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. To the President of the Senate and the
‘ (/\ Speaker of the House of Representatives

This is our report on how improved foreign market
analyses by the Department of State and the Department of
Commerce can increase U.S5, exports,

Our review was made pursuant to the Budget and Ac-
@ counting Act, 1921 (31 U.S.C. 53), and the Accounting and
Auditing Act of 1950 (31 U.S.C, 67).

Copies of this report are being sent to the Director,
CoY Office of Management and Budget; the Secretary of State;
| S and the Secretary of Commerce.

| T A, Mt

~ Comptroller General
of the United States
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WHY THE REVIEW WAS MADE

Although U.S. merchandise exports show a trend toward increasing, the U.S.
share of the world market for manufactured goods has decreased. The U.S.
share of this market declined from 25 percent in 1960 to 21 percent in 1971:

a $6 billion loss in exports and about 400,000 fewer job opportunities in
the U.S. economy.

This is one of a series of General Accounting Office (GAO) reports on De-
partment of Commerce efforts to expand exports. In this report GAO at-
tempts to identify factors that business must deal with to_expand its ex-

borts of U.S. goods. T
Background

The Department of Commerce--through U.S. Embassies and consulates--regularly
collects and reports data on the market potential for U.S. goods. Commerce
makes this data available in reports, articles, and publications on foreign
trade and investment potential to all interested parties. (See pp. 7 and 8.)

The value of sound commercial reporting has been emphasized by the National
Export Expansion Council, a business advisory group to the Secretary of Com- |
merce. Commerce considers such reporting to be a key element in attaining

its goal of increasing U.S. exports to $50 billion by 1973. (See p. 9.)

FINDINGS AND CONCLUSIONS

The present system of collecting and reporting commercial information by_the
Foreign Service does not devéTop the underlying reasons affecting the U.S.
share of foreign country markets. Government and business officials con-
tacted by GAO agreed that existing reports lacked the details and analyses
necessary to be of use to U.S. exporters. Examination of commercial reports
prepared by the U.S. Embassy and consulates in Brazil (used as a case study)

?onfirmed t?e need for improving Foreign Service comnercial reporting.
See p. 18.

GAO staff prepared sample market survey reports for three product lines:
machine tools, textile machinery, and scientific instrumentation. Industry
representatives and Commerce officials reacted favorably to the reports, in-
dicating that such reports could be effective in praomoting U.S. exports.

(See pp. 20 and 22.) The fact that these reports were prepared by people

not specifically trained in market analysis indicates that similar reports
could be prepared by resident commercial office staffs overseas. (See p. 23.

Tese Sheat | JULY 6,197¢
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The usual reasons advanced for the loss of the U.S. market share, such as
higher prices and lack of financing, are not the only factors considered by
prospective buyers. Servicing, delivery terms, and product quality frequent
were some of the key determinants in buy decisions. It is desirable to
establish a method of reporting which identifies the causes and suggests
remedial actions. The U.S. market position can be improved if Government ar
business choose to learn the facts and to act on them. (See p. 23.)

There are no ready answers concerning reporting frequency, countries or
products to cover, or who should prepare the reports. Commercial officers,
marketing research firms, or Commerce people detailed in-country are pos-
sibilities that Commerce and State might consider. GAO does not suggest
that the format it used is necessarily the one which should be adopted,
Undoubtedly a more refined format can be developed by experts familiar with
commercial-reporting techniques.

RECOMMENDATIONS

The Secretaries of State and of Commerce should expand on these GAD studies;
with a view to refining them and to establishing guidelines for this type
of commercial reporting. Specfically, studies of this type should:

--Identify product 1ines and market factors affecting U.S. exports.

--Suggest actions for U.S. Government agencies and industry to take to
improve the U.S. overseas market position.

--Provide U.S. industry with the type of information which will be of
most assistance in increasing exports.

--Establish a focal point in Washington, D.C., to ensure that reports
are disseminated quickly to Government agencies and industry groups
able to act on the information.

GAO recognizes that, due to the numerous market areas and product lines
susceptible to examination, reporting must be selective.

--In identifying products, consideration should be given to the size of the
potential market, the U.S. market share, and the product's importance to
the U.S. economy.

--In selecting the foreign country markets, the potential for increasing
U.S. exports should be of primary concern. Industry representatives
stressed the need for information on markets in developing countries.

AGENCY ACTIONS AND UNRESOLVED ISSUES

State and Commerce were in substantial agreement with GAO's findings and
recommendations.

REST DOCUMENT AVAILABLE



: State advised GAQ that the recommendations were compatible with existing

'ﬁ% instructions to overseas posts on commercial reporting. It felt, however,
that the report overemphasized the importance of commercial reporting to
the expansion of U.S. exports in view of such other, broader considerations
as monetary exchange rates and tariff barriers affecting the trade deficit.
(See p. 24 and app. V.)

Commerce said the report demonstrated that analytical reporting was desirable
and that properly motivated personnel would be capable of preparing useful
reports explaining the decline of the U.S. market share and suggesting re-
medial actions. It wished to see wider coverage in analytical studies and

‘ planned to undertake comparative studies of key product lines in world mar-

I‘ kets.

Commerce believed that the report focused too much on the declining market
share for analysis purposes and noted the value of similar analyses of situa-
tions where the U.S. market share was expanding.

: Commerce pointed out that the Office of Management and Budget was studying
; the adequacy of overseas Government support for commercial activity. It

[ felt that the study might reveal the extent to which Further specialized

t market analysis by Foreign Service officers could be relied on and that

! staffing and funding considerations would substantially affect the extent
j of any increase in analytical reporting. (See p. 25 and app. VI.)

|
]
{

. @ MATTERS FOR CONSIDERATION BY THE CONGRESS
This report should be of interest to the Congress because of U.S. balance of

trade problems and because improved foreign market analyses could assist
in alleviating these problems.
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CHAPTER 1

INTRODUCTION

For 10 of the last 11 years the United States has ex-
perienced a deficit in its balance of payments. The largest
component in the balance-of-payments equation, and the one
which has enabled the United States to finance its inter-
national military and economic programs, has been the surplus
in its merchandise trade, The United States has tradition-
ally exported more than it has imported, but in recent years
the trend has been downward. The favorable trade balance
declined from $7 billion in 1964 to $2.8 billion in 1970,
even though merchandise exports reached an alltime high of
$42 billion. 1In 1971 U.S. imports exceeded exports by more
than $2 billion, and the United States suffered its first
trade deficit since 1888,

U.S. merchandise exports have increased each year since
1960, yet the U.S. share of the world market has steadily
declined. The United States had over 25 percent of the world
market in manufactured goods in 1960, but in 1971 the U.S.
share decreased to about 21 percent and West Germany became
the leading exporter of manufactured goods. Had the United
States been able to maintain its 1960 share, the value of
its exports of manufactured goods in 1971 would have in-
creased by about $6 billion. Some Government officials es-
timated that this decline in the U.S. share of the world
market resulted in about 400,000 lost job opportunities that
were, and are, important to the U.S. economy. The following
graph shows the decline in the U.S. share of manufactured
goods from 1960 to 1971. (See also app. IV for decline by
product category.)

To identify areas of export potential and to assist
industry in making marketing decisions, the Department of
Commerce receives commercial information on the export mar-
ket potential for U.S. goods from overseas posts and dissem-
inates it to interested parties. Through its headquarters
in Washington, D.C., and 42 field offices located around the
United States, Commerce makes this information available in
numerous reports, articles, and publications relating to for-
eign trade and investment, Department of State overseas posts

5
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also provide information involving trade matters directly to
Government and industry. These overseas posts are Commerce's
principal source of information on developments and conditions
in overseas markets. Reports from overseas posts are for-
warded to designated recipients or to offices within Commerce
for action, depending on the type and nature of the reports.,

FOREIGN SERVICE REPORTING

Economic and commercial reporting traditionally has
been one of the most important functions of overseas posts.,
Commercial officers and their staffs in U.S. Embassies and
consulates are in an ideal position to accumulate and report
current commercial information, since they are on the scene
in foreign countries and, by virtue of their positions, have
access to foreign and resident U.S. businessmen, In com-
menting on the importance of commercial information to the
expansion of U.S. exports, the National Export Expansion
Council, a group of eminent business leaders advising the
Secretary of Commerce on trade matters, noted that commercial
officers '"fill a tremendously important role'" in reporting
commercial information.

Reporting requirements for U.S. Embassies and consulates
are jointly determined by the Departments of State and of
Commerce to provide a continuing flow of economic and com-
mercial information to Government and industry, with emphasis
on export promotion. ‘

There are basically three categories of reports on-
commercial information:

~~Scheduled reports, required on a repetitive basis,

--Unscheduled reports, submitted on a voluntary or
request basis by Embassies.

--Foreign publications, publications of foreign govern-
ments or businesses containing economic and commercial
information.

The magnitude of Foreign Service reporting available to the

business community -~ - part of the Department of Commerce's
export expansion ple ; is indicated by the approximately

BEST DOCUMENT AVAILABLE ~ ’ \
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4,000 commodity, industry, and market reports prepared by
About 250

overseas posts from August 1970 to July 1971,
pertained to Brazil alone, the object of our case study.

SCOPE OF REVIEW

Our review included examining reports and correspondenc

at the Departments of Commerce and of State in Washington,

D.C., and the U.S. Embassy and consulate in Rio de Janeiro
We interviewed of-

and Sao Paulo, Brazil, respectively.
ficials at the above locations; officials of Brazilian

firms; agents for U.S. and third-country firms; Brazilian
We interviewe(

banks, and U.S. consulting firms in Brazil.
also representatives of U.S. manufacturers, trade associ-

ations, and export houses in the United States.
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CHAPTER 2

NEED FOR ANALYZING, REPORTING, AND DISSEMINATING

MARKET SHARE INFORMATION

There is little question concerning the importance of
sound commercial information to U.S. industry. This was
emphasized by the National Export Expansion Council in its
1967 study entitled "Export Promotions," which stated:

"No matter how good the product of our industry,
nor the capital invested and the energy expended
in selling abroad, serious mistakes can be made
if basic intelligence on the situation abroad is
faulty or missing entirely."

The Department of Commerce considers information on
overseas markets to be a key element in attaining its goal
of increasing U.S. exports to $50 billion a year by 1973.

The Bureau of International Commerce, Department of
Commerce, makes detailed market share reports available to
overseas posts and to industry. These reports are prepared
in both a country series and a commodity series. The
country series covers 73 of the major trading nations and
presents the dollar values for imports of about 1,100 manu-

factured products into these countries for a 5-year period.

The commodity series covers about 1,100 products and
shows, by single-commodity categories, dollar values of ex-
ports of 14 countries to the United States and 90 other
trading nations.

As part of the commercial activities carried on over-
seas, the Department of Commerce suggests that overseas
posts analyze market share reports to identify and evaluate
opportunities for U.S. export sales and to detect areas
where declining U.S. exports indicate a need for remedial
action, Such actions by the posts would, in our opinion,
be desirable, but Commerce does not consider such analysis
a firm requirement and, accordingly, does not make substan-
tial use of the reports.

BEST DOCURENT AVAILABLE °



Commerce makes a number of other publications relating
to foreign trade and investments available to industry. We
did not attempt to evaluate the suitability of the reports
and publications for the purposes intended; however, we
noted that few provided in-depth information on potential
markets for specific U.S. products.

INDUSTRY VIEWS ON FOREIGN SERVICE REPORTS

In October 1966 an interagency task force published a
report on Embassy economic and commercial reporting. This
report was based on a comprehensive study conducted by rep-
resentatives of Commerce, State, and the Agency for Inter-
national Development. As part of their review, they con-
tacted 422 business firms and noted that:

"A common criticism levelled at Foreign Service
reports was that they were not sufficiently
timely and that they lacked essential detail.
*%% A not infrequent criticism was that the re-
ports dealt too much with past events and not
enough with future developments. **% Some firms
suggested that more attention be paid to report-
ing on the developing countries where commercial
and economic information gaps are greatest.***!!

As a result of the study, substantial changes were sub-
sequently made in the reporting responsibilities of overseas
posts. Numerous reports were eliminated from the system to
allow the posts more flexibility in determining reporting
requirements. A minimum number of required reports were
retained to supply needed information on country conditions
for the Department of Commerce and for industry.

Our discussions with various industry officials re-
vealed that their views toward Foreign Service reporting
were essentially the same as those in the above study. 1In
the opinion of these industry representatives, the major
shortcoming continues to be that the information is too gen-
eral to be of much value. Also most company representative:
felt that Foreign Service reports should emphasize the de-
veloping nations, especially in Latin America.

BEST DOCUMENT AVAILABLE
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COMMERCE VIEWS ON FOREIGN SERVICE REPORTS

Officials of the Bureaus of Domestic Commerce and of In-
ternational Commerce indicated dissatisfaction with Foreign
Service reports for export promotion purposes. A Bureau
of International Commerce official responsible for monitor-
ing foreign commercial reports commented that, for the most
part, required reports seldom reflected first-hand observa-
tions of reporting officers and contained little informa-
tion of value to U.S. industry. Regarding unscheduled re-
ports, his opinion was that too few were being submitted.

Bureau of Domestic Commerce industry specialists, re-
sponsible for apprising U.S. industry of current develop-
ments in overseas markets, viewed both required and volun-
tarily submitted reports as containing little information
of interest to U.S. industry. The specialists also indi-
cated that more information was needed on markets in de-
veloping nations. Several Commerce officials said, re-
garding needed improvements in the quality of reporting,
that they were concerned that criticism might lead to a
further curtailment of reporting.

We noted that Commerce industry specialists were, for
the most part, unaware of the factors affecting the U.S,.
share of a particular foreign country market for their re-
spective commodities. Although they have access to sta-
tistical data which indicates the changing levels of demand
for commodities in certain overseas markets, information
regarding the underlying reasons for the changes is usually
determinable only from specific inquiries and analyses of
market conditions from in-country sources.

The following chart shows the percentage of change in
the U.S. share of manufactured goods in major market areas,
using the 1962-64 period as a basis for comparing 1969
performance. The dollar amounts are increases in U.S. ex-
ports expressed in millions of dollars. The chart shows
that, in some areas, the United States increased the per-
centage of its share of the export market but that, in
other areas, the United States lost a significant percentage
of its share even though there was an increase in dollar
value of exports to these areas. Thus the net result for
manufactured goods on a world market basis was an increase
in U.S. exports but a decrease in the U.S. share of the
world market.

1 BEST DOCUMENT AVAILABLE



U. S. EXPORTS INCREASE, BUT
POSITION IN WORLD MARKET SLIPS
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COMMERCE-INITIATED EXPORT STUDIES

Several export-oriented studies have been initiated by
Commerce. Although these may contribute toward increasing
exports, they are not substitutes for the type of reporting
we examined. The fact that the programs discussed below
exist indicates the relative importance that Commerce at-
taches to export expansion efforts.

Special studies by graduate students

To encourage entry of small- and medium-size firms into
exporting, the Bureau of International Commerce initiated a
program with leading graduate schools of business adminis-
tration, whereby degree candidates work with small businesses
to analyze and decide on appropriate export actions. A par-
ticipating firm is provided with an international market
study describing export opportunities for the firm's pro-
ducts. Each project is tailored to a particular company and
is carried out by a master's degree candidate in interna-
tional business. 1In fiscal year 1971 some 200 candidates at
21 graduate schools took part in the program. The program
evidences the need among small businesses for export market
information and analysis. The material provided in the mar-
ket reports, however, is gathered primarily from published
sources and does not contain analysis of factors involving
the U.S. market share.

Reports on world market for U.S. exports

Reports on world market exports are condensations of
market studies prepared by research firms in connection with
the Department of Commerce's Global Marketing Program. The
Global Marketing Program is a service of Commerce aimed at
helping to increase U.S. exports to $50 billion a year by
1973. It is a joint Government and business undertaking to
initiate export actions on a worldwide basis and covering
2 to 5 years for industries selected as having the highest
potential for sustained export increases. The market re-
ports identify products which, Commerce considers, offer the
best U.S. export potential for specific foreign markets.
Commerce also makes available the actual detailed market
study made by the research firm. Each report focuses on one
country and one category of equipment. As of June 17, 1971,

13
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world market reports were prepared for six products,l The
countries reported on to date have generally been the na-
tions of Western Europe. In the June 1971 "Checklist of
International Business Publications,'" 85 world market re-
ports involving 19 countries were listed as being available
and 69 of these, or 81 percent, related to markets in Europ.
Japan, and Australia.

We believe that the world market reports are useful an
should aid potential exporters who manufacture products whi
have been reported upon. However, the type of products in
the reports currently being prepared account for about
10 percent of total U.S. merchandise exports, which suggest
that more extensive studies of this type would be beneficia
Although the export potential of these items may be signifi-
cant on a worldwide basis, there probably are other product:
not yet identified which may have greater sales potential or
an individual country basis. World market reports identify
products in which the United States has a competitive advan
tage. Our study focuses on situations in which the United
States faces a loss of its market share and suggests course:
of actions to overcome declining exports.

Exhibitors' export market guides

The exhibitors' market guides are prepared in advance
of trade center shows, trade fairs, and exhibitions and are
designed to stimulate interest in specific events. They
provide general descriptions of markets, sales opportunities
international competition, sales approaches, and sales and
technical requirements for the market in which the exhibitio
or trade show is to be held. ‘

As with world market export reports, the exhibitors'
guides generally are concerned with markets in the more de-
veloped countries because Commerce's promotional efforts

1The six products are: electronic data processing equipmen’
including peripheral devices and software; food processing
and packaging machinery and equipment; pumps, valves, and
compressors; instrumentation; air conditioning and refriger
ation; agricultural machinery and equipment (less developed
countries only). ‘
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are directed largely to those areas. For example, of 381 ex-
hibitors' market guides listed as being available as of June
1971, 339, or 89 percent, related to markets in Europe or
Japan, We did not attempt to ascertain the various product
lines for which such reports were available.

Although overseas posts are encouraged to make market
analyses, Commerce does not require information fromEmbassies
or consulates or develop information on its own relating to
the specific factors affecting the U.S., share of foreign
country markets. Under the Global Marketing Program and the
Exhibitors' Export Market Guide, domestically initiated
studies have identified a limited number of product lines
with high sales potential. Foreign Service commercial re-
ports do not usually analyze and discuss the underlying
causes for changes in the U.S. market share in foreign coun-
tries to show specific products or identify possible courses
of action which industry and/or Government might take to im-
prove the U.S. market position.

We believe that an understanding of the reasons for the
loss of foreign markets is basic to formulating any course
of action to correct or alleviate adverse factors affecting
U.S. trade. We therefore directed our review to the feasi-
bility of developing reports which would give information on
the reasons for the loss of markets, steps that might be
taken to correct the situation, and other useful information
on potential markets for U.S. exports.

In view of the need for and the absence of meaningful
reports on market share analysis, we undertook to test the
feasibility of analyzing and reporting the kind of market
information on which business could act. A case study of
Brazil and the results of our review are presented in the
following chapter.

Our review also touched on Commerce's procedures for
handling reports received from overseas posts. We found no
central group having the decision-making authority and re-
sponsibility for acting on commercial information reports re-.
ceived from overseas posts. For example, in 1969 the Embassy
in the Netherlands initiated several market studies identify-
ing opportunities for U.S. exporters to enter the Netherlands
market. These innovative studies were sent to Commerce with

BEST DOCUMENT AVAILABLE 15
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the expectation that files would be searched so that poten-
tial exporters might be identified and provided with a copy
of the appropriate studies. Instead, these studies were
neither effectively acted on within Commerce nor sent to ap-
propriate U.S., firms. We found that the availability of the
studies was published in Commerce's Monthly Index of Foreig:
Production and Commercial Reports. As far as we could as~
certain, however, few potential exporters requested these
studies; it seems likely that more might have responded had

Commerce contacted them.
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CHAPTER 3

BRAZIL--A CASE STUDY OF OVERSEAS COMMERCTAL REPORT ING

We selected Brazil as a case study for our market share
reporting because it is a fast-growing developing country
and because the U.S. Embassy in Brazil was the only Foreign
Service post to submit commercial reports which attempted
to analyze the U.S, market share. The following indicators
illustrate Brazil's potential as a market for U.S. products,

1. The import market in Brazil for 1969 was about
$2.3 billion, the largest in Latin America and one
of the largest in the developing countries of the
world,

2, Brazilian imports increased from about $1,3 billion
in 1964 to about $2.3 billion in 1969, but the U.S,.
share of this market during the same period declined
from 34,5 percent to about 30.1 percent. Although
U.S., exports increased by about $250 million between
1964 and 1969, the decreasing U,S. market share re-
sulted in a loss of about $132 million in U.S. ex~
port sales.

3. Economic conditions in Brazil are generally favorable,
as evidenced by an economic growth rate of 9 percent,
one of the highest in the world.

In 1970 the U,S. Embassy and consulates in Brazil sub-
mitted 52 scheduled commercial reports to Washington. These
included statistical presentations on individual industries
and the economy as a whole; reports on recent economic de-
velopments; reports on specific subjects, such as one re-
garding a United States-Canadian woodpulp survey and another
relating to Brazilian trade with communist countries; and
reports on particular commodities or industries. This latter
category included industrial outlook reports,1 which are the

lindustrial outlook reports are prepared on the following Brazilian in-
dustries: textiles, chemicals, minerals, petroleum, iron and steel,
fishing, power equipment, and electronic products and telecommunication
equipment,

BEST DOCURENT AVAILABLE 17
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most comprehensive for information on the market for U.,S,
exports,

We reviewed these industrial outlook reports prepared
by the Embassy and consulates in Brazil and found that the:
generally needed to:

--Analyze the reasons for the decline in the U.S. sha
of market,

--Offer meaningful suggestions for U.S. exporters and/
the Government to increase U,S. exports.

--Discuss those factors affecting the buy decision,
such as financing, delivery, and quality.

--Identify the strengths and weaknesses of competitior

~~Indicate the effect that specific Brazilian industri
developments could have on the demand for U.S. good:
and services,

--Explain fully the implications of the statistical
presentations,

The Embassy prepares an annual report entitled 'Probl«
and Prospects for U.S, Trade in Brazil,' which shows the
trend of total U.S. exports, as well as those of a selecte:
number of product lines. It also explains declines in the
U.S. share of the market, Although this report, in our op
ion, provides a relatively comprehensive analysis of the
U.S, share of the Brazilian market in general, it does not
discuss in sufficient detail either the market for specific
U.S., products or many of the competitive factors which, we
have found, influence the Brazilian importer in his selec-
tion of a source of supply.

Our review of unscheduled reports also indicated that
few contained information relative to potential markets fo
specific U.S. products,

In the opinion of officials in the Embassy's commerci.
office, the current post reporting is not meeting the need
of U.S. industry. In April 1969 the post had prepared and
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submitted to the Department of Commerce for comment a number
{ of illustrative reports pinpointing, for certain types of
! . U.S. equipment, the salient reasons for the failure of this
3 equipment to perform better in the market., In commenting
on these reports, Commerce officials indicated that the con-
cept of identifying the factors inhibiting product growth
had merit but that a more detailed and comprehensive type
' of presentation would be necessary before incorporating such
, reports in the formal reporting system could be considered.
‘N\“- Although the reporting requirements for Brazil were subse-
quently revised to permit the preparation of more detailed
product studies, the post never undertook the studies.

GAO MARKET SURVEY REPORTS

i To improve the U.S., market share reports prepared by

g the Embassy, we prepared sample market survey reports pro-

j viding U.S. Govermment and industry with a comprehensive

P profile of Brazil's market for selected product lines. We

é attempted to identify the factors affecting the U.S. market
share and, where appropriate, suggested courses of action

| it | which Government agencies and/or industry might consider to
overcome problems and improve U.S. performance. (See app. I.)
The reports were prepared within a limited period by a staff
not specifically trained in market analysis, an indication
that this type of report could be made by the resident com-
mercial office staff.

Our selection was keyed to product lines for which the
United States was losing its market share. We considered
the size of the Brazilian market and the number of U.,S,
firms engaged in manufacturing the product lines. The ma-
chine tools survey report is included as appendix II to il-
lustrate the kind of detailed analysis involved in these
studies,

.

MR Ve

These three product lines represented about $94 million,
or about 13 percent, of Brazil's total capital goods imports
of $748 million in 1969, The importance to the American
economy of the industries making these product lines is il-
lustrated by the fact that in 1969 they collectively em-
ployed about 450,000 persons in about 3,500 companies and
their total exports approximated $1.3 billion.
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REACTION OF INDUSTRY REPRESENTATIVES

.Industry representatives believed that our market sw
reports contained information which would help them incre:
export sales, Generally they indicated that the reports
more thorough and definitive and, accordingly, more usefu’
than overseas reports currently being received from the I
partment of Commerce. A number of representatives stated
that the type of report we prepared could assist in marke:
penetration, in acting as a check on agents' performances
and in determining where sales efforts should be concentr:
We sent our reports to 26 industry representatives, and tl
following excerpts are illustrative of their comments.

-~This type of report would definitely assist in in-
creasing export sales. The total market, future
growth areas, market shares, and such allied data
would assist in market penetration and product
planning. Financing alternatives could be explore
to meet European competition, Weak areas in the m:
keting program would be easier to spot and improve

-~This type of report is very useful inevaluating the
market needs and sales possibilities for equipment
It also helps in determining where concentrated sa
effort should be stressed to obtain the maximum po
tial in orders.

--This type of report would be helpful in forecastin
demand and in determining potential end users.

--It is difficult to compare this type of report wit
“information currently being received from the Comm
Department because it covers a specific category i
subjective manner and is complemented with statist
and tables, Commerce's information is general, an
specifics must be extracted because it usually is n
accompanied by subjective writeups. This type of
port contains valuable marketing information that
supplements what is already known, and when the tv
sources are combined the resultant marketing info:
tion guarantees more effective sales results,
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--Although some of the opinions expressed in the re-
ports may run crosscurrent to experience, they pre~
sent an opportunity to investigate any point periodi-
cally instead of assuming that there has been no
change.

A more complete presentation of industry comments is
in appendix III.

Although we sought industries' comments on our reports
to obtain its reaction to this type of reporting and not to
suggest actions, several industry representatives indicated
that they contemplated actions on the basis of information
contained in our reports. One firm indicated its intention
to establish a sales and service office in Brazil, three
textile machinery manufacturers indicated that they would
consider establishing licensing agreements with Brazilian
firms, and an export-house representative stated that the
company would obtain additional commitments from clients to
support programs designed to increase the availability and
quality of service to Brazilian customers,

A manufacturer of scientific instrumentation saild that,
after reading and analyzing the information contained in
our report, he felt his sales should be higher and that he
would contact his agent to determine the reasons for his com-
pany's poor performance. Another company representative
told us that, although our report had ''not been the reason
we are considering changing distributors, it has caused us
to realize that some action is long overdue and we intend to
rectify this situation.!" A number of representatives said
that they would forward our reports to their Brazilian
agents for consideration.

Of the 26 industry representatives contacted, 21 indi-
cated that they would like to receive similar reports relat-
ing to markets in other countries and most frequently men-
tioned the developing countries, especially those in Latin
America,

Most of the industry representatives said that they

would be willing to pay from $10 to $50 for reports contain-
ing the kind of information in our market survey reports.
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REACTION OF COMMERCE OFFICIALS

Commerce reaction to our survey reports was generally
favorable., A number of officials indicated that GAO-type
reports would be helpful in developing interest among U.S.
businessmen in overseas markets and in keeping existing ex-
porters informed of market conditions and up-to-date develo;
ments affecting sales, Other Commerce officials stated tha:

"The information contained in the GAO surveys is
definitely the type which should be coming out of
overseas posts. [Reports of the type developed
by GAO] ave far more apt to be of interest to in-
dustry than the current post reports."

“"To the extent that commodity reporting still ex-
ists or that its volume is increased in the fu-
ture, posts would do well to adopt the commercial
approach which you [GAO] have followed so well in
your Brazilian studies,™

"The vivid discussion of competitive conditions in
the surveys gives a good feel for the market and
should be greatly appreciated by businessmen,
Equally good and highly useful are the findings
and recommendations regarding approaches to be
used by U.S. businessmen in penetrating the mar-
ket. These aspects are seldom as well covered in
the market surveys which are being done under the
existing DOC [Department of Commerce] program."

BEST DOCURENT AVAILABLE
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CHAPTER 4

CONCLUSIONS, AGENCY COMMENTS AND

OUR EVALUATION, AND RECOMMENDATIONS

CONCLUSIONS

The importance of commercial reporting has been stressed
by the National Export Expansion Council, the Department of
Commerce, and industry representatives.

We found that regularly scheduled Foreign Service com-
mercial reports did not contain information on the underlying
reasons affecting the U.S. share of foreign country markets.
Government and business officials contacted agreed that
existing reports lacked much of the detail and analysis
necessary to U.S. exporters. Our examination of commercial
reports prepared by the U.S. Embassy and consulates in Brazil
confirmed the need for improving Foreign Service commercial
reporting.

We used Brazil as a case study in preparing sample
market survey reports for three product lines and industry
representatives and Commerce officials reacted to the re-
ports favorably. There seems to be good potential for the
present reporting system to become more effective in pro-
moting increased U.S. exports.

We conclude that it is both feasible and desirable to
analyze and report reasons for the loss of U.S. market
shares so that Government and industry can consider steps
to enhance the U.S. position in given market areas. The
fact that these reports were prepared by GAO staff not spe-
cifically trained in market analysis indicates that similar
reports could be prepared by resident commercial office
staffs overseas.

The usual reasons advanced for the loss of U.S. market
shares, such as higher prices and lack of financing, are
not the only factors considered by prospective buyers., Our
studies showed that other factors, such as servicing, de-
livery terms, and product quality, frequently were key de-
terminants in buy decisions. It is desirable to establish

* BEST DOCUMENT AVAILABLE ~ *



a method of reporting which identifies the causes and sug-
gests remedial actions.

There are no ready answers concerning the reporting
frequency, countries or products to cover, or who should
prepare the reports., Commercial officers, marketing re-
search firms, or Commerce people detailed in-country are
possibilities that Commerce and State might consider. We -
do not suggest that the format used in our reports is nec-
essarily the one which should be adopted. Undoubtedly, a
more refined format can be developed by experts familiar |
with commercial-reporting techniques.

AGENCY COMMENTS AND OUR EVALUATION

A copy of our draft report was sent to Commerce and
State for comments, and both were in substantial agreement
with our findings and recommendations.

Department of State

State advised us that the report recommendations were
compatible with existing instructions to overseas posts on
commercial reporting., It stated that detailed sector analy-
sis was within the potential capabilities of current com-
mercial staffs but that how to direct these energies to
elicit the desired analyses was a problem. g

State felt, however, that our report overemphasized
the importance of commercial reporting to increased U.S.
exports in view of such other, broader considerations as
monetary exchange rates and tariff barriers affecting the
trade deficit.

Department of Commerce

Commerce replied that it hoped the operational impli-
cations of our study could be made effective. It wished
to see wider coverage in analytical studies and planned to
undertake comparative studies of key product lines in world
markets, ‘

Commerce said our studies demonstrated that analytical
reporting was desirable and that properly motivated personnel,
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with appropriate guidance, would be capable of preparing
useful reports explaining the decline of U.S. market shares
and suggesting appropriate remedial actions. It believed
that the report focused too much on declining market shares
for analysis purposes and noted the value of similar analy-
ses of situations where the U.S. market share was expanding.

Commerce pointed out that the Office of Management and

Budget was studying the adequacy of overseas Government

° support for commercial activity. It felt that the study
may well reveal the extent to which further specialized

« market analysis by Foreign Service officers could be relied
on and that staffing and funding considerations would sub-
stantially affect the extent of any increase in analytical
reporting.

RECOMMENDATIONS

The Secretaries of State and of Commerce should expand
on our studies, with a view to refining them and to estab-
lishing guidelines for this type of commercial reporting.
Specifically, studies of this type should:

--Identify product lines and market factors affecting
U.S. exports.

--Suggest actions for U.S. Government agencies and
industry to take to improve the U.S. overseas market
position.

-~Provide U.S. industry with the type of information
- to most assist in increasing exports.

~--Establish a focal point in Washington, D.C., to en-
sure that reports are disseminated quickly to Govern-
ment agencies and industry groups able to act on the
information.

We recognize that, due to the numerous market areas
and product lines susceptible to examination, reporting
must be selective,

~-In identifying products, consideration should be
given to the size of the potential market, the U.S.
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market share, and the product's importance to the
U.S, economy.

-~In selecting the foreign country markets, the poten- . . '
tial for increasing U.S. exports should be of primary %
concern. Industry representatives stressed the need . ¢
for information on markets in developing countries. Vo
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APPENDIX I

+ CONTENTS OF MARKET SURVEY REPORTS

Background--presents statistics showing the present level
of imports, the U.S. market share, and a summary of the ma-.
jor types .of equipment within the product line which make
up the majority of imports. We also show which countries
offer the strongest competition.

Potential demand--provides a brief analysis of import trends
for the past few years. It discusses future plans of major
industrial end users of the product line and, where appli-
cable, indicates governmental plans or incentives which
could influence the industry's development., The section

is intended to provide the businessman with an indication
of future trends and developments which could affect sales
of his products.

Observations--discusses the results of interviews with end
users, agents, and other groups involved in the sale or
purchase of the product line and presents the consensus
regarding those factors influencing the customer's decision
as to source of supply. Quality, pricing, delivery, and
service are discussed; and the relative importance of each
in the buy decision is indicated. Other factors affecting
sales of the product lines are also noted.

We also indicated industrial groups which were the largest
users of the product line, the types of U.S. equipment
having a competitive advantage, and the level and extent
of in-country production and its consequent effect on im-
ports.

Summary of data on specific pieces of equipment--discusses
the market potential for various types of equipment in-
cluded within the general product line.

Possible Government and industry actions to consider--pre-
sents suggested courses of actions by U.S., Govermment agen-
cies to assist U.S, firms in exporting. It sucgests actions
for U.S. firms to take to improve sales of their products.
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APPENDIX I

The suggestions and considerations proposed in the sampl
survey reports are not intended to be a complete present;
tion of all the courses of action available nor do we en
dorse all the measures. The types of conclusions reache

are illustrative of, and should not be construed as firm
statements of, GAO positions.
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MACHINE TOOLS SURVEY REPORT

BACKGROUND

The import market for machine tools in Brazil amounted
to a record $41.8 million in 1968; $34.9 million in 1969;
and $8.1 million in the first quarter of 1970, an increase
from $6.2 million for the first quarter of 1969. The
United States had 29 percent of this market in 1968 and
25 percent in 1969. 1In the first quarter of 1970 its
share was 17 percent.

The U.S. share of the import market depends to a large
extent on the expansion activities of subsidiaries of U.S.
automotive firms. Brazil is currently among the 10 top
automobile-manufacturing countries in the world. It pro-
duced an estimated 400,000 vehicles in 1970. Volkswagen
enjoys 56 percent of this production and major U.S. firms
account for about 38 percent; Ford 18 percent, General
Motors 17 percent, and Chrysler 3 percent.

Analysis of Brazilian import statistics for 1968 and
1969 revealed that the following types of machines accounted
for about 75 percent of machine tools imports: (1) grinding
machines, (2) lathes, (3) milling machines, (4) drilling
machines, (5) stamping presses, and (6) bending presses.
During 1969 U.S. manufacturers supplied about 23 percent of
the total Brazilian imports of these six items. (See p. 39,)
for a listing of Brazilian imports of machine tools by type.)

West German suppliers are the chief competition for

. U.S. machine tool exporters. For 1967, 1968, and 1969,
, West Germany's share of Brazil's import market for machine

tools was 51 percent, 36 percent, and 45 percent, respec-
tively. (See p. 40.)

POTENTTAL DEMAND

The demand for machine tools in Brazil has increased
substantially during the past 5 years. In 1965 imports of
such tools amounted to $13 million, and by 1969 they had
increased to $35 million, about 170 percent. Future de-
mand for imported machine tools should remain strong, in
the light of anticipated expansion of major
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automobile-manufacturing firms. Both General Motors and
Ford plan to produce a small car in Brazil, and each esti-
mates the required investment at about $100 million. In
addition, Chrysler plans to manufacture a small car in
Brazil and has estimated the necessary investment at about
$30 million.

The Brazilian automotive industry has developed hori-
zontally, in line with Govermment policy. The automotive
manufacturers produce engines and frames and assemble the
finished product; however, they must depend on suppliers
for other components. General Motors alone has over 2,000
suppliers. In addition, about 98 percent of the parts used -
in automobile manufacturing are of Brazilian origin. Any
increase in production by the major auto manufacturers will
thus require expansion on the part of their suppliers.

Firms importing machine tools into Brazil are eligible =
for various Government incentives, If the project is ap-
proved by the Commission for the Development of Industry
the following incentives apply: (1) partial or total ex-
emption from import duties and (2) elimination of the
imported-products tax., There are no prohibitions on the im-
port of any type of machine tool, Import duties range from
15 to 55 percent. In addition, there is the imported-
products tax of from 5 to 8 percent, The import duties and
the imported-products tax are applied to the cost, insurance,
and freight value of the item, The higher import duty and
imported-products tax rates are applied to those types of
imported machines which are also manufactured locally.

Also the incentives generally apply only to imported ma-
chines which are not produced locally. Local production is

v held to exist when the local item is similar in quality and
specifications and can be delivered within a reasonable
time,
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APPENDIX II

OBSERVATIONS

1. Motor vehicle manufacturers and their suppliers ac-
count for about 90 percent of Brazil's machine tool imports,
and automotive manufacturers show a preference for machine
tools produced in their own couniries. Other end users in-
clude vocational training institutions and the steel, tex-
tile, shipbuilding, and machine tool industries,

2, Price differential consiiiutes the single wust im-
portant factor inhibiting the growih of (.S, machine rool
exports to Brazil. U.S. machinevy is about 35 pevooal

higher in price than that of Wesiern Eurapean oviygipn, The
price differential is even greaier with respect to Eastern
European or Soviet cquipment. However, because of the rela-
tively poor quality and the low level of sophistication of
the Eastern European equipment, it does not present a se-
rious competitive threat to U,S. manufacturers.

3, Although U.S.-buili machine tools are generally con-
sideved superior to those of other couniries hecatnse of
their quality, longer life, hipber productivity, and ablitity
to operate [or extended periods of Lime, the price differen-
tial is of such magnitude as Lo offset these advantages.

4, The consensus is that U.S. machine tool manufactur-
ers cannot expect to reverse the loss of market share in
Brazil until their prices are within 10 to 15 percent of
those of competitors. A number of U.S. machine tool man-
ufacturers have recognized price as a major problem and have
reacted by locating manufacturing cperations in third coun-
tries, allowing them to offar the Brazilian importer lower
prices. For example, a British subsidiary of a lending U.S.
manutacturer offers a machine tool at a price 33 percent be-
low the price of a similar tool manufactured by the parent
company.

5. When Brazilian firms purchase U.S. machine tools to
any great extent, the reasons for the purchases can be gen-
erally categorized as follows:

a. The company is a subsidiary of a U.S. corporation.

b. Technical direction for the facility is in the
hands of a North American,
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c. The desired machine is manufactured only in the
United States.

6. The smaller machine shops in Brazil do not consti~ t
tute markets for U,S. machine tool manufacturers. These
small establishments do not require the advanced technolo
which characterizes U.S. equipment, and their import needs,

for the most part, are satisfled by Eastern European coun-
tries,

7. The servicing and repairing of U.S. machine tools am
that of other suppliers were generally cited as problem
areas. Specifically, end users and agents stated that there'’
was a shortage of spare or replacement parts. Increasing ﬁﬁ

stocks of such parts is a possible solution, but end users .
and agents consider this impractical.

8. A change in Brazilian import procedures, effective ;
September 1, 1970, removed the necessity of obtaining a per-:
mit for import of spare parts when the value of the bhipnmnt
was less than $2,000, As a result, deliveries of U.S. spare

parts, which previously took about 5 months, are now reportﬁ
to take about 2 weeks,

&

9. The delivery performance of U,S. manufacturers is %“
better than that of competitors. Nevertheless, this rarely -
affects the buy decision, since the major considerations con-
tinue to be quality and price. It is worthwhile to note,
however, that one of the leading agents for machine tools in*
Rrazil informed us that deliveries on German equipment took
about 14 months and were expected to take even longer in the
future. Further, a number of end users indicated that, in
the case of large purchases, if deliveries could not be made
within 15 months, a new source was considered.

10. Financing is not a problem or a major factor in the
decision to buy U.S. machine tools. The importers are usu-
ally large firms, such as subsidiaries of U.S. companies, '

and they have little difficulty in arranging requisite fi-
nancing,

11. One of the leading agents for machine tools in Sao
Paulo indicated that more sophisticated, high-priced auto-
mated equipment is now being sold by his firm, and he expects:

g

BEST DOCUNENT AVAILABLE 32

n""
. .. gt e



S T Ny A ety g
7
¥

o]

Vs ww“"!‘itimﬁw 0

-

APPENDIX II

sales of such equipment to increase. He stated that he had
sold expensive U.S5. automated machine tools, and he expected
an increase in this trend. He indicated that the prices of
German tools were increasing at a faster rate than those of
U.S. manufacturers, and it was his opinion that within

5 years prices of United States and European machine tools
would be comparable.

12, An agent for a number of U.S. machine tool manufac-
turers informed us that many of the automotive industry's
parts suppliers initially purchased their machine tools from
Eastern European countries because of lower prices and more
favorable financing terms. He stated that many of these
machines were obsolete, however, and would have to be re-
placed within the next few years, It is the consensus of
those in the trade that, because of the poor performance of

_this equipment, replacement will come from either Western

European or United States manufacturers.

13, It is estimated that local manufacturers supply
about 40 percent of the total value of machine tools used
annually in Brazil. National production is reported to be
confined to the manufacturing of the more conventional
lightweight, low-unit-price machines,
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SUMMARY OF DATA OBTAINED ON o
SPECIFIC MACHINE TOOLS

There is a good opportunity for U.S. firms to sell the
following machines in Brazil. 5

1. Gear cutters--competition can be expected from the
Soviet Union. This is one of the few machines it is '
doing well in exporting. About 100 of these machines:
are imported a year. V

2. Gear grinders--this is one of the few machines in
which United States prices are competitive with
those of Western European suppliers.

3. Broachers--in 1969 U.S. suppliers accounted for
about 83 percent of the imports of this item.
Although at present it is a small import item (about
1 percent of machine tool imports and only 20 units
per year), the market is reported to be expanding. '

4. Hydraulic tracer milling machines--they are con-
sidered to be a good prospect for U.S. firms. One
agent reported that a U.S. firm was selling several
of these machines a year.

5. Numerically controlled machine tools--the consensus e
among end users and agents in Brazil is that numeri-
cally controlled machine tools offer the best long-
range opportunity for increasing U.S. exports of
machine tools. Brazilian industry is not yet con-
sidered to have reached the stage in which volume
sales of this type of equipment can be expected;

- however, it is estimated that in 2 to 5 years sales

should increase.

6. High production machine tools--all varieties are
considered to offer good long-run potential for U.S.
companies. An agent stated that Brazilian firms, ‘
as they continued to develop, would require, and
would be willing to pay for, quality machines which
would operate 24 hours a day at high speeds.
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¢
“3 There is a limited opportunity for U.S. firms to sell

the following machines.

1.

Universal grinding machines--Brazilian import demand
has been about 150 machines a year. There is some
local production along with strong Western European
competition.

Automatic milling machines--there have been about
150 of these machines imported a year. Competition
can be expected from an English subsidiary of a
major U.S. manufacturer.

Presses--local production of presses (by subsidiaries
or licensees of German and United States firms) con-
fines imports to only high-tonnage presses. Manu-
facturers are reported to produce 2,000-ton presses
locally.

Cold- stamping machines--although in-country produc-
tion exists (subsidiary of a West German firm),
there still is a market for U.S. machines.

Radial drills--U.S. subsidiaries in Brazil will pur-
chase from the United States. The majority of ma-
chinery, however, comes from Eastern Europe due to
a price advantage.

Vertical milling machines--there is some Brazilian
manufacturing. Eastern bloc (Czech) prices are less
than one-third the United States price; however,
these countries have a reputation for poor technical
assistance and delivery.

Vertical lathes--the Soviet Union is a major com-
petitor in the sales of vertical lathes, because
their prices are about one-half the prices of U.S.
lathes.

There is a poor opportunity for U.S. firms to sell the
following machines.

1.

Surface grinders--substantial local production and
Eastern bloc and Italian competition, coupled with
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a low level of sophistication, inhibits the growth
of U.S. sales.

Cylindrical grinders--local production and high U.S,
prices make sales of this type of U.S. machinery
difficult.

Centerless grinders--local production of machines up
to 4 inches in diameter, coupled with competition
from Swedish and United States subsidiaries in third
countries, inhibits U.S. sales.

Hydraulic presses--they are manufactured locally by
a German firm.

Tapping machines--most types are manufactured locally,}:
In 1968, 91 tapping machines were manufactured in i
Brazil.

Column drills--substantial local and West German
competition inhibits U.S. sales.

Mechanical presses--they are manufactured locally.

Slotting machines--there are few sales of these ma-
chines in Brazil; these machines are considered ob-
solete.

Internal thread grinders--Brazilian demand is esti-
mated to be between 12 and 20 a year, with many of
these machines coming from Western Europe. There
are reported to be five good manufacturers of this
machine, four located in Europe and one in the
United States.

Lathes (other)--hydraulic copying lathes are being
manufactured locally, with strong competition for
the import market coming from the Swiss. Automatic
lathes are being manufactured locally by a West
German firm which is supplying about 80 percent of
the local market. Engine lathes are manufactured
locally; in fact, one Brazilian firm is reported to
be exporting to the United States.
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APPENDIX II

POSSIBLE GOVERNMENT AND INDUSTRY ACTIONS
TO CONSIDER

The overriding reason, and the one that must be dealt
with to effect any substantial influence on the loss of the
U.S. market share, is the differential between the cost of
machine tools manufactured in the United States and the cost
of those manufactured in Western Europe. Because of the
differential, some U.S. manufacturers have resorted to locat-
ing their production facilities in lower labor cost third
countries to serve the Brazilian market, Further analysis
is needed to identify the specific cost elements making up
the differential. Assuming, however, that the differential
is basically one of labor cost, it appears that industry
should seek ways to minimize the labor content of the end
item by more effective and efficient use of production
facilities., Some sort of governmental incentives or sub-
sidies will tend to offset the higher labor cost, but these
actions involve considerations of complex issues of national

policy.

When a reduction in price has been considered, it appears
that the other alternatives, although of far less importance,
are for U.S. industry to (1) improve service to the customers,
(2) increase, or be more aggressive in, their sales efforts,

and (3) improve delivery times.

Service appears to be a factor in the buy decision
which U.S. firms are in a position to improve. By so doing,
U.S. firms may increase the likelihood of additional U.S.
machine tool sales. The lack of technical assistance was
not noted as a major problem, but the time required to obtain
spare parts was. Solving this problem would make the purchase
of U.S. machinery more attractive. One method which could
be explored is locating bonded warehouses within Brazil from
which faster service could be provided for spare parts needs.

Indications are that United States agents are not as
aggressive as the agents and representatives of West German
suppliers and that agents for West German firms seem to have
a closer relationship with their principals., The latter
statement was prompted by the apparent ability of West German
agents to confirm orders in a shorter time than their United
States counterparts., This appears to be a problem that in-
dustry can overcome with appropriate attention.

BEST DOCUMENT AVAILABLE 37

T Nﬁmﬁ{{ T e R e e P .
N ' ” '
B r

T R e (T s

e e e . -

B



{L.f"”" "
APPENDIX II *ﬁ
;{i":\" » :
o "" " '
Delivery of U.S. machinery is satisfactory and well P _,AflJﬁ
within the 15-month critical period. On the basis of stamt" S
ments by end users, reconsideration of a source of supply o . B
large purchases would not take place unless deliveries took. - ' S
more than 15 months, Accordingly, shorter delivery time )

would help somewhat but probably would not result in any
substantial increases in machine tool sales.
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Total

BRAZILIAN IMPORTS OF MACHINE TOOLS

BY TYPE (note a)

1968 1969 5
World u.s. peréeﬁt World u.s. 9_£éggg
(000 omitted) (000 omitted)
$ 5,038 § 1,443 28,6 $ 4,570 81,012 22.1
983 210 21.4 425 54 12.7
494 285 57.7 223 184 82.5
416 141 33.9 380 214 56.3
6,512 1,309 20.1 4,505 978 21.7
7,137 2,554 35.8 4,444 1,196 26.9
4,855 372 7.7 4,703 765 16,2
3,889 1,508 38.8 3,522 1,232 35.0
264 45 17.0 563 262 46,5
307 90 29.3 473 290 61.3
11l 41 36.9 460 320 69.6
1,207 606 50.2 948 151 15,9
4,773 1,076 22.5 4,773 970 20.3
1,305 499 38.2 2,260 767 38.9
4,488 1,889 42.1 2,667 444 16.7
341,779 812,068 28.9 $34,916 $8,839 25.3

sares rounded to nearest tenth

arce:

Brazilian import statistics, 1968, 1969, 1970
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World Uu.s.

(000 omitted)
$ 955 8§ 21

87 21
21 -
36 25
1,929 339
673 74

203 -
1,102 165
82 21

94 58
282 -
248 15
1,664 214
462 161
299 100
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percent

22.1

24.1
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11.0
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APPENDIX 11

BRAZILIAN MARKET SHARES FOR IMPORTED

MACHINE TOOLS (note a)

1965 1966 1967 1968 1969
(000 Per- (000 Per- (000 Per- (000 Per- (000 Per- . i}
omitted) cent omitted) cent omitted) cent omitted) cent omitted) cent

Total imports

from the

world $12,998 $20,689 825,115 841,779 $35,023
United States 2,050 15,8 3,927 19.0 5,297 21.1 12,069 28.9 8,841 25.2
Germany 5,527 42,5 9,758 47,2 12,818 51,0 14,988 35,9 15,607 44,6
Italy 825 6.3 1,252 6.1 1,404 5.6 1,986 4.8 1,769 5.1
Switzerland 678 5.2 655 3.2 508 2.0 713 1.7 1,727 4.9
United Kingdom 448 3.4 414 2.0 1,089 4.3 2,048 4.9 1,291 3.7
France 64 .5 1,199 5.8 927 3.7 2,009 4.8 495 1.4
Sweden 523 4.0 953 4.6 231 .9 843 2.0 754 2.2
Japan 178 1.4 273 1.3 392 1,6 385 .9 307 .9
Netherlands 223 1.7 335 1.6 203 .8 362 .9 296

Other Countries 2,482 19.1 1,923 9.3 2,246 8.9 6,376 15.3 3,936

8Rounded to nearest tenth
Source: Department of Commerce country series report, Brazil (1965-69)
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COoPY
COMMENTS OF INDUSTRY REPRESENTATIVES

~--k%*e believe this type of report will materially assist us in
increasing export sales. By following the suggestions outlined
in such reports, we are convinced that sales of quality
products from the United States can be made, It is our
intention to implement some of the suggestions made in your
report within the capabilities of our own organization and those
of the manufacturers we represent.*** I personally feel this
is the best type of report I have read on a specific marketing
problem in a country., Those presently received from the
Department of Commerce are too theoretical and are often only

ublished at a time when a [trade] fair is to be held or

ETrade] mission is to visit the country.

~-Your grass roots approach gives us a better feel for the problems
of doing business in Brazil than what we have been able to obtain
either from our distributor or through personal observations.

-~1 sincerely hope that your proposals for utilizing this type of
reporting for specific products in certain areas of the world
are followed.

~-Qur company will take specific action by working closely with
its appointed distributors in Brazil to insure that they follow
the recommendations made in your report toward better servicing
and more active solicitation of orders,

~-The report has a very readable format and is very concise and
to the point.

-=Reports such as GAO's are more specific than existing Government
reports and because the latter are more gemeral; it is difficult
to extract information from them which may be applicable to our
own industry,

~-The report is good as it gives us a better way to assess our
incountry representation. We will send a copy of this report
to our Brazilian agent and ask him to comment on it.

-~The GAC report is far more complete and more to the point than

any reports we get from other Government sources, and it zeroes
in on the problems that we are concerned with.
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APPENDIX IIX

~--This type of report would be very helpful as it pinpoints the
problems in development sales overseas better than any such
Government reports that I have seen.

--I would like to receive many more of this type of report,

-~This is a very good and timely report and it is more valuable than
yhat we are currently receiving from the Department of Commerce,

~~This type of information would assist us greatly in increasing
our export sales,

-~-This report was better than anything we are getting from Commerce
or any Government sources. The information I currently receive
from Government sources--is too general and of little use. One
of the most important things to be included in a report such as
yours 1is competitive market factors and GAO did a good job in
covering this area.

~~This is the type of report we would like to receive more frequently
from the Department of Commerce and on which we will take certain
immediate actionm,

--1 can't think of any additional information which should be added
as the report is very well done,

-~Government veports deal more with political aspects and broad
economic philosophies. U, S, Government reports shy away from
naming specific names of companies involved on particular kinds
of projects.

~~The report should be specific in its approach. The report in
Brazil was fairly good from that angle; but the tendency in this
type of report as it progresses is to get less and less specific,
and this is wrong.

-~There is not, to our knowledge, any Commerce report or publication
that provides as detailed information concerning the specific
market background, observations, recommendations for government
and private industry or as detailed analysis of imports by
specific products and U. S. market share.

~~This type of report, if it covers the type of equipment we
manufacture, could assist us in our export sales by improving
our knowledge of the markets and sales potential for our products
in industrially developed and developing countries. With such
information, more realistic, appropriate, and effective marketing
plans and methods can be developed and implemented to take
advantage of the export sales opportunities available to us, We
believe this type of report/survey will provide valuable additional
information to those manufacturers whose products are included in
the survey.
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APPENDIX III %

-~-This report would help some, mainly as a good check on reports
from our agents in a particular country.

-~This type of report is good as it provides us with an insight i
into the market and allows us to set strategies to penetrate o
the market.

--The potential demand section is helpful and can provide lucrative g
sales leads,

--We feel that this type of report is beneficial and would appreciate
receiving coples of all future reports. *

-
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APPENDIX IV

ERE L e re o

U.S. SHARE OF WORLD EXPORTS OF MANUFACTURES n\)’

Adjusted for seasonal variation

e

oy
U.S share U.S share }{}
us. (% of world US. (9% of world ,t"
exports exports exports exports .
(million to foraign (miflion  to foreign " . -if,!;
Commodity dollars) markets ') Commodity dollars)  markets ') ‘3‘
[
Manufactures, total Electric machinery jﬂ
1968 1stqtr. 5,535 229 1968 1st gtr. 542 24.8 A
2nd 5,928 24.5 2nd N 26.2 b
3¢d 6,462 243 3rd 405 25.4 5;?‘
4th 6,235 22.8 4th 586 24.2 w
gt
1969 1st 5,842 211 1969  1st 592 23.9 % '
2nd 4,925 231 2nd 687 252 3
- 3rd 7,142 231 3rd 724 251 . }’5;
4th 7,224 22.5 4th 698 23.6 ¢ i
1970 1st 7,349 22.2 1970 1st 2 23.4 g
. 2nd 7,577 21.6 2nd 754 22,6 ﬁ,
3rd 7,439 21.3 3rd 768 22.6 [
4th 7,424 20.5 4th 796 22.5 “"
1971 st 7,830 211 1971 1st 769 220 %
2nd 7,694 20.3 2nd 738 20.8 ‘ :i
3rd 8,273 20.6 3red 823 21.4 L
Chemicals Transport equipment 1'
1968 1stqtr. 751 236 1968 1stqtr. 1,357 336 ¥
2nd 812 251 2nd 1,441 35.0 e
3rd 920 25.3 3rd 1,508 34.7 §e
4th 812 227 4th 1,594 339 ‘ ¥
1969 1st 662  18.8 1969 st 1,616 330 B
2nd 904 235 2nd 1,665  33.1 i
3rd 902 22.4 3rd 1,659 323 l)})) &'
Ath 915 22.3 4th 1,643 313 K
1970 1st 1,007 236 1970 st 1,608 30.6 B
2nd 967 22.0 2nd 1,828 31.4 e
3rd 930  21.2 3rd 1,565 286 v
4th 942 209 4th 1,545 258 %
1971 st 937 20.5 1971 1st 2,037 31.6 : &
2nd 960  20.3 2nd 2,005  31.3 L
3rd 1,202 23.4 3rd 2,016 293 ) %‘
W
Nonelectric machinery Other manufactures : }‘{
1968 Istatr. 1,487 2838 1968 1Istatr. 1,398 14.6 S
2nd 1,565 30.6 2nd 1,539 16.1 . ;{
3rd 1,699 30.3 3rd 1,730 16.4 ;
4th 1,613 281 4th 1,630 14.9 k!
4
. 1969  1st 1,506  27.0 1969  1st 1,466  13.1 ' :
2nd 1,842 29.4 2nd 1,827 15.1 i
3rd 1,905 29.2 3rd 1,952 15.8 b3
. 4th 1,963 29.2 4th 2,005 15.4 \
1970 1st 2,010 28.8 1970 1st 2,003 14.8 g %
2nd 2,024 27.5 2nd 2,004 14.1 K
3rd 2,216 292 3rd 1,960 13.8 b
4th 2,225 275 4th 1,916 136 o
1971 1st 2,227 276 1971 st 1,860 129 s
2nd 2,064 25.3 2nd 1,837 124 Y
3rd 2,251 25.9 3rd 1,981 12.7 B
Mote The figures for the first two guorters of 1969, and the second ond third quarters of 1971, were
affected by a US. longshoremen’s staike The ferm "memufactures”’ refers 1o chemicals, machinery,
transport equipment, and other manufactures except mineral fuel products, processed food, fats, oils,
firearms of war, and ommunition U.S exports include reexports in order $o provide data comparable
with other countries’ exports,
U World exports are defined as exporfs from 14 major industrial countries. These nations, which account
for approximately four fifths of world exports of manufactures to foreign morkets, are United States, '
Austrio, Belaium-luxembourg, Canodo, Denmark, France, Federol Republic of Germony, ltoly, Netherlands, . g
Notway, Sweden, Swilzerland United Kingdom, and Jupan  Exports to foreign markets are total 0‘) €
axports axcludina exoarte to the United Statec 4 i
Source ll\_)/l?r):;”:,enllg;,"' Commerice Publication, co"'.’“i!ﬁ?_f"ggpy, J/i, ’
44
reyor . . v
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APPENDIX V 4

DEPARTMENT OF STATE et )

Washington, D.C 20520 P

7 MAR 1972

Mr. Oye V. Stovall f)\”
Director o
International Division o
United States General Accounting Office ﬁ’
441 G Street, N.W. o
Washington, D. C. 20548 !

Dear Mr. Stovall: ' e @j

Attached are our comments on your recent study, "Oppor- BWu,_gW
tunity for Increasing Exports Through Improved U.S. ‘ S
Market Shares Analysis". The Department appreciates hs
the constructive criticism offered for the improvement e
of commercial reporting. As you know, both the State et
Department and the Commerce Department are deeply ] S
concerned with finding ways to make the entire com-
mercial program more responsive to the needs of o

business,

I understand that you will be issuing reports on other
aspects of the commercial program and we look forward
to receiving your views as they become available.

Sincerely,

; {zlclu1hgzijﬁ\rYLLU%HL2 o
Richard W. Murray L

Deputy Assistant Secreta .
for Budget and Finance ‘

Attachments: ‘
As stated. - :
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APPENDIX V

Comments on GAO Study, "Opportunity for Increasing Exports
Through Improved U.S. Market Shares Analysis and Reporting”

This study raises anew the issue of how to make com-
mercial reporting more responsive to the needs of govern-

ment and business.

Before addressing the substance of the GAO report,
it is necessary to place the commercial reporting func-
tion in its proper perspective. As if to dramatize the
importance of commercial reporting, the GAO study beagan
with remarks about the deterioration of our overall trade
balance. While commercial rcporting can be an important
source of information for U.S. exporters, certainly its
potential effect on U.S. trade is minor at best, In its
failure to note such factors as exchange rates and
tariff barriers to explain the trade deficit, the GAO
study overstates the actual importance of commercial
reporting. Furthermore, the assertion that the decline
in the U.S.'s share of world exports from 1960-1970
"calculates to a loss of about $6 billion in 1970
exports, and about 400,000 lost job opportunities" is
open to question. Apart from exchange rate distortions
and tariff barriers which have dampened the growth in
U.S5. exports, the decline in our share of the world
market is also due in large part to the inevitable
recovery of Western Europe and Japan from World War II,
As the study shows, U.S. exports actuallv increased in
absolute value by $23 billion during that same period

(Thus export created additional jobs).

The GAO studv identifies as major shortcomings of o

commercial reporting: i

. b

. 1. Lack of specificity in pinpointing product B
lines and country market factors that affect &?

U.S. exports; ,?5

2. Lack of concrete recommendations for govern- ‘§a
ment and industry to improve the U.S. position; e
;

3. Failure to provide business with the data {
and analvsis that they reguire for marketing ¥
decisions. Wy

;
"t
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APPENDIX V

In its case study of overseas commercial reporting
in Brazil, GAO devised sample reports to illustrate the
type of presentation which would be more useful for
government and industry planning. The report format
includes market analysis, projection of potential demand,
summary of data on specific pieces of equipment, and
suggested courses of action for government and business.
Indeed, these recommendations on revorting are fully
compatible with State Devartment airgram CA-3732 of
July 1, 1969, "Guidance for Reporting on Overscas Trade
and Investment" (copies of this and two related airgrams
are attached). Since 1968, scheduled reporting require-
ments for economic/commercial officers have becn cut by
50% in order to free staff officers for higher priorities,
including the kind of alert reporting of market oppor-
tunities called for by GAO and CA-3732.

[ See GAO note,]

Such detailed sector analysis is within the poten-
tial capabilities of current commercial ~taffs overseas.
The prohlem is how to direct their energ.2s and elicit
the desired detailed analysis. Implicit in the GAO
study is the need for the State Department and Commnerce
Department to coordinate closely in the levying of
workload demands on foreign commercial staffs. In’ the
case of reporting requirements, these demands should ke
specific and tailored to the needs of both government
and business.

In this regard, the Inspector General of the State
Department is reviewing the entire commercial function
in the State Devartment. The President has also directed
the Office of Management and Budget to conduct a compre-
hensive study of the commercial program. GAO's survey
of the reporting function is an important contribution
to the overall review of the government's commercial
activities.

GAO note: Airgrams not included in final report by GAO.
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APPENDIX VI

THE ASSISTANT SECRETARY OF COMMERCE
Washington, D.C. 20230

April 7, 1972

Mr, Oye V. Stovall

Director, International Division
General Accounting Office

441 G Street, N. W.

washington, D, C. 20548

Dear Mr, Stovall:

This is in reply to your letter of December 13, 1972,
requesting comments on a draft report entitled
"Opportunity for Increasing Exports Through Improved
U.S. Market Shares Analysis and Reporting."

We have reviewed the comments of the Bureau of Inter-
national Commerce and believe that they are appro-
priately responsive to the matter discussed in the
report.,

Sincerely yours,

. {96537441 /7
* 1a / A.[/

Attachment
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APPENDIX VI

BIC COMMENTS ON THE DRAFT OF A REPORT TO THE CONGRESS

OPPORTUNITY FOR INCREASING EXPORTS
THROUGH IMPROVED U.S. MARKET SHARE

ANALYSIS AND REPORTING

DEPARTMENT OF COMMERCE

DEPARTMENT OF STATE

March 10, 1972
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APPENDIX VI

BIC' Comments on the Draft of a Report to the Congress

Opportunity for Increasing Exports
. Through Improved U.S. Market Shares
Analysis and Reporting

Summarized Comments

BIC is gratified that the proposed GAO report so clearly
recognizes the great importance of detailed analytical reporting
by the Foreign Service concerning changes in U.S. shares of
overseas import markets., We feel that the identification of
product lines for which the U.S. share is declining is important
so that efforts can be made to reverse the trend. Field sugges-
tions as to how that trend can be reversed will also be of great
value. Of equal importance, we believe, would be the identifica-
tion of product lines for which demand is increasing so that U.S.
supply leadership may be firmly established. We would hope that
the operational implications of the GAO study can be made effective,
but we would like to see even more progress in this area of
activity and plan lto undertzke comparative studies of key product
lines. Such studies would not only cover the comparative demand
for U.S. and non-U.S. compelitive products in overseas markets,
but would also take account of the penetration of the U.S. market
by such preoducts if they compete directly in our domestic market.
Such analysis may show us where substantial comparative foreign
advantage would justify a decision to shift export promotion
efforts to other U.S. product lines which are more competitive.
More hopefully, however, it could show us where product modifica-
tion to meet competition in the U.S. and abroad would be particularly
fruitful. )

We believe that the GAO studies of three commedity categories
in the import market of Brazil demonstrate that such reporting is
highly desirable and that properly motivated personnel, with
appropriate guidance, are capable not only of preparing useful
reports in explanation of deciining U.S. market shares, but also
of suggesting appropriate remedial actions.

The GAO is aware that uncertainty as to the adequacy of
overseas Government support for commercial activity bhas recently
commanded great attention and that there is now in progress an
OMB study of the matter. That study may well reveal the extent
to which we can reasonably rcly on further specialized market
analysis by Foreign Service officers. It is perfectly clear
now, however, that the BIC needs and welcomes a substantial
increase in market analysis reporting. However, staffing and

]Bureau of International Commerce
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APPENDIX VI

funding considerations will substantially affect the extent of
any increase in activity of this type. This is a factor clearly
recognized in the GAO report as well as in BIC. It is also noted
that the report takes no position on the broader research desired
by BIC since the study deals only with ane’ysis of products for
which U. S. market shares are declining.

Additional Comments

. Although market share analysis is of great importance in
our export expansion strategy, we believe that it cannot fully
substitute for the types of market information currently being
acquired to support our overseas promotion programs. In this
connection it should be noted that the Department of Commerce
and other members of the Council on International Economie
Policy are continuing to study the issues involved in export
expansion, at present, the main strategies for stimulating
U. S. exports are the Federal export promotion programs of the
Departments of Agriculture and Commerce. To bring about this
expansion in an efficient and effective manner, a more positive
identification was found to be needed in connection with product/
company/market situations that represent the highest potential
for achieving incremental U. S. exports. Analytical market share
reporting is, of course, an important ingredient in the mix of
information needed to make this identification, but it is not
the only one. U. 8. technology advance, for example, is another
factor.

As part of a Bureau-wide reorganization initiated last
summer, BIC is developing a planning system designed to identify
markets and products with the highest export potential and to
translate this information into short- and long-range planning.
When it becomes fully operational, this planning apparatus will
provide initial focus on market information while other, more
specif ic arrangements will provide for dissemination of market
data. -

Qne of the elements of the planning system, for example,
provides for the development of an explanatory model or guide
for the application of market share analysis. Working with
United Nations and OECD data, as well as with Foreign Service
reports and the results of anticipated special studies, this
system is expected to enhance our ability te pinpoint the
particular market shares that are low and also reveal growth

BEST DOCUMENT AVAILABLE

51

L e N SEY e
i e ols 1 ‘

e
AN

PSP

I

1
(LA



3

(a

APPENDIX VI

areas in which we should plan important participation. The
required investigations of market shares can benefit greatly
from analysis performed by commercial/economic officers in
overseas posts.

The BIC is in substantial agreement with the findings and
recommendations of the report, particularly with its thrust
which emphasizes the value of reporting and of analyzing market
shares. It seems desirable, however, to identify two points on
which we may have a divergent view, although our differences
may only be a matter of emphasis.

The first is what we believe to be the report's overemphasis
on declining market shares. Although probably not so intended,
the focus on declining shares could be taken to reflect a con-
clusion that other analysis is of little or no importance. The
general decline in our merchandise trade account does, of course,
suggest the value of analyzing declines on a product-by-product
basis, We wish to note, however, that analysis of expanding
market shares may also be of considerable value, for such
analysis may well indicate markets in which our various export
promotion programs can be particularly effective. Additionally,
we anticipate a continuing need for very specific and operational
market research which pinpoints opportunities of the sort which
Justify participation by U.S. firms in individual promotional
events.

The second point bears on BIC's efforts with respect to
market opportunities in developing countries. For the last
several years, BIC has allocated about 20 percent of its trade
promotion resources to programs in developing countries.

Initial planning for FY 1973 indicates that this percentage

will climb to about 30 percent. Illustrative examples of BIC's
increased emphasis on the developing world since 1970 include:
the conversion of the Bangkok Trade Center to a Trade Development
Center serving all of Southecast Asia; the establishment of Trade
Development Centers in Buenos Aires, Beirut, and Lagos, all of
which will be open before the end of the calendar year; and the
development of an array of promotional techniques designed
specifically for developing countries. While it is clear that
the long-run potential of developing country markets justifies
additional action programs, the Bureau has nol yet determined
what priority such programs should have. We are striving to
develop a balanced promotional program which allows for the
short-term nced to maximize incremental U.S. exports and incor-
porate sufficient market development activity in emerging nations
in order to capture thece future high potential markets for U.S.
companies.
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APPENDIX VII

PRINCIPAL OFFICIALS OF
THE DEPARTMENTS OF STATE
AND OF COMMERCE
RESPONSIBLE FOR ADMINISTRATION OF

ACTIVITIES DISCUSSED IN THIS REPORT

" Tenure of office
From To
DEPARTMENT OF STATE
SECRETARY OF STATE:
William P. Rogers Jan. 1969 Present
Dean Rusk Jan, 1961 Jan. 1969
DEPARTMENT OF COMMERCE
SECRETARY OF COMMERCE:
Peter G, Peterson Feb., 1972 Present
Maurice H. Stans Jan., 1969 Feb, 1972
UNDERSECRETARY OF COMMERCE:
James T. Lynn Apr. 1971 Present
Rocco C. Siciliano Jan, 1971 Apr., 1971
ASSTSTANT SECRETARY FOR DOMESTIC
AND INTERNATIONAL BUSINESS:
Lawrence A, Fox June 1972 Present
Harold B, Scott ' Oct. 1971 June 1972
William R. Mclellan Sept. 1970 Aug. 1971
Kenneth N, Davis, Jr. Mar. 1969 July 1970
DEPUTY ASSISTANT SECRETARY AND
DIRECTOR, BUREAU OF DOMESTIC
COMMERCE:
Hudson B, Drake Apr. 1971  Present
William D, Lee Dec, 1969 Apr. 1971
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APPENDIX VII

DEPARTMENT OF COMMERCE (continued)

Tenure of office

0
{l)

From To

DEPUTY ASSISTANT SECRETARY AND

DIRECTOR, BUREAU OF INTERNATIONAL

COMMERCE:
Marinus van Gessel (acting)

Robert P. Beshar
Harold B, Scott
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Copies of this report are available from the
U. S, General Accounting Office, Room 6417,
441 G Street, N W., Washington, D.C., 20548,

Copies are provided without charge to Mem-
| bers of Congress, congressional committee
staff members, Government officials, members
of the press, college fibraries, faculty mem-
bers and students. The price to the general
public is $1.00 a copy. Orders should be ac-
companied by cash or check.
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