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ABSTRACT

This paper evaluates the Trade Adjustment Assistance (TAA)
program for firms, a federal program created by the Trade
Act of 1974, which authorizes the federal government to
provide up to $4 million in financial and technical assis-
tance to firms that have been hurt by foreign competition.
The goal of the program is to make firms more competitive
through management improvements, new product development,
more efficient production processes, or marketing programs.

It looks at the program from two different angles, using

three case studies of assisted firms in the New England region
and other evidence: 1) How effective has the program been in
meeting its goal of making firms more competitive? and

2) What lessons does it provide for the development of federal
and state policies for dealing with the problems of troubled
firms in industries facing declining competitiveness?

The paper concludes that, in spite of administrative and
political problems which have reduced its efficiency, the
program has had a positive impact on the economic performance
of assisted firms.

A major policy conclusion of the paper is that it is possible
for the government to save some troubled firms and, further,
that the government should attempt to save economically viable
firms as long as aid is conditioned on explicit agreements to
increase the competitiveness of the firm and account for the
interests of workers. The paper also points out that govern-
ment policy can alter the business climate in ways that
promote the economic viability of firms.

Management failure, rather than high labor costs, was found to
be the most significant cause of firm failure in all three
case studies. This finding implies that the competitive
restructuring of American firms and industries will require,



in addition to an expanded government role, highly creative
business strategies on the part of management. The paper
concludes that the major competitive business strategies

being adopted by U.S. firms--market niches, new product
development, and modernizing the production process--may
restore short-term competitiveness, but it's not clear whether
these strategies will ensure long-range competitiveness.

The paper recommends that the existing TAA program could be
improved by a strong federal commitment, reducing time delays,
and involving employees in planning the reorganization of
firms.

The paper concludes that if state programs for aiding troubled
firms are to be effective, they should be able to deliver
services promptly, enjoy stability, be insulated from local
politics, and focus on providing technical assistance.
However, the TAA program's experience suggests that states

are limited in what they can do by macroeconomic factors

they have no control over, such as the strength of the dollar.

Thesis Supervisor: Dr. Bennett Harrison

Title: Professor of Political Economy and Planning
Department of Urban Studies and Planning
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Introduction

In this paper I will analyze the Trade Adjustment
Assistance (TAA) program for firms. This program, created by
the Trade Act of 1974, authorizes the federal government to
provide up to $4 million in financial and technical assistance
to firms that have been hurt by foreign competition. The goal
of the program is to make firms more competitive through
management improvements, new product development, more
efficient production processes, or marketing programs.

The TAA program is important to look at because it has ten
years of experience in dealing with the same issues that states
and the federal government are now taking up in the current
debate over industrial policy. Can troubled firms in declining
industries be saved? Should they be saved? Should goverﬁment
take a new, expanded role in making America's industries more
competitive, and if so, what strategies will work?

The main purpose of this paper is to analyze the process
of firm turnarounds under the TAA program and the program's
implications for economic adjustment policy, rather than
conducting a rigorous program evaluation. After presenting
some background information on the TAA program, I will develop
three case studies of assisted firms in the New England region.
Next I will perform a rough evaluation of the program, using
the case studies and other evidence to determine the program's
impacts and efficiency of service delivery. Then I will
analyze the case studies to determine what they reveal about

why firms fail and how the process of firm reorganization works



under the TAA program. The case studies also raise many issues
related to competitive business strategy and industrial policy,

which I deal with more fully in the final chapter.



Background and Methodology of Study

&

The idea for this thesis grew out of research&I performed
for the Massachusetts Governors Commission on the Future of
Mature Industries in the fall and winter of 1983. The Commis-
sion was grappling with the issue of how to assist firms in
declining Massachusetts industries. It was considering form-
ing a state "rescue squad" which could, through financial and
technical assistance, turn around troubled but economically
viable firms in order to prevent plant closings.

I was assigned to research the trade adjustment assistance
program for firms because it was felt by somé Commission staff
that this program attempted to do exactly what the Commission
proposed for the Commonwealth. Since the New England Trade
Adjustment Assistance Center (NETAAC) had a track récord in
New England, it made sense to look at what Massachusetts
policymakers could learn from its experience in designing the
state's "industrial extension service."

In November and December of 1983, I conducted phone iﬁter—
views with a sample of firms who'd been certified for TAA by
the Department of Commerce. The firms were selected from the

Department of Commerce's Certification Calendar for Firms Under

Trade Act of 1974 to cover a range of industries and time

periods. The purpose of these interviews was to determine the
history of the firms, the impact of imports, NETAAC's diagnosis
of the firm's problems, what financial and technical assistance
the firms received from NETAAC and consultants, impacts of
adjustment assistance on employees, the firm's evaluation of

those services, and its overall evaluation of the program.



(See Appendix I for questionnaire.) I contacted 10 firms, but
only interviewed 5 because the others had gone out of business
or experienced a change of ownership. I interviewed by phone
and in-person New England TAAC staff, consultants, and others
who had researched or been involved in the program. I also
conducted background research on the program.

On January 3, 1984, I submitted a memo to the Commission
summarizing my findings on the TAA program for firms and dis-
cussing its relevance for the formation of a state industrial
extension service.

After I decided to study the TAA program for my thesis, I
approached the topic in a more in-depth and systematic way.

In March and April of 1984, I conducted another round of inter-
views with certified firms. These firms were selected by the
same process as before. I also researched the literature to
find successful cases of assisted firms.

My previous research had led me to believe that the
program was fraught with problems which reduced its effective-
ness. These problems were mainly caused by the long time
periods required for assistance (up to two years from applica-
tion for certification to receipt of financial assistance) due
to the federal bureaucracy, and discontinuity in the program
due to continued threats to its funding by the Reagan
administration.

I didn't want to focus on the horror stories of the TAA
program for my thesis, although I uncovered many. Instead I

wanted to focus on how the process of trade adjustment assistance



can work, how troubled firms in declining American indusries
can be made more competitive. I wanted to illustrate the pro-
cess of turning around a business because this is one of the
key issues of economic adjustment that state and federal
policymakers are now groping with, and I believe that the TAA
program offers some valuable lessons in this regard. I also
feel that many of the problems associated with the progrém,
since they are due to political mismanagement at the federal
level, could be overcome if these same procedures were applied
by state programs with a faster response time and a strong
commitment to the program.

As of March 28, I had conducted interviews with another 8
firms, out of a total of 12 firms contacted. From these contacts
and a literature search I came up with three case studies which
I believe illustrate how the process of trade adjustment
assistance for firms can work, as well as some of the more
interesting problems involved in the program and the process
of economic adjustment in general.

These three case studies comprise the core of my analysis
of the TAA program for firms. Through conducting personal and
phone interviews with management, collecting printed informa-
tion provided by firms on their products, and by combing the
business press for articles on these firms, I was able to
assemble three in-depth portraits of the process of trade
ad justment assistance. The three case studies cover firms in
three different trade-impacted New England industries--miniature
precision ball bearings, textile machinery, and jewelry. They

also illustrate three different economic adjustment responses



in firms threatened by foreign competition--technological im-
provements in the production process, new product development
and market niche strategies, and new and improved management.

My interview procedure attempted to get at the same
questions as did my earlier round of interviews, but in
greater detail. (See Appendix II for questionnaire.) These
firm interviews were longer (30-60 minutes in length versus
approximately 15 minutes for the first wave of interviews).
They included interviews with the firms' management and TAA
consultants. Two of the three firms were assisted by the
NETAAC. The third received assistance from the New York State
TAAC in Binghampton because the parent company of the firm is
headquartered in New York, even though the assisted firm is in
Massachusetts. I've included this firm in my case studies
because the purpose of my thesis is more to understand the
process of TAA for firms rather than conducting a narrow program
evaluation of the NETAAC, and this case illustrates some inter-
esting features of the program. In order to obtain information
on this firm, a manufacturer of mini precision ball bearings,
I had to assure the management and consultants of confidenti-
ality. Therefore, I've changed the names of the firms, indi-
viduals, and locations so as not to reveal the identity of this
firm. I've used the real names and locations for my other two
case studies, since they wanted others to learn about what the
TAA program had done for them.

Finally, I conducted another set of interviews with the
federal Office of Trade Adjustment Assistance, industry

analysts, trade associations, and others involved with the TAA
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program in order to answer questions about the program which
came up in my case studies.

Two points must be made clear about the apﬁroéch taken in
this thesis. First, it is really an analysis of the process
of firm turnaround under the TAA program, and not a rigorous
program evaluation. It is necessary to provide at least a
rough evaluation of the program, but the emphasis of the paper
is on how the program goes about turniﬁg around firms and the
policy implications of the program. Second, this is a study
of the trade adjustment assistance program for firms. There
are also TAA programs for workers, industries, and communities,
and the worker assistance program is probably the best known
of the four. This paper is not concerned with these other
programs.

I attempt to evaluate the program in terms of the impact
of assistance on firms and the efficiency of service delivery.
The ultimate criterion for succes; is whether or not trade
ad justment assistance appears to have made the firms more
competitive. My procedure for evaluating the program is to
compare the survival rate of firms assisted by the program
with the overall U.S. small business survival rate, summarize
the results of my other firm interviews regarding the effi-
ciency of service delivery, summarize other studies on the
TAA.program for firms, and analyze the case studies to
determine the impacts of the TAA program on each firm.

I believe that the most interesting part of my thesis is

analyzing the process of trade adjustment assistance as

11



revealed in the case studies and drawing out its implications
for economic adjustment policy. This emphasis on the actual
process of firm turnaround sets my thesis apart from other

more quantitative studies of the TAA program. I also focus
more than other studies on how the interests of workers are
affected by the TAA program for firms since this is one of

the program conditions and, further, I believe that this should
be a quid pro quo for government assistance to private industry.

The March 1984 draft report of the Mature Industries
Commission refers to some of the recommendations in my 1/3/84
memo, and it recommends the establishment of a Massachusetts
Industrial Service Program to provide assistance to economically
viable but troubled firms. Perhaps this document will be useful
to Massachusefts state policymakers involved in the creation
of this institution. Hopefully, it will also be helpful for
policymakers in other states and planners concerned with
economic adjustment policy at the national level.

I would like to acknowledge the following persons who
assisted me in writing this thesis: Beth Siegel, Worker and
Community Assistance Taskforce, Massachusetts Governors
Commission on the Future of Mature Industries, who interested
me in the topic and offered valuable criticism while I re-
searched the program for the Commission and as my thesis
reader; Bennett Harrison, Professor of Political Economy and
Planning, Department of Urban Studies and Planning, MIT, who
as my thesis advisor provided valuable feedback during the

writing of my thesis; and Michael Schlein, a graduate student

12



in the MIT departments of economics and political science,
who has just completed his master's thesis on the Footwear
Revitalization Program, an industry-wide TAA program, and its
relevance for industrial policy and who provided me with much

useful information on the TAA program for firms.
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Chapter 1. The Trade Adjustment Assistance Program for Firms

fﬁe Trade Adjustment Assistance (TAA) program for firms
is éuthorized by the Trade Act of 1974. The legislation also
provides for assistance to industries, workers, and communities
hit by imports, but this paper is concerned only with the

program for firms.

History of the Trade Act of 1974

A detailed analysis of the history of the Trade Act of
1974 is a subject worthy of an entire thesis and beyond the
scope of this paper, but it is necessary to give some
background here.

Some observers view trade adjustment assistance as a
political concession given by free trade advocates to facilitate
the passage of liberal free trade legislation and erode
protectionist.pressures from organized labor and industries
hit by imports.1

The roots of trade adjustment assistance go back to the
early 1950's. 1In 1953, two business lobbying organizations,
the Committee for a National Trade Policy (CNTP) and the
Committee for Economic Development (CED), testified before
the Randall Commission in favor of a free trade policy.

The chairmen of both organizations advocated the concept of
providing subsidies and other aids to firms, communities, and

workers who were injured by imports. They stated that the

1This perspective is developed in Michael Schlein, "Federal
Programs for Mature Industries: Trade Adjustment Assistance
and the Footwear Revitalization Program" (unpublished master's
thesis, Massachusetts Institute of Technology, 1983 draft).
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'if adopted, could destroy the political basis of
2
"

proposal
protectionism....
The proposal received a mixed response. Some factions of
the international business community saw it as a means to
promote free trade, but others were wary of such extensive
government intervention in the market. Republican Congressmen
(who at the time were more on the side of protectionism than
the Democratic Party) strongly opposed the proposal as a
threat to protectionism.3
The Trade Expansion Act of 1962 greatly enlarged the
President's authority to expand free trade and contained
provisions for trade adjustment assistance. The bill gave the
President authority to reduce tariffs by up to 507 to increase
trade between the U.S. and Common Market nations. In order
to undercut protectionist opposition to this liberal trade
bill, President Kennedy followed two strategies. First, he
isolated textiles, the most active lobbying group for protec-
tionism, from the rest of the protectionist opposition by
providing the industry with a marketing agreement to restrict
imports and expand exports.A. Second, having won the support
of the main protectionist opposition, his initiative provided

for adjustment assistance to workers and firms who would be

2Bauer, Pool, and Dexter, American Business and Public Policy
(New York: Prentice Hall, 1964), p. 43. Cited in Schlein,

"

"Federal Programs," pp. 17-18.

3Bauer et al., p. 43. Cited in Schlein, "Federal Programs,'" p. 18.

4Robert Pastor, Congress and the Politics of U.S. Foreign
Economic Policy (Berkeley: University of California Press,
1980), p. 10. Cited in Schlein, "Federal Programs," p. 24.
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adversely affected by the expanded imports resulting from the
1owerihg of trade barriers. Worker assistance included trade
read justment allowance (TRA) benefits, training assistance,
and financial assistance for relocation of workers displaced
by imports. Firm adjustment assistance included technical
assistance, tax benefits to encourage modernization and
diversificaﬁion, loan guarantees, and direct loans.

The~Act was supported by organized labor only because
of the adjustment assistance provisions. George Meany,
President of the AFL-CIO, testified in congressional hearings
that "A trade adjustment assistance program is absolutely
essential to a succeésful foreign trade policy." Opponents
included representatives of import-impacted industries such
as chemicals and machine tools and small businesses which
supported protectionism over free trade, and not free trade
with adjustment assistance.5 Segments of the business com-
munity that could compete in international markets supported
the bill, and these industries were the main benificiaries
of the Act. "The largest tariff reductions occurred in
industries characte;ized by advanced technology, a high degree
of product innovation, or dominated by multinational firms."6

The transformation of the U.S. economy from the growth

of the 1960's to the recession of the early 1970's set the

James McCarthy, Trade Adjustment Assistance: A Case Study
of the Shoe Industry in Massachusetts, Federal Reserve Bank
of Boston Research Report 58, 1975, pp. 9-13.

Wilbur Monroe, International Trade Policy in Transition
(Lexington, MA: Lexington Books, 1975), p. 19. Cited in
Schlein, "Federal Programs," p. 25.
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stage for passage of the Trade Act of 1974, By this time, many
industries began to feel competitive pressures from imports,

and protectionist demands from labor unions and small businesses
mounted. The AFL-CIO was supporting protectionist measures

(the Burke-Hartke bill, which called for a wide range of quotas
and tariffs) and opposed the solution of free trade with

ad justment assistance.

President Nixon's Trade Reform Act of 1973 proposed to
dismantle adjustment assistance programs in 1973, but the Trade
Act of 1974 passed by Congress strengthened the adjustment
assistance provisions of the Trade Expansion Act of 1962.

This change was a product of divisions within the Nixon admini-
stration and lobbying by segments of the international business
community which still supported the concept of trade adjustment
assistance. In addition, many congressmen supported TAA as a
way to show their constituents that they were not insensitive
to the job displacement that would result from increased
competition.

The Trade Act of 1974 loosened the eligibility criteria
for industry import relief and adjustment assistance to firms
and workers and it enlarged the President's authority to

lower tariffs. Under the Trade Expansion Act of 1962, in-

creased imports must have been in major part the result of
trade agreement concessions before an industry could get

import relief. The Trade Act of 1974 removed this link to

7Schlein, "Federal Programs," pp. 27-29.
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concessions. Under the Trade Expansion Act of 1962, increased

imports must have been the major factor of injury to an in-

dustry before it was eligible for relief. The Trade Act of

1974 stated that imports must be only a substantial cause of
serious injury or the threat of injury. The bill expanded
the level of benefits to workers and eliminated tax assistance
to firms. It also added the new category of adjustment
assistance for communities, which included technical assis-
tance, planning grants, public works grants, and financial
assistance. The Trade Act of 1974 also authorized the
President to negotiate trade agreements with other countries
to reduce tariff and nontariff barriers to trade and provided
for relief from unfair trading practices such as foreign
import restrictions, export subsidies, and dumping.8

The trade adjustment assistance provisions of the Trade
Act of 1974 were amended by Congress in 1981. The amendments
specified the types of technical assistance to be offered and

the conditions for providing financial assistance to firms.9

The TAA Program for Firms

The TAA program authorizes the federal government to pro-
vide technical and financial assistance to eligible firms. It

is administered by the U.S. Department of Commerce. Until

8

U.S. Code, Congressional and Administrative News, 93rd Congress,
2nd Session, 1974 (St. Paul, MN: West Publishing Co., 1974),
pp. 7/200-7208. .

9U.S. Code, Congressional and Administrative News, 97th

Congress, lst Session, 1981 (St. Paul, MN: West Publishing Co.,
1981), 95 Stat. 890-893)
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September 30, 1981, the program was administered under the
Economic Development Administration (EDA), but then it was
transferred to the Office of Trade Adjustment Assistance
(OTAA) in the International Trade Administration (ITA).lO
Services are provided by 11 regional Trade Adjustment Assis-
tance Centers (TAACs) which cover the 50 states, Puerto Rico,
and the Virgin Islands.11
There are four stages in the process of trade adjustment
assistance for firms: 1) Certification; 2) Diagnostic survey;

3) Adjustment plan; and 4) Implementation, consisting of

technical and financial assistance.

1) Certification

The firm must petition the Office of Trade Adjustment
Assistance to be certified as eligible for assistance. The
local TAAC may also make recommendations to Commerce that a
firm should or should not be certified, but the final decision
is made by the Department of Commerce. Under the Trade Act of
1974, Commerce has 60 days in which to make a decision regard-
ing the firm's eligibility.12

Section 251, Title II of the Trade Act of 1974 states

that Commerce will certify a firm as eligible for TAA if it

Associated Research Analysis Corporation, Evaluation of the
Third Year of Operation of the Trade Adjustment Assistance
Center Program, July 1982, pp. 2-3.

1New England Trade Adjustment Assistance Center, Questions
and Answers About Trade Adjustment Assistance for Firms,
brochure, p. 1.

12Interview with Richard McLaughlin, Executive Director, New

England Trade Adjustment Assistance Center, 11/28/83.
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determines:

"(1) that a significant number or proportion of the
workers in such firm have become totally or partially
separated, or are threatened to become totally or
partially separated,

(2) that sales or production, or both, of such
firm have decreased absolutely, and

(3) that increases in imports of articles like or
directly competitive with articles produced by such
firm contributed importantly to such total or partial
separation, or threat thereof, and to such decline in
sales or production."13

A firm that has recently shut down its factory or is
operating under bankruptcy proceedings can petition for

14

certification.

2) Diagnostic Survey

After the firm has been certified, most TAACs prepare a
diagnostic survey which anal&zes the strengths and weaknesses
of the firm and determines its "economic viability." ‘The New
England TAAC retains 1007 control over the preparation of the
diagnostic survey.15

A sample diagnostic survey supplied by the New England
TAAC reveals that this document consists of a description of
the firm, an analysis of the industry and the firm's
competitive position in that industry relative to foreign
producers. It examines such features as the firm's product
line, sales and marketing, product development, manufacturing

16

processes, management and financial condition.

13U.S. Code, 93rd Congress, p. 2351.
14New England TAAC, Questions and Answers, p. 3.
15Interview with McLaughlin,

16New England TAAC, Diagnostic Survey, Chairco Company.
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3) Adjustment Plan

The adjustment plan describes the firm's strategy for
recovering from the impact of imports. It is the most impor-
tant dqcument in the whole adjustment process and must be
approved before the firm is eligible for further technical
or financial assistance. The plan must show that the firm
is aware of its strengths, weaknesses, and the problems it
faces. The firm's management should be deeply involved in
preparing the adjustment plan but they may be assisted by
the TAAC staff or outside consultants.17 The Department of
Commerce won't approve assistance unless the adjustment plan
deals with the diagnostic survey's analysis of the strengths
and weaknesses of the firm.

Section 252, Title II of the Trade Act of 1974 states
that Commerce will approve a firm's application for adjustment
assistance only if it determines that the firm's adjustment
proposal:

"(i) is reasonably calculated to contribute to the

economic adjustment of the firm,

(ii) gives adequate consideration to the interests
of the workers of such firm,

(iii) demonstrates that the firm will make all
reasonable efforts to use its own resources for
economic development."19

The first criterion means that the adjustment plan must

contain a clear strategy for capitalizing on the firm's

7New England TAAC, Questions and Answers, p. 3.
18

19

Interview with McLaughlin.

U.S. Code, 93rd Congress, pp. 2351-2352.
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strengths, tackling its weaknesses, and overcoming its problems.
Depending on the strategy, the plan should specify measures
that will be taken in areas such as management changes or
improvements, manufacturing process improvements, new product
development, cost control, marketing and sales plans, or
improving the financial structure of the firm. Finally, it
must lay out a timetable for achieving each specific objective
so the government and the firm can monitor the firm's progress.

According to an ITA manual on how to prepare adjustment
plans, the second criterion means that the plan should state:

"How the interests of the firm's employees have been

taken into account in the development of the adjustment

plan. This may be self-evident if all or virtually all

of the employees will either maintain their employment

or be offered reemployment as a result of the plan.

Where this is not so or as a result of operations

being relocated or closed down, the plan should describe

efforts directed toward assisting employees in finding

other jobs. For example, it may include assistance

with relocation, training, employment counseling or

the like."21

Finally, the firm must pour all of its available resources
into the recovery plan and government adjustment assistance
should not displace financial resources available from the

22

firm. According to Charles Smith, Deputy Director of
Certification, OTAA, his office determines this by requiring
firms to submit audited financial statements and disclose all

assets and liabilities. OTAA encourages firms to use their own

ONew England TAAC, Questions and Answers, p. 6.

21 . . .
U.S. Department of Commerce, International Trade Administration,

Office of Trade Adjustment Assistance, Trade Adjustment Assistance
Guidelines for the Preparation and Submission of Adjustment Plans,
brochure, January 1982, p. 9.

2New England TAAC, Questions and Answers, p. 6.
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resources, if they have any available, sometimes even asking
management to pledge their personal property as collateral
for loans. Smith said that the financial assistance division
of OTAA is "a bank of last resort for companies that can't

2
get the resources themselves." 3

4) Implementation

The firm must implement the recommendations outlined in
the adjustment plan. Implementation assistance can be provided
by the local TAAC staff, who are experienced in marketing,
finance, management, and production. Alternatively, a private
consultant can be selected through a competitive bid process.
In either case, the federal government will pay up to 75% of
the cost of services. The local TAAC also monitors the progress
of firms in meeting the goals of the recovery plan.

The TAAC can provide two general types of technical
assistance: 1) Assistance in preparing the certification
petition, diagnostic survey, adjustment plan, and loan appli-
cation; and 2) Implementation assistance, including changes in
management, production, and marketing systems, feasibility
studies, and other services.

There is no charge for initial consultations with the TAAC
regarding the program and potential eligibility. Up to three
person/days of assistance in the preparation of petitions

will be provided at no cost. However, when more than three

23Interview with Charles Smith, Deputy Director of Certifica-

tion, Office of Trade Adjustment Assistance, 4/26/84.
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person/days of technical assistance are requested, the firm
or some other non-federal source must pay at least.25% of the
cost. If the government's share of all technical assistance
to be provided comes to over $75,000, then the government's
share will be increasingly reduced to less than 75%.24 The
federal share of technical assistance provided by all TAACs
over the ten years of the program's existence has averaged
$30,000 - $45,000 per firm.2> |
Eligible firms can also apply for financial assistance.
Each firm may receive a maximum of $4 million in loans and
loan guarantees. This includes $3 million in guaranteed loans,
with the federal government guaranteeihg up to 907 of the
outstanding balance of the loan made by a commercial bank or
.lender. The OTAA can also make direct loans of up to
$1 million. It is OTAA policy to limit the request for
financial assistance to $3 million unless it can be demon-
strated that the adjustment plan cannot succeed without more
assistance. The Trade Act permits direct loan financing to
be considered only if a guaranteed loan cannot be developed.
It takes from four to twelve months, or longer, from the time
a firm applies for certification until it receives financial

assistance. The government has no interim financing available

while the company waits for the government to act on its

4New England TAAC, Questions and Answers, pp. 7-10).

25 . 3 .
Interview with Tom Heckman, Technical Assistance Division,

Office of Trade Adjustment Assistance, 4/30/84.
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. . 26
financing proposal.

For loan requests under $500,000, the New England TAAC
assists the firm in applying for Small Business Administration
loans or refers them to commercial banks or institutions like
Massachusetts Community Development Finance Corporation.27

Section 254, Title II of the Trade Act of 1974 states
the uses of these loans and loan guarantees as:

"(1) for acquisition, construction, installation,
modernization, development, conversion, or expansion

of land, plant, buildings, equipment, facilities, or

machinery, or (2) to supply such working capital as

may be necessary to enable the firm to implement its

adjustment proposal."28

Interest rates on direct loans are based on the average
market yield of U.S. securities of comparable maturity, plus
a charge (currently 1-1/47) to cover overhead and probable
losses. This usually results in rates below or near the prime
rate; The loan repayment terms vary. Direct and guaranteed
loans for fixed assets are usually made for a period no greater
than the useful life of the assets, up to a maximum of 25 years.
Working capital loans and loan guarantees are generally made
for between five and seven years, up to a maximum of 10 years.
The government's decision to approve a loan is based on the
finding: " (1) thaf the funds required are not available from

the firm's own resources; and (2) that there is reasonable

assurance of repayment of the loan," according to Section 255,

26New England TAAC, Questions and Answers, pp. 10-15.
27Interview with McLaughlin.

28U.S. Code, 93rd Congress, p. 2352.
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Title IT of the legislation.29 This is determined by review-
ing the firm's financial position, its marketing plans, the
quality of management, production plans, and technology. The
quality of collateral and the availability of guarantees may

also be considerations.30

Current Status of the TAA Program

The future of the TAA program is uncertain under the
Reagan administration. President Reagan has attempted to cut
off all funds fbr trade adjustment assistance to industries,
firms, workers, and communities. The President has zero-
budgeted the program three times, only to have its funding
restored by Congress. In the fall of 1983, Congress extended
authority for the program for two more years, until September
1985. But the program was only funded through September 1984,
so OTAA officials will have to lobby for more funding for
fiscal year 1985. The TAA program for firms was funded at
$25 million in fiscal year 1984, compared to previous years'
funding levels of $27-$28 million.31

Demand for the program has grown at the same time as the
Reagan administration's attacks, as can be seen in Table 1.
Table 1 shows the number of firms served and types of assistance
provided under the program since 1975. There was a 1127

increase in the number of firms certified for trade adjustment

assistance from fiscal year 1982 to fiscal year 1983. As the

291bid., p. 2353.
30New England TAAC, Questions and Answers, pp. 10-15.
31

Interview with Charles Smith.
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program's funding has been cut, it has concentrated more on
providing tecﬁﬁical rather than financial assistance to firms,
and steering clients to conventional sources of financing.
Table 2 shows the levels of financial assistance provided to
firms broken down by industry for fiscal year 1982. The |
decrease in the amount of financial assistance provided

since 1979 is clear. The program has also been getting larger
businesses for clients, so the average federal share of tech-
nical assistance has risen.

The types of industries served by the TAA program has also
changedoner time. Table 3 shows number of certified firms
since 1975 broken down by industry. In the three-year period
from 1975-1977, firms in the apparel, footwear, handbag, and
textile industries-—the "labor-intensive" industries con-
sidered to be the hardest-hit by imports and in severe decline--
accounted for 767 of the total number of firms assisted. In
the 1978-1980 period, these industries' share of the total
had shrunk to 547; and.by 1981-1983, 347%. The slice of the pie
made up of firms in other industries has grown over the same
period from a thin slice to 667% of the total in 1981-1983.

This slice of the pie includes a wide range of industries, but
over time it's been filled with growing numbers of firms in
"high tech" industries such as computer manufacturing, computer

peripheral equipment, cameras, photocopying equipment, and

32

Interview with Jack Osborne, Director of Certification
Division, Office of Trade Adjustment Assistance, 5/1/84.
33

Interview with Heckman.
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TABLE 1

TRADE ADJUSTMENT ASSISTANCE SUMMARY AS OF DECEMBER 31, 1983
Before FY 1980 FY 1981 FY 1982 FY 1983 FY 1984 Cumulative
FY 1980 To Date To Date
Firms Certified 504 468 293 195 413 113 1,986
Petition Acceptance
to Certification 45 58 54 54 57 60 52
(Average number of days) ]
Adjustment Plans Accepted (———-- Not Available------- ) 114
Total Firms Receiving DOC
Direct Technical Assistance 161 15 0 0 0 0 176
Total Firms Assisted by
TAACs* 389 653 623 523 734 772 3,694
o Pre~Certification 302 514 337 248 513 343 2,257
o Post-Certification 74 131 229 213 157 257 1,061
o Implementation 13 8 57 62 64 172 376
Total Tech. Asst. ($000) $35,774 $17,581 $17,461 $12,163 $17,466 $1,734 $102,179
o Firms 22,237 10,563 12,859 8,695 12,989 1,336 68,679
o Industry Wide 13,537 7.018 4,602 3,468 4,477 398 33,500
Firms Receiving Financial
Assistance 179 67 49 12 16 3 326
Total Loans ($000) $199,903 $72,001 $49,784 $19,289  $15,784 $5,700 - $362,551
o Direct Loans 117,845 42,032 27,904 2,527 7,849 2,700 200,857
o Guaranteed Loans 82,058 30,059 21,880 16,762 7,935 3,000 161,694

*¥Double counting is unavoidable,
assistance.

*Preliminary estimate

Source:

of Commerce, 3/23/84

since most firms receive more than one major category of TAAC
Only completed projects are counted in FY 1979 through FY 1983;

in-process
projects are carried over to the next year, and inactive projects are not included.

Office of Trade Adjustmént Assistance, International Trade Administration, U.S. Department



TABLE 2

FINANCIAL ASSISTANCE AUTHORIZED FOR
CERTIFIED FIRMS UNDER THE TRADE ACT OF 1974
BY CALENDAR YEAR

Financial Assistance

Number of Firms Industry Authorized
($000)
2 Machinery and

Equipment 6,000

1 Textiles 3,000

1 Leather 3,000

3 Apparel 1,805

1 Metal Stampings 1,000

1 Furniture and

Decorative Accessories 560

1 Handbags 500

1 Artifical Flowers ' 382
_1 Electronic Components 240
12 TOTAL 1982 16,487
42 1981 45,904
63 1980 61,839
86 1979 104,819
67 1978 70,099
22 1977 24,267
12 1976 14,350
_4 1975 3,500
308 GRAND TOTAL 341,265

Source: Office of Trade Adjustment Assistance, International
Trade Administration, U.S. Department of Commerce.

(9/21/83)
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TABLE 3
FIRMS CERTIFIED ELIGIBLE TO APPLY FOR

TRADE ADJUSTMENT ASSISTANCE
BY INDUSTRY

Calendar Year

1975-76 1977 1978 1979 1980 1981 1982 1983% Total
Apparel & Accessories 7 28 47 150 146 71 69 63 581
Footwear 17 49 31 13 17 3 4 8 142
Metal Products ‘ - 1 7 13 14 17 24 39 115
Communication Equipment 2 2 4 15 25 20 7 5 80
Handbags & Parts 3 16 10 20 8 9 6 9 81
Textiles 2 2 11 12 20 13 11 7 78
Wood Products - - - 4 35 15 9 9 72
Food & Beverage 6 1 3 10 25 11 6 25 87
Machinery & Equipment - - 1 10 17 13 19 44 104
Transportation Equipment - - - 6 15 9 9 12 51
Electronics - 2 3 9 10 11 3 9 47
Giftware 1 2 1 3 16 5 9 8 45
Sporting Goods 1 - 1 11 6 5 13 7 44
Jewelry 1 2 1 8 12 2 6 10 42
Flowers & Plants - - 1 5 5 6 2 3 22
Fasteners - - 1 1 7 6 3 7 25
Furniture & Parts - 1 - 1 8 2 4 14 30
Leather - - 1 3 5 - 1 1 11
Miscellaneous 12 4 6 _35 55 37 _33 _33 215
Total 52 110 129 329 446 255 238 313 1,872
*January-September 1983,
Source: Office of Trade Adjustment Assistance, International Trade Administration,

U.S. Department of Commerce, 9/27/83
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consumer electronics.

The New England TAAC

The New England TAAC serves the states of Massachusetts,
Rhode Island, New Hampshire, Connecticut, Vermont, and Maine.
It was formerly run out of the New England Regional Commission,
one of eight regional commissions authorized under the Public
Works and Economic Development Act of 1965 which were terminated
by the Reagan administration on September 30, 1981. The New
England TAAC is a private business which developed to take
over management of the TAAC program.35 The current director,
Richard McLaughlin, has a Harvard MBA and experience as a
marketing vice president and general manager for a fastener
firm. Its staff is experienced in marketing, finance, engi-
neering, and management, and includes senior.business execu-
tives with 10-25 years of on-line business experience.36

The New England TAAC has assisted over 400 firms in a
wide range of industries. Table 4 shows the number of firms
assisted by NETAAC during fiscal year 1983 (October 1, 1982
to September 30, 1983) and fiscal year 1982 broken down by
industry.

Table 5 is a state-by-state breakdown of the total number
of firms assisted by NETAAC in fiscal year 1983 and the total

number of employees in those firms.

Interview with Osborne.

Associated Research Analysis Corporation, Evaluation,
pp. 29-30.

Interview with McLaughlin,.
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NETAAC, like the TAA program as a whole, mainly deals with
small businesses. Its clients vary from $1 million to
$80 million in assets, with the largest concentration in

the $3 million to $10 million range.37
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TABLE 4

NETAAC-ASSISTED FIRMS BY SIC CODE

(OCTOBER 1, 1982 - SEPTEMBER 30, 1983)

PERCENT

PRODUCT GROUP/SIC CODE CASES PERCENT (IN 1982)
Food & Kindred Products (2000-2099) 1 .88 .8
Textile Mill Products (2200-2299) 8 7.08 13.4%
Apparel & Other Finished Products
Made From Fibers & Similar
Materials (2300-2399) 15 13.27 16.8%
Lumber & Wood Products
Except Furniture (2400-2499) 6 5.31 5.0
Furniture & Fixtures (2500-2599) 3 2.65 . 8%
Rubber & Misc. Plastic Products
(3000-3099) 6 5.31 3.4
Leather & Leather Products (3100-3199) 10 8.85 11.9%
Asbestos (3200-3299) 1 .88 0
Primary Metals Industries (3300-3399) 3 2.65 3.4
Fabricated Metal Products, Except
Machinery & Transportation
Equipment (3400-3499) 17 15.04 10.1%
Machinery, Except Electrical (3500-3599) 14 12.39 2.5%
Electrical & Electronic Machinery
& Supplies (3600-3699) 9 8.00 10.9
Measuring Instruments; Photographics;
Medical & Optical Goods; Clocks
(3800-3899) 7 6.19 6.7
Misc. Manufacturing Industries
(Jewelry, Silverware & Novelty Items)
(3900-3999) 12 10.62 10.0
Other (5119-5147) 1 .88 3.4

Total Cases 113" 100.00 84,1
*Some Significant Shifts in Caseload by Industry
Source: New England Trade Adjustment Assistance Center, 12/83
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TABLE 5

NETAAC-ASSISTED FIRMS
(OCTOBER 1, 1982 - SEPTEMBER 30, 1983)

CONNECTICUT
Employees: 400
Firms: 4
MAINE

Employees: 2,526
Firms: 9
MASSACHUSETTS

Employees: 7,453
Firms: 71

NEW HAMPSHIRE

Employees: 1,307
Firms: 10

RHODE ISLAND

Employees: 1,472

Firms: 13
VERMONT
Employees: 368
Firms: 6
TOTAL NUMBER OF EMPLOYEES: 13,526
TOTAL NUMBER OF FIRMS: 113

Source: New England Trade Adjustment Assistance Center, 12/83
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Chapter 2. J&L Precision Bearings

J&L Precision Bearings, a manufacturer of miniature
precision 5a11 bearings, has a plant in Shopsbury,
Ma§sachusetts and is a subsidiary of General Bearing of
Upper Falls, New York. The firm shut down in 1980. It was
certified for TAA in March 1982 and has received financial
and techﬁical assistance to modernize its plant and equip-
ment. The plant will be relocated to New York state after

38

it is retooled.

Industry Analysis

Ball and roller bearings are an invisible but essential
part of an industrial economy that make its machinery turn.
They are used to reduce friction in everything from automobiles
and farm equipment to personal computers, and are considered
a strategic component for defense production. Because bear-
ings are such an integral part of the economy, the industry's
prosperity depends on the performance of the economy.

The industry can be roughly divided into two markets:
large, heavy-duty bearings used in industries like auto and
steel, and miniature precision bearings, defined as bearings

with an outside diameter of less than 3/8" or 30mm.

38This case study is based on interviews with Arnold

Cunningham, Operations Maganer, J&L Precision Bearings, 3/19/84
and 4/25/84, and John Nevin, Comptroller and Vice President,
General Bearing, 3/22/84 and 4/27/84. The names of persons,
firms, and cities have been changed to protect the confiden-
tiality of the firm. The names of states are real. Unless
otherwise cited, the information in this case study comes

from these interviews.
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Mini precision bearings are actually a very sophisticated
"high tech" product built to high design and engineering stan-
dardsa39 They are also used in "high tech" applications, such
as computer periphery equipment and automatic bank teller
machines. For example, they make bank check processing machines
run smoother so the checks don't get mutilated. The bearings
have defense applications such as guidance systems and instru-
mentation. In fact, mini precision bearings are considered
one of the 17 strategic components by the U.S. Department of
Defense. There is a federal law that the bearings must be
domestically produced, so the United States is not dependent
on foreign suppliers in case of war.40

The mini precision bearing industry is highly competitive.
The leading U.S. producers are: New Hampshire Ball Bearing;
Barden in Connecticut; Miniature Precision Bearing in New
Hampshire; and a division of the Japanese firm, Nippon Precision
Bearing, which built a plant in Chatsworth, California after
the defense law was passed.

Taking the ball and roller bearing industry as a whole,

the U.S. Department of Commerce reports that 1983 shipments

9Daniel Nossiter, "Not the Same 0ld Grind: Bearings Makers
Ready to Roll Across the Board," Barron's, 6/20/83, pp. 15 and 33.

40Both Nevin and Cunningham referred to this law but could not

identify it. They both said that the law was one of the

reasons why the J&L plant had to be saved. I've been unable

to positively identify this law, but it could be part of the
Defense Production Act of 1950, which requires manufacturers

of strategic components to set aside reserves to assure

defense contractors of a stable supply when needed for defense
production., Cited in Jacques Gansler, The Defense Industry
(Cambridge, MA and London, England: The MIT Press, 1980), p. 67.
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decreased about 87 from 1982 levels, reflecting declines in
such major markets as steel, farm and construction equipment,
0il field equipment, machine tools, aircraft, and railroad
equipment. Improvements in the automotic market in 1983

(which represents about 30% of total sales) prevented a further
decline in sales. Total 1983 employment in the industry
dropped 97 from 1982 levels to 40,500 workers.

The industry faces significant foreign competition. The
ratio of imports to new supply (the sum of product shipments
plus imports) fell to about 12.3% in 1983, down from 143 in
1982. Japan is the leading importer. Other major importing
countries are West Germany, the United Kingdom, and Canada.

The Department of Commerce projects that the future out-
look for the industry depends on recovery in other sectors
of the U.S. economy and productivity improvements within the
industry. In 1984, industry shipments of ball and roller bear-
ings are expected to increase about 9%. Differences in quality
have not been a significant factor in the U.S. competitive
position in recent years. However, manufacturers worldwide
can produce bearings to the same dimension and tolerance
standards as U.S. firms, and imports are expected to compete
strongly in U.S. markets, especially in the small to medium-
sized bearing segments. Commerce concludes that "if U.S.

bearing manufacturers expect to remain profitable and continue
to compete in the world market, they must increase productivity

by major capital investment in new modern machinery."41

4
1U.S. Department of Commerce, "Ball and Roller Bearings," U.S.

Industrial Outlook 1984 (Washington, D.C.: U.S. Government
Printing Office, 1984), pp. 24-4 - 24-6,
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Some U.S. producers are offering "just-in-time" delivery
programs, which save their customers on inventory carrying
costs, as a competitive strategy. Some manufacturers of
mini precision bearings are also banking on the development
of new computer-assisted machine tools which will increase
the efficiency of their operations and open up new markets

4
for their product. 2

History of the Firm

J&L Precision Bearings is 25 years old. It was a
privately-held compény until it was acquired by General
Bearing in 1981. No production is taking place at the
Shopsbury plant while it's being retooled, but when it does
start up, J&L will produce bearings up to 30mm in size and
‘with a bore of 1/8" to 1/4".

J&L was mismanaged or underfinanced for most of its
25-year history, according to Cunningham. Cunningham, a
former employee of New Hampshire Ball Bearing, and another
employee of the same firm worked at J&L from 1979 to 1980.
When he came to J&L, the machinery was in bad need of repair.
Existing repairs were of the "paper clips and rubber bands"
type. The management had assured him when he came on that
the company had enough cash to operate, but it didn't.
According to John Nevin, Comptroller and Vice President of
General Bearing, J&L had lost money in the last 4-5 years

of operation. When it closed, J&L had been losing $100,000

A
+2 Nossiter, "Not the Same 01d Grind," p. 33.
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per year on the plant.

Cunningham began working on repairs in 1979, and tﬂ; firm
improved slightly. Within the first month of operations after
he arrived, the plant went from a money-losing to a profitable
position. On the first day he started working on the plant
it turned out only 3,000-4,000 units/day. By the time it
closed, it was tufning out 10,000 units/day.

But this increase in production was not enough to save
J&L. The firm received a one-two blow from the recession
and foreign competition. The management had survived by
spreading the firm's debt around to its vendors, but this
tactic failed when the national economy dropped off in 1980.
Bearings were in short supply before the recession and J&L's
competitive strength had been that it could deliver ball.
bearings within very short time periods. For example, it
could deliver 5,000-6,000 bearings in a period of 4-6 weeks.
This meant that the firm was able to get a premium price for
its product. When the recession hit, the larger companies had
more supply and moved in on J&L's market. Foreign competition
also reduced J&L's selling price to the point where its pro-
duction costs were greater than the price of the finished
product. The firm was especially hard hit by Japanese compe-
tition. Cunningham thinks there was some dumping by European
firms, since European bearings were selling for $.39-$.40
which J&L had to sell for $1.10-$1.15.

J&L ceased manufacturing in December 1980. Over 100

employees in the workforce were let go.
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In September 1981, General Bearing acquired the corporate
structure of J&L. J&L was involved in Chapter 11 proceedings
at the time. General Bearing is a l15-year-old privately-held
company headquartered in Upper Falls, New York. [Nevin would
nof disclose General Bearing's annual sales or number of
employees.] The company makes bearings of 3" outside diameter
or less and premium radial ball bearings. It serves the manu-
facturer's market, building bearings to customer specifications.

General Bearing purchased J&L because of the quality of
its product, the small size of the firm, and a desire to
broaden General Bearing's product line. According to Nevin,
only nine firms in the world are capable of producing as high
quality mini precision bearings as J&L. The bearings have a
10,000 of an inch tolerance measurement and can spin at half
a million revolutions per minute or more. General Bearing was
also attracted to J&L because of its small size. General
Bearing wanted a small company because it wanted to control
its operations as tightly as possible. J&L was also much
cheaper than acquiring, say, an automobile bearing plant,
which would cost $40-$60 million. General Bearing already had
a business relationship with J&L, as its vice president for

manufacturing worked for J&L in the late 1960's to early 1970's.

Assistance Received by the TAA Program

In December 1981, General Bearing talked to the New York
State TAAC in Binghampton. The New York State Small Business
Administration had referred the company to the TAA program.

Before applying for TAA, General Bearing sent its accounting
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staff to check out J&L's plant to make sure it was economically
viable. The pre-diagnostic survey was combined with the
certification process. J&L was certified in March 1982,

Nevin described the main problems with the firm as re-
vealed in the diagnostic survey: 1) Most importantly, the
manufacturing operation was too small to compete in today's
market. It did production runs of 3,000-4,000 bearings.
According to Nevin, a firm can't produce such a small batdh
and remain competitive in today's market. Bearing manufacturers
have to spread their overhead over runs of 10,000 bearings to
be profitable; 2) The production unit was too small and
disorganized, resulting in bottlenecks in the production process.
An analogy for the types of production problems J&L ran into
would be an auto plant that produces two frames but only one
body; 3) The production technology was "somewhat antiquated";
4) Management wasn't informed about or didn't have the money
to finance new production techniques; 5) Because of the firm's
continual operating deficit, it couldn't afford to make a
formal marketing plan. J&L did not target its marketing and
sales, and catered to whoever needed its product at the time.

General Bearing prepared a business plan for J&L, and
this was converted into the adjustment plan with the assistance
of the New York State TAAC. After a competitive bid process
involving 4-5 consultants, Cunningham and his associate were
contracted by the New York State TAAC to provide technical
assistance to J&L. They were hired in June 1983 to do what

Nevin termed "pre-production planning"--setting up standard
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operating procedures, investigating manufacturing techniques,
and making recommendations. It took a little over one year
from the time of certification to receipt of technical assis-
tance. Under the assistance plan from the New York State
TAAC, General Bearing has also been going through the
organizational and business plans for J&L.

The RFP for consultant work requested quotes for the
following tasks: a quality control manual; machine rebuilding
and maintenance; set-up trouble-shooting; physical lay-out
plans; cycle times for the production process; production
control; engineering drawing control; tooling; and rebuilding
equipment.

Cunningham and the other consultants have made signifi-
cant progress in retooling the plant. So far they have updated
all tooling, checked out the machines for OEM specifications,
repaired leaks in the hydraulic system, aligned the machinery,
and replaced the plant's old heat treating facility. They
checked the balance of the plant, making sure that if there
are five machines for one operation then there are also five
machines for complementary operations. They also changed the
motor generator in the plant so production workers don't have
to shut down six machines in order to change the speed of the
spindle.

There were originally many manual operations in the plant,
which they have automated. For example, they designed auto-
matic loading machines and automatic guaging machines.

Cunningham and his associate contracted to do a part of
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this work and they hired other consultants for the automation
and other tasks.

General Bearing will also receive financial assistance
from the TAA program, but Nevin would not disclose the amount.
It will go into future operations and will finance fixed assets
and working capital. It would have taken about two years to

receive financial assistance after certification.

Impacts of Assistance

The Shopsbury plant will be shut down after retooling and
General Bearing plans to build a new plant in the Upper Falls,
New York metropolitan area. The plant will be located at a
high-technology industrial park associated with a technology-
oriented university in the area. Construction begins in
April 1984 and General Bearing plans to begin operations in
late September to early October of 1984. Nothing will be left
at the Shopsbury plant. .

When asked why General Bearing was relocating the plant,
Nevin responded that "The operation as it exists in Shopsbury
is obsolete. It's antiquated. It can't be brought up to
date. It's expensive, old, and dirty." He added, "There's
absolutely no way that we could cost-justify the Shopsbury
plant." He also said that the Shopsbury plant is two-story,
which presents problems because the structure vibrates too
much for high-precision machining. Their new plant will be
one-story. High taxes and construction costs in Massachusetts
also entered into his firm's decision. He stated that industrial

land costs $110,000-$120,000/acre in Shopsbury, versus only
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$30,000/acre in the new location. This is a consideration
because the new facility is on a 7 acre site and is costing
the company $1 million. General Bearing also decided to move
the plant closer to its headquarters "to consolidate our
operations," Nevin said. He said that they'd considered
several areas: the metropolitan area around Shopsbury, a site
in North Carolina, and a site in Marriot, Massachusetts,.

His company chose the Upper Falls metro area because "It
provides many of the big city advantages without the detri-

" he said. By detriments, he meant "urban decay" and

ments,
long commute times because of traffic congestion. He noted
that the new location is beautiful, and that employees can

be out in the country in only 15 minutes.

A letter from the high-tech park where General Bearing
is moving the plant states (in reference to General Bearing
and two other new tenants): "Please note that all three of
these companies were located in other high-tech areas of the
country and chose Technology Park as the site which
offered them the best possible opportunities."

Cunningham feels that the new plant will meet the
competition, not on a large scale, but in terms of the market
share they want. In the beginning of operations, the firm
will be a few pennies off from its competitors because its
customers will start out purchasing in small quantities. For
example, if New Hampshire Ball Bearing can sell an R-4 bearing

for $.51, General Bearing will initially sell the same product

43Letter from Anne Kerwin, Administrative Assistant,

Technology Park, 4/17/84.
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for $.53-$.54. Cunningham's three-year plan calls for General
Bearing capturing 5% of the market share in its first three
years of operation. One product the new plant will produce is
"rotary components"--pre-packaged bearings ready for installa-
tion in the machine by the user. This product will give the
company a competitive edge because the majority of damage to
bearings comes from mishandling.

When asked if the new plant would be competitive, Nevin
responded "absolutely." The company will not only meet but
beat the competition in some areas by specializing in market
niches. General Bearing's market niche is based on batch
size and speed of product delivery. It produces for manu-
facturers who need less than 10,000-20,000 bearings a year.
The requirements of these manufacturers are too big for the
local job shops but too small for the bid producers. General
Bearing's inventory services also mean it can deliver its
products fast., The industry average for inventory turnover is
four times a year, but General Bearing turns over its inventory
less than twice a year. '"We're the last stopgap before you

go to the distributors,"

Nevin said. General Bearing can

offer diverse quantities and qualities of bearings as fast as

a distributor but at manufacturer's prices. This is a competi-
tive advantage because manufacturers have to wait 8-9 months

to get bearings from other suppliers, and a company is in
trouble if it miscalculates its needs.

The new plant will have 55 employees by the first year.

General Bearing will add a second shift early in the second
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year and by the end of the year, the company plans to have
*100-125 emgioyees. By the third year, it projects 150 employees.

Nevin said that many of the former employees of the
Shopsbury plant were absorbed into the local workforce.
Seven of them are presently working at J&L rebuilding thé
plant. Cunningham is attempting to locate and call back all
skilled employees of the Shopsbury plant. It's anticipated
that 10-12 set-up and master set-up persons from the old
plant will be hired at the new Upper Falls plant, if the
firm can locate them. This rehiring of former employees is
not due to any contractual obligation from the TAA progranm,
Cunningham said, but rather to the need for skilled workers.
It takes a lot of training to become a good bearing maker
and if the éompany can pick up people who already have the
skills, this will make training new plant employees easier
for Cunningham.

General Bearing will rely on the New York labor force
for the balance of.its employment needs. General Bearing
has worked out an agreement with the New York State TAAC to
give preferential treatment in hiring to trade-impacted
employges in the metropolitan area surrounding Upper Falls.
This region is a trade-impacted area, and most of the trade-
impacted workers are women in the clothing industry. Nevin
said that General Bearing prefers to train its own emplpyees
and that there will be training since the industry requires
highly skilled labor.

[The J&L plant was not unionized when it shut down, so I
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could not contact a union to get their side of the story.
Cunningham said that there was a union "a long time ago"

(before he got there), but he didn't know what union.]

Management's Evaluation of the TAA Program

When asked to evaluate the TAA program, Cunningham re-
stated the question in terms of whether the New York State
TAAC was instrumental in allowing General Bearing enough time
to shut down and upgrade the plant. He thought that General
Bearing made a good decision to take the time to reorganize
the firm, rather than starting up operations with the old,
inefficient plant and equipment. He guessed that it is
costing General Bearing $35,000-$50,000/month to keep the
plant shut down, including rent and salary for the consultants
énd toolmakers.

Nevin stated that General Bearing could have done this
reorganization on its own, without assistance from the TAA
program. But he said the benefits of the TAA program are that
"It assists you in changing the types of lending to fund these
projects." It means that firms can get loans with a longer
amortization period. "It has a very positive effect on a
company's capital position,”" he said. He said there were
benefits to having the government stand behind his company
when going to bankers. But he also said that some people
would disagree with this assessment and would call the program
a "pain in the ass."

Nevin said that he got along with the TAAC staff. He

rated the quality of their services as better than the local
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bank but no comparison to sophisticated Wall Street financiers.
He rated the consultants as "excellent across the board."
His major complaint was that the program is "massively

' As he put it, "For companies that are about

time consuping.'
to go over the edge, by the time these folks can act, they

would go over the edge."
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Chapter 3. Abbott Machine Company

Abbott Machine Company is a manufacturer of textile
machinery based in New Hampshire. The company suffered
dramatic decreases in market share and employment from the
1950's to the 1980's as imports penetrated its market. Abbott
received technical and financial assistance from the New
England TAAC over a three-year period to develop a new

state-of-the~art textile winding machine.

Industry Analysis

The U.S. textile machinery industry has experienced a
deep decline in its share of both the domestic and international
market since the 1960's. Between 1960 and 1970, the U.S. share
of the domestic textile machinery market dropped from 937 to
67%2. In the séme period, U.S. share of the international
market slipped from 167% to 10%.45 Employment in the U.S.
industry has dropped steadily from about 26,000 in 1977 to

less than 17,000 workers in 1983.46

44This case study is based on interviews with Derrick Smith,

President, Abbott Machine Company, 3//22/84, and Kathi Smith,
co-owner of Abbott, 4/30/84, and "Abbott Machine Moves Ahead
With Winder," New Hampshire Business Review, 9/82, p. 11.
Unless otherwise cited, the information in this case study
comes from these sources.

45U.S. Department of Commerce and Data Resources, Inc. Cited

in American Textile Machinery Association/Economic Development
Administration, Opportunities and Strategies for U.S. Textile
Machinery Manufacturers to Improve Their Competitive Positions
in Domestic and Foreign Textile Markets - 1980-1985, May 1981,
p. 12,

46

U.S. Department of Commerce, "Textile Machinery," U.S.
Industrial Qutlook 1984 (Washington, DC: U.S. Government
Printing Office, 1984), p. 23-11.
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The domestic share of the market controlled by U.S.
manufacturers of textile machinery has been reduced by
mo;ement of the textile industry overseas and imports.
Between 1967 and 1981, imports as a percentage of total
textile machinery purchased by U.S. textile firms grew from
19% to 42%. This import competition has not come from low-
wage countries.47 In 1983, the major foreign suppliers were:
West Germany, 367 of imports; Switzerland, 26%; Japan, 15%;
Italy, 6%; and France and the United Kingdom, 4% each.48

The textile industry has shifted increasingly to the
developing countries, but the fragmented structure of the
U.S. textile machinery industry places it at a competitive
disadvantage for capturing these growing markets. Third World
countries with booming textile industries are interested in
purchasing "turn-key plants" which come with all the machinery
necessary to begin production. Fragmentation of the U.S.
industry means that individaul companies tend to specialize
in the production of only one type of equipment.49 Until
1983, not one U.S. manufacturer could supply a complete yarn
mill.SO Western European producers, in contrast, are able to
supply a wide range of equipment, either individually or in

marketing consortiums with other companies. In some cases,

47Beth Siegel, 1984 draft report on the specialty machinery

industry in Massachusetts written for the Massachusetts

Governors Commission on the Future of Mature Industries, p. 3

48U.S. Department of Commerce, "Textile Machinery," p. 23-11.

49Siegel, draft, pp. 3 and 5.

50U.S. Department of Commerce, "Textile Machinery," p. 23-11.

50



Western European governments assist their domestic producers
in packaging turn-key facilities for export.51 The govern-
ments of Western Europe and Japan also assist exports by
offering financing, loan guarantees, insurance, and research
and development support to their textile machinery industries.52
£

U.S. exports were only 20-307 of total output between 1972
and 1983. 1In contrast, Western European manufacturers export
at least 957 of their total output.53

The main cause for the decline of the U.S. textile machinery
industry has been its lack of technological innovation relative
to foreign manufacturers, according to many industry analysts.

This criticism of the U.S. textile industry extends as far

back as the 1940's, when the May 1944 issue of Fortune Magazine

criticized the industry for being more interested in the more
profitable repair, parts, and accessories aspects of the
business than investing in developing technologically com-
petitive products.54

The U.S. Department of Commerce projects that 1984 ship-
ments (exports plus domestic sales) of textile machinery will
rise only about 5% over 1983 levels. This figure assumes in-

creased demand for yarn and warp preparation equipment, a

market niche where U.S. producers maintain technological

1Siegel, draft, pp. 5-6.

52American Textile Machinery Association, Toward Equity in

International Trade, December 1981, pp. 26-51.

3Siegel, draft, p. 3.

>%Ibid., p. 4.
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parity with their overseas competitors.

The future of the U.S. textile machinery industry, ac- ;
cording to Commerce and other analysts, depends on three
factors: 1) Expanding R&D programs to design new equipment
that is technologically competitive with imports; 2) Develop-
ing cooperative marketing strategies; and 3) The exchange rate.
The relative strength of the U.S. dollar has placed U.S.
manufacturers at a competitive disadvantage in both the
domestic and global markets. The Department of Commerce predicts
that the industry will remain based in the industrially
advanced nations because of the high levels of technologiéal
innovation required for the new generations of equipment,
such as computer-controlled monitoring of production equip-

ment and robotics.56

History of the Firm

‘Abbott Machine Company is a 54-year old manufacturer of
yarn winding machines (which transfer yarn from little packages
onto big packages) based in Wilton, New Hampshire. Abbott
also has a manufacturing facility in Greenville, South
Carolina. The firm introduced the first automatic knotting
machine (which automatically ties knots between different

yarns, so as to reduce labor requirements) to the textile

==
“?U.S. Department of Commerce, "Textile Machinery," p. 23-12.
Yarn and warp preparation equipment prevents the yarn from
breaking during the weaving process, when the fibers are
subjected to high stress levels. Explained in Ann Collier,

A Handbook of Textiles, 2nd ed. (Oxford, New York, Toronto,
Sydney: Pergamon Press, 1974), pp. 98-99,

56
U.S. Department of Commerce, "Textile Machinery," pp.

23-11 - 23-12 and Siegel, draft, p. 8.
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industry in the late 1940's and has supplied equipment to
major textile manufacturers like J.P. Stevens and Burlington
Mills. Abbott is one of only two major winding machine
manufacturers left in the United States.

Derrick Smith, President of Abbott Machine, and his wife
Kathi Smith purchased Abbott in 1978. By this time, Abbott's
market share and employment levels had dropped significantly,
as imports moved in on the market for textile machinery.
Abbott's share of the market plunged from a peak of 25-30%
in the 1955-1960's period to only 3% in the 1970's and '80's.
And this 3% is a highly specialized market share. In the
past, Abbott manufactured textile winding machinery for
cotton yarns, but the technology for winding these finer
counts of yarns (for example, shirting) "got ahead of Abbott,"
according to Kathi Smith, co-owner of Abbott. Abbott's
machines were still competitive for the heavier yarns, like
carpet yarns, so the firm was forced to specialize in the
manufacture of equipment for carpet yarns. Employment dropped
from the 1955 peak of 350 workers to today's level of 100
workers. The largest drop in employment occurred in the late
1960's. Currently the firm does $3 million in annual sales;
The firm's financial records were too disorganized when the
Smiths purchased the company for them to figure out past
sales level