almost twice as high as that of SMEs that only sold in
the domestic market. By contrast, questionnaire data on exporting SMEs in the services
sector were inconclusive with respect to whether they earned more revenue or had higher
labor productivity than similar nonexporting firms. However, Census data on firms in
selected services industries did show that exporting firms were larger and had higher
rates of labor productivity than nonexporters.

This chapter examines the relationship between exporting and firm performance of
SMEs. Previous work shows that large firms were more likely to export than small firms,
although most of the literature was not specific to SMEs. Exporting manufacturing firms
generally scored higher than nonexporting manufacturers on a number of performance
indicators. Based on some indicators, it appeared that after manufacturing firms began to
export, exporting itself contributed to improved performance. In other cases, however,
firms after beginning to export did not outperform nonexporting firms. Only a few studies
on performance and SMEs in the services sector were available, and the final part of this
chapter provides one of the first presentations of data on revenue and labor productivity
for SMEs that export services.

Size and Performance

Empirical research suggests that large firms usually pay higher wages, produce more
output per given level of inputs, are more likely to survive, obtain more patents, and
export more than small firms.! Leung et al. found that large Canadian firms, both
manufacturers and non-manufacturers, were more productive than small firms.? Van Ark
and Monnikhof found similar results for firms in France, Germany, Japan, the United
Kingdom, and the United States.® Kim et al. found that the number of patents per
inventor increases with firm size in the U.S. pharmaceutical and semiconductor industries
even after controlling for education, experience, other inventors in the firm, and other
firm characteristics.*

! Gibson and Stillman investigated the link between wages, skill level, and firm size in nine countries.
They found that large firms pay higher wages even after controlling for education and workplace literacy and
that workers in English-speaking countries with better literacy skills are more likely to work for bigger firms.
Gibson and Stillman, “Why Do Big Firms Pay Higher Wages?” 2009. Large firms also usually obtained more
patents than small firms. See Kim et al., “Relation of Firm Size to R&D Productivity,” 2009, which examined
some complexities related to patents.

2 Leung et al., “Firm Size and Productivity,” 2008, 1-3.

% van Ark and Monnikhof, “Size Distribution of Output and Employment,” 1996.

4 Kim et al., “Inventor Productivity and Firm Size Evidence from Panel Data on Inventors,” 2009, 516.
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Firm size also affects survival, and a body of empirical evidence shows that small firms
are less likely to survive than large firms, that growth is positively related to size, and that
smaller firms beginning operations are less likely to survive than firms that are larger at
entry.® The particular group of firms that are active at any one time is in constant flux. In
2006, approximately 600,000 firms went out of business in the United States, of which
96 percent had less than 20 employees and over 99 percent had less than 500 employees.®
That same year, there were 670,058 new firms, which had a similar distribution of sizes.

Large firms are more likely to perform well and are more likely to export than small
firms because firms with greater sales and higher revenue from exporting are better able
to cover the fixed costs of entering foreign markets. Using revenue as an indicator of size,
Armenter and Koren found that exporters were 4.2 times larger, on average, than
nonexporters based on 2002 firm-level Census data for manufacturers.” Bernard and
Jensen examined plant-level data from the U.S. Census and found that exporting plants
with less than 250 employees had 1.9 times more revenue than nonexporting plants.®

Using revenue as an indicator of size as in previous studies, data from the Commission’s
guestionnaire show that SMEs that export manufactured goods were, on average, from
1.8 to 2.6 times larger than nonexporting SME manufacturers during 2005-09.° These
estimates suggest that relationships between exporting and size among manufacturing
SMEs are similar to those that have been noted between exporters and nonexporters in
the overall economy.

Exporting and Performance of Manufacturing SMEs

This section summarizes some previous studies on exporting and performance in the
manufacturing sector. It also uses data from the Commission’s survey to compare
revenue and labor productivity of SMEs that export with those that do not export.

Just as large firms often outperform small firms, exporters score better on a variety of
performance measures than nonexporters. For example, one study of firms in the United
States found that exporters are more productive and grow faster than nonexporters.*
Exporters, regardless of the size of the firm, have been shown to be more skill- and
capital-intensive, to be more productive, and to pay higher wages than nonexporting
firms.'* Bernard and Jensen found that labor productivity was 12 to 24 percent higher for
exporters than for nonexporters. Studies on firm performance in other countries have

® Agarwal and Audretsch, “Does Size Matter?” 2003, 23.

® Small Business Administration (SBA), Office of Advocacy. Data originated from Census’s longitudinal
database. The Commission is not aware of any public data on firm births and deaths by export status.

" Armenter and Koren, “Economies of Scale and the Size of Exporters,” August 2009.

8 Bernard and Jensen, “Exceptional Exporter Performance: Cause, Effect, or Both?” 1999, 5.

® A revenue export premium is the ratio of mean revenue per exporting firm to that of nonexporters. A
premium greater than 1 indicates that exporters’ revenue was higher than that of nonexporters. The export
revenue premium was statistically greater than 1 for manufacturing SMEs for four out of five years during
2005-09. Mean revenue for SMEs that export services was actually less than that of SMEs that only sell
services domestically; however, the revenue data on services were highly variable, and one cannot determine
at conventional levels of statistical significance from the questionnaire data whether exporters of services
earned more or less revenue than nonexporters. It is thus possible that the revenue export premium is greater
than 1 for the population of services firms.

10 Bernard and Jensen, “Exporting and Productivity in the USA,” 2004, 344.

1 Bernard et al., “Firms in International Trade,” 2007, 105.
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roughly similar results. A study of European SMEs found that internationally active firms
had higher revenue growth relative to all SMEs from 2007 to 2008."

Commission questionnaire data indicate that U.S. SME exporters of manufactured goods
performed better with respect to revenue and labor productivity than manufacturing
SMEs that only sold in the domestic market. The average revenue of exporting SME
manufacturers grew by 36.8 percent between 2005 and 2009, a period during which the
nominal gross domestic product increased by 12.8 percent (figure 2.1). Nonexporting
SME manufacturers experienced a slight decline (6.8 percent) in revenue for this period.
As previously stated, SME manufacturing exporters earned more per firm than
nonexporters. Also, labor productivity as measured by revenue per employee was over
70 percent greater for manufacturing SMEs that exported than for nonexporting
manufacturing SMEs.

Exporters typically have superior performance characteristics before they enter a foreign
market. Bernard and Jensen examined plant-level data of U.S. manufacturing firms
before they began exporting and while they were exporting. They found that the firms,
including small plants, that later became exporters were initially larger, had greater labor
productivity, and paid higher wages.™® Moreover, for the manufacturing sector, a firm’s
productivity level is a better predictor of whether it will export than the industry to which
it belongs.™ Another study found that higher-performing Taiwanese firms are more likely
to choose to become exporters than lower-performing firms.™ In this study, firms’ initial
high performance permits them to incur a nonrecoverable sunk cost related to obtaining
information about the foreign market and meeting any initial requirements and
regulations.

Exporting in itself potentially improves performance, because the need to serve additional
markets may require a firm to expand production and allow it to operate on a more
efficient scale. The higher level of production could permit the firm and its workers to
improve the production process, so that there may be a “learning-by-doing” effect.
Selling in several markets could also allow a firm to diversify risks if the markets
perform differently.

Bernard and Jensen examined the performance of manufacturing plants once they became
exporters and found mixed results.® They found that exporters have significantly lower
failure rates than nonexporters with similar characteristics. However, performance
measures at exporters’ plants did not improve more rapidly than at other plants, and
productivity improved at a slower rate. They attributed this to volatile foreign markets.
During entry into foreign markets, a plant is typically growing and improving

12 \an Elk, Hessels, and van der Horst, Internationalisation of European SMEs: Final Report, 2009. The
EU has a broad definition of “internationally active,” which includes exporting, importing, or engaging in
foreign direct investment.

% Bernard and Jensen, “Exceptional Exporter Performance: Cause, Effect, or Both?” 1999, 11.

14 Bernard et al. “Plants and Productivity in International Trade,” 2003, 1287.

5 Aw et al., “R&D Investment, Exporting, and Productivity Dynamics,” forthcoming.

16 Bernard and Jensen, “Exceptional Exporter Performance: Cause, Effect, or Both?” 23.
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FIGURE 2.1 Manufacturing SMEs that export have higher average revenue per firm than manufac—
turing SMEs that do not export
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Source: USITC staff calculation from questionnaire data.

MNote: 90% CR indicates that the true population mean falls in this region with a 90 percent probability.

performance, but plants that stop exporting often experience declines in performance, and
more than 10 percent of manufacturing plants enter or exit foreign markets every

17
year.

Exporting and Performance of SMEs in the Services Sector

Data collected through the Commission’s questionnaire were generally inconclusive
about whether U.S. firms that export services outperform their nonexporting U.S.
counterparts. Examination of Census data shows that exporters typically have higher
revenue per firm and higher labor productivity than similar nonexporters.

" Empirical work on performance after beginning to export is mixed. Aw et al. found that firms that
continued to export raised their future productivity, but generally by small amounts. Plants whose
productivity was already high realized large benefits from exporting, but other plants benefited less or not at
all. Aw et al., “R&D Investment, Exporting, and Productivity Dynamics,” forthcoming. Lileeva and Trefler
found that some less productive Canadian plants that were induced to export because of tariff cuts became
more likely to increase their labor productivity, to develop innovative products, and to adopt new
manufacturing technologies than firms that did not begin to export. They concluded that exporting potentially
improved the profitability of investing in technical improvements because it increased the output over which
the investment to enter the export market was spread; thus, some plants found it profitable to export and
invest, although either exporting or investing would be unprofitable by itself. Lileeva and Trefler, “Improved
Access to Foreign Markets Raises Plant-level Productivity,” 32.
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There is very little economic literature on the relation between performance and
exporting for the services industries. One study found that exporters in retail and
wholesale trade increased their employment more rapidly than other firms between 1993
and 2000."® Another study found that a smaller proportion of services firms than
manufacturing firms are engaged in international trade in the United Kingdom (UK).*
This study also found that, although trade was rare, services exports occur in a variety of
sectors, including manufacturing sectors that sometimes tie technical assistance and
service contracts in with export sales. Using firm-level data from the UK, these
researchers found that exporters employ more people, pay higher wages, earn more
revenue, are more productive, and have a higher share of skilled employees than firms
that do not engage in foreign trade.?® Another study found that U.S. services industries
with higher wages have more exports per worker.?

Data from the Commission’s questionnaire indicated that the average annual revenue of
SMEs that export services was only about 60 percent of that of providers of exclusively
domestic services; however, the data were highly variable, and there was no statistically
significant difference between revenue for exporters and that for nonexporters of
services. From 2005 to 2009, U.S. exporters of services grew more (47.4 percent) than
nonexporters (43.4) on a revenue basis.?

Detailed unpublished data on selected services industries from the Census Bureau show
that exporting SMEs earned more revenue per firm than nonexporting SMESs in the
similar industry (table 2.1). The export revenue premium ranged from a low of 1.4 for
performing arts, spectator sports, and related industries to a high of 8.1 for securities,
commodity contracts, and other financial investment activities. Overall, SME exporters in
these industries earned 3.8 times more revenue per firm than nonexporting SMEs. For
about half of these services industries, revenue grew faster for exporters than for
nonexporters between 2002 and 2007. Revenue grew most rapidly for securities,
commodity contracts, and other financial and related activities, while exporters of waste
management and remediation services experienced a decline of 36 percent. Overall,
however, these exporting services industries grew by 32.3 percent, compared to
23.6 percent for nonexporters between 2002 and 2007.% Labor productivity (revenue per
employee) was approximately equal for exporters and nonexporters of services,
according to data from the Commission’s questionnaire.?* According to the Census data,
however, an employee of an SME that exported services generated approximately twice
as much revenue on average as an employee for a firm that sold only domestically (table
2.2). The largest export labor productivity premiums for 2007 occurred in other
information services and in securities, commodity contracts, and other financial
investment and related activities. Labor productivity for exporters grew faster than that of
nonexporters for about half of these services industries between 2002 and 2007, although
the growth rates were uniformly positive for the nonexporting firms.

18 Bernard, Jensen, and Schott, “Importers, Exporters and Multinationals,” 2009, 514, tables 1 and 2.

19 Breinlich and Criscuolo, “International Trade in Services,” 2010, 1.

2 Breinlich and Criscuolo, “International Trade in Services,” 2010, 2.

2 Jensen and Kletzer, “‘Fear’ and Offshoring,” 2008, 10. This conclusion is based on information
services (NAICS 51), professional, scientific, and technical services (NAICS 54), and administrative and
support and waste management and remediation services (NAICS 56).

22 similarly, this difference is not statistically significant.

2 |nformation is unavailable to determine the statistical significance of the differences between services
exporters and nonexporters in the Census data.

2 Because the data on revenue and employment for services were highly variable in the Commission’s
questionnaire, it is impossible to determine the mean labor productivity with much precision for this group; it
is thus possible that the population value of labor productivity of services exporters may exceed the similar
measure for nonexporters, which would be consistent with other information.
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TABLE 2.1 Selected services SMEs: Comparison of revenue for exporting versus nonexporting firms

Export
Mean revenue per firm in revenue  Mean revenue growth
2007, $ premium rate 2002-07, %
Exporter  Nonexporter 2007% Exporter Nonexporter
Securities, commodity contracts, and
other financial investment and related
activities 17,169,940 2,132,563 8.1 135.1 62.7
Other information services 3,632,238 713,801 5.1 26.6 25.6
Repair and maintenance 2,263,552 595,156 3.8 35.6 25.1
Motion picture and sound recording
Industry 3,818,972 1,101,087 35 29.3 14.7
Lessors of nonfinancial intangible assets
(except copyrighted works) 11,246,899 3,303,559 34 515 38.1
Broadcasting (except internet) 6,571,079 2,083,200 32 82 281
Professional, scientific, and technical
services 2,654,586 824,622 3.2 17.8 19.4
Internet service providers, web search
portals, and data processing services 6,328,557 2,017,953 3.1 32.3 38.7
Publishing industries 5,