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Executive Summary

Purpose

The United States, like most other developed nations, has a contingent
of officers in foreign countries to promote the export of U.S. goods and
services and to facilitate contacts between U.S. firms and host-country
business and government officials. Until 1980, State Department officers
attached to U.S. embassies carried out these functions. U.S. businesses
complained that State’s officers were not always responsive to their
needs and that commercial matters were not given the same priority as
economic policy and political matters.

In response to concerns about the effectiveness of government export
promotion programs and certain provisions in the Trade Agreements
Act of 1979, the President transferred primary responsibility for over-
seas commercial work from the State Department to the Commerce
Department on April 1, 1980. Commerce created the Foreign Commercial
Service within the International Trade Administration (ITA) to imple-
ment this new responsibility. The Foreign Commercial Service was later
combined with Commerce’s domestic district offices to form the U.S. &
Foreign Commercial Service (US&FCS).

As the request of the Chairman of the Subcommittee on Commerce, Con-
sumer and Monetary Affairs, House Committee on Government Opera-
tions, GAO reviewed the US&FCS’ foreign operations and progress in
revitalizing U.S. export promotion efforts.

Background

US&FCS’ primary mission is to protect and promote U.S. business interests
abroad and to increase the number of U.S. firms, particularly small- and
medium-sized firms, involved in international trade. The overseas posts
carry out export services and programs ranging from notifying U.S.
firms about trade opportunities to staging exhibitions and trade
missions.

US&FCS’ foreign operations employ about 150 commercial officers and
450 foreign service nationals in 65 countries. The fiscal year 1987
budget was $68.8 million, $37 million of which was for foreign
operations.

Results in Brief

The creation of the Foreign Commercial Service has resulted in more
responsive support of U.S. business interests overseas. However, recent
budget limitations have substantially constrained federal support for
overseas export promotion activities.
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Executive Summary

GAO’s Analysis

Organizational, operational, and management problems in the ITA, cou-
pled with competing policy objectives, have limited the efficiency and
effectiveness of the overseas trade promotion program and other ser-
vices to the business community. ITA’s organizational structure does not
ensure accountability for program results and the agency has no assur-
ance that it is supporting the most appropriate or effective trade promo-
tion events and activities. The trade events program, in particular,
appears to need immediate management attention. New management ini-
tiatives are needed to keep the development of a computerized commer-
cial information management system on track and to ensure that it
provides businesses, trade associations, and state trade development
agencies with complete, accurate, and timely information.

US&FCS More Responsive
to U.S. Business Interests
Overseas

Most of the overseas government and business officials GAO interviewed
said that US&FCS is more responsive to their concerns than was the State
Department and that the quality of officers working on commercial mat-
ters has also improved. US&FCS officers at the overseas posts visited by
GAO are involved in local business organizations and several posts have
aggressive outreach programs.

Federal Government
Efforts in Export
Promotion Have
Diminished

US&FCS’ budget has basically remained constant while program costs
have increased. As a result, the number of officers assigned to posts
dropped from 176 in 1986 to around 150 in 1988 and some activities
have been reduced or eliminated.

Increased Fees and
Privatization Have
Reduced Participation by
Small- and Medium-Sized
Firms and New Exporters

The Trade Agreements Act of 1979, which led to the creation of the For-
eign Commercial Service, emphasizes government activities which
enhance the role of small- and medium-sized businesses in export trade,
and 1TA budget requests emphasize US&FCS’ role in assisting such firms.
However, because of the elimination of previous government subsidies
that encouraged firms to exhibit their goods overseas and the privatiza-
tion of some events, the level of participation by these firms has
decreased.
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ITA officials say fees are still minimal and act to screen out firms that
are not serious about exporting and that privatization is necessary to
offset ITA’s more limited export promotion capability.

Operational Inefficiencies
Limit Trade Program
Effectiveness

A 1980 1TA reorganization divided responsibility for trade promotion
activities among three ITA units—Trade Development, International Eco-
nomic Policy, and us&Fcs—that have different trade-related mandates.
The reorganization, along with a major 1982 realignment, created a sub-
stantial number of new assistant secretary-level positions and resuited
in a compartmentalization of trade activities and a lack of coordination
on events requiring joint efforts.

Planning and scheduling trade events requires cooperation and coordi-
nation between ITA programming units, overseas posts, and, to a lesser
extent, Commerce’s domestic district offices. However, ITA has not estab-
lished formal guidelines outlining the duties and responsibilities of the
various units and the specific steps to be followed in planning and exe-
cuting a trade event. According to ITA officials, when scheduled events
fail to materialize, the parties involved claim that another unit is to
blame and no one is held accountable.

Cancellations and
Questionable Events

The absence of a central management authority has resulted in poor
event selection and inadequate support by the different units for some
events. This has contributed to the number of cancellations and to
events of questionable promotional value.

GAO’s analysis of events on the schedule prepared at the beginning of
fiscal year 1987 showed that about 55 percent of major events, such as
trade missions and trade fairs, were cancelled. Cancelled events are
replaced by new events, resulting in a continuous scheduling process.
Because of this continuous shuffling of events, overseas posts waste
time in planning and arranging for events that never take place. More-
over, little or no follow-up or evaluation occurs for most trade events
and activities.

Attempts to Develop a
Trade Information System
Have Yet to Be Successful

Since 1978, Us&rcs has attempted three times to develop an automated
trade information data base. The objective is to be able to provide the
overseas posts, Washington officials, Commerce district offices, state
development agencies, and private organizations with up-to-date mar-
keting and trade information from around the world. The third version,
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Executive Summary

Recommendations

Agency Comments

after several delays, is scheduled to be operational by February 1989.
Full implementation is estimated at $39.9 million through 1993—not
including the $13.4 million spent on the two former automation
attempts.

To date, the trade information system is in various stages of develop-
ment in the district offices and overseas and many technical, manage-
ment, and resource problems have yet to be resolved. According to
program officials, the system that is expected to be in place in February
1989 will be limited. It is not clear when the system will be fully
operational.

GAO recommends that the Secretary of Commerce reorganize the Interna-
tional Trade Administration to address inefficiencies in the trade promo-
tion program. GAO also makes a number of recommendations to improve
the operating efficiency of individual trade promotion activities, to
establish management accountability for program results, and to better
implement its faltering trade information system.

The Departments of Commerce and State commented on a draft of GAO's
report (See appendicies V and VI). Commerce did not specifically
address our recommendation to reorganize ITA to improve its effective-
ness, but acknowledged our concern with the trade event planning and
management process and is taking steps to respond to these matters.
Commerce stated that it will establish a task force chaired by I1TA’s Dep-
uty Under Secretary to review this process. The State Department’s
comments related specifically to its continuing role in assisting in export
promotion overseas. Since State maintains responsibility for export pro-
motion programs in 76 countries where the Us&FCS does not have a pres-
ence, it emphasized the need for full consultation about any changes to
Commerce’s program.
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Chapter 1

Introduction

Organizational
Structure and
Responsibilities

The Department of Commerce’s International Trade Administration (ITA)
has primary responsibility for activities designed to expand exports of
U.S. goods and services. Until April 1980, the Commerce and State
Departments shared responsibility for implementing these activities.
State Department commercial officers, attached to embassies and con-
sulates overseas, implemented export promotion programs that were
developed and managed by the Commerce Department in Washington,
D.C. This arrangement led to congressional and private sector criticism
of the U.S. government’s export promotion efforts. In a 1977 study the
Subcommittee on Commerce, Consumer and Monetary Affairs of the
House Committee on Government Operations found that (1) the State
Department devoted fewer resources to commercial matters than to
other functions and (2) failed to recruit employees with strong commer-
cial experience to perform its commercial functions. Further, State
Department employees engaged in commercial activities suffered from
lower career status and fewer promotions within the Department and
were often encouraged to work on noncommercial matters. Congres-
sional and U.S. business concerns over the quality of U.S. export promo-
tion efforts became more acute as international competition intensified
and the U.S. share of world markets continually declined. In 1979, Con-
gress passed the Trade Agreements Act, which included a provision
requiring the President to review the U.S. trade apparatus and to make
recommendations to improve its effectiveness.

On April 1, 1980, the President transferred responsibility for overseas
commercial work to the Commerce Department, resulting in the creation
of the Foreign Commercial Service within Commerce’s ITA. The objective
of the transfer was to revitalize the U.S. trade promotion program to
help U.S. firms meet increasing competition in world markets. In 1982,
the Foreign Commercial Service was merged with ITA’s domestic district
office operations, the U.S. Commercial Service, and became the U.S. and
Foreign Commercial Service (US&FCS).

ITA attempts to involve more U.S. businesses in exporting through vari-
ous export promotion programs and services and publication of market-
ing products. Fees based on the direct cost to the government, excluding
salaries and other fixed costs, are charged for these products and ser-
vices. Key overseas promotional activities include trade shows, trade
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Chapter 1
Introduction

missions, catalog/video catalog exhibits, Matchmaker conferences,! and
product-specific market analyses. Within ITA, three units share responsi-
bility for export promotion—US&FCS, International Economic Policy
(1IEP), and Trade Development (TD).

The U.S. and Foreign
Commercial Service

Two of US&FCS’ principal objectives are to increase the number of new-to-
export firms, particularly smaller firms, making a successful commit-
ment to foreign trade and to encourage existing exporters to expand into
new markets. This is accomplished through 1TA-sponsored programs and
activities and support for export promotion efforts of private sector
organizations and the states.

The Us&Fcs is headed by an assistant secretary-level Director General.
Organizationally, the Us&FCS consists of the Office of the Deputy Assis-
tant Secretary for Foreign Operations, which includes the overseas
posts; the Office of Planning and Management; Export Promotion Ser-
vices; and the Office of the Deputy Assistant Secretary for Domestic
Operations. Foreign operations consist of about 150 commercial officers
in 65 countries (see appendix I for map of post locations). The officer
corps is augmented by about 450 non-U.S. citizens known as foreign ser-
vice nationals (FSNs). Domestically, Us&FCS’ export promotion services
are available from trade specialists in 48 district offices and 18 branch
offices. Us&FcCs’ fiscal year 1987 budget was $68.8 million, of which $37
million was for foreign operations.

The posts are the overseas service delivery arm for ITA’s programs. As
such, they

conduct trade fairs and trade missions;

provide business, investment, and financial counseling services;

act as liaison between U.S. firms and local business and government
leaders;

gather data on specific export and investment opportunities;

identify and evaluate agents, distributors, and joint-venture partners for
U.S. companies; and

offer seminars on exporting.

'Matchmaker conferences are delegations of small U.S. firms, brought together with pre-screened
potential foreign business partners (e.g., agents, distributors, licensees, buyers, and joint venture
partners).
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Introduction

The overseas posts also support certain initiatives of other government
agencies, such as the Export-Import Bank of the United States, the Over-
seas Private Investment Corporation, and the Office of the U.S. Trade
Representative.

The State Department’s economic officers manage commercial programs
in 76 countries where there is no Us&FCS presence, offering the same ser-
vices noted above, but at a substantially lower activity level owing to
the countries’ limited market potential. They also back up US&FCs
officers at one-officer posts and provide guidance at FsN-only posts.

Us&rcs’ Office of Export Promotion Services coordinates the planning,
scheduling, implementation, and oversight for Commerce-sponsored
trade events, provides exhibit design support, contracts for market
research, and publishes export promotion material.

Trade Development

Trade Development is organized along industry lines, with its staff
grouped into seven sectoral units— Aerospace, Automotive Affairs and
Consumer Goods, Basic Industries, Capital Goods and International Con-
struction, Science and Electronics, Services, and Textiles and Apparel.
Each sector fosters the competitiveness and growth of its relevant
industries and promotes their increased participation in international
markets. This is largely accomplished through industry analysis, policy
development, and trade promotion.

Industry specialists research and analyze major trade issues, project
industry trends and performance, and develop proposed trade policies
and actions to open up foreign markets. Some industry sectors run their
own export promotion programs based on industry interest, industry
needs, and market access problems and opportunities. Industry special-
ists also recruit participants for trade fairs overseas and participate in
domestic export seminars to promote industry awareness of foreign
market opportunities.

International Economic
Policy

IEP provides advice on the formulation and implementation of U.S. gov-
ernment trade policies relating to multilateral and country-specific
issues. Organized on a country and regional basis, country desk officers
identify, analyze, and develop strategy for multilateral and bilateral
trade issues; monitor foreign trade practices and compliance with trade
agreements; and review and analyze economic and commercial reports
from overseas posts. The resulting commercial information is made
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Chapter 1
Introduction

Objectives, Scope, and
Methodology

available to the business community in person-to-person counseling ses-
sions and through market research reports and a variety of other publi-
cations, such as the Qverseas Business Report series and the Foreign
Economic Trends reports. IEP also conducts outreach programs designed
to promote U.S. exports. IEP regional managers, in coordination with the
Us&FCS’ Director General, provide oversight for the relevant policy and
program activities carried out by the overseas posts.

| Y - TTEES T AT wEEe s s T YJ it S

Congressman Doug Barnard, Jr., Chairman, Subcommittee on Commerce,
Consumer and Monetary Affairs, House Committee on Government
Operations requested that we examine the management of Us&rcs’ for-
eign operations. In particular, we were asked to determine whether the
government’s overseas role in expanding U.S. exports has been revital-
ized by the transfer of primary responsibility from State to Commerce.
In addition, we followed up on corrective actions Commerce has taken to
address the personnel management problems identified in our March
1987 testimony. Appendix II discusses these actions.

We visited 20 posts in 10 countries representing both developing and
developed markets: Canada, MeXico, Brazil, Venezuela, Japan, Korea,
Singapore, West Germany, Italy, and the United Kingdom. These coun-
tries were selected from a list of the United States top 25 trading part-
ners and represent about 60 percent of the U.S. total export market in
1986. These countries also supplied 66 percent of total U.S. imports in
1986.

In each country we interviewed the Senior Commercial Officer, commer-
cial attache, and other commercial officers and foreign service nationals
to obtain their views on US&FCS’ export promotion activities. To obtain
additional views on the export promotion program, we also interviewed
State Department officials, including ambassadors, consuls general, dep-
uty chiefs of mission and economic officers; and representatives of trade
associations, the American Chamber of Commerce, state economic devel-
opment and trade promotion offices, and other business organizations
that interact with Us&FCS. To assure uniformity of results, we used struc-
tured interviews. We also reviewed the posts’ files of cable messages,
Country Marketing Plans, and quarterly statistical reports with availa-
bie supporting documentation.

To gain a working knowledge of US&FCS’ various export promotion pro-
grams, we interviewed ITA headquarters officials, examined program
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documents, and reviewed ITA’s internal operations and management ini-
tiatives. We analyzed budget and staffing documents to determine the
impact of funding constraints on overseas operations. To assess the
effectiveness of the planning and reporting system, we analyzed guid-
ance provided to the overseas posts for preparing annual work plans,
monthly highlight and quarterly statistical reports, evaluated whether
the reports reflected actual post activities, and determined reasons for
variances.

To assess the effectiveness of the trade events and other trade promo-
tion activities, we analyzed reports on planned events, event partici-
pants, event fees, and after-show evaluation reports. We examined these
reports and conducted interviews overseas and at ITA headquarters to
verify which planned events actually took place. We also reviewed
agency studies of the trade events program.

In addition, we obtained and analyzed program documents and held dis-
cussions with key officials on the implementation status of Us&Fcs’ Com-
mercial Information Management System—an automated data base of
trade information gathered by ITA’s worldwide network of overseas and
domestic offices. Finally, we reviewed Commerce Department Inspector
General reports on various ITA programs and activities and followed up
on actions taken to address identified problems.

We did not attempt to statistically assess the overall impact of US&FCS’
export promotion activities. The major problems with assessing the
impact of government export promotion activities are the unreliability
of reported export sales data and the difficulty in isolating the impact of
Us&Fcs’ efforts from the many and varied determinants of U.S. export
activity. The underlying price and quality of U.S. goods and services on
world markets, the value of the dollar against other major currencies,
and in many cases the attractiveness and availability of financing are
the primary determinants of exports. Additional factors are the reluc-
tance of most U.S firms to engage in exporting, the restrictive impact of
trade barriers, debt problems of major developing countries, U.S. export
controls, and the shift toward worldwide sourcing of products. All of
these factors contribute to the world demand for U.S. goods and services
and the attitude and marketing aggressiveness of U.S. firms toward
exporting. The US&FCS' role is to help U.S. firms overcome certain imped-
iments that prevent competitive U.S. products from being exported, pro-
vide market information, and assist U.S. firms in displaying their
products through different promotional efforts.

Page 14 GAO/NSIAD-89-44 Export Promotion



Chapter 1
Introduction

We obtained comments on a draft of this report from the Departments of
Commerce and State, which we evaluated and incorporated as appropri-
ate. Our work was performed in accordance with generally accepted
government auditing standards. Our fieldwork was conducted from
August 1987 through September 1988.
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Chapter 2

Budget Limitations Have Constrained Federal
Export Promotion Activities

US&FCS Funding Has
Been Constant but
Purchasing Power Has
Decreased

Funding for Us&FCS’ export promotion activities has remained at about
the same level since fiscal year 1985, but the fall in the value of the U.S.
dollar against other major currencies since 1985 has substantially
reduced the UsS&FCS’ purchasing power overseas. This is because a large
share of the posts’ budgets is paid in local foreign currencies (e.g., FSN
salaries, rents, utilities, and administrative costs).

At its current funding level, us&rcs will have difficulty maintaining its
current services and post and staffing structure while continuing to sup-
port U.S. trade negotiation efforts and the overseas programs of other
government agencies. The number of officers that US&FCS actually has on
board has declined to near the 1980 level. About 25 percent of the posts
are staffed only with rFsns and about 50 percent with one American
officer. At most posts, proactive promotional activities have been all but
eliminated.

Moreover, previous government subsidies for export promotion activi-
ties have been eliminated. Since 1980, Us&FCS has been collecting increas-
ingly higher user fees for almost all overseas events and marketing
publications and prices are now based on ‘“full direct cost recovery.”
Additionally, some US&FCS events that in the past produced revenues to
underwrite market development efforts have been turned over to pri-
vate event organizers. Some program officials believe that these two pol-
icy initiatives are inconsistent with ITA’s goal of increasing the number
of small- and medium-sized businesses! engaged in export trade. Cur-
rently, most program participants are experienced exporters.

In contrast to declining federal efforts, state programs to encourage
inward foreign investment and export expansion have grown signifi-
cantly and their collective budgets now equal more than half of the
Us&FCS’ total fiscal year 1987 budget of $68.8 million.

Since US&FCS became fully operational in 1984, annual expenditures for
export promotion activities have not changed significantly. During the
same period, the value of the U.S. dollar has fallen more than 50 percent
against such major currencies as the German mark and the Japanese
yen. The dollars allocated for local foreign currency costs for items such
as FSN salaries, administrative support, travel, rents, and utilities have

IThe US&FCS operations manual defines a small business as one that has less than 100 employees
and/or under $5 million in annual sales; medium-sized firms have between 100 and 999 employees
and/or $5 million to $75 million in annual sales.
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Budget Limitations Have Constrained Federal
Export Promotion Activities

lost half their purchasing power in these countries. To illustrate, the dol-
lar cost of a German FsN’s salary of 50,000 marks rose from about
$15,000 in February 1985 to about $27,000 in September 1988. Some of
US&FCS’ largest operations are in countries where the dollar has fallen
significantly—over 20 percent of US&FCs staff is in the United Kingdom,
Germany, France, and Japan.

According to a 1987 study made by us&rcs’ Office of Planning and Man-
agement, the foreign operation’s budget has lost substantial purchasing
power since fiscal year 1985. Us&FCS would have needed $45.1 million in
fiscal year 1987 to purchase the same amount of goods and services that
cost $37.5 million in fiscal year 1985 when the value of the dollar was
considerably higher. The actual foreign operations budget for fiscal year
1987 was $39.2 million. In fiscal year 1988, a budget of $49.7 million
would have been needed to maintain fiscal year 1985 purchasing power.
The fiscal year 1988 foreign operations budget is estimated to be $34.3
million.

Number of Officers Has
Declined

As aresult of constant funding, rising costs, and the decrease in
purchasing power, the number of US&FCS’ officers available in 1988 to
assist U.S. firms and to undertake export market development activities
has declined substantially since 1986. US&FCS now has about the same
number of officers at overseas posts as the Department of State had in
1980 at the time of the transfer, which was designed to revitalize the
U.S. trade program and to help U.S. firms meet increasing competition in
world markets. The officers are spread out among 126 posts in 65 coun-
tries, resulting in a number of one-officer and FsN-only posts.

In fiscal year 1980, Commerce inherited 162 foreign commercial officer
positions, to be phased in over 4 years, from the State Department. At
that time, 154 officers were actually assigned to overseas posts and 8
officer positions were vacant. According to US&Fcs staffing pattern docu-
ments, the number of officers on board peaked at 176 in fiscal year
1986. In fiscal year 1988, us&Fcs had 186 officer positions. ITA reported
that because of budget limitations, only about 150 positions could be
funded in fiscal year 1988—almost the same as in 1980 and a reduction
of 26 officers from the fiscal year 1986 peak. Since 1986, officers lost
through attrition and unrenewed limited appointments have generally
not been replaced.

In addition, according to available documents, 487 FSNs were transferred
in 1980. However, as of March 1988, there were only 444 FSNs on board.
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Staff has been spread thinner as a result of the reduction in the number
of officers and FsSNs. In March 1988, 51 of Uus&Fcs’ 126 overseas posts had
only one American officer; 28 of which were in countries where US&FCS
has only one post. In addition, 27 Us&FCs posts are staffed by FSNs only.
We noted, however, that many of these one-officer and FsN-only posts
are in countries rated by ITA as having limited market potential.

Cutbacks in Some
Activities

Because of the loss of overseas purchasing power and increases in sal-
ary costs, funds formerly available for direct program support activities
have been virtually eliminated. According to Us&FcS officials, posts need
to have these funds to have a proactive export promotion program—one
in which officers are actively making business contacts and developing
trade leads.

Us&rcs officials told us that the lack of funds for direct program support
activities has caused posts to temporarily discontinue publishing com-
mercial newsletters and to eliminate contracts for market research. In
addition, commercial libraries at some posts have been closed and others
have cut back on their hours or have cancelled their subscriptions,
resulting in out-of-date materials, which are used to assist US&FCS staff
and inform local businesses about U.S. products, services, business
opportunities, and trade regulations.

In addition, the lack of direct program support funds has constrained
some promotional activities. Officers in 7 of the 10 countries we visited
stated that they had insufficient travel funds to conduct business out-
reach, visit host-country firms, or supervise Fsn-only posts. Officers in 8
of the countries we visited told us that the representation funds, which
they use to entertain host-country business and government representa-
tives, are inadequate. In addition, some officers complained that they
were unable to return long distance telephone calls to U.S-based compa-
nies seeking export assistance.

Funding for us&Fcs headquarters support of export promotion activities
has also been reduced substantially, particularly the budget for informa-
tion products and service. According to US&FCS officials, funding availa-
ble to support (1) Us&Fcs’ information gathering programs, (2) the
implementation of an automated trade information data base, and (3)
overseas trade promotion events, has declined from $8.8 million to $3.9
million (56 percent) since 1985. Over the same period, authorized head-
quarters staff to support these functions declined from 150 to 123.
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Export Promotion Budget
Funds a Variety of Trade-
Related Functions

The US&FCS overseas budget supports a wide range of trade-related func-
tions. Traditional activities such as trade fairs and exhibitions, trade
missions, developing trade opportunities, and identifying agents and dis-
tributors consume the majority of officers’ time. However, substantial
amounts of resources are spent on trade policy issues and in support of
other government agencies. US&FCS officials stated that it is necessary to
engage in a broad range of trade matters in serving the U.S. commercial
interests overseas. For example, in countries where the government
plays a dominant role in the economy, trade policy activities are key to
reducing trade barriers and thereby creating additional export
opportunities.

Since there is no commonly accepted definition of what constitutes
export promotion versus trade policy, the actual time spent on either
activity is difficult to quantify. us&rcs’s fiscal year 1987 Post Commer-
cial Action Plan (PCcAP) report shows that 572 workweeks—about 2 per-
cent of the total available workweeks—were spent on trade policy/trade
agreements. This work is performed only by officers, but the percentage
is derived from a base that includes workweeks for FSNs and American
secretaries. Thus, the percent of ‘‘officer” time spent on these activities
is actually higher than 2 percent.

Posts in seven of the countries we visited listed trade policy work among
their top three priorities. We noted that officers in Canada, Mexico City
and Tokyo were devoting substantial amounts of time in supporting
major trade negotiations. For example, the U.S. ambassador to Mexico
assigned US&FCS a role in U.S./Mexico trade negotiations. Us&FCS/Tokyo
also participated in the U.S./Japan Market-Oriented Sector-Selective
talks and led the negotiations on telecommunications. These talks
recently resulted in agreements to remove trade barriers to exports of
U.S. pharmaceutical and medical equipment, open up the Japanese tele-
communications market, and reduce Japanese tariffs on electronics and
forestry products.

Officers in Brazil, Canada, Mexico, Japan, and Korea were supporting
U.S. efforts to combat unfair trade practices or were attempting to influ-
ence host-country trade legislation and regulations. We also noted cases
in Japan, Brazil, Venezuela, and Canada where Us&Fcs officers met with
host-government officials in efforts to protect or promote U.S business
interests in bidding on major projects. For example, Us&Fcs/Korea, in
cooperation with embassy economic section and other U.S. government
agencies, negotiates with the government of Korea for the removal of
certain tariffs and import restrictions. The post also negotiates with
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local industry and government officials for the removal of industry-
established licensing and performance requirements and warehousing
and distribution restrictions. Us&Fcs/Ottawa was supporting U.S. efforts
in a Canadian countervailing duty suit against U.S. corn exporters. The
post in Tokyo was pursuing intellectual property rights protection
issues. It was also heavily involved in negotiations with the government
of Japan to promote the interests of U.S. construction firms in bidding
on the Kansai Airport project. Similarly, Us&rcs/Brazil was negotiating
memoranduns of understanding with the Brazilian government for U.S.
firms to receive first consideration in bidding on contracts for major
Brazilian development projects.

US&FCS posts overseas also support Commerce’s Bureau of Export
Administration. This involves collecting business information, counsel-
ing local businesses on U.S. export license regulations, and conducting
pre-license and post-shipment checks. Pre-license checks involve verify-
ing information on export license applications submitted by local busi-
nesses in order to determine whether the businesses are suitable to
receive the goods in question. Post-shipment checks involve US&FCS visits
to local foreign businesses to see whether the U.S. exports are in the
location specified in the application and are being used for stated
purposes.

US&FCS overseas posts also support other government agencies' pro-
grams. According to the Us&rcs 1987 fiscal year commercial activity
report, overseas posts spent over 1,700 workweeks (6 percent of total
available workweeks) in support of other U.S. agencies’ programs.2

Previous government subsidies for trade promotion activities have been
gradually eliminated. As a result, U.S firms must now bear the *‘full
direct cost’"? of participating in US&FCS’ overseas events and pay fees for
marketing publications. Moreover, some events that generated revenues
which could be used to underwrite certain promotional activities have
been turned over to the private sector. Some program officials believe
that these two policy actions have had a substantial impact on ITA’s

2This includes the Agency for International Development, Export-Import Bank of the United States,
Overseas Private Investment Corporation, U.S. Trade and Development Program, State Department,
and Office of the U.S. Trade Representative.

3Direct cost to the government for the individual promotional activity, excluding salaries and other
fixed costs.
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trade promotion programs and appear to be in conflict with ITA objec-
tives to bring new U.S. firms, particularly small- and medium-sized, into
the export business and to stimulate sales of U.S. exporters in existing
and new foreign markets.

U.S. Firms Must Pay Full
Cost to Participate in ITA
Overseas Trade Promotion
Activities

Prior to 1965 there was no feet for participating in large Commerce
Department overseas trade shows—even round-trip freight charges
were covered. In the 1970s 1TA charged a fixed fee of $900 for new-to-
export (NTE)/new-to-market (NT™M) firms® and $1,800 for firms who were
already exporting to the market. According to Commerce officials and
documents we reviewed, a 1975 Office of Management and Budget (OMB)
review of all government export promotion programs led to a pricing
structure based on actual direct cost to the government and a gradual
reduction of the remaining subsidy element for promotional events.

In 1981, oMB again reviewed government export promotion programs
and reportedly recommended that ITA’s export promotion activities be
eliminated. Although oMB did not prevail, Commerce further reduced the
subsidy for trade promotion activities and began moving toward full
cost recovery in its pricing of trade promotion events. By fiscal year
1982, special price incentives for NTE/NTM firms had been discontinued
and the trade events program began to operate on a ‘‘full direct cost
recovery basis.” The recession, high interest rates, and the rise in the
value of the U.S. dollar against other major currencies in the early 1980s
reduced the desire of U.S firms to participate in overseas trade promo-
tion events. These factors, along with full direct cost recovery which
increases fees, have had a significant negative impact on participation,
particularly, according to ITA officials, on small-and medium-sized firms.
A 1985 Us&Fcs report on the impact of full cost recovery stated that

*‘as fees for trade promotion events increased, the number of participants
decreased. At the same time, the ratio of [new to experienced exporting] firms par-
ticipating in ITA trade promotion events declined steadily. Participation by NTE/
NTM firms in ITA trade promotion events declined by 50% between fiscal years 1979
and 1984.”

4Throughout this report the term “fee” relates to the cost of exhibit space only and does not include
freight charges and applicable duties for items exhibited or costs for travel, hotel accommodations,
meals, and other incidentals.

5New-to-export firms are businesses that have no previous sustained exporting experience in any
foreign country. Exporters who have not sold on a sustained basis in the specific country in which
the trade event is being held or who are introducing a new product line are classified as new-to-
market.
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Between fiscal years 1979 and 1983, the median participation fee for the
three major types of overseas trade promotion events ITA sponsors more
than doubled. Median trade fair fees increased 192 percent, trade mis-
sion fees 135 percent, and catalog show fees 214 percent. According to
US&FCS’ documents, ‘‘these increases were made in response to rising
overseas costs, combined with the Administration’s mandate to target
[federal activities] for full cost recovery and the need to offset reduc-
tions in appropriated funds.” In 1988, the median fee for participating
in an overseas trade fair ranged from $250 for a catalog show to $5000
for an executive trade mission. However, fees vary substantially from
event to event, depending on the country and the type of event. For
example, the 1988 fee for one event in the Middle East was $12,000
while the median fee for all comparable events in its category was only
$2,500.

There is no specific statutory requirement for Commerce to serve small-
and medium-sized and new exporters, and the President’s Reorganiza-
tion Plan No. 3, which established the Foreign Commercial Service, is
not specific on this matter. Nevertheless, congressional support for
US&FCS is largely based on the assumption that its primary mission is to
assist small- and medium-sized firms. The Trade Agreements Act of
1979, which led to the creation of the US&FCS, makes particular reference
to government activities that enhance the role of small- and medium-
sized businesses in export trade, and ITA budget requests have empha-
sized ITA’s role in assisting such firms. ITA publications are replete with
references to its commitment to small- and medium-sized firms and new
exporters. Furthermore, attempts to eliminate the US&FCS and criticism
of its role in certain promotional functions have been blunted by state-
ments of support based on the understanding that the primary users of
its services are small- and medium-sized, new-to-export firms.

According to a 1987 report by the Office of Technology Assessment, the
rationale behind most government export promotion activities is that
expanding the base of companies engaged in international trade is a nec-
essary condition for the United States to overcome its trade deficit and
that thousands of small- and medium-sized companies, if given technical
assistance and sufficient information about opportunities abroad, could
successfully compete in world markets.6

6Federal Programs for the Promotion of Manufactured Exports, Office of Technology Assessment,
June 1987.
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Prior to 1980, Commerce did not track the size of firms participating in
its overseas trade events but instead focused on their exporting experi-
ence. Participants were classified as new-to-export (NTE), new-to-market
(NTM), or old-to-market. However, a key program official characterized
most NTE and NTM firms participating in Commerce’s programs as small-
and medium-sized businesses. Findings from our 1986 report’ on the
US&FCS domestic district offices support this contention. That review
found that 92 percent of the new exporter and new market entrants
using US&FCS’ services had fewer than 250 employees and 68 percent had
less than $5 million in annual sales. In 1979, about half (48.3 percent) of
trade show participants were NTE/NTM firms.

US&FCS documents show that 32 percent of event participants in both
fiscal years 1986 and 1987 classified themselves as small businesses.?
About one-third of the 2,755 fiscal year 1986 participants and 28 per-
cent of 1987 participants classified themselves as NTE/NTM firms.

The fiscal year 1986 and 1987 information is based on events that were
programmed and budgeted by Us&Fcs headquarters. Most ‘‘post initi-
ated’™ events are not included in the headquarters data base. For exam-
ple, the fiscal year 1987 figures are based on participant profile cards
for 255 headquarters-sponsored events. No reliable records exist on the
total number of events that actually took place; however, our analyses
show that at least 450 events were held in fiscal year 1987. According to
a 1985 Commerce Inspector General report, events recruited by the ITA
headquarters units—those inciuded in the data base—are likely to have
a higher percentage of small and new-to-market firms than those
recruited by the overseas posts. Moreover, although the overseas posts
do not collect data on the size of firms participating in their events, the
majority of senior officers estimated that most are medium-to-large,
experienced exporters with facilities or agents in the host country, Of
the countries we visited, only Us&Fcs/United Kingdom and us&rcs/Italy
estimated NTE/NTM participation levels in their events at least equal to

7Export Promotion: Activities of the Comumerce Department's District Offices, (GAO/NSIAD-86-43)
Feb. 1986.

8n fiscal years 1986, 36 percent of participants did not supply ITA with information about their size
and in 1987 42 percent did not supply this information.

9An event that cost less than $10.000 and is planned, organized and executed by a US&FCS overseas
post without major assistance from ITA headquarters units.

10The term “recruited’” refers to the process of soliciting business firms and other organizations to
participate in a trade event.
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40 percent (60 percent and 41 percent, respectively). Us&Fcs/West Ger-
many, which sponsored many more events than the other two European
posts, reported about 19 percent NTE/NTM participation (4 percent NTE
and 15 percent NTM). Therefore, any representation of program partici-
pants that is based on the headquarter’s database may overstate partici-
pation by small- and medium-sized and NTE/NTM firms.

In response to a 1982 House Committee on Government Operations
report,'' which requested an analysis of the impact of full-cost recovery,
the Us&FCs stated that:

“US&FCS believes that the user fee serves as a means for testing the ability of our
services and helps determine the seriousness of the potential U.S. exporter. Doing
business overseas involves a financial risk on the part of the exporter. The cost of
our services is a relatively minor part of that overall expense. The exporter’s will-
ingness to pay user fees for products and services is a statement of the exporter's
sincere interest which is needed if the company really wants to export.”

Successful Events Are
Being Privatized

iTA launched its “‘trade fair certification” program as a way to (1) reduce
the government’s role in export promotion activities and (2) overcome
its reduced capabilities as a result of budget reductions. Under this initi-
ative, events organized by the private sector are “certified” by the Com-
merce Department if the organizer agrees to comply with certain
requirements. The organizer can have his/her event certified or request
that a show formerly sponsored by ITA be turned over to him. The pri-
vate organizer pays a $1,000 fee to have the event certified. According
to US&FCS officials, the certification initiative has reduced the govern-
ment’s ability to assist new potential exporters and conflicts with the ITa
objective of expanding the base of small- and medium-sized exporters.
They said that private organizers have taken over only the most profita-
ble shows and are not required to undertake activities to support this ITA
objective. In addition, they pointed out that unlike the government, pri-
vate organizers do not limit participation to U.S. firms.

ITA certification gives official U.S. government support to the trade
event. The organizer takes overall responsibility for the event (e.g., leas-
ing space, printing brochures, marketing) while ITA assists in recruiting
U.S. firms and arranging meetings for U.S. exhibitors with host-country
contacts. In addition, ITA provides the organizer with available market
data collected by the Us&FCS post(s) in the country where the fair is held.

1 Federal Government Export Promotion Activities: Oversight of Foreign Commercial Service, House
Report 98-677.
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If it is deemed necessary, ITA headquarters or US&FCS post personnel will
staff a business information booth provided by the organizer.

ITA export promotion activities are operated on a direct full-cost recov-
ery basis under a “‘world-aggregate” pricing concept. This means that,
collectively, the direct cost of all ITA events is recovered. According to
one ITA program official, this has allowed for reduced fees in events ori-
ented toward small- and medium-sized, NTE/NTM firms. A Us&FCs official
told us that the world-aggregate pricing concept also allowed for limited
market development in certain countries and cited Us&FcSs/Mexico's use
of funds from profitable computer exhibitions to subsidize events mar-
keting U.S.-made pollution control equipment.

According to some headquarters officials and some commercial officers,
certification has been requested for only the most profitable events. Pri-
vate organizers have not requested certification for any of the events
aimed at establishing U.S. presence in new or developing markets or
seeking to assist emerging industries because these events are not profit-
able. As a result, US&FCS is left mostly with high cost events that are
more difficult to recruit.

During discussions on a draft of this report, senior US&FcS officials
stated that 63 percent of the certified events during fiscal years 1986
and 1987 were formerly iTA-sponsored events. This includes 25 former
ITA-sponsored events that were held in U.S.-owned overseas trade cen-
ters and restricted to U.S. firms.

Our review of events certified for fiscal year 1987 shows that 11 were in
Western Europe, namely West Germany, France, and Italy, and 10 were
in Asia/Pacific, 5 of which were in China and 2 in Japan.

Some Us&Fcs officials say that the implementation of full cost recovery
and privatization has created confusion about the objectives of the trade
events program. The seeming conflict in policies was recognized by I1TA in
its 1985 response to the House Government Operation’s Subcommittee
report. The response stated that:

“Inherent in the issue of cost recovery for ITA products and services are three some-
what self-conflicting imperatives: (1) the need for higher revenues, (2) the need to
reduce costs to taxpayers for ITA programs, and (3) balancing the goal of privatiza-
tion with a mandate to increase NTE/NTM export activity.”
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Governments Are
Increasing Efforts to
Attract Foreign
Investments and
Expand Exports

The response also said that ITA had established a fiscal year 1985-1989
Business Plan which outlined a strategy to reconcile the conflicts con-
tained in these imperatives and to facilitate attainment of three
objectives:

1. Expanding the number of private sector organized, government-certi-
fied trade fairs by 20 percent per annum through fiscal year 1987.

2. Increasing the number of NTE/NTM firms participating in overseas
trade events by 183 percent during fiscal years 1985-1989.

3. Generating, by fiscal year 1989, annual trade event revenues of $11
million, while maintaining a constant appropriated fund base adjusted
only for inflation.

The strategy focused on increasing revenues by expanding the number
of ITA fairs, missions and video/catalog events and increasing the actual
number of participants in each event through stronger recruiting
efforts.

Program officials told us that the Business Plan was abandoned in fiscal
year 1986 because it was driven by a goal to increase revenues and did
not reflect ITA’s real export promotion capabilities and the different 1Ta
units’ priorities.

While federal support for export promotion has declined in real terms,
the number of state export promotion programs has grown. Many of the
programs were established to increase economic development by encour-
aging more firms to export and by attracting foreign investments. The
export programs are designed to help small- and medium-sized busi-
nesses market their products overseas. Some state officials say that
their programs are designed to fill the voids in federal efforts. According
to the National Association of State Development Agencies, 41 states
now maintain at least one overseas trade and investment office. The size
and aggressiveness of the programs vary but most include business
counseling, trade and investment seminars led by high level officials,
and arranging for state businesses to exhibit in overseas trade shows. A
few states provide export financing assistance.
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Together, the states employ more than 500 persons and spend about $40
million a year on export promotion and foreign investment programs.
Moreover, in 1987, 11 states had export promotion and trade and invest-
ment budgets in excess of $1 million and 22 states employed 10 or more
people in export promotion and foreign investment programs. Twenty-
five states have three or more people assigned to overseas offices. Addi-
tionally, the overseas corps of U.S. states now comprises more than 80
offices in about 40 countries.

Types of Assistance
Provided

Conclusions

Many states now offer a menu of services similar to those available from
the US&FCS. Sorne state activities either piggyback on the US&FCS overseas
trade intelligence network or are conducted in conjunction with US&FCS
events. Although the types and depth of assistance provided vary sig-
nificantly, the most common include

business counseling, both in-house and on-site;
company specific market research;

trade lead information service;
agent/distributor search;

publication of trade-related products;
seminars and conferences; and

missions led by high-level state officials.

A few of the states have also adopted “mentor” programs, in which
large exporters help small companies learn how to export. The New
York-New Jersey Port Authority has launched a publicly-owned export
trading company to handle all overseas marketing for small- and
medium-sized firms that have either never exported or never exported
to a particular region of the world.

In addition to export awareness, counseling, and information services,
nine states also now offer export finance assistance. In most cases,
financial assistance is provided through a state export development
entity that provides a source of capital (e.g., loans, guarantees and
credit insurance).

The loss of overseas purchasing power and the implementation of full
cost recovery and privatization have constrained some ITA trade promo-
tion activities. Increases in salary and other operating costs have also
had an adverse impact on US&FCS’ activities. Absent a significant funding
increase, we believe ITA will need to critically assess its role in promoting
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U.S. exports. Such an assessment should focus on eliminating programs
and activities with the least potential for accomplishing its defined
export promotion goals and objectives or that are available from the pri-
vate sector. Additionally, given the congressional support for the expan-
sion of the number of small- and medium-sized exporting firms, we
believe ITA needs to develop a strategy for increasing participation by
such firms in overseas trade promotion events. One way to achieve this
objective is to revise the “certification” program to require private
organizers to take certain steps to attract small- and medium-sized and
NTE/NTM firms. For example, the director of the Trade Fair Certification
program, in consultation with Trade Development, could make a case-
by-case determination on the minimum number of these firms that an
applicant would have to agree to recruit in order to have an event certi-
fied. Factors such as the type of event, the industries involved, and the
estimated number of export-capable firms in the target groups, could be
considered. This would allow ITA to continue to privatize profitable
export promotion activities and also increase participation by the cur-
rently under-represented target groups.

We also believe US&FCS needs to reconsider its post structure and staffing
pattern. In terms of US&FCS’ primary mission—export promotion—we
question the efficacy of one-officer and FsN-only posts in developing and
carrying out a successful program, particularly since many are in coun-
tries with limited business opportunities. Some specific questions that
US&FCS needs to address follow.

Should better coverage of large, promising markets be sacrificed in
order to maintain a presence in many countries?

Is Us&FCs seeking to have worldwide representation like that of a diplo-
matic organization, or is it a commercial organization that follows the
pattern of economic activity?

We recognize, as the Department of State has noted in its comments on a
draft of this report (see appendix VI), that any change in Commerce’s
overseas staffing would have to be coordinated with State, since it is
responsible for export promotion programs in 76 non-US&FCS countries.
If us&rcs should decide to adopt a commercial organization that follows
the pattern of economic activity, as suggested above, State believes it
should do so only after full consultations with State and consideration
of resource implications for State (i.e. in those countries where US&FCS
would decide to withdraw, the commercial activity level would have to
be picked up and sustained by State.)
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We recommend that the Secretary of Commerce direct the Under Secre-
tary for International Trade to:

Revise the regulations for the trade show certification program to
require, as a condition for U.S. government certification, that applicants
agree to meet participation targets or goals for small- and medium-sized
firms and new exporters.

Establish a process to evaluate the Trade Show Certification Program’s
effectiveness in meeting congressional and ITA’s export promotion objec-
tives of expanding the volume of exports by small- and medium-sized
and NTE/NTM firms,

Commerce agreed that there is a need to ensure that the certification is
meeting ITA’s mandate to assist small and NTE/NTM firms. It described a
series of steps ITA plans to take which are in line with the objective of
our recommendations. In particular, ITA stated that it will hold consulta-
tions with organizers prior to granting certification to establish the need
for small and NTE/NTM firms to be recruited for the event. Commerce
also stated that in 1TA’s follow-up with the organizer, feedback on such
firms’ participation will be used as a criterion for evaluation. However,
Commerce believes that requiring targets or goals for small and NTE/NTM
firms’ participation would put an undue burden on the private organizer
who is bearing all of the risk and could result in many organizers no
longer seeking ITA certification. Commerce also pointed out that partici-
pation targets would have to be set on an industry-by-industry basis
because the number and proportion of small and NTE/NTM firms varies
greatly by industry and such a proposal would be difficult and resource-
intensive to enforce.

We recognize the difficulties associated with establishing goals, how-
ever, we believe that ITA has a fundamental responsibility to demon-
strate that U.S. public policy objectives are being met through its
support of private sector promotional activities under the certification
program. Without some type of goals for target population participation,
it is difficult to see how ITA can make such a determination about the
certification program’s effectiveness. Therefore, we continue to believe
that targets for small- and medium-sized and NTE/NTM firms’ participa-
tion in certified events should be negotiated with the sponsor on a case-
by-case basis.

Commerce has developed a questionnaire, which is currently awaiting
OMB approval, that it will use to collect data from private organizers on
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the result of each event. It also provides for the assessment of each
event by US&FCS overseas posts. We believe the questionnaire is a step in
the right direction. However, it does not provide for the collection of
data on the participation of small- and medium-sized firms. Such data is
needed to judge the certification program’s effectiveness in achieving
one of ITA’s principal objectives.
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Officers More
Responsive to U.S.
Business Interests

Our discussions with government and business officials indicated that
the transfer of responsibility for overseas commercial work from the
Department of State to the U.S. and Foreign Commercial Service has
resulted in a higher priority on commercial matters and more active sup-
port of U.S. business interests overseas. Us&FCS officers at overseas posts
appear to play an important role in facilitating business contacts and
intervening on the part of U.S. businesses with host government offi-
cials to resolve trade related problems.

However, we identified organizational, operational, and management
weaknesses in ITA which we believe have limited the effectiveness of
individual export promotion programs. These weaknesses have contrib-
uted to a high level of trade event cancellations and events that are
poorly organized and/or have questionable promotional value—result-
ing in wasted resources and lost opportunities. Moreover, the US&FCS
Foreign Buyer Program, which is designed to introduce U.S. firms to for-
eign firms without the cost of participating in overseas trade events, is
not being fully implemented by most US&FCS posts. In addition, the Trade
Opportunity Program, a long standing program to alert U.S. firms to
potential trade opportunities overseas, is currently being revised to
improve its effectiveness after years of declining participation by U.S
industry.

We believe that an ITa-wide organizational change and operational
improvements would increase program efficiency, improve the delivery
of services, and enhance the formidable task of expanding the U.S.
exporter base.

One of the major reasons for the transfer of commercial work from State
to Commerce was a perception in the Congress and the U.S. business
community that the State Department was not devoting sufficient
resources to commercial matters and did not recruit employees with
strong commercial experience. Business officials we talked with said
that creation of the US&FCS has resulted in more emphasis on export pro-
motion activities and a higher priority on commercial matters in general.
They also stated that US&FCS is more responsive to their concerns than
the State Department was and that the quality of officers working on
commercial matters has also improved. In addition, during our overseas
fieldwork we observed that Us&rcs officers at most posts are involved
with local business organizations.
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Organizational and
Operational Problems
in the Trade Events
Program

As noted in chapter 2, us&rcs officers are active in a variety of activities
in support of U.S. business interests overseas. Our discussions with
American Chambers of Commerce, trade associations, and individual
business firms indicate that:

Business counseling and facilitation are the services most often
requested by the business community.

US&FCS is generally responsive to, and has established credibility in, the
resident business cormmunity.

US&FCS officers are generally knowledgeable about international trade
and local market conditions and have developed contacts in host coun-
try government and business communities.

ITA uses a variety of trade promotion events to market U.S. products
overseas. There are three major categories of ITA-sponsored events with
several variations within each category—trade shows, trade missions,
and catalog exhibits. Between 130 and 170 major ITa-sponsored events
and numerous other small post-initiated events are conducted each year.
Planning, scheduling, and executing these events is a major task, requir-
ing cooperation and coordination among the ITA programming units (IEP,
TD, US&FCS/EPS), the overseas posts, and to a lesser extent, Commerce’s
domestic district offices.

Currently, however, the trade events program appears to be in a state of
disorder. The events planning and execution process has led to poor
event selection, marketing, and recruitment and a lack accountability
for either positive results or failures. As a result of these problems and a
lack of intra-1TA coordination, about half of the major scheduled events
are cancelled and replaced by new events in an almost continuous sched-
uling process. As a result of this continuous shuffling of events to be
supported and the sponsoring of some questionable events, US&FCS over-
seas posts spend a lot of time planning and arranging for events that
never take place or supporting events promoting products that have lit-
tle or no market potential. Moreover, according to some I1TA officials, the
practice of advertising trade events and subsequently cancelling the
majority of them has limited the credibility of the program in the U.S.
business community and in some overseas locations.

The three major categories of trade events are:
Trade shows: ITA sponsors participation of U.S. industry in overseas

trade shows in several ways. Under the most common arrangement, ITA
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or an ITA “certified” private organizer rents space for a U.S. pavilion in
an established international exhibition organized by the host govern-
ment or the private sector. U.S. firms are then recruited to participate in
the exhibit, and for a fee, are given a display booth in the U.S. pavilion,
assistance with freight forwarding and export licensing, host country
promotion, and appointments with key contacts. Occasionally, ITA pro-
motes solo trade shows overseas. These exhibitions are wholly con-
ceived, organized, and promoted by ITA, and participation is restricted to
U.S. firms.

Trade missions: ITA sponsors various types of trade missions designed to
allow U.S. business people to travel overseas and meet potential buyers,
agents, and other key contacts. ‘‘Specialized trade missions’ are planned
around a single industry theme. ITA selects product lines and organizes
visits to countries with the best potential markets. Generally, these
types of missions include 5 to 12 U.S. firms recruited by ITA industry
specialists. ITA also provides advice and support to ‘‘state or industry
organized missions” and coordinates itineraries and overseas support by
US&FCS posts.

Catalog and video catalog exhibits: Catalog exhibits display U.S. firms’
sales brochures and other graphic sales materials. They represent a low-
budget technique for U.S. industry exposure overseas. The exhibits are
organized and recruited by 1TA and should reflect a promising market
theme identified by posts. Catalog exhibits are usually sent to several
locations in a geographical region and are accompanied by an “industry
technical representative” selected from an independent consulting firm,
trade association, or university. Video catalog shows are organized simi-
larly to regular catalog shows. US&FCS posts are responsible for promot-
ing these exhibits in the target countries.

Trade Event Planning,
Scheduling, and
Implementation

As a result of major reorganizations in fiscal years 1980 and 1982,
responsibility for planning and executing trade promotion events is now
divided among three ITA units—Trade Development, International Eco-
nomic Policy and US&FCS. In trying to identify the causes of problems in
the trade events program, we found that ITA has not established formal
guidelines outlining the duties and responsibilities of the various ITA
units and the specific steps to be followed in planning and executing
trade events. However, through discussions with key program officials
and review of a draft trade event management manual prepared in
1984, we were able to establish a general outline of the trade event plan-
ning and execution process and the roles and responsibilities of each ITA
unit.
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Essentially, the trade event management process consists of seven basic
steps/functions. Roles and responsibilities are not fixed and change with
the type of event. Table 3.1 shows the organizations that have primary
responsibility for each of the functions.

Table 3.1: Trade Event Management
Process

Function ITA Unit Responsible

Proposal solicitation US&FCS (Export Promotion Services)

Proposal screening US&FCS (Regional Export Development
Offices)/IEP (country desks)

Event selection Committee of mid-level representatives from
TD, IEP, and US&FCS

Event schedule maintenance US&FCS (Export Promotion Services)

Market research and plans International Economic Policy

industry recruiting Trade Development/US&FCS overseas posts

Event execution US&FCS {Export Promotion Services and

overseas posts)

In general, the scheduling process begins with proposals from any of the
three major units (TD, IEP, US&FCS)—though most originate from the
overseas posts. The office of Export Promotion Services (Eps) within
US&FCS initiates the process. About 24 months before the fiscal year in
which events are to take place, EPS requests proposals from overseas
posts for promotional events in their host countries. The posts have
about a month to submit proposals based on their annual Country Mar-
keting Plans and following EpS guidance. Several hundred proposals for
different types of events are submitted each year, including trade
shows, missions, seminars, and video catalog shows.

The four Eps Regional Export Development Offices (REDOs) and IEP desk
officers review the proposals to determine if they are adequately justi-
fied by market data submitted by posts and to coordinate the timing of
events to avoid conflicts. Proposals approved by REDOs are submitted to
the Trade Promotion Committee, which consists of mid-level representa:
tives from US&FCSs, IEP, and TD. After reviewing all proposals the Coordi-
nating Committee agrees on a worldwide fiscal year calendar of events.
No one committee member has the final say about which proposed even
will be placed on the schedule. For event proposals that are approved,
IEP country desks prepare a ‘‘plans package’ based on the market data
submitted by posts and other available research. TD industry specialists
use the plans package to recruit U.S. firms to participate in the events.
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The trade event schedule established at the beginning of the planning
cycle, however, is not a fixed agenda. During the 2-year planning period,
as well as during the event year, proposals are continually submitted
and approved and subsequently dropped or revised. Between July 1985
and the end of fiscal year 1987, 1,395 events were on the event sched-
ule. Our analysis showed that about 45 percent of these events actually
took place. For example, in fiscal year 1987, 40 trade fairs, missions,
video/catalog and regular catalog events were conducted in the three
Latin American countries we visited. Sixteen of these events were added
to the schedule during the fiscal year and 11 of 34 on the schedule at the
beginning of the year were cancelled. Because of the uncertainty as to
whether a scheduled event will in fact occur, US&FCS recently decided
not to automatically include the original schedule of ITA-sponsored
events in its new automated trade information data base until a firmer
determination is made that the event will actually take place. Informa-
tion in the data base is used in counseling potential and existing export-
ers about overseas business opportunities and the different ways to
introduce their products or services to new markets.

Cancellations and
Questionable Events a
Major Problem

Trade event cancellations have been a major problem for ITA since the
early 1980s. A 1985 Inspector General report on ITA trade promotion
activities found that more than 50 percent of scheduled events did not
take place at selected European posts, and a 1986 review of posts in
four Asian countries showed an even higher cancellation rate—about 67
percent.

Since ITA begins developing the event schedule for any particular year 2
years ahead of time, some events are cancelled for reasons beyond ITA’s
control, such as deteriorating market conditions or political unrest.
However, our analysis of events on the schedule prepared 7 days before
the beginning of fiscal year 1987 (Sept. 24, 1986) showed that about 33
percent of the events scheduled for that year did not take place. If lesser
events such as video/catalog and regular catalog shows and certified
events—activities which do not require a major effort from iTA—are
excluded, the cancellation rate for the originally scheduled events was
about 55 percent.

Trade Missions Are the
Most Often Cancelled
Events

The events that are most often cancelled are trade missions. Qur analy-
sis of the September 24, 1986 trade events schedule shows that 69 per-
cent of the listed trade missions were cancelled. During our overseas
fieldwork, US&Fcs posts complained about the number of cancelled and
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inappropriate trade missions and the lack of headquarters recruiting in
support of their events. The posts said that after much planning, many
missions were often cancelled only a few weeks before they were sup-
posed to arrive. In some cases, the cancellations have had a negative
impact on US&FCS credibility.

In March 1987, the us&rcs Office of Foreign Operations requested com-
ments from overseas posts on the number of trade mission cancellations
that had occurred over the past 24 months and the reasons. The request
cable from Washington stated ‘‘there seems to be a pattern of planning a
large number of TMs, going through the preparation stage (market stud-
ies, approval on the FY promotion event schedule, hotel reservations,
and even appointments or other commitments) for a good number, only
for the post to be notified that the TM is variously cancelled or post-
poned because it can’t be recruited.”

We reviewed cables from 21 European and Latin American posts. The
Office of Foreign Operations could not locate response cables from the
remaining posts. Certain common themes emerged regarding trade mis-
sion cancellations and the event selection process:

A large number of trade missions had been cancelled. Fourteen of the 21
posts reported that scheduled events had been subsequently cancelled.
Thirteen posts had cancellation rates of at least 50 percent and 8 of
these had rates of 100 percent.

Substantial resources had been devoted to events that were subse-
quently cancelled. Posts reported spending from 2 to 10 work weeks,
beyond market analysis and justification, on events that were eventu-
ally cancelled. Nine posts reported at least one cancelled event that had
progressed beyond market analysis and justification.

Cancellations were not always timely. Five posts complained that events
were cancelled on short notice, and some said they were uncertain of the
status of some events.

Thirteen of the posts complained about the amount of time spent devel-
oping proposals that in all probability would not be selected or, if
selected, subsequently cancelled. Several small posts stated that staffing
limitations made it difficult to develop the kind of information needed t«
support proposals for trade events and that even when they can be sup-
ported, the proposals are not competitive with those submitted by posts
in larger countries in terms of market potential for event participants.

We could not identify any management action to address these prob-
lems. The special solicitation of overseas posts’ comments seemed to
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Rationale for Some Trade
Missions Is Questionable

result only in disagreement among ITA officials as to how the responses
should be analyzed—more precisely, which of the events that did not
take place should be counted as cancellations and how multiple-stop
events should be counted when one or more stops were cancelled.

In our analysis of trade mission cancellations, we counted each stop
because we were concerned with the impact of cancellations on 1) post
resources spent in developing proposals and making business appoint-
ments and hotel arrangements and so on for events that ultimately did
not take place and 2) missed promotion opportunities and possible loss
of credibility with host-country government and business officials.

In addition to cancellations, overseas posts we visited complained that
they have been forced to support trade missions unrelated to the best
market prospects in their particular country, missions whose members
were looking for sources of supply, and missions marketing products
that could not be sold in the country. Some posts said that the missions
were approved and held, even though they had advised iTA in advance
that there was little or no market for the products. For example, one ITA
unit sponsored and accompanied a used medical equipment delegation to
a country even though the post had advised that such equipment could
not be sold in that country. Another post cited the example of a mission
that had representatives from several different industry sectors—a
practice discouraged by ITA guidelines! on the composition of trade mis-
sions. Us&FCs staff at the post speculated that the mixing of different
sectors was done in order to salvage the mission.

In other cases, missions were sent to several countries without desig-
nated leaders and definite agendas. Another post official told us of a
trade mission that arrived, against his advice, on a national holiday.
These observations are supported by a recent Inspector General review
of export promotion activities in three Latin American countries, which
found that 40 percent of the trade events proposed for these countries
involved industry sectors that were not listed as good prospects in the
country marketing plan submitted by the respective US&FCS posts.

The 1TA headquarters officials we spoke with said that trade missions
organized by state and regional organizations and approved by ITA were
the ones most often cancelled or most likely to be of questionable promo-
tional value. They further stated that, given the size of the trade deficit

'ITA guidelines state that trade missions should be organized around a single theme.
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and the accompanying political attention, ITA cannot refuse to support
missions led by popular state and local officials. Our analysis of sched-
uled trade missions, however, shows that while many of these non-ITa
missions did not materialize, most cancelled missions were ITA missions.

Organization Structure
Causes Major Problems in
the Trade Event Program

Our review of pertinent documents and discussions with ITA officials
indicate that the sheer difficulty of administering the worldwide trade
promotion program has been compounded by (1) the institution of full
cost recovery and privatization, discussed in chapter 2, and (2) ITA’s cur-
rent organizational structure which has contributed to poor trade event
selection, marketing and recruiting, and lack of management accounta-
bility for program results.

The President’s Reorganization Plan No. 3 of 1979 mandated the central-
ization of operational responsibility for non-agricultural trade within
the Department of Commerce. In 1980, certain Treasury Department
trade administration functions (the antidumping and countervailing
duty investigations programs) were transferred to Commerce and the
former Industry and Trade Administration was reorganized and named
the International Trade Administration. The stated purpose of the reor-
ganization was to refine the focus of the new 1TA and to enhance Com-
merce’s industrial analysis capabilities to facilitate the President’s trade
policy initiatives. The reorganization established four operating units
within ITA—Trade Development, International Economic Policy, Trade
Administration, and the Foreign Commercial Service and created an
Under Secretary and Deputy Under Secretary for International Trade,
four assistant secretaries, and nine deputy assistant secretary posi-
tions.? During the 1982-1987 time frame, additional organizational
changes at ITA, including the merger of the Foreign Commercial Service
and the U.S. Commercial Service, increased to 23 the number of deputy
assistant secretary positions.

As stated previously, responsibility for planning and executing trade
promotion events is divided among three ITA units—Trade Development,
International Economic Policy, and us&Fcs—and each organization has
its own orientation. TD is organized by industry sector and seeks to iden-
tify markets with the most potential for U.S. exports. IEP has country

2In its budget submission for fiscal year 1980, the former Industry and Trade Administration’s organ-
ization chart showed one assistant secretary and two deputy assistant secretary positions and six
operating bureaus headed by Senior Executive level directors. (See appendices il and [V for the 1980
organization chart and the proposed organization chart included in [TA’s fiscal year 1989 budget
submission.)
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desks and is primarily concerned with trade policy matters as they
relate to individual countries. US&FCS, on the other hand, has posts in 65
countries—some with substantial market potential and some with little
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each. Moreover, within TD and IEP, each deputy assistant secretary has
individual, trade-related program objectives. This operating structure
appears to have resulted in a mismatch between headquarters resources
for supporting events and the needs of the overseas posts, 1ack of cen-
tral management authority, little or no management accountability, and
an inability to deal with day-to-day problems in a timely manner—all of
which have contributed to the number of cancelled and/or inappropriate
trade promotion events.

Since the first reorganization, the trade promotion program has been
plagued by poor intra-departmental coordination, cooperation, and com-
munication. Studies by the Commerce Inspector General in 1985 and
1986 reported significant coordination problems between the various
units in ITA responsible for supporting trade events. In response to the
Inspector General’s findings, US&FCS, IEP, and TD attempted to negotiate a
memorandum of understanding that would delineate each unit’s respon-
sibility. However, the memorandum was never finalized. ITA officials
told us that, even though the senior-level people could not agree on spe-
cific language for the memorandum, a working-level group composed of
representatives from each unit was formed and that the situation has
improved. However, the officials also told us that the lack of a central
management authority makes it difficult to resolve day-to-day problems
with the trade event schedule, thus every programming and manage-
ment decision has to be negotiated and no one takes charge when rou-
tine problems occur. For example, after ITA discovered that mail for
trade event promotion campaigns was not being properly sent by a mass
mail contractor, no action was taken for several months and many
events had to be cancelled. They said that top-level 1TA officials are nor-
mally too involved with trade policy and other more visible issues to
deal with such matters.

The absence of a central management authority has resulted in a compli-
cated process for managing the trade event schedule. The linchpin of
this process is the Trade Promotion Events Committee, which consists of
mid-level management representatives from each unit and has assumed
a decision-making role in the management of the trade event schedule.
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Poor Event Selection

Members of the Committee stated that even though the current process
for managing trade events is burdensome, it works. However, individu-
als responsible for implementing overseas trade events at posts and in
Washington raised serious questions about the effectiveness of the cur-
rent process.

The lack of a central management authority for the trade events pro-
gram has resulted in poor event selection, inadequate marketing plans,
poor recruiting of participants, and lack of accountability.

According to various I1TA officials, some events are placed on the promo-
tion schedule even though required market research is either incomplete
or inadequate. US&FCS posts complained that they are asked to support
some events that are not adequately justified by market research. 7D
officials said that too many proposals from the posts are not accompa-
nied by adequate market research. Under the current event selection
process, no one group has the final say about which proposals will be
selected and there is no requirement that an event be supported by a
majority of the selection committee. Key program officials told us that
this tripartite decision-making process results in marginal events being
placed on the schedule.

The market data used in recruitment campaigns is in most cases
obtained from the “Industry Sector Analyses” or market briefs preparec
by the posts. The analyses are broad descriptive accounts of the state of
a given industry in the host country with statistical data obtained from
the host country government. TD staff stated that in most cases these
documents lack the evidence and analysis needed to support an aggres-
sive recruiting campaign and said that events are sometimes scheduled
before market research is conducted.

Some officials also complained about the lack of industry input to the
selection process. They said that in the past, industry’s interests and
knowledge was infused into the process through regular polling, which
is currently not being done. According to an internal report on problems
in the trade events program:

“only if the poll was positive did an event get approved for the schedule and for th
first time announced to the public. The wholesale announcing of proposed events t
the public before they have been proofed and then cancelling the majority of them
has been a major reason for a loss of credibility in the promotion program by U.S.
industry and post personnel.”
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Poor Marketing of Proposed
Events

Poor Event Recruiting

Because of the lack of confidence in scheduled events taking place,
US&FCS recently decided not to include 1TA-sponsored events in its com-
puterized trade information data base (see chapter 5).

One US&FCS post complained that marketing materials developed by TD
are not very appealing to prospective participants. Post officials said
that brochures prepared by private organizers and US&FCS posts with
trade centers are imaginative, informative, short, and easy to read (mar-
keting oriented) while those prepared by TD are drawn out and academi-
cally oriented.

TD representatives agreed that even when the market research data is
available and is timely and reliable, they usually lack the funds to print
the kind of attractive, professional-looking materials that are the hall-
mark of private organizers.

Several Us&rcs headquarters officials and overseas posts said that poor
recruiting by TD industry officers is a major reason why a high percent-
age of trade events are cancelled or attract few participants. Some of
these individuals said that industry specialists do not have the resources
to recruit successfully and may lack the desire to perform this often
“unpleasant” task. They further alleged that TD industry officers use
lack of industry interest as the reason that an event has to be cancelled.
Some posts cited events that they were able to carry out as post initiated
projects but that TD said could not be recruited. We were also told that
recruiters are not required to document their efforts.

In response to our questions regarding trade event recruiting, the then-
Deputy Assistant Secretary for Trade Development stated that some
recruiters could probably try harder but that the major problems in
recruiting are event quality and limited resources. She further stated
that US&FCS posts often succeed in getting events on the schedule that
are not supported by the economics in the country or the status of the
particular industry sector. In addition, she said that Us&FCS posts also
fail to recognize that competing trade events are being staged through-
out the world and that industry typically participates in events with the
most potential. She added that TD’s efforts must reflect the priorities
established by the ITA Administrator and some events proposed by
US&FCS posts often do not fit with these priorities. According to this offi-
cial, TD has the resources to support about 50 to 60 major events a
year—well below the 250 to 300 major events on the typical schedule.
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Lack of Accountability

The official stated that in the early years of the Reagan administration,
the emphasis on trade policy and competitive analyses was so strong
that trade promotion probably suffered to some extent. She suggested
that some of the complaints we received probably related to trade
events that had taken place prior to 1986 and that trade promotion
efforts designed to take advantage of successful market access negotia-
tions are now one of TD’s major priorities.

The major weakness with the current process is that the Trade Promo-
tion Committee makes final decisions regarding the approval of trade
events proposals, but it lacks the authority to take action to ensure that
the events are properly carried out. The individuals actually responsibie
for supporting trade events in TD sub-units, IEP country desks, US&FCS
overseas posts, and EPS are not directly accountable to the Trade Promo-
tion Committee.

Under the current process, any unit can independently withdraw sup-
port for proposals approved by the Committee. Since each unit is
responsible for a critical aspect of event management, failure by any one
unit to support an event leads to cancellation or poor implementation of
the event. When an event is cancelled or poorly executed, each of the
parties involved can claim that another unit is to blame and the Commit-
tee is unable to hold anyone responsible. Individuals or groups appear to
be free to take actions that affect the promotion program without
approval or review of the action by senior management officials. For
example, one program official told us that a TD industry specialist
(recruiter) can cancel an event, citing lack of industry interest, without
having to provide support for his contention.

The performance of TD industry specialists, 1EP desk officers, and US&FCS
commercial officers are evaluated separately within their respective
units. Success or failure of any particular trade event is not tied to an
individual's evaluation. Moreover, officers in each unit and overseas
posts have many other responsibilities besides supporting trade events.
While Us&FCs officers overseas often blamed Washington for event can-
cellations and poorly organized events, headquarters officials responsi-
ble for managing trade events downplayed the role of their own units in
the process. One senior EPS official said that the EPS role in support of
the principal categories of trade events is rather limited. An IEP spokes-
man said that his unit is involved in the trade event program only in a
support capacity. Similarly, a senior TD official observed that her unit
has other responsibilities besides supporting trade promotion events.
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Different ITA Units
Compete for Program
Participants

There is some evidence that the different ITA units compete with each
other for program participants, although neither its impact nor the
extent of occurrence is clear. In addition to the major events that require
Jjoint efforts from all ITA units, three of the units have separate export
promotion programs. Trade specialists in TD told us that a program such
as “Matchmaker’’, carried out exclusively by US&FCS, is oriented toward
the same audiences as some of the 1TA-wide events. They also pointed
out that TD's new “Bulletin Board” display program competes with
Us&FCS’ video/catalog and regular catalog programs.

Some US&FCS overseas posts offset the lack of recruiting support from D
by sending post representatives to the United States to recruit for post-
sponsored events. The cost for such travel is not included in post operat-
ing budgets and is recovered from participation fees. In addition,
recruiting efforts are sometimes combined with other official travel to
ITA headquarters.

Lack of Effective Trade
Program Evaluation

We could not find any evidence that either the trade event program as a
whole or individual events are evaluated for their value to U.S. indus-
try. Without such evaluations, ITA has no assurance that the most effec-
tive events are taking place in the right country at the right time nor
does it know the mix of companies that are participating.

In most cases, after-show reports, which would form the basis for effec-
tiveness evaluations, are not completed or could not be located. There
also are indications that some reports that are completed do not always
reflect actual results. We did not attempt to analyze a scientific sample
of after-show reports, but in trying to determine if a scheduled event did
in fact occur, we noted that one report submitted to Us&Fcs headquarters
did not agree with the actual results we documented overseas. For
example, this report did not mention the disorganization and missed
appointments that we documented at the post.

We could not identify any studies or analyses that assessed the effec-
tiveness of different trade promotion events. The high cancellation rate
for trade missions as well as the apparent lack of industry support for
many events suggests that some type of program evaluation is needed.
US&FCs officials agreed that more substantive trade event evaluations
are needed but said that resources are not available to do so. They said
that most staff are too busy trying to meet the demands of the next
upcoming show to worry about the quality of after-show reports and
evaluations.
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The Foreign Buyer Program is designed to introduce U.S. firms to poten-
tial foreign buyers without the cost of participating in an overseas trade
event and US&FCS overseas posts are supposed to carry out a series of
steps to encourage their attendance at major trade events in the United
States. We found, however, that support for this prog.am was largely
perfunctory. Recent Commerce Inspector General reports on US&FCS
posts in Asia and in three Latin American countries reached a similar
conclusion. Aggressive steps outlined in the US&FCS operations manual
were not being implemented at most of the posts we visited and program
officials at us&Fcs headguarters told us that the situation is the same at
a number of other posts.

Under the Foreign Buyer Program, US&FCS assists in recruiting foreign
firms through the overseas posts, assists the private U.S. organizers in
developing trade information and counseling U.S. firms, and operates
international business centers during shows. Potential Foreign Buyer
shows are developed from the “best prospects’ listed in the posts’ Coun-
try Marketing Plans. The private organizer must commit to certain
US&FCs-prescribed accommodations and is required to pay us&rcs $3,500.
For example, the organizer is required to have international finance spe-
cialists in the business center and to prepare an international marketing
plan. In addition, a multi-language brochure and an exporting interest
directory have to be submitted to US&FCS at least 9 months before the
event. To be listed in the interest directory and receive US&FCS assis-
tance, a firm’s products must contain 51 percent U.S.- manufactured
contents.

According to the program director, only well-established events are
selected; no first-time events are considered. However, effective Febru-
ary 1987, an event cannot be selected more than two times in a 3-year
period. Once a show is selected, a US&FCS headquarters project manager
works with the organizer and prospective exhibitors to ensure that the
event is successful.

The us&rcs Operations Manual outlines the following steps that overseas
posts should take to encourage foreign firms to attend major trade
events in the United States that are included in the Foreign Buyer
Program:

Organize a group travel package in cooperation with local travel agents.

Make mass mailings to the target audience describing the show and
offering the promotional package.
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ing company affiliation and any particular interests the visitors have in
specific appointments.
Cable a final report on the show to Us&FCS headquarters after each

event.

None of the posts we visited were taking these actions. At most posts,
support for the Foreign Buyer Program was limited to sending the list of
approved events to trade associations. Moreover, while the guidelines
direct that the post perform an after-show evaluation for each event,
post representatives said that they do not get feedback on the results of
Foreign Buyer missions for their respective countries. In fact, some of
the posts said they did not even know which foreign firms participated
in Foreign Buyer events targeted for their respective countries.
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0 organize groups of
business people to travel to the Umteu States and that in some countries
group travel is not an accepted practice. Some posts also said that travel
to the United States is so easy and the events are so popular that there
is no need for them to use their resources to recruit for Foreign Buyer
shows.

In responding to the posts’ concerns, a key US&FCS headquarters official
said that the Foreign Buyer Program is an effective means for introduc-
ing foreign firms to U.S. suppliers, but that US&Fcs officers are not con-
vinced of this and have put forth only token efforts. He also said that
some senior US&FCS officers are trade-policy oriented and do not want to
do traditional trade promotion work. This official said that most posts in

Asia and the Middle East, together with one in Latin America and one
maior nost in Fnrnnp have done the least to sunnort the program
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posts and monitoring by US&FCS headquarters would establish the basis

for an assessing the program'’s effectiveness.
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Efforts to Improve TOP

US&FCS recognized the problems with ToP and in August 1987 eliminated
the subscription feature and began publishing trade leads in the Journal
of Commerce. US&FCS also instituted a pilot program called HOT TOP,
which has a follow-up provision. This version of TOP is patterned after a
program developed by Us&Fcs/London and is now being tested in 10
countries.

US&FCS began publishing trade leads in the Journal of Commerce to
ensure that they would be available to a broader section of the U.S. busi-
ness community. However, some officials we interviewed stated that
publishing the leads in the Journal would only increase the number of
“junk’” responses as well as open up the program to foreign firms that
subscribe to the Journal. The Deputy Assistant Secretary for Foreign
Operations stated that foreign firms will not respond to trade leads in
any greater number than they have in the past.

In March 1987, us&rcs/London implemented what it calls SUPERTOP. A
trade specialist reviews each TOP lead, using his/her own judgment to
determine which leads offer the best prospects and then develops more
specific information on the products or services the firm is seeking. This
information is then forwarded to state trade development offices located
in Europe. Us&Fcs/London has not yet evaluated the impact of SUPERTOP.
However, our interviews with state officials indicate they are satisfied
with the program. One state official noted that SUPERTOP information is
more detailed and product specific than was the original Top. Without
specific direction or approval from Washington, Us&FcS/Venezuela has
implemented a similar program and its officials believe that the state
offices have been considerably more responsive to Top leads than
Washington.

Based on initial results from us&Fcs/London’s program, US&FCS began
pilot testing HOT TOP, which is designed to improve the distribution and
follow-up of high potential trade leads. In the HoT TOP pilot, 10 selected
posts send their trade leads to designated Commerce district offices,
which have 30 days to provide the posts with potential American sup-
pliers. US&FCS posts have mixed views as to how well this version of Top
will work.

Conclusions

The data we collected and analyzed suggests that the current ITA organi-
zation, while possibly beneficial to other departmental objectives, has
contributed significantly to problems in the overseas trade promotion
program. The different units are so compartmentalized that the day-to-
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day decisions necessary to keep trade events on track are delayed or not
made. Moreover, the current structure does not establish accountability
for either positive results or failures. The absence of a single authority
to make program decisions and ensure that the right events are selected
and adequately supported has contributed to poor event selection and
high cancellation rates. As a result, the event planning and selection pro-
cess has little credibility with those who are responsible for its execu-
tion. Events are continuously added and dropped from the schedule
with little or no senior management involvement or approval. As a
result, ITA has no assurance that the most effective events are taking
place. To be efficient and effective, the current organization structure
requires a great deal of coordination and cooperation among the various
ITA units, and it was evident that this was not occurring.

There are several possible ways to address the management and pro-
gram weakness we identified; however, we believe a reorganization that
reduces the number of operating units and compartments, increases
accountability and managerial control, and facilitates day-to-day deci-
sion-making would be the preferable approach. This could be accom-
plished without sacrificing the positive aspects of the current structure.

We recognize that reorganization alone cannot improve the quality of
trade promotion activities, increase U.S. industry’s interest in participat-
ing in ITA events, or guarantee rational decision-making. Nevertheless, it
could promote these objectives by providing a logical framework that
simplifies and improves the process of policy development and
encourage relatively consistent and effective implementation of agreed
activities.

However, whether ITA is reorganized or not, the trade events planning
and selection process must be formalized and responsibility for its exe-
cution established. Formal guidelines outlining the duties and responsi-
bilities of each ITA unit and the procedures for planning, recruiting, and
executing trade events should be developed to establish management
accountability.

We also believe that the trade event schedule should be formalized to
help create a sense of permanency or commitment. Currently, those who
are charged with responsibility for different pieces of the events cycle,
as well as the trade specialists who counsel] U.S. firms seeking to intro-
duce their products in new markets, seem to have very little confidence
that planned events will actually occur. Only events that are supported
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by appropriate market research and industry polling should be adver-
tised to the business community. The recent decision not to enter ITA-
sponsored overseas promotional events (events totally dependent on ITA
efforts) in US&FCS’ new computerized trade information data base is, in
our opinion, an indication of the lack of confidence that scheduled
events will actually take place. The events scheduled should include
only those events that require major resource commitments by ITA.

We believe that ITA needs to determine the number of events it can rea-

sonably support during a given year with current staff and resources.

Continually scheduling hundreds of events that have little or no chance
of actually taking place diminishes ITA's credibility with the business
community and host- government officials and results in inefficient use
of limited resources. Once a list of events has been approved by senior
ITA management at least 12 months in advance of the event year, the
overseas posts could tailor their activities around the approved sched-
ule. Under the scenario(s) we envision, TD would announce the industry
sectors with the greatest potential and the top markets before the sched-
uling process starts. We do not see the value of having US&FCS overseas
posts with small staffs in countries with relatively limited market poten-
tial compete with better staffed posts for trade events. These smaller
posts spend much time and energy developing event proposals that are
not competitive economically and, if accepted, are likely to be cancelled
at a later date. We believe it would be preferable for these posts to
develop locally based programs, thus maximizing available resources.

The event planning cycle also needs to be shortened. The justification
for the current 24-month plus cycle is that industry needs to be able to
plan its participation far in advance. However, the high cancellation rate
for iTa-only events does not necessarily support the need for such a long,
drawn-out process for all types of events. Further, posts’ responses to
headquarters cables on trade mission problems suggest that recruiting
campaigns, or at least decisions on participation for some events, do not
take place until close to the time the event is to occur.

Lastly, ITA needs to reexamine its role in export promotion. Although 1Ta
has a role in expanding the volume of exports as well as the exporter
base, clearly the growth in the number of qualified private organizers
and the strain on ITA’s resources dictate that ITa should assume a nar-
rower and more clearly defined role.

For the Foreign Buyer Program, we believe that us&Fcs should monitor
posts’ implementation over a specified time period and then evaluate its
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Recommendations

Agency Comments and
Our Evaluation

effectiveness in relation to other promotional activities. Likewise, we
believe that ITA needs to critically assess the payoff, in terms of actual
sales, from the new HOT TOP in relation to its costs.

We recommend that the Secretary of Commerce reorganize the ITA to
reflect its major responsibilities. ITA now has two key trade-related mis-
sions: trade policy formulation and implementation, including import
administration; and trade development, which includes export
promotion.

We also recommend that the Secretary of Commerce direct the Under
Secretary for International Trade to:

Develop guidelines outlining the duties and responsibilities of each ITA
unit and operational procedures and instructions to govern the event
planning, selection, and implementation processes.

Formalize the trade promotion event schedule and require periodic
reports on the status of each event, including developing a firmer event
schedule, establishing management controls over event additions and
cancellations, and reducing the current 24 months plus planning interval
for trade events.

Issue instructions that all proposals for these “ITA approved” events
must be supported by detailed market research and that the proposed
location be compatible with the best prospects identified in annual
Country Marketing Plans.

Commerce did not directly address our recommendation to reorganize
ITA to improve its effectiveness, but it acknowledged our concern with
the trade event planning and management process and is taking steps to
address these matters. Commerce stated it would establish a task force
chaired by ITA’s Deputy Under Secretary to review this process. Upon
completion of the review, Commerce will implement formal guidelines
which will document the trade promotion event scheduling process, out-
line the duties and responsibilities of each ITA unit, and require periodic
reports on the status of each event. Event cancellations and additions
will be controlled at the Assistant Secretary level, and industry input
will be provided in the planning process. Commerce did not state
whether it plans to reduce the 24-month planning interval as
recommended.
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As part of the task force effort, we believe that 1ta should consider
reducing the number of operating units and increasing accountability
and management control as ways to improve the overseas trade promo-
tion program and ITA’s overall effectiveness.
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Past studies by a congressional committee, GAO, and the Commerce
Inspector General, as well as internal reviews, have characterized the
US&FCS planning and reporting process as administratively burdensome,
perfunctory, and of limited usefulness. US&FCS has attempted to address
some of these concerns by reducing or eliminating certain reporting
requirements and restructuring annual planning documents. We believe
opportunities exist to further reduce reporting requirements. Our
review of the reporting system showed that quarterly statistical reports
on work accomplishments are not reliable and are not used for manage-
rial decisionmaking as intended.

The Us&Fcs planning and reporting system consists of annual Country
Marketing Plans and quarterly and monthly post commercial action
reports. The annual Country Marketing Plan (CMP) is a comprehensive
document which describes the commercial environment, trade and
investment concerns, and promotional activities and market research
that will be conducted during the upcoming fiscal year. During the year,
the posts submit monthly narrative and quarterly statistical reports of
their accomplishments and activities. According to US&FCS documents,
approximately 5 percent of total overseas staff resources are spent
planning and reporting on post activities.

Over the years, Us&rcs has made several changes to its Post Commercial
Action Plan (PCAP) reporting system in an effort to reduce the posts’
administrative burden and to produce more meaningful statistics that
reflect the posts’ actual activities. One major change took place in 1987.
Until fiscal year 1988, each senior commercial officer was tasked to pre-
pare a ‘“‘start-of-year” PCAP consisting of a short narrative on proposed
post activities and a workload analysis forecasting time to be devoted to
these activities and anticipated outputs. The posts complained about the
difficulty in predicting activities for the coming year that were largely
based on customer demand. Moreover, headquarters officials noted that
quarterly reports had become more a reflection of PcAP forecasts (i.e.
each quarter about one-fourth of the forecast was reported as accom-
plished) than accurate reports of the posts’ activities. The posts viewed
the PCAP quarterly reporting process as a meaningless exercise that also
was of very little use to them.

Starting in fiscal year 1988, the start-of-year PCAP was eliminated as a

formal requirement. The country workplans now included in the annual
CMPs are designed to serve the same purpose as the start-of-year rcap
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Statistics Is
Questionable

but do not require workweek and output estimates. In addition, the
number of data elements in the quarterly reports has been reduced.

Our analysis of PcAP reports showed major inaccuracies, double-counting
and lack of documentation to support claimed accomplishments. Accord-
ing to senior US&FCS officials, the quarterly reports generally are not
reviewed or used to monitor post activities or accomplishments. The use
of the data collected from these reports is limited to preparing budget
justifications and other presentations to OMB and the Congress.

Initially the PCAP reports were used by IEP to monitor the overseas posts’
workloads and to balance tasking requirements from the other ITA units
and organizations, such as the Department of State, the Overseas Pri-
vate Investment Corporation, and the Office of the U.S. Trade Represen-
tative. The Office of Foreign Operations also used them in evaluating
post performance and in deciding on resource allocations. However,
Us&rCs officials have stated that the quarterly statistical reports are
now mostly used to gather information for budget presentations and
hearings before the Congress. We found that the quarterly statistics are
not reliable, in many instances cannot be supported by documentary evi-
dence and sometimes appear to be meaningless. Consequently, we ques-
tion whether they should continue to be required. On the other hand, the
monthly highlights reports appear to provide information that officials
use to make program and management decisions and to track host-coun-
try economic developments.

Reliability Problems in
PCAP Reporting System

Past studies of the PCAP reporting system showed that Us&Fcs did not
have adequate internal control mechanisms to ensure that PCAP statistics
were accurate and supportable. The overseas posts were not required to
maintain documentation supporting the statistics and had not been pro-
vided with any guidance on how activities should be categorized in the
reports. The posts were using a variety of techniques to summarize the
PCAP quarterly data, resulting in inaccuracies and double-counting.

At posts we visited, we found that most of the Pcap statistics reported tc
US&FCS headquarters cannot be supported. Where some form of docu-
mentation did exist, we found numerous significant errors. For example

One post reported 101 post-organized events in fiscal year 1987. How-

ever, in reviewing supporting documentation, we determined that only
77 events actually took place. A post official stated that he may have
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inadvertently reported the number of firms attending a trade event
instead of the number of events that took place.

One FsN reported supporting two trade delegations under the Foreign
Buyer Program. However, we determined that neither of the delegations
went to any of the 15 Foreign Buyer shows held in the United States.
One post reported supporting two trade events involving 480 companies.
We found that a commercial officer and an FsN both worked on one par-
ticular trade show. The officer contacted 250 companies, while the FsSN
dealt with 230 of these same companies. The final report showed two
separate events involving 480 companies—a double count of one event.
The posts were reporting the same event more than once. In one case, a
trade show was held over a 3-day period, with 1 day falling in the third
quarter and 2 days in the fourth quarter. A post official told us that he
reported the event as an accomplishment in both quarters. In another
case, a post double-counted a trade mission—once in the quarter in
which it was planned and once in the quarter in which it occurred. In
both cases the reporting officials stated that they had no guidance on
reporting such events.

The posts were not consistently reporting business counseling sessions.
We found that one trade specialist gave a 15-minute speech to a group of
60 businessmen and reported it as 60 individual business counseling ses-
sions. Another post’s officers attended trade fairs (where there was no
Commerce-sponsored pavilion) and reported business counseling ses-
sions when they talked to U.S. exhibitors or exchanged business cards.
Calls to commercial libraries were also reported as counseling sessions.
At one post, 49 percent of the 1,341 business counseling sessions
reported were telephone calls received by the post’s commercial
librarian.

Poor internal controls over the preparation of the PCAP reports and lack
of US&FCS guidance on how to report post activities have largely contrib-
uted to these problems. For example, one commercial officer responsible
for preparing the post’s quarterly PCAP report stated that the staff did
not take into account the “multiplier organizations,” such as trade
associations and American Chambers of Commerce, when reporting
businesses counseling sessions. Therefore, the officer arbitrarily inflated
the quarterly statistics.

While attempting to verify reported post activities, we found that some
reported events were mischaracterized and presented a misleading pic-
ture of post commercial activity. At one post we found that 15 of 65

reported events were seminars organized by the American Chamber of
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Commerce, and some were on topics such as tax reform, financial plan-
ning, year-end tax planning, and pension legislation. For another 13
events, the post merely rented government-controlled building space to
private groups to hold seminars. The post’s involvement was the time
required to complete the paperwork so the companies could use the
space. At another large European post, there was no documentation on
35 of the events reported to Us&FCS headquarters. Post personnel told us
that their role in these events was to merely rent the space.

In addition to being inaccurate and misleading, we believe that some of
the PCAP statistics are meaningless. This is best exemplified by statistics
reported on the Foreign Buyer Program. For fiscal year 1987, the end-of-
year summary PCAP report for all 65 countries showed that posts had
supported 659 events. [t should be noted that in fiscal year 1987, there
were only 15 Foreign Buyer events heid. If each country reported sup-
porting an average of 10 events, the total count would be over 650.
Given that the total number of foreign buyer events is finite each year,
and that the posts are not required to designate which events were sup-
ported, we question the value of such statistics.

ITA’s 1987 Internal
Control Review of the
CMP/PCAP Processes

In 1987, 1TA conducted an internal control review of and reported on the
CMP and pcAP processes. While some of the report’s findings were similar
to those identified in our overseas fieldwork, it differed in its conclusion
on the reliability of the pcaP statistics. Although 42 percent of the posts
surveyed said that they would prefer a higher degree of accuracy in
their pcaP data, the report stated that there was no direct indication that
PCAP information was erroneous or inaccurate.

We believe that the report’s finding stems from its data collection meth-
odology. The ITA review team interviewed headquarters officials and
solicited data from overseas posts via a questionnaire sent to the top 10
countries on its U.S. export list, plus every sixth country on the list
thereafter; 19 of the 20 countries surveyed responded. The question-
naire essentially asked the Senior Commercial Officers to self-assess the
accuracy of their own pPcap reports. There was no on-site verification of
responses and the posts were not required to provide documentation to
support their claims.

Other major findings in the report are as follows:
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Twenty-six percent of the respondents said that they had definitional
problems with business counseling sessions.!

The pcap essentially was viewed as an administrative mechanism to col-
lect data used in responding to inquiries from the Congress, OMB, and
others. Interest on the part of iEP and TD's Office of Industry Assessment
in the pcap portion of the process had diminished considerably since
inception of the cMP/Pcap, when they played significant roles in all
phases, including start-of-year planning sessions.

Workload tasking to posts was not being monitored by headquarters. 1£p
was originally designated to perform this function, but it was no longer
taking an active role in the PCAP process.

IEP country officers indicated that they did not read pPcaP reports and
summaries and did not know what activities were covered in the differ-
ent reporting categories.

Monthly Highlights
Reports Are More Useful

Conclusions

In contrast to the quarterly statistical reports, the posts and headquar-
ters officials view the monthly narrative reports as a valuable decision-
making tool. In the monthly reports, the posts highlight success stories
and major accomplishments, discuss progress in meeting planned objec-
tives, identify emerging trade policy issues, and report major changes in
the countries’ trading environments. Headquarters units use these
reports to monitor post activities and evaluate officer performance. The
internal control review report noted that the monthly highlights reports
were regarded by the posts and Washington trade policy and trade
development officials as the most effective means for capturing current
country trends. IEP country officers indicated that they invariably study
the monthly highlights and found them to be valuable sources of
information.

The quarterly pcaP statistical reports do not appear to be used to any
extent in managing the overseas posts. In addition, it appears that pcap
reports are not used by other ITA units because the results are not mean-
ingful—they capture workweeks spent on various inter-related tasks
that, in most cases, do not lend themselves to detailed categorization.
The pcap process is an exercise to divide total workweeks spent into
activity categories that are difficult to define and not consistently
understood by either the preparers or the intended end users. In the

UIn its fiscal year 1988 quarterly statistical report instructions, US&FCS further clarified business
counseling.
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absence of information on actual accomplishments, the PCAP report’s
utility seems minimal.

At the posts we visited, we found evidence of inaccuracies, double
counts, and potentially misleading information. Given that any attempt
to better document activities would create a significant paperwork bur-
den and that verification would still be difficult, the need to continue
the quarterly statistical reports is questionable.

Recommendation

Agency Comments and
Our Evaluation

We recommend that the Secretary of Commerce direct the Under Secre-
tary for International Trade to combine the quarterly statistical report
and the monthly narrative highlight report.

In the draft of this report we proposed the elimination of the quarterly
Post Commercial Action Plan statistical report. The Department of Com-
merce disagreed with our recommendation. Commerce stated that in the
absence of any reporting system, it would have to query the posts by
cable each time an information request was made from within and
outside of the agency and that this would be disruptive and likely to
produce information that is less accurate than data now contained in the
quarterly reports. Additionally, Commerce noted that a number of
improvements have been made over the years and stated that it intends
to continue to refine the report to improve data quality and to further
reduce the posts’ workload.

We believe that there will always be instances when the posts will have
to be cabled for information. In fact, this occurs under the current sys-
tem. For example, before the Bureau of Export Administration was
established, ITA needed to identify the amount and type of export con-
trol work done by the posts to help determine the number of positions to
transfer to the new Bureau. Although the quarterly statistical reports
showed time spent on trade administration, more information was
needed on the type of work being done such as counseling, seminars,
post-shipment checks, and prelicensing. Selected posts were cabled and
asked to collect and report this information.

While we agree that ITA has improved the report format and simplified
report preparation, when submitted in isolation, the statistical reports
do not provide the quality information needed to manage the overseas
posts, make resource allocation decisions and for budget justifications.
However, if ITA believes that the statistics are absolutely necessary and
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can be afforded in a period of budgetary constraints, as a minimum,
they should be combined with the monthly narrative highlights report
and we have modified our recommendation accordingly.
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ITA collects, analyzes, organizes, and distributes commercial information
gathered by its worldwide network of overseas and domestic field
offices. This information includes market trend analyses, product-spe-
cific market research, market assessments, trade policy research, com-
petitive assessments, industry reports, trade contacts (e.g. buyers,
agents, distributors), and trade opportunity leads. ita and other U.S.
government agencies use this information in developing trade policies
and monitoring foreign trade developments. It is also used to produce ITAa
marketing publications and by a variety of federal, state, and private
organizations in counseling existing and potential exporters. ITA has long
recognized that an automated system could speed the delivery and
enhance the utility of data gathered from around the world. Sales of
information from an automated system are projected to cover the sys-
tem’s direct operating costs, fund market research activities, and sup-
port other trade promotion efforts. Since 1978, ITA has pursued
automation concepts ranging from a totally centralized commercial
information system to a primarily decentralized system with limited
success.

The Commercial Information Management System (CIMS), ITA's third
attempt to develop an automated comprehensive trade information data
base, is now scheduled to have limited operational capability by Febru-
ary 1989. This system is designed to link the overseas posts and domes-
tic district offices to a central data base in ITA headquarters. In 1987,
cMs’ full implementation cost was estimated at $39.4 million through
1993; this was in addition to the $13.4 million spent on two former auto-
mation attempts. Since then, new requirements have been identified anc
currently it is not clear how much full implementation will cost.

We found that CIMS’ implementation, as that of its predecessors, has
been hampered by a series of technical, management, and resource prot
lems. To date, some computer hardware is in place and some hard copy
market research documents and client files have been entered into the
central data base. CIMS is operating with limited capability in all 48 dis-
trict offices except Alaska. Sixteen overseas posts have had cims soft-
ware installed and the staff have been given basic CIMS training. It is no
yet clear when the remaining 110 posts will receive ciMs software and
training. There is a backlog of research reports and studies to be entere
into the system. No plans have been developed or resources identified 1
maintain the system once it is operational and to replace aging com-
puters and equipment.

Page 60 GAO/NSIAD-8944 Export Promot



Chapter 5

ITA's Attempts to Implement an Automated
Commercial Information Management
System Have Not Yet Been Successful

Accomplishments to
Date Have Been
Limited

No guidelines have been issued to the overseas posts governing data
base development. As a result, significantly different criteria are being
used to develop ciMs client files and data base development varies
widely from post to post. According to agency officials, the system that
is now expected to be in place in February 1989 will be far less capable
than originally planned. Because of technical and resource constraints,
the overseas posts will not have direct access to the central data base
for the near future.

It is not clear when cims will be fully operational, what it will cost, or
what it will be capable of doing. We believe, and key program officials
agree, that there is potential for CIMS to languish with only minimal
capability if the above problems are not addressed by senior Commerce
officials. New management initiatives are needed to keep the system’s
development on track and to ensure that government agencies, busi-
nesses, trade associations, and state trade development agencies are pro-
vided with complete, accurate, and timely information. The recently
enacted Omnibus Trade and Competitiveness Act of 1988 requires that
within two years of the Act’s passage, the Secretary of Commerce shall
establish a National Trade Data Bank consisting of two systems—the
International Economic Data System and the Export Promotion Data
System. The Export Promotion Data System is expected to be an expan-
sion of CIMS. We believe that the management group the Secretary
assembles to plan and manage this task should address the problems we
identified before making decisions on system expansion.

CIMS is ITA’s third attempt to automate its worldwide trade information
data base. Its first attempt in 1978, the Worldwide Information and
Trade System, was supposed to link key overseas posts and district
offices to a central data base via satellite. This effort only proceeded
through the prototype stage because of projected costs and opposition
from members of the Information Industry Association, who contended
that the government was competing with their publishing and informa-
tion disseminating efforts. The second effort, the Automated Informa-
tion Transfer System (AITS), was started in 1981. It was a decentralized
system focused on automating existing client files and customer lists so
that local data bases could be used to generate mailing lists and applied
to other information services (e.g., Agent/Distributor Service, TOP). AITS
would have allowed the field offices to communicate with one another
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without going through Washington but did not include a centrally man-
aged data base. Training, technical, and data base management prob-
lems limited AITS’ usefulness. CIMS was designed to use data files
established under its two predecessors.

Current Operational Status
of CIMS

When we began our review, we were told that ciMS was scheduled to be
fully operational by December 1987. However, according to Us&Fcs offi-
cials, funding constraints, delayed State Department support, and vari-
ous technical problems have slowed CIMS’ implementation. As of
September 1988, us&Fcs planned to have limited operational capability
at all domestic and overseas locations by February 1989. To date, ciMs’
implementation is in various stages both domestically and overseas. The
status of major steps associated with full implementation of the system
are outlined below.

Computer hardware procurement: The overseas posts and domestic dis-
trict offices have the basic hardware (Wang VS computers, personal
computers, printers) necessary to perform limited functions with the
CIMS software. Most of the hardware was purchased before fiscal year
1987. Hardware purchases to achieve a two person per computer screen
ratio were completed in June 1988. With existing hardware, the posts
should be able to create and update CIMs files and perform a limited
number of functions (e.g., create mailing lists) within their own data
bases.

Computer software development: Three versions of CIMS software have
been developed—a COBOL version for the overseas posts with access tc
VS computers, a "Knowledgeman” version for those with personal com-
puters, and “‘Speed 11"’ for headquarters and district office VS com-
puters. However, all have limitations and new versions of each are bein
developed under ciMs II.

Installation of CIMS software: As of September 1988, ciMs software had
been installed in all of the district offices (except Alaska), which shoulc¢
enable them to communicate with one another and the central data bass
in Washington once the required telecommunication network is fully
implemented. CIMS software was installed at the first overseas post in
May 1988, and 16 posts had it as of September 1988. Until May 1988,
travel funds had not been available for EPs staff to go to the posts to
oversee the installation of CIMS software and train staff in its use. Cur-
rently there is a moratorium on installing CIMS software at overseas
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System Support and
Resource Issues Have
Yet to Be Addressed

posts while the State Department upgrades its WANG VS computers' .
Without the ciMS software, the posts must continue to use the AITS soft-
ware to develop new client files and update existing ones.

Training: At the completion of our audit work, all 17 of the designated
overseas regional automation coordinators had received basic CIMS train-
ing at headquarters. Following a cascade approach, as CIMs software is
installed at posts in their regions, these coordinators will train the staff
on its use. The coordinators came to headquarters for training in
November 1987 but because of travel fund constraints, CIMS’ implemen-
tation overseas has been delayed.

Creation of a central data base: The central data base will contain three
major files—the client/organization file (AITS), the events file, and the
market research file. Most of the domestic offices’ old AITS files have
been updated and converted to the ciMs format and entered into the cen-
tral data base. Some overseas posts have also sent in their AITs files to be
converted and added to the central data base. By the end of our audit
work, the client/organization file contained about 46,000 U.S. exporters
and 45,000 foreign importers—about two-thirds of its expected size. In
addition, some market research had been entered into the CIMS data base,
but there was still a backlog of trade information documents, including
market research studies, to be entered.

Operability: Our observations on system operations are limited because
CIMS had not been installed at any of the posts we visited. According to
US&FCS, as of September 1988 all district offices (except Alaska), four
branch offices and 16 overseas posts were using CIMS to communicate
with the central data base. We were advised that some district offices
are having difficulty performing certain functions within their own data
bases. According to US&FCS officials, it is taking longer than expected to
create data files, system downtime has been high, and technical assis-
tance from the software contractor is frequently needed. UsS&FcCs advised
us that it has now provided systems manuals to all operating locations,
established a ciMS ““Hotline” for daily assistance, and periodically
updates system information through cims “Alerts”.

Although data base development and system maintenance issues
plagued the AITS system, we found that little attention has been devoted
to these issues under ciMs. The status of data base development varies
from post to post and it is not yet clear how data will be updated and
maintained. We believe that it will require substantial resources to keep

IThe State Department must approve instaliation of automated systems and applications in U.S. over-
seas facilities. This is discussed in more detail in the section on system capabilities.
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the system current. Many posts had very limited AITS files and those
that had large files could not keep them current because of resource
problems.

At the time of our review, the various overseas posts and domestic dis-

trict offices had not been instructed on how to develop and maintain
their data bases (e.g., what files to include, how to obtain information,
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how often to update) as required by oMB Circular No. A-130.2 Accordmg

f nco e ™ -
o Us&FCs officials, this was also the case with AITs. As a result, the vari

ous posts and offices were using different criteria in developing their
data bases. For example, we were told that one large post was building
some files from advertisements in trade magazines while another pur-
portecuy purcnabea and converted a deﬂerOlZ@d lnau&[l‘ldl ulreu;ory
The senior officer at one post told us that based on his perception of the
reliability of the host-country’s directories, he had arbitrarily decided to
include only a certain number of firms in the data base. At the time of
our review, neither the overseas posts nor the district offices had been

provided guidance on what type of firms to include in their data bases.

The status of data base development varies widely from post to post.
Some posts we visited have created thousands of records while others
have made only minimal efforts. It appears that data base development
has been based on the interest or perception of the different commercial
officers as to the priority this task should be accorded. One post had

sent out 1,500 questionnaires to host-country firms and was using the

resnonses to undate its files. Another had dedicated three contract
responses to upaate 1ts Ilies. Anotner nag gdedicated three contract

employees to the task of updating and entering about 2,900 AITS files,
representing one-third to one-half of the total expected entries. On the
other hand, in one country we visited some posts had not updated their
AITS IIIEb n over 4 yed.I'b in dﬂOtneI‘ L()Llﬂtl'y, a p()bt was OIlly em,ermg
and updating AITS files as new information was received from new
World Traders Data Reports, magazine articles, or other sources. Two
posts had developed procedures for systematically updating the AITS cli-
ent files, but none of the other 18 posts we visited mentioned that they

had such procedures.

Studies by Commerce’s Inspector General in 1987 and 1988 found that
AITs files were not routinely updated due to the posts’ lack of resources,

20MB Circular No. A-130 requires federal agencies to ensure that information systems operate effec-
tively and contain accurate data. This requirement applies to data collection, processing, transmis-
sion, and dissemination. User groups should be given technical and management support as well as

vidance ogn haw t6 dovalaon imnlamant and grorata the infarmation gyvstam
guidance on nOw to GEVeIop, iImpiement, anda operate tne information system.
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System Capabilities
Are Less Than
Expected

and as a result, they contained information that was incomplete, inaccu-
rate, and of limited use. The posts believed they would need more
resources than were currently allocated to AITS in order to successfully
integrate CIMS into their day-to-day operations and to keep the ciuMs files
current.

In discussions with US&FCS officials, we were told that all domestic
offices and overseas posts that have CiMs installed have received train-
ing on entering data and operating the CcIMs data base. Still there have
been questions on what constitutes an “‘export capable” firm and how to
code various pieces of company data. US&FCS plans to query regional
managers and post commercial officers on these issues and, based on
their input, will issue more detailed guidance on the type of organiza-
tional data to enter and how to properly code and maintain it. US&FCS
officials stated that they also have recently taken steps to ensure that
higher quality market research is entered into the cims data base and to
expedite its processing and prevent future backlogs® .

According to key US&FCS officials, the CIMS system that is expected to be
operational in February 1989 will be significantly less capable than was
originally planned. Although billed as a direct link system connecting
major overseas posts and domestic district offices to a central data base,
it is not clear when this capability will be achieved and at what cost.
Some of the CIMS software shortcomings are being addressed in what is
now being called CIMS I1. Major resource, technical, and information
security issues affecting system capability have not been resolved and
will be addressed as funds and other resources become available.

The Department of State must approve the installation and operation of
any automated information system in most U.S. overseas buildings and
facilities. Moreover, if co-located, the State Department provides pro-
curement and maintenance support. For each new installation or
upgrade, a determination is made as to the additional burden that will
be placed on the State Department’s system maintenance resources and
equipment. If new installations require resources beyond existing capa-
bilities, the responsible federal agency generally has to bear the cost.

3 All market research must now be reviewed and approved by either the senior commercial officer or
commercial attache before it is sent to Washington. Headquarters will then perform random quality
control checks before entering the information into the CIMS data base. To speed processing of mar-
ket research, a “keywording” test is now being run at selected posts and if successful, all market
research will be keyworded by the posts, thereby improving the data’s timeliness.
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Such decisions are made by State Department computer system mana-
gers at each location. For these reasons, CIMS software is being installed

in a cautions manner on a post-by-post basis. The State Department is
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monitoring usage and maintenance requirements to determine how
much additional storage capacity, maintenance, and communication
capability will be needed to support CIMS.

US&FCS has explored several options regarding telecommunication links,
which are necessary for the overseas posts to communicate directly
with the central data base and with each other. For example, the use of
commercial networks creates information security concerns with the
State Department, and the purchase of dedicated phone lines is prohibi-
tively expensive. US&FCS plans to use State Department high-speed lines
and cables to transfer batches of information between the overseas
posts and the central data base. Discussion of options for in-country
communications are still in the preliminary stage and largely depend on
local communications capabilities. As of September 1988, the overseas
posts could not yet communicate interactively with each other or with
the central data base. Moreover, it is not yet clear how much it would
cost to achieve this capability.

Overseas Posts Are
Skeptical of CIMS
Success

At the time of our review, the overseas posts had little information on
the system’s capability and were apprehensive about implementation
because previous efforts to automate had met with little success. More-
over, in the past many posts had been unable to keep their AITS files
updated due to a lack of resources. Based on the amount of effort being
expended to update the files in preparation for CiMSs conversion, officers
were concerned that ciMS would place an extra burden on an already
overextended staff.

Us&FCS headquarters officials told us that they had kept the overseas
posts informed about CIMS’ implementation, but this was not apparent at
the posts we visited. Overseas staff told us that they had very limited
knowledge of why CIMS was created, when it would be implemented
overseas, how it would work, and what benefits were expected. They
did not know what the posts would be required to do to implement CIMS
or when necessary hardware, software, and training would be provided.
This information void generated skepticism and uncertainty about CIMS
among the staff. One officer characterized CIMS as a very high-tech
approach to information processing that in the initial stages would
require many hours of training, data transfer, data update, and system
integration.
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Questionable Revenue
Projections From Sales
of CIMS-Generated
Information Products

At the conclusion of our review, US&FCS acknowledged that data base
maintenance (collection, entry, coding, updating) may require more
exacting, timely, and time-consuming attention than AITS manual
records, and plans to review budget and staff resources to ensure that
data can be adequately maintained. US&FCS also acknowledged that the
inclusion of CiMSs in the newly legislated National Trade Data Bank may
require more resources to meet expanded requirements.

US&FCS planned to use some CIMS proceeds to fund market research stud-
ies and to offset reductions in appropriated funds. However, initial reve-
nue projections of $4 million for fiscal year 1988 from the sale of CiMS
information to businesses, trade associations, and state development
agencies and publishers did not materialize. Early revenue estimates did
not take into account provisions of relevant statutes which limit fees
that can be assessed requesters of publicly available information. As of
September 1988, Us&Fcs did not yet have an approved pricing structure
for the various expected CIMS products. Since CIMS is not yet operating at
the level expected, it is still not clear how much demand there will be for
cIMS information.

Several approaches to selling ciMs information have been considered. At
one time, US&FCS considered offering a ‘‘basket of information” to the
business community on a subscription basis. For an annual fee of $150,
a firm would be able to get customized commercial information prod-
ucts. Other options have included a per-package fee based on the type of
data extracted and a simple ‘“‘per item” charge.

Much of the early deliberations on the costs and benefits of CIMS cen-
tered on the revenues that the system would generate. It was thought
that revenues would be sufficient to fund market research to keep the
system current and to offset expected reductions in appropriated funds
for export promotion activities. However, early deliberations apparently
did not take into account the significant statutory restrictions limiting
the amounts ITA may collect as user fees. On January 6, 1987, Com-
merce’s General Counsel stated in an opinion that under 15 U.S.C. 1525
fees collected for information products and services must be limited to
actual or estimated costs. According to Us&FCs officials this will have a
significant impact on revenues earned and system capabilities.
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Management Control
and Oversight

As with its predecessors, CIMS is being planned, implemented and evalu-
ated by us&rcs’ Office of Export Promotion Services—with program-
ming and technical support from contractors. System oversight is
provided by 11a’s Office of Information Resources Management and
Commerce’s Information Policy and Planning Division. Each of these
organizations said they have provided technical and management guid-
ance to the CIMS project. However, neither group has the necessary
authority to address the types of problems that have delayed ciMs’ full
implementation or to make a definitive judgement about its continued
viability.

Officials in 11a’s Office of Information Resources Management described
their role in CIMS development and implementation as advisory. Their
oversight has been limited to annual reviews of OMB-required paperwork
submitted by the CIMS project manager and of procurement actions, to
ensure that they are consistent with ITA policies. Officials in this office
acknowledged that CIMS needs more management attention but stated
that it should come from higher levels within Commerce. They further
stated that conceptually CIMS was not technically sophisticated and that
resource constraints, which can only be addressed by higher level offi-
cials, have mainly encumbered cIMS’ implementation. They surmised
that the lack of Commerce-level management attention probably stems
from the fact that the focus has been on implementation problems of
larger automated systems where there are defined, high-interest constit-
uencies (e.g., systems in the Bureau of the Census, the Patent and Trade-
mark Office, and the Bureau of Export Administration).

Officials in Commerce’s Information Policy and Planning Division told
us that they provide management control and oversight for all Com-
merce information management systems, including ciMs. This includes
ensuring that systems are developed according to OMB guidelines and
approving procurement actions over $250,000. They also review long-
range plans for system development and implementation and provide
input on whether projected costs are reasonable and justified. As an
example of their oversight, they cited their opposition to a US&FCS propo-
sal to use commercial value-added networks to transmit CIMs data from
the overseas posts to the central data base. According to these officials,
the proposal was premature given that questions remain as to the qual-
ity of information in the data base and CiMs data manipulation capabili-
ties. This high-cost option for transmitting ciMs data was eventually
tabled.
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Conclusions

Unlike 11A’s Office of Information Resources Management, officials in
this office have concerns about CiMS design. They believe that CIMS
design has been driven by logistic problems, State Department require-
ments and system limitations rather than good automated data process-
ing strategic planning. For example, these factors led to the development
of three different versions of CIMS software and this has created serious
system maintenance problems.

Both oversight organizations stated that a serious commitment to CIMS
development and implementation by both 1Ta and Commerce manage-
ment is necessary to rescue the CIMS project which is currently viewed
by management officials as a US&FCS initiative.

US&FCS needs to establish projections of how much time and staff
resources will be required to fully implement and maintain cimMs. This
information should be part of any deliberations on future cimMs expendi-
tures or system expansions. Tradeoffs could be made between the
amount of staff resources available and the quality and size of the data
base that can be supported. We are concerned that, without such an
assessment, and a resulting commitment of resources, the automation
effort started in 1978 will be drawn out even further and produce few
concrete results.

Past Office of Inspector General reports have shown that due to the
posts’ lack of resources, the AITS files were not being routinely updated
and that as a result they contained information that was incomplete,
inaccurate, and of limited use. US&FCS stated that it plans to review
budget and staff resources to ensure adequate data base maintenance.
Steps must be taken to address the resource issue, because inaccurate
and incomplete data can minimize the value of the CIMS system and
reduce demand for its output.

In addition, to ensure that the business community and other potential
users have complete, accurate, consistent, and up-to-date information,
US&FCS needs to issue guidelines to the overseas posts and domestic dis-
trict offices on how their data bases should be developed and
maintained.

Commerce needs strong management commitment and oversight to

ensure timely and cost effective system development and implementa-
tion. It is not clear that current management is fully committed to the
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Agency Comments an
Our Evaluation

full development of CIMS and its expansion as required in the Omnibus
Trade and Competitiveness Act of 1988,

We recommend that the Secretary of Commerce commission an indepen-
dent expert review of CIMS’s technical status and the potential to over-
come technical problems and develop projections of total costs to fully
implement and maintain the system. The Secretary should then direct
the Under Secretary for International Trade to establish a new manage-
ment structure to provide oversight of system implementation and
expansion as required by the 1988 Act.

d Commerce stated that since the passage of the omnibus trade law in

August 1988, it has begun a formal review of all economic trade data
that is required to establish the National Trade Data Bank. Commerce
plans to address the management structure necessary for the Data Bank,
CIMS’ current technical status and implementation schedule, and issues
associated with CIMS’ expansion to create the commercial portion of the
Data Bank and to meet other legislated requirements. We continue to
believe that the review group should include independent information
system experts.
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f’%mé\; UNITED STATES DEPARTMENT OF COMMERCE
. s+ | International Trade Adminiastration

X‘ T # | washington DC 20230
reres

DIRECTOR GENERAL OF THE (.S AND
FOREIGN COMMERCIAL SERVICE

wm20@

Mr. Allan I. Mendelowitz

Senior Associate Director

General Accounting Office

National Security and International
Affairs Division

Room 4148

Washington, D. C. 20548

Dear Allan:

In response to the personnel management issues raised by the
General Accounting Office, the U.S. and Foreign Commercial Service
has taken the following action:

I} Implemented a Certificate of Need for Limited Appointments
which documents the need for and qualifications of each
limited appointee.

o} Reviewed the Department Administrative Order 202-900,
Subchapter 100-2 to assure that it is clear and comprehensive
that a non-career limited appointee must be hired at the same
level as that of the position.

[} Developed and distributed a detailed FCS Operational Policy
entitled "Open Assignments Process®” which outlines the
open assignment bid/paneling process, including the method for
appealing a proposed assignment.

o Documented in the Assignment Panel minutes, the names of the
attendees at the panel meetings.

o Amended bidding process to require that all bids from domestic
employees seeking exchange assignments overseas must be in
writing.

o Amended Assignment Panel minutes to include for the record

the granting of tour curtailments and the reason they
were curtailed.

o Increased efforts in the open assignments bid cable to assure
that every officer shares in the burden of serving at hardship
posts.
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[} Improved the selection board process documentation, including
the requirement to provide the promotion numbers to the Under
Secretary for ITA prior to convening the selection boards.

o Reviewed the Time-in-Class policy and identified possible
revisions to be implemented after the report to the Congress
on 12/22/88 by the Special Commission authorized by Public
Law 100-204.

I am confident that these modifications will improve the personnel
management process.

Sincegely,

Director General of the
U. S. and Foreign Commercial Service
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YA
.’ iy b UNITED STATES DEPARTMENT OF COMMERCE

%, & | The Under Secretary for International Trade
* # | washington. D.C 20230

b .
Frurgy OF

25 0CT 1988

Mr. Frank Conahan

Assistant Controller General

United States General Accounting Office
Washington, D.C. 20548

Dear Mr. Conahan:

The International Trade Administration has reviewed your draft
report, EXPORT PROMOTION: PROBLEMS IN COMMERCE'S PROGRAMS,
dated August 30, 1988. At the outset, we commend the
thoroughness of the GAO's research; it is evident that a lot of
time and effort went into the production of this report.

The report touches on many of the issues that ITA faces in its
trade promotion programs. As our comments regarding particular
emphases and inaccuracies in the report are being addressed
separately, this letter focuses solely on the specific
recommendations in the draft report. Each of the recommen-
dations is addressed in turn below,.

TRADE EVENTS MANAGEMENT

The GAO recommends that ITA be reorganized to increase

accountability and control over trade events management. We
acknowledge the GAO's concerns regarding trade event planning
and management. Given the critical importance of trade
promotion to ITA, we will institute a task force chaired by the
Deputy Under Secretary to undertake a comprehensive review of
trade event planning and management. Each of the units within
ITA will be involved in addressing the problems highlighted in
the GAO report.

Upon completion of the review, formal guidelines better
outlining the duties and responsibilities of each ITA unit will
be implemented in order to improve accountability in the trade
events planning process. The new guidelines will encompass the
following:

1. The trade event scheduling process will be documented,
and periodic reports will be issued on the status of each
event.

2. Manpagement controls over event cancellations and additions
will be established at the Assistant Secretary level.
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3. Industry input will be provided in the trade event planning
process.

In addition, the criteria for the country marketing plan will be

modified to eliminate what has been construed as a mandate for
annual trade events at every foreign post.

TRADE FAIR CERTIFICATION

The GAO recommends that the US&FCS require applicants for
certification to meet participation targets for small and
new-to-export firms.

We do not think that such a requirement is practical for these
reasons:

1. It would put an undue burden on the private sector organizer
who is bearing all of the risk associated with
certification. This could result in many organizers going
forth without the ITA certification altogether. If this
occurs, both ITA and the organizer lose,

2. The number and proportion of small and new-to-market firms
varies greatly from industry to industry; thus any require-
ment would have to be set on an industry-by-industry basis.

3. Such a proposal would be difficult and resource-intensive to
enforce.

Given the limited resources available to ITA for trade
promotion, it is imperative that we work better with the private
sector in order to achieve our goal of expanding U.S. exports.

A better solution would be to encourage but not require more
private sector organizers to include small and new-to-export
firms in certified shows.

Presently the Federal Register Notice for trade fair
certification includes recruitment of small and new-to-market
firms as one of the goals of certification. Additionally, in
our consultation prior to the granting of certification, we will
establish the need for small and new-to-market firms to be
recruited for the event in question, given ITA's mandate to
assist small and new-to-export firms. Through Trade
Development, we can provide the names of individuals to contact
within the various trade associations that will be represented
at the event. We can also provide the organizer with ITA
mailing lists of small and new-to-market firms that should be
targeted for recruitment. In our follow-up with the organizer,
we will include feedback on small and new-to-market firm
participation as a criterion for evaluation,

-2~
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GAQ's second recommendation is that ITA establish a process to
evaluate the trade fair certification program's effectiveness in
meeting congressional and ITA export promotion objectives with
regard to small and new-to-export firms.

Our surveys indicate that private organizers currently include
at least as high a percentage of small and new-to-export
businesses in their trade fairs as ITA does (if catalog/video
catalog shows and Matchmaker events are excluded.) However, we
will analyze the trade fair certification program to confirm
this. At present, we are awaiting OMB approval of an evaluation
form (Enclosure) that specifically captures information on
small/new-to~export participation in certified events, along
with other data which we can use to assess the program.

POST COMMERCIAL ACTION PLANS

The GAO suggests that the quarterly PCAP reports should be
eliminated. While we share some of the GAO's concerns about the
current statistical reporting process, we do not think that
eliminating the PCAPs outright is a viable solution. This would
mean that there would be no system in place to track such
statistical information as: the number of counseling sessions,
the number of event participants, the number of post initiated
promotions, and the time spent on export licensing support. 1In
the absence of any reporting system, we would have to frequently
cable the posts with requests for this information in order to
answer legitimate inquiries from various quarters within and
oyteida nf the Denartment. This would be disruptive and in all
probability would produce information less accurate than that in
the quarterly reports.

As the draft report indicates, a number of improvements have
been made over the years, and more are underway. The US&FCS has
developed and is currently implementing ®"Core Program Operating
Instructions® for FY 1989 which will establish a more logical
critical element structure and define the activities in each
critical element. Moreover, the report format itself has been
redesigned to clearly identify core program activities and to
simplify report preparation. We will continue to refine the
PCAPs in order to improve the quality of information provided
and to reduce the posts' workload, and we would welcome any
suggestions the GAO has on this matter.

COMMERCIAL INFORMATION MANAGEMENT SYSTEM (CIMS)

The GAQ recommends that the Department of Commerce commission an
independent expert review of CIMS's technical status and the
potential to overcome problems, and then establish a new
management structure to provide oversight of system
implementation and expansion as required by the Omnibus Trade
and Competitiveness Act of 1988.

-3-
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With the passage of the Omnibus Trade and Competitiveness Act of
1988 (the "Act"), the Department of Commerce has instituted a
formal review of all economic trade data required by the Act for
the establishment of the National Trade Data Bank. The
management structure necessary for the National Trade Data Bank
has been and will continue to be a critical issue for this
review, In addition, this review will include an examination of
CIMS' current technical status and implementation schedule, and
will address the issues associated with expanding CIMS to create
the commercial portion of the National Trade Data Bank and to
meet other requirements of the Act.

Sincerely,

Allen Moore

Enclosure
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ENCLOSURE I TA-41t Q3P
OMB No. 0525-0130
TRADE FAIR CERTIFICATION Exp. Dete
AFTER SHOW REPORTING FORM This report Is euthorlized by

tew (1% U.S.C., %12 et.seqg.;
i3 U.S.C. 171 et seqg.) while
you are not required to
respond, your cooperation s
needed In evaluating export
expanslion results under the
TFCP

Revised Certlflication Progrem Gulideilnes,

Feders!l Register, VYol. 52, No. 149, Aug. 4, 1987,
requires crgeanizer to give the Department of
Commerce an end-of-show review within 14 days of
show closling. (Followling ocutlline Is suggested sco
orgenlzer's critlique cen be Incorporated Into
oversl! Post report.)

PLEASE COMPLETE PART (A) AND SUBMIT TO THE SENIOR COMMERCIAL OFFICER AT
HOST POST TO BE INCORPORATED INTO OYERALL POST REPORT. SEND A COPY TO
YOUR COMMERCE PROJECT OFFICER ALSO.

Organizer's Critique

Name of Show:
Show dates: C e eeaseearsianttaas e asassasssaseanneear s
Venue: e

U.S. Organizer: .....ceecrecasoseenscsvsanaccnctenccnssssncnss
U.S. Address: tereeenesantanrserereroetrocnsoann

B N R A N R R )

Telephone No. erancesanaan TelexX ...vievecneneroncnnons

Additionally note if there 1s an overseas office

Products Promoted: .......c.ccsevvcsvsecnnsanssarscansssnnsnns

cteeeversieen s en et ecas et nbeensasttr s naben

R N I R R IR ISP AT AP AP PP ST P

Off-the-floor saleS: .......ccniensvcarsosnosesersnocorsnscnanas

Estimated additional 12 month Bales: ...c.vvevvsnsroncnsnnnne

(See reverse)
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7. Total estimated fair attendance: feterentaannes Ceresanens

Registered attendance st USA Pavilion (if special area was set

aside) otherwise estimate.
U.S. exhibitors (NTM): ..... Credareans esaaneae cesesans .
U.S. exhibitors (OTM): ..... ceeaases teeeredsesasarersonne
Total U.S. exhibitors: P R TS
U.S. firms represented by representatives ......icceaesenes
U.S. firms represented by principal from U.S. company......
U.S. firms whose exhibition includes equipment.....ccc0ceee
U.S. firms represented by catalog and video alone..........

8. Number of business leads exhibitors obtained: ...............

9. Evaluation of USSFCS assistance to organizer
and U.S. exhibitors:........... ceenran P T

B, Post Assessment

10. Post assessment of event as opportunity for U.S. firms to pursue
sxport sales and deveiop other business contacts.

u. Evaluation of organizer services to U.S. participants prior to, during,
and following.

12. Should event be granted recertification if organizer requests?

Signature of reviewer

Date completed
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Comments From the Department of State

Note: GAO comments
supplementing those in the
report text appear at the
end of this appendix.

United States Department of State

ﬁ“ Comptroller

Washington, D.C. 20520

Amtmlhas 10 1089
vuCtopEer 17, L1700

Dear Mr. Conahan:

I am replying to your letter of August 31, 1988 to the
Secretary which forwarded copies of the draft report entitled
Export Promotion: Problems in Commerce's Programs (GAO Code
483467) for review and comment.

The enclosed comments on this report were prepared in the
Bureau of Economic and Business Affairs.

We appreciate the opportunity to review and comment on the
draft report.

Sincerely,

g 13, b

Roger B. Feldman

Enclosure:
As stated.

Mr. Frank C. Conahan,
Assistant Comptroller General,
National Security and
International Affairs Division,
U.S. General Accounting Office,
Washington, D.C.
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GAC DRAFT REPORT COMMENTS: EXPORT PROMOTION: PROBLEMS IN
COMMERCE'S PROGRAMS (CODE 483467)

PROVIDED BY THE RUREAU OF ECCNOMIC AND BUSINESS AFFAIRS, U.S.
DEPARTMENT OF STATE.

The Department of State has examined this draft report on
the Department of Commerce's export promotion programs and
submits the following comments and recommendations. We have
chosen only to address points that relate specifically to
State's continuing rcle in assisting in export promotion.

General Comments:

The State Cepartment continues to devote considerable human
and financial resources to the overses export promotion
programs of Commerce worldwide. This GAO draft study does not
reflect the Department of State's continuing responsibility for
the overseas export promotion program in 76 countries where the
US & FCS does not have a presence. These are often difficult
developing markets where U.S. business requires extraordinary
assistance from our Embassies to gain market access. While
limited market potential in most non-FCS countries results in a
commensurately lower level of trade promotion activity, U.S.
businessmen are provided the full range of export services
cited on page 12 of the study. In many non-FCS countries State
has officers devoting up to 50% of their time and one or more
FSNs 100% of their time to commercial activities. ITA/IEP
backstops these non-FCS posts, and the US & FCS includes them
in trade promotion event schedules as appropriate. For
instance non-FCS posts manage major annual trade fairs in East
Berlin, Sofia, Pragque, La Paz, Bahrain, Tunis, Khartoum,
Harare, Libreville, and Maputu, and participate in numerous
video catalogue shows and trade missions worldwide.

Now on p. 28. Cn page 42 of the report the GAO suggests the US & FCS
needs to reconsider its post structure and staffing pattern,
and guestions the efficacy of one-officer and FSN-only posts in
countries with limited business opportunities. The US & FCS'
response to the specific questions posed on this page will have
a significant impact on the use of State Department resources
abroad. Certainly in those countries where FCS decides to
withdraw the commercial activity level must ke picked up and
sustained by State. A recent example is Cameroon where the
Embassy transferred a State officer to Consulate Douala to pick
up the work load after US & FCS decided not to staff its
positions owing to budget constraints.
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The President's Reorganization Plan No. 3 of 1979 "initially"
transferred only the full-tire commercial positions to Commerce,
but it clearly charges Commerce with "responsibility for
commercial representation akrocad" and does not limit it to FCS
countries only. State has continued to provide commercial
services in well over half the countries of the world. 1If
Commerce should decicde to adopt "a commercial organization that
follows the pattern of economic activity" as suggested in this
report, then it should do so only after full consultations with
State and consideration of the resource implications for State.

Specific Comments Keyed To Report:

Now on p. 12. Page 12, end of second para, insert -

"The State Department continues to manage commercial programs
in 76 countries as an additional duty for its economic/commercial
officers and FSNs. State officers are backstopped as appropriate
by FCS, IEP, and TD, and by their own regicnal bureaus and the
Bureau of Economic and Business Affairs in the Department of
State, These posts offer the full range of services noted above
for FCS posts, but with a substantially lower activity level owing
to the limited market potential in most of the non-FCS countries.”

Now on p. 12. Page 22, end of second para, insert -

"It is common practice for State Department
economic/commercial officers to back-up FCS officers in
one(FCS)officer posts, and to give daily guidance to FSNs in
FSN-only constituent posts, under the overall supervision of the
SCO in country. For instance, a State economic officer has
managed U.S. participation in the last two Baghdad International
Fairs owing to staffing gaps in the FCS position at the post."

See comment 1. Page 44, end of para one, insert -
"In countries or posts where the US & FCS are not present
State officers continue to £ill this role."

See comment 1. Page 49, end of para one, insert -

"Video catalog shows organized by ITA are also used in non-FCS
posts abroad as vehicles to promote U.S. business interests and
often serve as a catalyst for outreach to the local business
community in these often difficult developing markets."

See comment 1. Page 73, middle of last para, insert -
"US & FCS posts, and non~FCS posts, identify trade leads"

See comment 1. Page 112, end of second para, insert -

"US & FCS needs also to consider how TOPS, ADS, WTDRs, and
other data bases from non-FCS posts will be entered into the CIMS
central data base."
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Conclusion:

State Derartment officers have worked clcsely and
constructively with the US & FCS since its inception and continue
to do so. Economic and commercial efforts are mutually
reinforcing., Commercial staff members continue to perform certain
econcmic functions, and State economic staffs in turn contribute
extensively to commercial activities.

The delivery of commercial promotion programs worldwide is a
Commerce responsibility, implemented in some instances abroad by
State department personnel in places where there is not a
full-time US & FCS presence, much in the same manner as was done
tefore the 1979 reorganization. As noted above, in non-FCS posts
the State officers rely heavily on Commerce headgquarters for
support and guidance on implementing commercial promotion
programs. The Department has recently begun a working level
dialogque with Commerce on ways to enhance our cooperation in
delivering commercial services in non-FCS posts.

In a broader context assistance to U.S. business abroad and
promotion of U.S. exports remain a major duty of all elements of
U.S. diplomatic missions, in all countries. One of Secretary
Shultz' first messages to Ambassadors underscored the importance
of the Ambassador's role in export promotion and support for
American businesses abroad. He reiterated that view in a message
in May, 1987 which noted all employees of the Department of State
at home, and all members of U.S. dirlomatic missions abroad have a
clear responsibility to support American business activities that
contribute to our national well-being and advance the public
interest. A copy of both messages is attached. A specific recent
example of this Mission-wide approach is f ind in Guatemala where
the Ambassador has formed an Embassy Econcu.c Team, including
representatives from FCS, the economic section, FAS, and AID's
private sector office, to explore possible mechanisms to promote
wider private sector involvement in bilateral trade and investment
programs. The US & FCS was designated as the coordinator of the
Embassy team.

Specific US & FCS export promotion programs are an essential
part of this Administration's export enhancement efforts. The
Department of State favors an active and continuing US & FCS
presence abroad, based on long term commitments to developing
markets and supported by export promotion programs and events
worldwide. An FCS commercial organization which follows the
pattern of economic activity as suggested in this report would
require a reconsideration of resource allocations to the

Department of State.
o, Larsors

Alan Larson
Acting Assistant Secretary
Bureau of Economic and Business Affairs
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Department of State

PG 91 STATE 116296

[ SR N 1}

INFD OCT-B8  COPY-91 40S-88  (NR-18  SS-I0  CIAL-80 mMO-m
nsAL COME-G7 CTME-88 DOE-18  TRSE-0F $TR-14  $i6-8)
AGR-B1  DOLE-30 /38 R

------------------ EI2F L FONN TRRS FYANE Y

P O#414247 AUG 87 DX
FN SECSTATL wWasKOC
TO ALL DtPLONATIC POSTS PRIORITY

UNCLAS STATE 2§&886
FOR THNE AMBASSACIR OR PRINCIPAL OFFICER FROM THL SECAEYARY

E.0. 123%6; A

TAGS: ETRD; BEXP; PERP

SUBJECT: YOUR ROLE IN EXPORT PROMDIION AND SUPPORT OF
AMER|CAN BUSIMESS

) BLLIEYE THAT OKE OF THRL MOST JHPORTANT CONTRIBUTIONS

YOU CAN MAKE TO THE NATION'S ECONOMIC WELL-BEING 1S TO
PROYVIDE STRONG, PERSINAL LEADERSMIP TO YOUR mISSION S TRRDL
PROMOT (ON EFFORTS AND SUPFGRT FOR AMERICaw FIRNS COING
BUSIMESS IN YOLR COUNIRY

ULTIMATELY, THE STRENGIH OF THE UNITED STATES IN WORLD
AFFAIRS, INCLUDING THE ACKIEYEMENT OF OUR POLITICAL AND
SECURITY AINS, RESTS DIRECTLY AND NEAVILY ON TKE FOUNDATION
DF A NEALTHY DDMESTIC ECONDMY DURING MY NECENT CONFIRMA-
TION WEARINGS J RADE & POINT OF NOTING THAT & PRODUCTIVE
AMERICA MAKES US & STRONG TRADING PARTNIR AND & RESOURCEFUL
ALLY, BUILDING TKE WILL AND CONFIQENCE OF OQUR FRIIMDS TC
RES(ST THDSE WHO WOULD DEPRIVE US OF OUR FREEDOMS.

YOUR CIRECT LEADERSAIP AND EFFORT AS AMBASSAQOA SET THE
EXANPLE AND TKE STANDARD FOR YOUR MISSIDN AND, BECAUSE OF
THIS § ASK THAT YOU ENVOLVE YOURSELF PLRSONALLY IN LEADING
TNE U.S. GOVERNRENT COMMERCIAL EFFORT I YOUR COUNTRY.
COMNERCIAL AND ECONCHIC OFFICERS ARE, OF COURSE, YOUR

PRIMARY RESOURCES BUT THERE WILL OF TIMES WHER ALMOST ALL
ELENENTS OF YOUR MiSSION NIGHT SHOULDER PART OF THIS IMPOR-
TANT CAUSE.

VE SHARE THESE TASKS VI N OTWER AGENCIES, MOST IMPOR-
TANTUY THE COMMERCE AWD AGRICULTURE DEPARTMENTS. THE OFF (-
CERS OF THE COMMERCE DEPARTMENT S FOREIGW COMMERCIAL SER-
VICE KAYE LEAD RESPONSIOLILITY IN 67 COUNTRIES WHILE WE
RETAIN RESPOMSIBILITY FOR TKE RIMAINING 7] COUNTRIES
STCRETARY BALDRIGE AND 1 AR[ COMMITIED TO A POSITIVE AND
PRODUCTIVE WORKING RELATIONSHIP GLTVEEN OUR TWO DEPARTMENTS
PARTICULARLY 1% OUR COMMON {FSORTS OVERSEAS TO £XPAND V.S
TRADE.

| CONSEDER |7 JMPERATIVE TWAT WE AL SO WCRK CLOSELY WITH
TWE FOREIGN AGRICULTURAL SERYICT TO STREWGINEN THE POSITION
OF THE U.S. AS YHE WORLD'S LEADING AGRICULTURAL EXPORTER
THIS COUNTRY DEPENDS ON AGRICUI TURAL TRADE. 14ST YEAR 4T
GENERATED & TRADE JURPLUS OF OVER 25 BILLION DOLLARS

1T 1S OBVIQUS YO ME THAT CONSIDERABLE PROGRESS WAS BEEN

RADL BY OUR DEPARTMENT AS & WWOLE OURENG TWE PAST YiAR OR
$O TO SYRENGTHEN TS DIRELT SUPFORT FOR AMEAICAN fIRMS 00-
NG BUSINESS ABROAD SEMIOR BUSINESS EXLCUTIVES MAVE MADE
THIS POINT VERY CLEAALY. ALL MISSIONS wWniCH WAVE CONTRI-

UNCLASSIFIED

TELEGRAM

BUTED TO THIS SUBSTANTIAL IMPROVERENT (n DUR PERFORMANCE
ARL TO BE COMMEMDEND.

1 $IAPLY VOULD LIKE YOU TD KXOW AS ONL OF MY FIAST CoM-
RURICATIONS TO YOU THAT INPROVEAERT N OUR £XPORT PERFCR-
RANCL 1S A TOP PRIORETY OF TNIS ADMINISTRAT(ON, A GDaL
VMICH CAXN ASSIST 1N AESTORENG VITALITY TO DUR NATIONAL
LUONONY AND INCREASEO CREDIBILITY TO OUR FORCIGN POLICY

PRESTDENT REAGAK AND | COUMI ON YOUR WILP.

GLORGE SNULTZ. SHLLTL
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The following are Gao's comments on the United States Department of
State letter dated October 19, 1988.

mm 1. We have considered the suggested inserts and incorporated the infor-
GAO CO ents mation in the report where appropriate.
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D.C Julie Gerkens, Project Manager

Sondra McCauley, Staff Member
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