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EDITOR’S

Within the past decade, the eco-
nomic relationship within the Western
Hemisphere has matured. The United
States is establishing trade agreements
with Chile and the countries of Central
America in an effort to cultivate better
cultural and economic bonds between
the Americas.

Santiago, Easter Island, and Patagonia all
evoke images of Chile. However, Chile
is much more than a scenic landscape.
Stability. Transparency. Predictability.
These are just a few of the words that
describe the Chilean economy in the last
decade. Deregulation, privatization, and
liberalization are some of the far-reaching
changes that have taken place, trans-
forming Chile into one of the most open
economies in the world. Uninterrupted
economic growth, low inflation and
unemployment, high domestic savings
and reserves are the outstanding results.
Globalization has been a central feature
in Chile’s economic strategy. The United
States and Chile recently completed
negotiations for a free trade agreement.
Export America reported on the ben-
efits to U.S. and Chilean firms in our

he countries of the Western Hemisphere shares a history of coloniza-
tion by European settlers; however, the ties within the regions remain
sporadic, while those to Europe continue to be strong.

February 2003 issue (see “U.S.-Chile
Free Trade Agreement: Comprehensive
Gains” on our Web site).

The economic relationship between
Chile and the United States is flourish-
ing. In addition to being Chile’s main
trading partner, representing nearly 20
percent of the country’s total trade, the
United States is also the principal for-
eign investor in the Chilean economy.
Therefore, it is appropriate that this
month our feature is on the commercial
opportunities for U.S. firms in Chile.

In addition to our feature, Doug Barry
tells us about a new service offered for
the Asian market called Asia Now, and
William Corley gives us an overview of
the Czech Republic. We also include
an overview of proposed changes to the
patent system for the European Union
in our Technical Advice segment. Next
month we will look at the global tele-
communications market and highlight
some sectors and markets where U.S.
firms are competitive. Until then, happy
exporting and send any comments to us
at export_america@ita.doc.gov.

%Wm

Cory Churches
Editor
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Belgium, roughly the size of
Maryland, has a population of 10
million people driving 5.8 million
cars. This puts the car-to-inhabitant
ratio close to that of the United States.
The total annual market for auto
repair and maintenance equipment
is worth $50 million and is supplied
almost entirely by imports, of which
the United States has an estimated
5-percent market share. The end-user
market includes more than 15,000
repair shops, many of which are new-
car dealers. The others are franchises,
independent garages, tire specialty ser-
vice stations, and machine shops.

Demand for repair equipment is
mainly driven by the Belgian regula-
tion requiring all automobiles, four
years or older, to pass an annual
technical inspection. A change in the
requirement for this affects the market
for replacement parts. All secondhand
cars are required to pass this inspec-
tion before they can be resold. In the
repair and service equipment market,
the most promising items are air-
conditioning maintenance equipment,
electronic diagnostic devices, emission
testing equipment, and testing equip-
ment for technical inspection stations.

Garages rely on laborsaving equip-
ment, because hourly wages for garage
mechanics range from $15 to $20.
In Belgium, U.S. garage and repair
products enjoy a reputation for quality.
While most repair shops are interested
in high-end products, price is still a
concern. American products are at
a slight disadvantage due to import
tariffs of 2 to 10 percent. Due to
differences in contract laws and the
rights of distributors in Belgium, it
is strongly suggested that local legal
counsel be used in the drafting of
any agreements.

B T

The market for analytical and labo-
ratory instruments is supported by
robust growth in the pharmaceutical,
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food processing, and biotechnology
industries. Analytical and laboratory
instruments usage is rising rapidly
in many areas, including pollution
monitoring and industrial quality
control. In addition, private testing
laboratories, offering drug analysis,
constitute a growing market. On-line
analytical instruments are penetrating
the traditional process control market,
as customers require faster and more
accurate data to improve control of
product processes for better quality
and less waste. Accordingly, there will
be increasing opportunities for U.S.
analytical instruments.

_JseanN |

The ever-increasing emphasis by
the majority of companies to reduce
costs is helping pave the way for
on-line training. However, despite a
substantial increase in industry rev-
enues, progress has been disappoint-
ing. The low Internet penetration rate,
infrastructure problems, scarcity of
top-notch professionals, lack of public
and private sector support, and the
worldwide recession including the
dot-com crisis are considered some of
the reasons for its slow implementation
in Spain. Apart from the corporate
sector, universities are also focusing
on e-learning. Industry sources are
confident that this is just a passing
phase and are generally optimistic as
to future developments.

The small to medium-sized business
sector continues to integrate informa-
tion technology at a good pace, but
there is still a great potential for train-
ing within the sector. Opportunities
exist in the provision of quality pro-
grams and platforms to a variety of
business sectors.

Some industry sources have also
expressed confidence in the potential
of the home market for e-learning.
Contrary to the opinion of many,
these sources believe that Spain has
a greater potential for growth than
in many other countries, mainly

because of university saturation and
the need of young professionals to
improve their competitiveness in the
job market. Spanish human resources
directors view graduate programs that
make use of e-learning resources as an
important competitive advantage for
potential employees.

L JVIETNAM |

Electricity of Vietnam (EVN) man-
ages the power industry in Vietnam.
EVN is a state-owned monopoly con-
trolling 52 affiliates. The Ministry of
Industry administers EVN. According
to this ministry, Vietnam’s estimated
demand for electricity will grow 12
to 15 percent annually until 2010.
Economic expansion, further indus-
trialization, and Vietnam’s plan to
increase electrification in rural areas
from the current 77.4 percent to 90 to
100 percent by 2010 fuel this growth.
In response to this, the power indus-
try will need about $19 to 20 billion
in investment to build 40 new power
plants, construct about 15,000 km of
110500 kV transmission lines and
300,000 km of distribution networks,
as well as upgrade existing facilities
to improve system efficiency and cut
power loss.

The primary sources of finance for
purchases are from official develop-
ment assistance (ODA) grants and
loans from various international
financial institutions such as the
World Bank and Asian Development
Bank, foreign government aid, and
Vietnamese government funds. EVN,
which is presently considered finan-
cially weak, has to return its revenue
to the central government and is then
allocated an operating and investment
budget. This practice may change in
the future with more finance coming

directly from EVN revenue.

To be successful in Vietnam, U.S.
firms have to be flexible and commit-
ted to the market as well as conform
to the International Electrotechnical
Commission standards, which are



dominant in the country. Firms must
also spend the time and exert the
effort to cultivate effective relation-
ships in the power industry. Moreover,
American companies should take full
advantage of their reputation for supe-
rior quality, innovative technologies,
and expertise.

Understanding local business and
procurement practices is also crucial
to doing business successfully in
Vietnam. Normally, procurement
under ODA loan projects is governed
by standard procedures and guidelines
of the respective donors and is carried
out through international competi-
tive bidding. Procurement funded by
the Vietnamese government budget
is governed by regulations on invest-
ment, construction, bidding, and
procurement. Purchases funded by
the government are often carried out
through open bidding, limited bid-
ding, or direct contracting depending
on value, types of goods, and projects.
Contracts are often awarded to those
who are familiar with project develop-
ers and, of course, can offer quality at
a fair price.

L JCHINA |

China is now the eighth-largest cos-
metics producer in the world. Its cos-
metics market has grown tremendously
from annual sales of $24.1 million in
1982 to approximately $5.4 billion in
2002. With China’s rapid economic

development, this market is expected
to expand at an annual rate of 10 per-
cent, with sales reaching $9.7 billion
by 2010. There are 3,500 to 4,000
manufacturers competing in this
market. Several hundred of them are
enterprises with foreign investment by
major players from the United States,
France, Germany, Japan, and South
Korea. These foreign companies have
captured about 80 percent of the mar-
ket, while some 3,000 local companies
share the remaining 20 percent.

Despite its fast growth, the Chinese
cosmetics market is still at a very low
level of development and is far from
saturation. With potentially the larg-
est customer base in the world and
currently a low level of per capita
spending of only $4 on cosmetics,
China provides tremendous business
opportunities for foreign producers.
Such opportunities mainly exist in the
areas of imported or localized cosmetic
ingredients; effective, safe, or health-
oriented cosmetics made from natural,
herb-based ingredients; instruments,
devices, or products for body beauty
centers, beauty clinics, and salons;
and functional and low-end hair care
products for specific consumer groups.
Although the Chinese
market has become highly competi-
tive, there is still plenty of potential
for new entrants, provided that they
adopt appropriate market entry strate-

cosmetics

gies, find appropriate manufacturing
or distribution partners, use effective
marketing techniques, and make suit-
able products for various customer
groups at reasonable prices.

. THE PHILIPPINES

Although the Philippine market
for insulation products has weak-
ened in the last three years due to
a slowdown in general construction
activity, industry sources forecast 5-
percent annual growth over the next
three years.

Imports satisfy 60 percent of the
demand for insulation products. There
are several U.S. suppliers of insulation
products in the Philippines. Price is
the major purchase consideration of
end users.

GLOBAL NEWS LINE

American companies with insulation
products that have special applications
or features have good prospects in the
Philippine market. A U.S. company
can sell to the country by appointing
a Philippine distributor or through
existing agents in Asia.

__J MExico |

Pemex, the government-owned
petroleum company, will continue
investing during the next three years
in large exploration, production,
storage, and refining projects to
modernize its infrastructure. Local
manufacturing companies will focus
more on the export market and selling
to large local contractors that partici-
pate in Pemex projects.

Participating in domestic and inter-
national tenders published by Pemex
subsidiaries will continue to be the best
way to sell oil and gas equipment and
services. To have access to the opportu-
nities it is important to become regis-
tered as a Pemex equipment or service
supplier, or to find a representative or
distributor already registered. |

NEED MORE DETAIL?

Ask a commercial officer at one of
the Department of Commerce posts
located around the globe. Contact
information, including phone, fax
and e-mail, is available by calling
the Trade Information Center at
(800) USA-TRAD(E).
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SUCCESS STORIES

Making Dough is

Good for Business

by Curt Cultice
ITA Office of Public Affairs

Savvy businessman Ed
Hernando likes the dough
so much that he not only

makes it but also sells it.
Now, thanks to recent export success-
es, more and more people are cooking
with his delectably delicious line of
batter mixes.

“Vegetables, shrimp, soft-shelled crab,
bean sprouts, and even bananas, are
just waiting to be smothered in my
batter mix,” Hernando says. “Go
ahead, just try it, you'll be glad you
did.” Hernando Fine Foods’ seafood
and vegetable batter mix, that is.
“Yes, go ahead and treat yourself
to the exceptional taste that will
awaken your taste buds,” says
Hernando’s literature.

More and more people are taking
Hernando’s advice. Just mix batter
with tap water, ice water, or beer, but
don’t add egg, seasoning, or spices.
Then dip and fry. The unique tem-
pura-style batter “seals in” the food’s
flavor, so several different foods in one
dish can be battered—but each will
retain its original flavor. One package
of batter mix will coat about a pound
of seafood, as one happy customer
wrote: “The shrimp was fabulous and
your batter made them perfect. I also
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made some excellent Chile Rellenos
and Cauliflower a la Sandia.”

As CEO of Hernando Fine Foods,
a small firm in San Francisco, Ed
Hernando has always had a penchant
for food and cooking. “I was always
pretty handy in the kitchen, cooking
up different recipes,” he says. “I would
cook up battered goodies for my fam-
ily and friends, and it kind of grew
from there.”

HAVE MIX, WILL TRAVEL

Well, one thing led to another, and he
soon established his own family busi-
ness in 1993.

Hernando Fine Foods had done well
in the United States, but had never
exported until three years ago it
tapped the services of the U.S. Export
Assistance Center in San Francisco
and the Center for International Trade
Development in San Mateo.

Ed Hernando (right), owner and founder of Hernando Fine Foods, and
Stephen Johnson of the San Francisco Export Assistance Center show off
Hernando’s batter mixes.

Photo courtesy of U.S. Commercial Service, San Francisco.



“We encouraged the company to
participate in the U.S. Commerce
Department’s Global
Initiative, which teaches minority-

Diversity

owned firms the basics of exporting,”
says Stephen Johnson, a trade special-
ist with the U.S. Export Assistance
Center. “Mr. Hernando really took
advantage of the GDI program to
break new ground in exporting.”

Soon thereafter, Hernando partici-
pated in the San Francisco GDI trade
delegation to Sdo Paulo and Rio de
Janeiro, Brazil, in November 2002.
In Sao Paulo, the firm utilized the
department’s Gold Key Service, which
schedules customized appointments
with potential business partners. As a
result, Hernando Fine Foods is negoti-
ating an agreement with Serra Morena,
located in Sao Paulo, to distribute its
products throughout Brazil.

Hernando also participated in the GDI
trade mission to Guadalajara, Mexico,
in May 2000. He is also negotiating
an agreement with C.F. Import and
Export, Inc., located in Guadalajara, to
distribute its products in Mexico. The
mission was partly organized by the
U.S. Small Business Administration.

“The Global Diversity Initiative
enabled me to get my batter mixes
into foreign markets,” Hernando says.
“In only several months, I've been able
to obtain distributors in Brazil and
Mexico, thanks to the San Francisco
GDI program.”

Right now, Hernando blends his
ingredients himself at a packaging
company, but the growth of his com-
pany and its export potential will soon
turn a dream into reality: Ed expects
to have his own manufacturing facili-
ties by next year.

That means more mixing, dipping,
frying, and sampling at dinner tables
the world over.

“People in the Bay area already pur-
chase my batter mixes and send them

to relatives around the world,” he says.
“Right now, I'm selling my mixes on
my Web site and through distributors,
but we’ll soon be marketing to spe-
cialty stores, the military, and super-
markets.” A six pack of the four-ounce
mix sells for about $10.

But not so fast. It’s one thing to please
a palate in Brazil or Mexico, but what
about all the other countries Hernando
is thinking of selling to—people have
different tastes, right?

“Sure, but I've done a lot of food-tast-
ing research, and I have found almost
universal appeal for my batter mixes,”
he says. “So far, the only thing I did was
change the outside of my packaging to
Portuguese and Spanish languages.”

Yes, but what about cooking at home
with Hernando’s family. Is it “batter
up” every night?

“In the beginning, I ate it every night,
but now we usually use it for special
gatherings,” he says. “Um, those
bananas were really delicious, think

I’ll have another....” |

SUCCESS STORIES

Global Diversity Initiative

The U.S. Commercial Service promotes the
export of goods and services from the United
States, particularly by small and medium-sized
businesses, through its network of 1,800
international trade professionals in the United
States and in more than 70 countries.

The Global Diversity Initiative works at both the
national and local levels to identify minority-
owned firms that are ready to export.

The Global Diversity Initiative has three
components: 1) developing, organizing, and
recruiting minority-owned companies to attend
trade missions and shows abroad; 2) providing
aggressive outreach at minority-focused con-
ferences and forums to inform minority-owned
companies of GDI services; and 3) encouraging
trade specialists to more aggressively recruit
minority-owned companies as clients.

In the past year, the Commercial Service has
organized two successful trade missions tar-
geted for minority enterprises. These trade
missions took several minority-owned com-
panies to Botswana, South Africa, Italy, and
Spain. These efforts helped companies identify
potential partners as well as test new markets
for their products.

Trade specialists working with the GDI con-
tinue to locate new clients by aggressively
collaborating with national minority organiza-
tions. By working with these organizations,
the Commercial Service increases its visibility
within a targeted business environment and
simultaneously identifies qualified minority-
owned enterprises to become clients.

To learn more about joining the Global
Diversity Initiative in your area, contact your
local Export Assistance Center, a list of which
is on the back cover of this magazine, or visit
www.buyusa.gov.
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NEWS FROM COMMERCE

B Now’s the Time for Asia Now

Program Helps Small Exporters Find Customers and Partners

by Doug Barry

U.S. Commercial Service

Hisham Fawzi, a Virginia-
based businessman, wanted
to make the most of a trip
to Asia by meeting poten-
tial buyers in more than

one market. So he contacted
the Commerce Department’s U.S.
Commercial Service, which intro-
duced him to the Asia Now program.

“Asia Now is a way for a small business
like mine to find very qualified and
motivated distributors and buyers in
multiple Asian markets,” Fawzi says.
“For a little extra in travel money and
time, the program helped generate a
substantial number of new sales.”

Asia Now makes sense for a num-
ber of different reasons, says Maria
Cino, director general of the U.S.
‘Asia has a

population of over 2 billion people,

Commercial Service:

huge purchasing power, and some of
the world’s fastest-growing economies,
including China’s.” She also points out
that 65 percent of all U.S. exporters
only export to a single market. “So the
reasoning is that if you make it easier
to enter a second or third market in
the same region, small companies will

happily diversify.”

. MAKING THE MOST OF JET LAG
“It makes sense to us,” says Fawzi,
who is president and CEO of Excel
Holdings, which makes a device that
produces drinking water out of the
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atmosphere. “If I fly the long distance
to Singapore to meet with buyers
whom the Commercial Service has
found for me, it’s cost-effective to ask
them to do the same thing for me in
nearby Malaysia and Indonesia.”

Cino says that her offices in other
Asian countries will have already
received strong expressions of interest
from buyers and distributors, so the
probability of success is high and costs
due to cultural and other differences
low. Using existing services including
the Gold Key, but doing them in mul-
tiple markets within the same region,
provides clients like Fawzi meetings
with qualified buyers and distribu-
tors, logistical support at each stop,
interpreters who know the industry
lingo where needed, targeted market
research, and counseling before and
after the meetings.

Fawzi says a big attraction of Asia Now
is that you can fly into several unfa-
miliar cities and have most of what you
need arranged ahead of time by rep-
resentatives of the U.S. government.
Next thing you know youre set up
in a nice hotel, often at a preferential
rate. “Dealing with folks at the U.S.
embassy is a big advantage especially
in these times,” he notes. “It gives me
and the local buyers a lot of confidence
and trust in the process and in each
other. It can be a decisive factor.”

Fawzi and other small business own-
ers active in the region are concerned

health and

rity issues in some of the countries.

about current secu-
However, they insist that there are few
alternatives with as much promise and
that the region is large enough to allow
them to mine plentiful opportunities

while avoiding the trouble spots.

U.S. total exports to East Asian and
Pacific countries totaled more than
$187 billion in 2002, a 2-percent drop
from 2001. The top markets are Japan,
China, and South Korea. In 2002,
U.S. exports to Japan made up 26 per-
cent of total exports to the region. U.S.
exports to China and South Korea
each comprised 12 percent.

The Commercial Service offices par-
ticipating in Asia Now are located
in these key markets: Australia, New
Zealand, Singapore, the Philippines,
Indonesia, Taiwan, South Korea,
China, Hong Kong, Malaysia, India,
Thailand, Vietnam, and Japan. This
network represents a vast competi-
tive advantage, especially for smaller
companies for which even planning a
sales trip to the region can seem like a
monumental undertaking.

“Its important for U.S. companies
to understand there are more oppor-
tunities in these markets than there
are U.S. suppliers to take advantage
of them,” says William Zarit, senior
commercial officer in Kuala Lumpur,
Malaysia. “This market is a good
example.” Indeed, Malaysia, with
$34.5 billion in foreign reserves and



a 35-percent savings rate, is invest-
ing heavily in oil and gas, power,
transportation, and other infra-

structure projects.

Zarit likes the $16.2 billion earmarked
for domestic investment in the petro-
leum sector between 2001 and 2005,
with $600 million to be spent annu-
ally on imported equipment. And he
likes health care, noting that the gov-
ernment plans to spend $1.4 billion
between 2001 and 2005, with the pri-
vate sector expected to spend $1 billion
annually just on medical products
and services.

Also under the Asia Now banner is a
series of regional trade shows selected
to appeal to a large number of smaller
U.S. companies. The shows are mostly
held in the regional trading centers
of Singapore and Hong Kong, both
with many direct flights and excellent
facilities. U.S. Commercial Service
officers and trade specialists bring
delegations of buyers throughout the
region to meet with U.S. exhibitors,
who work out of U.S. pavilions at the
trade shows.

TRADE SHOWS THAT DELIVER
THE GOODS

During the recent retail and consumer
goods show Rite Asia in Singapore,
12 U.S. companies attended and met
with Commercial Service specialists
from 14 countries in the region to
develop plans for entering one or more
of these markets. Show results from
the U.S. exhibitors were excellent with
some companies reporting sales off the
floor and others announcing pending
orders valued at $2 million, according
to George Ruffner, senior commercial
officer in Singapore. In addition, they
expect to conclude nearly 30 represen-
tation agreements with various Asian
agents and distributors they met at
Rite. The U.S. participants represent-
ed many products of interest to Asian
buyers, including California wine, oral
hygiene products, freeze-dried soups,
and herbal remedies. During the show,
U.S. Ambassador Franklin Lavin

briefed exhibitors on the opportunities
and challenges of doing business in
Singapore and the region.

Another service offered through Asia
Now is the Asia Now Express Service,
which provides U.S. businesses with
an initial response to market questions
within 24 hours. This free service
provides advice on duty rates, general
information on country standards for
specific products, and more. The
service is available in Australia, New
Zealand, Singapore, the Philippines,
Indonesia, Taiwan, South Korea,
Hong Kong, and Malaysia.

Robert Connan, the senior commer-
cial officer in Sydney, Australia, who
piloted the service, says it was created
to whet the appetites of U.S. business-
people who might not give this part
of the Asia Pacific a second thought.
“When American business thinks of
Asia its usually China, then maybe
Japan. But all of these countries, even
ones whose economies have stumbled,
still have vibrant sectors where people
are buying. We know or can find
these buyers, and more often than not
they will have a preference for ‘Made
in USA.”

Connan explains that the quick turn-
around for answers to questions about
the Australia market has generated
for his office during the past several
months more than 50 new clients for
whom the country had not been on
their radar screen. One of the clients
has already made a sale and other cli-
ents are likely to follow, Connan says.

. DON’T PROCRASTINATE

Cino says that the time for Asia Now
has come, and that this marshaling of
resources should appeal especially to
smaller firms whose owners find inter-
national markets too risky and beyond
their personal comfort zones. With
China now a member of WTO, a
bilateral trade agreement in force with
Vietnam, a free trade agreement near-
ing implementation with Singapore,
and other countries in various stages of

NEWS FROM COMMERCE

dismantling trade barriers, the emerg-
ing trend is clear: Asia will be a source
of substantial new demand for U.S.
goods and services, for many years to
come. She adds: “Now you can make
one call to your local Export Assistance
Center or Commercial Service office
in Asia and get access to 14 markets.
There are tons of opportunities in this
region. We know where they are, and
were ready to help more U.S. busi-
nesses take advantage of them.”

Fawzi agrees: “We’re putting a lot of
effort into developing new business
here, and the Commercial Service and
Asia Now make it possible by lowering
the costs and risks or entry.”

The U.S. Commercial Service helps
small and medium-sized companies
export. With offices in 108 U.S. cit-
ies and 85 countries, the Commercial
Service last year helped nearly 13,000
U.S. companies generate exports

worth $27 billion. [ |

For more information, visit
www.buyusa.gov/asianow.
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B Telecommunications
and Information

Technology in China

Market Opportunities for Small and Medium-sized Enterprises

by John Henry, Tu-Trang Phan, and Jeffrey Rohlmeier

Information Technology Industries, Trade Development

With 1.3 billion citizens,
China is the most popu-

lous country in the world.
It also has a booming economy that
has brought stability to a region
still recovering from financial tur-
moil. China had an increase in gross
domestic product (GDP) of 8 percent
in 2002 to $1.2 trillion. Exports and
foreign investment continue to boost
economic growth. The privatization
and reform of state-owned enterprises,
as well as China’s WTO membership,
are expected to attract more foreign
investment and reduce unemployment,
currently at 4 percent.

. INFORMATION TECHNOLOGY

The IT industry remains a leading
economic segment for China and
should have a value-added output
exceeding $76 billion in 2003. The
Chinese government is very supportive
of the development of the information
industry; it addressed this develop-
ment for the first time in its Tenth Five
Year Plan (2001-2005). The Chinese
government is establishing three new
high-tech “belts” in the Zhujiang
Delta in southern China,
the Yangtze River Delta in Jiangsu

River

Province, and across Beijing to expand
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electronics production. By 2005, the
Chinese government expects that the
industry will account for more than
7 percent of GDP, of which telecom-
munications will represent 4.7 percent
and electronic products the remaining
2.5 percent.

. TELECOMMUNICATIONS

According to the Ministry of
Information Industry (MII), China
will have an additional 33 million
fixed-phone and 52 million mobile-
phone subscribers this year and record
$198 billion in sales of information
products. It will also continue to
invest more than $25 billion in fixed
assets in the telecommunications sec-
tor. China’s economic development
is generating an increase in demand
for communication services and
equipment. A rise in living standards
has also made it possible for a grow-
ing number of Chinese citizens to
afford telephones. Finally, technologi-
cal advances have contributed to net-
work expansion by making available
better equipment at lower prices.

China has one of the most competi-
tive telecommunications equipment
markets, which along with the
explosive growth of the country’s

telecommunications networks has
drawn all of the major international
equipment suppliers to establish
joint venture manufacturing opera-
tions there since the 1980s. At the
same time, the Chinese government
has encouraged the development of
domestic manufacturers, resulting
in a wide range of tariffs and non-
tariff barriers. Chinese manufacturers
now compete more vigorously with
foreign companies not only in the
Chinese market, but also in third-
country markets.

There is currently intense interest
and speculation surrounding China’s
plans for third-generation (3G) wire-
less technologies, with three standards
under evaluation by MII. The Chinese
view WCDMA as a “European” stan-
dard, CDMA-2000 as an “American”
one, and TD-SCDMA as “Chinese.”
MII has indicated that it will issue
four 3G licenses to Chinese wireless
providers and will allow each opera-
tor to choose its preferred standard.
However, most observers believe that
pressure will be exerted on at least one
operator to go with the TD-SCDMA
standard. The stakes will be very
high—not only for operators, but for
equipment vendors.
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China is one of the world’s fastest-
growing IT markets and has surpassed
Australia to become the Asia-Pacific
region’s second-largest I'T market after
Japan. According to International
Data Corporation (IDC), China’s
market for IT products and services
reached $22 billion in 2002 and is
expected to exceed $40.2 billion by
2006. In 2002, hardware accounted
for 73 percent of the market, followed
by packaged software (10 percent) and
IT services (17 percent). The Chinese
government’s emphasis on expanding

the use of information technologies
in schools, public sector agencies,
and businesses has led to increased
spending on computer equipment and
should continue to affect demand.
Personal computers have been a major
focus of China’s IT hardware spending
activity. In 2001, China ranked fourth
in the world for its installed base of
PCs, third in the world for its installed
base in the government and education
market segments, and sixth in the
household segment.

IT hardware trade between the United
States and China nearly tripled between
1998 and 2002. As in telecommu-
nications equipment, U.S. computer
exports to China have grown much
more slowly than imports from that
country, leading to a significant U.S.
trade deficit with China in this product
area. China’s WTO membership will
boost this bilateral trade, allowing U.S.
and Chinese IT firms to take advan-
tage of tariff reductions on certain IT
hardware and to be subject to the same
legal and regulatory requirements and
benefits as domestic suppliers.

Although much smaller than the IT
China’s

market has been growing much more

hardware sector, software
rapidly and should increase to more
than $5 billion by 2006, according
to IDC. The main growth factors
will be the 2008 Olympic Games
and China’s WTO membership (and
the changes it will progressively bring

to the market). Most of the software

purchases in China have been in the
low-end applications (e.g., accounting

and financial management software)
market which domestic
suppliers dominate.

segment,

China’s market for IT services is
expected to reach $4.7 billion in 2003,
representing an increase of nearly 25
percent over the previous year. In the
next four years, Chinas IT services
market is expected to reach $11.7 bil-
lion. Implementation services represent
the largest proportion of the IT services
market in China, followed by opera-
tions management services. While IT
services represent a relatively small por-
tion of the total IT market compared
with hardware, this segment is expect-
ed to grow substantially as the notion
of procuring I'T services becomes more
widely accepted in China.

. GROWTH OF THE INTERNET

Use of the Internet has been expand-
ing rapidly. The number of Internet
users in China grew from only
15,000 in 1995 to 59 million (or 5
percent of China’s population) in
January 2003. Most of these users
currently access the Internet through a

NEWS FROM COMMERCE

dial-up connection. However, Strategy
Analytics, a market research firm, pre-
dicts that nearly 37 million homes will
have a broadband connection by 2008.
The increasing availability of broad-
band and cheaper charges for Internet
access will be key to the development
of the Internet in China. One major
barrier to the growth of Internet use
could be the Chinese governments
continuing regulation of content.

. ELECTRONIC COMMERCE

With its extremely large population,
China may have the greatest potential
of all Asia-Pacific countries to experi-
ence exponential growth in electronic
commerce. Among the reasons why
Chinese businesses and consumers
are not yet buying on-line are the
use of credit payment systems is not
widespread, on-line merchants are not
yet fully trusted, the security of elec-
tronic payments cannot be guaranteed,
and delivery systems are inefficient
throughout most of the country. China
has also yet to develop a legal, regula-
tory, or policy framework conducive
to the rapid growth of e-commerce.
Laws recognizing the wvalidity of
“e-contracting” tools and stressing
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the importance of on-line security
have been proposed, but not fully
implemented.

Nevertheless, despite these challenges,
the prospects for the expansion of
e-commerce in China are good. While
e-business in other countries has
suffered due to the recent global eco-
nomic downturn, some observers esti-
mate that China’s e-commerce sector
(business-to-business and business-to-
consumer) may grow from around $16
billion in 2002 to $99 billion in 2006.
The Chinese government has taken
action to encourage more businesses
and consumers to go on-line by step-
ping up its national “informatization”
campaign and has continued its efforts
to construct an appropriate framework
in which e-commerce can flourish.

. MARKET OPPORTUNITIES
U.S.

tions technology exporters may find

information and communica-

substantial market opportunities in
China, but they also will face tre-
mendous challenges. While their
products are generally well regarded
in this country, U.S. firms must com-
pete with offerings from European,
Japanese, South Korean, Taiwanese,
and Canadian companies, as well as
those of Chinese manufacturers. As
previously noted, local firms benefit
from a variety of Chinese government
policies that are designed to foster the
development of an indigenous IT and
communications industry. China’s
WTO membership has helped to
reduce or eliminate many of the mar-
ket access barriers to U.S. exporters,
but significant hurdles still remain.

In the telecommunications area, the
development of 3G wireless networks
will offer opportunities not only for
U.S. telecommunications equipment
vendors, but also for companies sup-
plying a wide range of associated
software applications, including roam-
ing, billing, and user applications
packages. WTO accession has opened
new opportunities for American tele-
communications service providers to
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invest in a Chinese market that had
previously been closed to foreign par-
ticipation. However, U.S. telecommu-
nications firms should note that this
market opening has been staged and
that they should target value-added
services first, because this sector will
open the fastest and will have the high-
est investment limit.

According to IDC, China’s increase in
e-government spending of nearly 40
percent annually between 2001 and
2003 provides U.S. IT firms with the
opportunity to introduce solutions that
will help the national, provincial, and
municipal governments offer on-line
services to their citizens. These solu-
tions include networking hardware and
software, Chinese-language database
software, Chinese-language content
management tools, portal software,
and network security solutions. Thanks
to the market opening resulting from
China’s WTO membership, U.S. IT
suppliers will have new business pros-
pects in traditional industries, such as
manufacturing and banking, that need
to upgrade their systems to become
competitive internationally. These
industries will require solutions that
will help them become more efficient
in delivering products to customers and
receiving inputs from their suppliers.

American IT suppliers should ben-
efit from the $24 million investment
that China’s Ministry of Science and
Technology is making to bridge the
country’s digital divide through the
wide variety of programs that are a part
of the “Go West” initiative. I'T solutions
companies will be needed to educate
communities, local governments, and
businesses in western China in various
uses of information technologies, as
well as to train citizens on how to use
computers and the Internet. Because of
the large rural economy in this region,
U.S. software firms will find substan-
tial demand for Chinese-language
software aimed at the agricultural
sector and packages that would help
farmers distribute their products more
efficiently throughout China.

China’s hosting of the 2008 Beijing
Olympics will present U.S. IT com-
panies with enormous opportunities
to sell their equipment, software,
and services. The IT projects envi-
sioned by the municipal government
of Beijing will require a wide range
of products, such as smart card tech-
broadband applications,
database applications, e-commerce

nologies,

platforms, network security solutions,
simulation software, games software
related to Olympic sports, and voice
recognition software.

Finally, in the area of e-commerce,
China’s business-to-business market
should continue to offer U.S. IT firms
the best prospects for exports. Demand
for U.S. Web developers, Web-hosting
service providers, and e-commerce
consultants is particularly high. E-
commerce products and services local-
ized for Chinese users should enjoy the
most success.

U.S. suppliers interested in pursuing
opportunities in China’s IT and com-
munications markets should recognize
the differences in business and cultural
styles between the United States and
China and develop an appropriate
market entry strategy. Some form of
local presence is essential. Options
include using agents and distribu-
tors; partnering with large IT firms,
systems integrators, or consultants;
partnering with like-minded small
and medium-sized Chinese enterprises
with complementary skills or prod-
ucts; or setting up a local office staffed
by local employees to do marketing
and training and to provide ongoing
support. Even though China is a very
large market, it is essential that busi-
nesses understand consumer behav-
jor in the provinces or regions they
are targeting. [ |

This is an excerpt of the newly released
ExportIT report on China, which is
available in PDF and plain text format at
www.export.gov/infotech.



B Affairs of the Heart

by William Corley

Export America

The Czech Republic, the
midpoint of Europe, has
emerged from four decades
of Communist rule and
more than a decade of eco-
nomic and political reform
to regain a preeminent role
in Central Europe. Located at
the crossroads of ancient trade routes
and modern information highways,
the capital city of Prague welcomes
U.S. investors and exporters to a coun-

try that has not forgotten its demo-
cratic, free-market traditions.

N
The transformation of the Czech
Republic Czechoslovak
“velvet revolution” in November 1989
and “velvet divorce” in January 1993
has been impressive. In 1991, on the
eve of large-scale privatization, state-

since the

owned industry generated more than
90 percent of Czech GDP. Twelve
years later, on the eve of accession to
the European Union, the private sector
dominates economic activity.

The Czech Republic has strung
together several years of solid eco-
nomic growth and accumulated for-
eign direct investment worth billions
of dollars. Its economy experienced
recession in the late 1990s, but even
in recovery, GDP growth has averaged
more than 2.5 percent in the last two
years, meaning the Czech economy
has outperformed the major advanced
economies of the world. While unem-
ployment is currently high, a recent

| J§ FACTS AND FIGURES
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Total area: 78,866 square km (a
little smaller than South Carolina)

Population: 10.3 million
GDP: $91 billion (2003 forecast)

GDP by sector: services 55%,
industry 41%, agriculture 4%

Main industries: metallurgy,
machinery and equipment, motor
vehicles, glass, armaments

EBRD forecast puts 2003 economic
growth at 3 percent, with inflation
at an annual rate of 1.3 percent. Such
performance places the Czech Republic
slightly below the EBRD average
GDP growth forecast for Central and
Eastern Europe, but much higher than
that for the European Union. The
Czech Ministry of Finance, noting the
weak growth of the euro zone and in
particular Germany, the largest trad-
ing partner of the Czech Republic, is
less optimistic but still expects GDP
growth of 2.3 percent this year and 3
percent in 2004.

|
The Czech Republic has meanwhile
rejoined Central Europe. Whereas
the former Czechoslovakia spent
the Cold War in Soviet-dominated
“Eastern Europe,” the Czech Republic
and its neighbors are now in “Central
Europe.” Part of an old joke goes
that Stalin placed Prague in Eastern
Europe, despite the city being both
north and west of Vienna, Austria,
which was considered part of Western

Europe during the Cold War. The

Exports: machinery and transporta-
tion equipment, intermediate manu-
factures, chemicals, raw materials,
fuel

Imports: machinery and trans-
portation equipment, intermediate
manufactures, raw materials, fuels,
chemicals

Sources: CIA, EIU.

humor is bittersweet, but the Czechs
have the last laugh, since the country is
geographically and culturally Central
European. Appropriately, Prague is
home to Charles University, the oldest
university in Central Europe (estab-

lished in 1348).

The Czech Republic has realigned its
economic relations and foreign affairs
with Western and Central Europe.
Since 1993, Czech exports have
boomed, with most now going to the
European Union (which supplies two-
thirds of imports). Exports make up
more than 60 percent of Czech GDP.
Meanwhile, the Czech Republic has
become a WTO, OECD, and NATO
member. The country is scheduled to
become an EU member in May 2004.

|
The Czech Republic, despite its
Soviet bloc antecedents, is a sophis-
ticated marketplace. Its significant
progress in moving from a socialist
system to a capitalist market reflects
the democratic and commercial
traditions of the first Czechoslovak
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VALUE OF U.S. EXPORTS OF GOODS TO THE CZECH REPUBLIC

800 (in millions of dollars per year)
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Republic, from 1918 to 1938. (Older
generations have not forgotten that
interwar Czechoslovakia was more
industrialized than Austria and one
of the wealthiest nations in Central
Europe.) Yet it is somewhere in this
mix of strong tradition, socialist hang-
over, and emerging-market capitalism
that the Czech commercial climate is
perhaps best understood.

The Czechs are hardworking, well-
educated people. On average, Czechs
work more hours (nearly 2,000)
annually than Americans, Japanese,
Britons, Swiss, and Germans. Czechs
are quite productive, as measured in
GDP per hour of work. They are less
productive than Western Europeans
and Americans, but more productive
than South Koreans, Mexicans, and
Poles, and the Czech Republic ranks
just outside the top 20 productive
nations in the world, according to
the Conference Board. Meanwhile,
elementary school attendance in the
country is approximately 90 percent,
according to UNICEF, a figure that
is higher than that of Germany (long
considered a nation of extremely
high educational standards). OECD
studies of literacy of youth as well as
educational attainment of adults rank
the Czech Republic well above the
OECD average, and particularly high
in scientific literacy of 15-year-old
students. Political and societal norms
tend toward the progressive and mod-
ern. For instance, women hold nearly
a fifth of parliamentary seats, which
translates into significantly more
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female participation in a federal repre-
sentative assembly than in the United
States, France, and Italy.

The Czech Republic is modern if not
cutting-edge in other ways as well.
Interestingly, the number of telephone
lines per 1,000 inhabitants is under
400, a low figure in comparison with
wealthy and industrialized Western
European nations. This is due in part
to the old fixed-line system, which
entailed poor service and long waits
for installation of new lines. However,
Czechs have rapidly adopted new tech-
nologies. The cellular phone penetra-
tion rate is 80 percent, which is higher
than that of Western Europe, accord-
ing to Global Mobile. (Cellular pen-
etration in the United States is about
50 percent.) Annual mobile-phone
subscription growth is more than 35
percent, compared with less than 10
percent in Western Europe. Internet
usage (perhaps 15 percent of the

population) is also relatively high in the
Czech Republic in comparison with its
Central-Eastern European neighbors
and in view of the country’s transition
to capitalism. While Internet usage is
well below the Western European aver-
age, it is comparable with that of Spain
and Greece, two EU members since
the 1980s. The Czech Republic spends
approximately 4 percent of GDP on
information technology, which is
comparable with the EU average and
much higher than that of neighboring

countries of the former Soviet bloc.

Comparisons with Western Europe
and the European Union in particular
invariably raise the issue of the relative
wealth of the Czech Republic. The
Economist Intelligence Unit, in a fore-
cast for 2003, calculates Czech GDP
per capita at $8,880 (which would
make the Czech Republic wealthier
than any other former Communist
country in Central-Eastern Europe,
except Slovenia with $11,370 GDP
per capita). However, Austria and
Germany, the “Western” neighbors
of the Czech Republic, both boast
GDP per capita of just over $29,000.
(U.S. GDP per capita is estimated
at $37,000.)

Using 2000 data at purchasing-power
parity, the World Bank sets Czech GDP
per capita at $13,780. By comparison,
the EU average according to the same
World Bank purchasing-power cal-
culations is $23,550, with the GDP

PRODUCT CATEGORIES OF U.S. EXPORTS OF GOODS TO
THE CZECH REPUBLIC, 2002

Materials
9%

Machinery
17%

Transportation
Equipment (Civilian)
20%

Other Goods
9%

Consumer Durables
5%

Consumer Non-durables
5%

Food and Energy
2%

Electronics and
Instruments
33%




per capita of EU accession candidates
Malta and Slovenia at $16,530 and
$17,310, respectively, and that of EU
members Portugal and Greece falling
in between. Nevertheless, Czech GDP
per capita, at 2002 purchasing-power
parity, is only two-thirds of the 30-
nation OECD average.

The silver lining to relative wages and
living standards is that the Czech
Republic is already a stable market for
foreign consumer goods, a low-cost
manufacturing base, and a gateway to
both the European Union and Central-
Eastern Europe. Further, EU accession
is expected to accelerate economic
growth and institutional change.

Wealthy or not, the Czech Republic
is developing free-market institutions.
Privatization, as noted, has trans-
formed the Czech economy. Reform
and restructuring continues in key
industrial sectors, including telecom-
munications, energy, and transporta-
tion infrastructure. Change has not
always been easy, but the country has
taken on the challenges of harmoniz-
ing its laws, regulations, and standards
with those of the European Union, all
in preparation for pending accession.

“Right now could be a good time to
for U.S. companies to enter the Czech
market, develop strong relationships,
and thus have brand recognition
and market share before accession,”
says Anthony Hemstad, founder

LEADING SECTORS FOR U.S.
EXPORTS AND INVESTMENT
B Automotive parts, services, and
equipment
M Financial services

M Manufacturing machinery

M Pollution control equipment and
services

M Telecommunications equipment
and services

M Security and safety equipment
and services

Source: Country Commercial Guide: The Czech
Republic, FY 2003.
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Prague neighborhood with castle area in background.

and regional director of Eklektik
Communications, a full-service public
relations/affairs agency headquartered
in Prague. “The Czech Republic is a
low-crime, physically safe environ-
ment, and the laws are improving,”
explains Hemstad, an American who
has done business in Prague since
1991. “You still need a good contract,
good local lawyers, and adjudication
preferably outside the country.”

. TRENDS AND OPPORTUNITIES

As the Czech economy has developed
internally and expanded internation-
ally, many commercial opportunities
have arisen for foreign companies.
Among emerging markets in Central
and Eastern Europe, the Czech
Republic is the most popular invest-
ment location, as measured by foreign
direct investment per capita. The
majority of foreign direct investment
comes from the European Union. By
country, the United States is the fifth-
largest investor in the Czech Republic,
according to the Czech National
Bank, with $2.5 billion of cumulative
investment, 1993-2002. Key areas
of foreign investment in the Czech
Republic  include

transportation,

storage, and communications; finan-
cial intermediation; trade, hotels, and
restaurants; machinery and equipment
manufacturing; and real estate and
other business services.

The U.S. Commercial Service con-
tends that American companies will
continue to profit from the ongoing
transformation of the Czech economy,
including upgrading of telecommu-
nications equipment and services,
pollution control equipment, energy
production and distribution, housing,
municipal infrastructure, and medi-
cal services. Continued privatization,
particularly in transportation and
energy sectors, should present several
trade and investment opportunities for

U.S. firms.

The latest Country Commercial Guide
for the Czech Republic describes the
top prospects for U.S. businesses in
several sectors. Telecommunications is
a particularly strong market, and U.S.
exporters may find lucrative opportu-
nities in the provision of network and
wireless equipment, data and voice ser-
vices, videoconferencing equipment,
video telephones, and faxes.
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Exporters of environ-
mental technology may
also wish to consider the
Czech Republic. Like
other countries in
Central-Eastern Europe,
the republic faces the task
of adopting strict environ-

mental standards in order
to join the European Union.
The Czech government has
invested heavily in the environment and infrastructure
to make the country eligible for EU accession. The total
cost of meeting EU environmental standards may run
to several billion dollars, of which water and wastewater
treatment could take more than one-third of investment.
Conforming to EU standards for waste handling may
cost several hundred million dollars and include biode-
gradable waste treatment, packaging, waste recycling,
and used tire disposal.

Tourism, while significantly depressed by global reces-
sion, is another interesting sector. Czechs continue to
spend a higher proportion of their incomes on vaca-
tions, and the high end of the tourism market has
seen a wave of luxury cruises, ski trips, and overseas
golf tours. Mag Consulting says that Czechs spent
an average of 14,937 crowns (approximately $538
at the current exchange rate) on vacations in 2001,
compared with 13,998 crowns ($503) in 2000.
However, economical family holidays in the Czech
Republic and nearby Slovakia have become increasingly
popular among Czechs, and several local tourist agen-
cies took to the Internet in the late 1990s to rent cot-
tages in the countryside.

Given the growth of Internet usage and overall Internet
sales (which exceed $70 million annually in the Czech

| J REALITY CHECK

M Strategic location

M EU accession prospects

M Stable and relatively prosperous

M Bureaucracy and corruption hinder commerce
M Kafkaesque legal system requires patience

M U.S. products well regarded

B More formal dress and manners than American
business

B Democratic, free-market traditions

M Continued reform and bright future

Republic), U.S. travel and tourism providers may find
lucrative opportunities in the Czech market. Prague
dominates the Czech tourism industry and attracts more
than three-quarters of all foreign visitors. According to
most industry analysts, the Czech hotel market is satu-
rated, although there may be still be some opportunities
in small-scale accommodations and mid-range hotels.
Additional prospects, according to the U.S. Commercial
Service, include ticketing and reservation services, hotel
management, amusement parks, golf courses, and sight-
seeing tours.

U.S. companies interested in the Czech Republic should
do their homework. “One of the biggest mistakes
that small and medium-sized exporters to the Czech
Republic make is that they don’t do proper product tests
to determine market demand and cultural fit,” says Joel
Ranck of Lincoln Park Communications, a Washington,
D.C., firm with extensive ties to and experience in the

Czech Republic.

The Czech Republic welcomes U.S. products and ser-
vices. As EU accession approaches (pending a Czech
referendum in mid-June 2003), the timing is right for
U.S. businesses to consider the promising future of the
heart of Europe.

This article drew from several sources, including among
others the Czech National Bank, Organization for Economic
Cooperation and Development, Czechlnvest, Country
Commercial Guide: Czech Republic, FY 2003 (U.S. Commercial
Service and U.S. Department of State, 2002), The World
in 2003 (The Economist Newspaper Ltd., 2002), The
World Factbook (CIA, 2002), Prague Business Journal, and
Financial Times. U.S. export statistics compiled by Howard
Schreier, ITA Office of Trade and Economic Analysis (U.S.
Census Bureau data; product categories based on end-use
classification).
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| J| CZECH NATIONAL HOLIDAYS

January 1
New Year’s Day and Establishment Day (founding of the
Czech Republic, 1993)

(Varies by Year)
Easter Monday

May 1
Labor Day

May 8
Liberation Day (end of World War II)

July 5
Cyril and Methodius Day (for the Christian missionaries of
the ninth century A.D.)

July 6

Jan Hus Day (for the religious reformer and martyr)

September 28
St. Wenceslas Day (for the patron saint of the Czech
nation)

October 28
Statehood Day (founding of Czechoslovakia, 1918)

November 17

Freedom and Democracy Day (for anti-Nazi demonstra-
tions in 1939 and anti-Communist demonstrations in
1989)

December 24

Christmas Eve

December 25 and 26
Christmas Holidays

Source: Embassy of the Czech Republic, Washington, D.C.

| | WEB RESOURCES

Central and Eastern Europe

Business Information Center

This U.S. Commerce Department office offers extensive
information about the Czech Republic and its neighbors,
including export tips, trade leads, economic figures, and
more. The site also has the latest Country Commercial Guide
and several other resources.

www.export.gov/ceebic

U.S. Commercial Service Market Research

This site offers a wide range of country and industry infor-
mation. The Market Research Report link provides access
to the Country Commercial Guide and other information
about business in the Czech Republic.
www.export.gov/marketresearch.html

U.S. Commercial Service in the Czech Republic

The Commercial Service operates out of the U.S. embassy
in Prague. This site provides an introduction to Commercial
Service programs, including links to www.buyusa.gov/
czechrepublic/en and its on-line trade promotion offerings.
http://prague.usembassy.gov/fcs/fcs.htm

American Chamber of Commerce

in the Czech Republic

This independent association of businesses promotes com-
mercial relations between the Czech Republic and the
United States. Its activities include seminars, briefings,
and other educational and networking events that facilitate
doing business in the Czech Republic.

www.amcham.cz

Embassy of the Czech Republic in Washington, D.C.
This site contains a wealth of links, such as a trade
directory, a “doing business in” guide, and historical/
cultural facts.

www.mzv.cz/washington

Czechlnvest

The Czech Ministry of Industry and Trade operates the
Czechlnvest agency to promote foreign direct investment
in the Czech Republic. This site explains the advantages of
investing in the country, describes key manufacturing and
services sectors, and charts foreign investment by industry
and region. Czechlnvest services range from initial contact
facilitation to post-investment consulting, available through
several branch offices, including the Midwest (Chicago)
and Silicon Valley (Campbell, Calif.).
www.czechinvest.org

Periodicals in English about the Czech Republic
Prague Business Journal www.pbj.cz), a weekly, and The
Prague Tribune (Www.prague-tribune.cz), a monthly,
both provide trade and investment news and free e-mail
newsletters. The Fleetr Sheet is a daily roundup of business
and political news in the Czech Republic, and its Web
site (wWww.fleet.cz) offers a free daily e-mail bulletin. 7he
Prague Post Www.praguepost.com), a weekly newspaper,
also covers business and offers an e-weekly.
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B EU Patent System

Creating a More Integrated Marketplace

by Elaine Wu

Office of International Relations, U.S. Patent and Trademark Office

Fifty years ago, the pre-
decessor to what is now
known as the European
Union arose from the ashes
of World War II as an eco-
nomic, social, and political
alliance of European coun-
tries representing one of the
largest and most important

markets in the world. In
May 2004, the European Union will
expand to include 10 new nations,
with two more expected to join in
2007. By the end of the decade, the
population of the European Union
could increase by more than 100 mil-
lion to half a billion people, becoming
one of the world’s largest and most
competitive marketplaces.

Among the many goals and challenges
of this integration of European coun-
tries is the creation of an open, compet-
itive, and unified Europe that delivers
new opportunities for business. During
the past several decades, Europe’s lead-
ers have placed great emphasis on intel-
lectual property rights protection as a
way to nurture innovation and creativ-
ity and attract investment.

The Council of the European Union
agreed in March 2003 on a common
political approach to establishing a
community patent. The community
patent would give inventors the option
of filing one application to receive a sin-
gle patent that is legally valid through-
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out the European Union. The agree-
ment would also provide a new cen-
tralized community tribunal to oversee
community patent disputes. While the
community patent will not likely go
into effect until 2010, this agreement
paves the way toward it becoming
a reality.

n

PRESENT PATENT SYSTEM
The current patent regime in Europe
is unsatisfactory to many users for two
primary reasons: exorbitant expense
and legal uncertainty. Obtaining a
patent in Europe is costly and can be
prohibitively so for individuals and
small companies.

Under the current rules, one of the
common routes for obtaining a
patent in Europe is the European
Patent Office (EPO), under the
provisions of the European Patent
Convention. The EPO, established in
the 1970s, is a vast trilingual patent
office in Munich, Germany.

Applications filed at the EPO must
be submitted either in one of three
working languages (English, French,
German) or in the official language
of an EPO member state in which the
applicant has a residence or principal
place of business. The application
will then be examined, granted, and
published in one of these languages.
A translation into one of the three
working languages is necessary if the
application is submitted in another
official language.

When the patent is granted, the owner
must file, with the patent office in the
respective language of each country
where protection is sought, a copy of
the patent specification (the descrip-
tion and operation of the invention
and drawings) and a copy of the patent
claims (the scope of the invention) in
the two other EPO languages. Thus,
rather than being a single patent with
European-wide validity, as its name
would suggest, the European patent
is treated as a bundle of national pat-
ents. This cumbersome process can
make obtaining a European patent
very expensive.

Under the current system, obtaining
a patent valid in eight EU states costs
in excess of $50,000, which is three
to five times higher than the cost of
Japanese and U.S. patents. Moving
to the community patent system has
the potential of reducing the costs of
obtaining a patent, which will be valid
in up to 25 countries.

Another drawback to a European pat-
ent is legal uncertainty. At present,
there is no central court of appeal in
Europe responsible for patent validity
or patent cases. Each of the EPO’s 15
member nations has its own judicial
system. Therefore, in theory, there
could be 15 different legal proceed-
ings, with different procedural out-
comes and different decisions, which
fosters a great deal of legal uncertainty
as to a patent’s status. The practi-
cal effect is that patent applicants
often find patent litigation in Europe



complex, confusing, and costly. As
a result, many American companies
may hesitate to apply for patents
and market their products in the
European Union.

h
COMMUNITY PATENT
The community patent would remedy
the problems of cost and legal uncer-
tainty associated with the present
system. According to the proceed-
ings of the March 2003 Competitive
Council
patent would lower the costs to the

meeting, a community
inventor by issuing a single patent
that is legally valid throughout the
European Union through a process
that would significantly reduce the
costs of translations.

Under the proposal, the EPO would
administer the community patent
system. Once the system is imple-
mented, a single patent that is legally
valid throughout the European Union
can be obtained by filing one applica-
tion with the EPO. The application
must still be filed in one of the three
standard languages. However, the cost
of translating an application into a
standard language would not come
directly from the applicant, but from
revenues generated by the new system,
resulting in savings for innovators.

Once the community patent is granted,
only patent claims, and not the speci-
fications, are required to be translated
into the languages of the countries
in which patent protection is sought.
The translations will be filed with the
EPO, and while the costs are borne by
the patent owner, he can decide on the
number and length of the claims to be
included. Limiting required transla-
tions to claims and offering filers the
flexibility to determine the number
and breadth of the claims to be trans-
lated increases an applicant’s control
over these costs.

The community patent system also
establishes a single community court
to rule on community patent disputes.

In order to ensure the conformity of
case law in specific areas, member
states can, however, designate a lim-
ited number of national courts with
jurisdiction limited to claims and
infringement proceedings.

The proposal envisions that the
Community Patent Court (CPC)
will litigate community patents. The
CPC will be attached to the European
Court of Justice, in Luxembourg,
and will have exclusive jurisdiction
in actions and claims of patent valid-
ity or infringement proceedings, and
other patent related claims. A com-
munity patent may also be the subject
of proceedings of claims for damages.
The CPC will be established by 2010
at the latest, until which time the
jurisdiction will remain with member
state courts.

The chambers of the CPC will sit in
sections of three judges, with judges
appointed on the basis of their exper-
tise and taking into account their
linguistic skills. The judges will be
appointed by a unanimous deci-
sion of the Council of the European
Union for fixed terms, and will be
chosen from candidates exhibiting a
high level of legal expertise in patent
law. Proceedings at the CPC will be
conducted in the official language of
the member state where the defendant
is domiciled, or in one to be chosen
by the defendant in the case where
a member state has two or more
official languages.

The Council of the European Union
is now due to agree upon and adopt
the text of the proposed regulation on
the community patent. In the mean-
time, the European Commission is
scheduled to present proposals for the
Council of the European Union to
confer jurisdiction on the European
Court of Justice, to rule on issues
arising from community patents and
to establish a specialized court to do
so. For its part, the council will soon
be proposing to the EPO that a diplo-

matic conference be convened to revise

TECHNICAL ADVICE

procedures so that it will be able to
issue community patents.

The creation of a community patent
has the potential to reduce the costs
to American innovators of EU-wide
patent protection while guaranteeing a
higher level of protection and legal cer-
tainty for investors. As the European
Union enlarges, the community pat-
ent offers incentives for American
investment in Europe, particularly for
small U.S. businesses that are often
the innovators of high technology in
the new economy. Dynamic and com-
petitive international markets foster
American commerce abroad, fueling
the U.S. economy and creating jobs
for Americans. [ |

Resources

The full text of the proposal for the
community patent is available at http:
//europa.eu.int/comm/internal_market/
en/indprop/patent/412en.pdf

European Commission community patent
Web site: http://europa.eu.int/comm/
internal_market/en/indprop/patent/
index.htm
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B Chile

A Reliable Partner for U.S. Business

by the U.S. Commercial Service, Santiago

From deserts in the north,
through the majestic
Cordillera with the tall-
est peak in the Western
Hemisphere at 22,000 feet,
to the arctic conditions of
Tierra del Fuego, Chile
is one of Latin America’s
most dynamic and promis-

ing markets. Its strength and
attractiveness lie not in its size (popu-
lation of 15 million people) but in
the energy and professionalism of its
entrepreneurs, the transparency of its
regulation, and the predictability of its
decision-makers. Market-led reforms
adopted close to 30 years ago and an
increasingly diversified economy with
strong ties to buyers and suppliers in
the Americas, Europe, and Asia have
given Chile a wide range of options for
sustained growth. Prudent economic
policy-making has secured long-
term stability unknown elsewhere in
Latin America.

This article presents 12 of the most
promising industrial and service sec-
tors of this diverse economy. The latest
Country Commercial Guide for Chile
provides detailed information on how
to do business in Chile and is available
at www.buyusa.gov/chile/en.

| [l BILATERAL TRADE

U.S. exporters have over the past 10
years shipped as much merchandise
to Chile as they have to India (a

nation of 1 billion people). Chileans,
on a per-capita basis, buy two
and three times more U.S. prod-
ucts as the average Argentinean and
Brazilian, respectively.

The United States has enjoyed a $500-
million surplus in services trade with
Chile over the last two years. U.S. pri-
vate services exports to Chile in 2001
and 2002 totaled approximately $1.3
billion, whereas U.S. services imports
from Chile were about $800 million.
Business opportunities are available
within the following service sectors:
finance, insurance, telecommunica-
tions, education, law, accounting,
advertising, engineering, express deliv-
ery, and investment.

SUSTAINED
ECONOMIC GROWTH

Chile is the only investment-grade
economy in South America. In
January 2003, Standard & Poor’s gave
Chile an “A-” rating. Over the last 15
years, Chile has witnessed the most
impressive real growth rates in its his-
tory. From 1987 to 1997, the country’s

NEW OPPORTUNITIES

GDP grew an average of 7.9 percent.
While the world economy entered
recession, the Chilean economy man-
aged to grow at an average of 2.6
percent from 1998 to 2002. The gov-
ernment of Chile and several indepen-
dent economists estimate the economy
will grow 2.5 to 3.5 percent in 2003.

The domestic savings and investment
rate has hovered at 20 percent of GDP
and is fueled by private pension funds
created in 1981. International reserves
remain constant at just above $15
billion, which enables the government
of Chile to maintain its policy of a
structural budget surplus of 1 percent.

A strong, independent central bank
maintains prudent fiscal management
that keeps the country’s inflation
within a target range of 2 to 4 per-
cent. The 2002 rate of inflation was
2.8 percent. The latest unemployment
figures for April 2003 came in at 8.2
percent, lower than the same period
for last year. Single-digit employment
rates in Chile are the envy of Latin
America—a region that struggles with

. AN ANCHOR OF STABILITY IN LATIN AMERICA

Chile’s GDP will expand 3.1 percent in 2003, according to forecasts by the
International Monetary Fund in its latest World Economic Outlook. The same
report scales Latin America’s growth rate down to 1.5 percent from 3 percent.
In a context in which “Latin America, as a whole, experienced in 2001-2002 its
worst downturn in two decades, and prospects are still uncertain,” the IMF esti-
mates that Chilean GDP will grow 4.8 percent in 2004, thanks to an economic
performance “underpinned by generally sound policies and high degrees of inte-

gration with the world economy.”
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NEW OPPORTUNITIES

Photo courtesy of U.S. Commercial Service, Santiago.

. SSA TO OPERATE AT CHILEAN PORT

With over 3,000 miles of coastline, Chile is a “seaport country.” Stevedoring
Services of America (SSA) saw an opportunity in May 2002 to provide cargo
container services in Chile and found a local partner to bid on and win a con-
cession for the rights to operate in the Port of San Antonio and San Vincente

in Chile.

Thanks to SSA’s efforts and the assistance provided by the U.S.

Commercial Service in Santiago, SSA now operates the largest volume container
port in Chile—surpassing older and better-known neighboring ports.

T\

On top of SSA’s new $6-million crane, left to right: Commercial Service
staffers Mary Lou Lathrop, Americo Tadeu, and Jim Rigassio with Peter
McGivern, general manager of SSA Chile.

unemployment double or triple the
Chilean rate.

h
AGREEMENT

The United States and Chile con-
cluded a free trade agreement (FTA)
in December 2002. The FTA text is
currently being prepared for signature

by both countries. Expectations of the
agreement remain positive. Although
the United States remains Chile’s most
important trading partner, U.S. good
and services have lost market share
among other trading partners that
now benefit from trade agreements
with Chile. Chile has free trade agree-
ments with Canada and Mexico, the
United States’ two NAFTA partners,
as well as with the European Union
and South Korea, among others. The
government of Chile remains active
in negotiating other trade agreements
around the world. Therefore, a U.S.-
Chile free trade agreement, once
approved by Congress, would put U.S.
exporters on equal footing to enjoy
very low import tariffs on most prod-
ucts. (Currently, U.S. exporters face a

6-percent tariff.) The full text of the
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FTA can be viewed at www.ustr.gov.
Read more about the U.S.-Chile FTA
in the article “U.S.-Chile Free Trade
Agreement: Comprehensive Gains,”
published in the February 2003 issue
of Export America.

A National Association of Manufact-
urers study estimates that the FTA will
provide an additional 12,500 U.S. jobs
annually. The University of Michigan
states that the FTA could increase U.S.
GDP by $4.2 billion annually. Chilean
news agencies predict that the FTA
could increase trade between Chile
and the United States by as much
as 30 percent in its first year. Other
significant gains will be in the area
of investment. The U.S. Commercial
Service in Santiago is drafting a series
of opportunities for U.S. companies
once the FTA takes effect. Stay tuned
and visit www.buyusa.gov/chile/en for
current news and hot topics.

. OPPORTUNITIES BY SECTOR

Environmental Technologies

Opportunities exist in the privatization
and upgrading of municipal water and
wastewater treatment facilities. Chile

offers excellent opportunities for sup-
pliers of air, solid waste, and water pol-
lution control equipment. For example,
new regulations require that by 2010
all water in Chile must be treated (only
20 percent of waste water is currently
treated). Specifically, a total of $2.5
billion will have to be invested in water
infrastructure, $400 million in water
treatment, $700 million in rainwater
collection, and $1.4 billion in potable
water production. The two largest sani-
tation companies are Aguas Andinas
and ESVAL, which were privatized
and control more than 50 percent
of the water supply market. Aguas
Andinas plans to invest $563 million
in infrastructure and technologies for
water supply and wastewater treatment
by 2010. Aguayambiente, the largest
environmental trade show in Chile,
takes place in Santiago, June 25-28,
2003. Visit www.aguayambiente.cl for
more information.

Telecommunications

Equipment and Services

In 1988, Chile became the first
country in Latin America to begin
privatization of the telecommunica-
tions sector. The telecommunications
sector in Chile is the most deregu-
lated, advanced, and transparent in
The total market
value of the telecommunications sec-
tor in 2002 was $485 million. U.S.
telecommunications products are well
regarded. Total U.S. exports for this
sector reached $270 million. The lion’s
share of investment was in mobile and

Latin America.

fixed telephone services. Competition
is fierce among telecommunications
operators. The current market trend
is to integrate services and to provide
state-of-the-art products and services
to consumers. In June 2002, Internet
connections totaled almost 800,000,
an increase of 39 percent over the
previous year. Increasing telecommu-
nications penetration rates—especially
Internet access—is one of the highest
government priorities.

Medical Equipment and Services
An aging population, a strong private



hospital sector, and planned hospital
construction make this a dynamic
sector. Chile currently spends approxi-
mately 7 percent of its GDP on
health care, making it one of the
largest areas of government expen-

diture. The

guarantees health care coverage as a

Chilean government

constitutional right and is commit-
ted to improving the national pub-
lic-health system that provides care
for approximately 70 percent of the
population. Several programs for large-
scale purchases of modern equipment
have received government approval as
part of an effort to upgrade the public
and private health sectors. The United
States has for years been Chile’s most
important supplier of medical equip-
ment. U.S. companies hold about half
of the medical equipment market.

Computer Hardware,

Software, and Services
Technologically advanced U.S. com-
puter products find a receptive audi-
ence among IT buyers. The Chilean
government has eliminated tariffs on
computer equipment imports in order

to support the development of high-
tech skills and jobs.

Chile has Latin America’s second-low-
est software piracy rate (51 percent),

according to a recent study conducted
by the Business Software Alliance
and International Data Corporation.
The report also indicates that cutting
Chile’s piracy rate from 51 to 41 percent
could add another $200 million to its
economy, causing the local IT industry
to grow to nearly $ 1.6 billion by 2006.
Tecnolnternet-Softel is the largest IT
trade show in Chile. It takes place in
October. See www.tecnointernet.cl for
more information.

Architectural, Engineering, and
Construction (AEC) Services

This is an untapped market for U.S.
firms. The AEC services market is esti-
mated conservatively at $200 million
a year. European companies dominate
this market. They provide architec-
tural services for high-rise buildings,
construction services for new public
works, and engineering services for
industries such as mining, water treat-
ment, and waste management. The
projected 2003 growth for construc-
tion is 4 percent—slightly higher
than Chile’s estimated GDP growth
for this year. Sustained economic
growth, an orientation towards U.S.
construction standards, and expand-
ing business and infrastructure needs
provide a strong base for AEC service
providers. The main trade events

. LENEL MARKETS VIA U.S. COMMERCIAL SERVICE

In March 2003, the Commercial Service in Santiago organized a single company
promotion for Lenel Systems International, Inc., of Rochester, N.Y. The event,
held over breakfast at a Santiago hotel, included more than 30 guests invited
for their interest in Lenel’s state-of-the-art automatic identification and access
control integration software. Todd Smith, Lenel’s vice president of international
sales, and Victor Merino, Lenel’s sales director for Latin America, were very
impressed with the event. Todd Smith wrote in a follow-up e-mail: “Yes, the
promotion was a great success. We had about 30 prospects in attendance. We
did write almost immediately approximately $50,000 in business (some of the
orders arrived within a day of the seminar), thanks to your efforts in conjunction
with our local partner. More importantly we have been able to prospect some
substantial projects worth approximately $250,000, which we are actively work-
ing on. That is in addition to the marketing goodwill the program has provided,
which is as you can appreciate difficult to estimate in tangible terms. The pro-
fessionalism and prestige afforded by our association with the U.S. Commercial
Service has helped us in many areas of the world including Santiago. Lenel will
continue to include Commercial Service resources as a valuable plank in our
marketing platform.”

NEW OPPORTUNITIES

Getting Closer to
the United States

January and February are summer vaca-
tion months in Chile, where moss grows
on the south side of trees and the water
spins down the drain clockwise. Does this
sound like a distant place to visit? The
good news is that Chile is in the same time
zone as Washington, D.C. The bad news
is that Santiago is an eight-hour flight
from Miami.

The U.S. Commercial Service in Santiago
helps American firms get to know Chile
without having to embark on an inter-
national flight. Videoconferencing is an
excellent way to explore market potential

and meet prospective business partners.

Since launching videoconferencing with
the help of the U.S. Commercial Service
Western Hemisphere team, the Santiago
Commercial Service has hosted more than
two dozen videoconference market brief-
ings to link it with various Export Assistance
After
participating in a video market briefing,

Centers across the United States.

many firms choose to use matching services
like the Gold Key, which makes traveling to
Those

executives not willing to add about 10,000

Chile in person very worthwhile.

miles to their frequent-flier accounts can
choose to “travel” by videoconference.

June 2003 EXPORT AMERICA 23

OddI AB

SHOI A Y A S



NEW OPPORTUNITIES

Photo courtesy of U.S. Commercial Service, Santiago.

. SECRETARY EVANS’ TRADE MISSION TO CHILE

U.S. Secretary of Commerce Donald L. Evans visited Santiago, December
4-5,2002, leading a delegation of 14 U.S. companies interested in starting or
expanding business in Chile. During the visit, Secretary Evans had a successful
meeting with Chilean President Ricardo Lagos, spoke at a breakfast sponsored
by the American Chamber of Commerce, discussed investment and FTA issues
with Santiago businesspeople, and visited a children’s burn clinic supported by
ExxonMobil. While the trade mission was not planned to coincide with the final
round of U.S.-Chile FTA negotiations, the presence of Secretary Evans in Chile
during this crucial time in negotiations was interpreted in Chile as a sign of U.S.
government commitment to the economic welfare of the country.

where U.S. exporters may exhibit
are Expohormigon (October 2003,
Santiago, www.expohormigon.cl) and
Expomin (May 2004, Santiago,
www.expomin.cl).

Food Processing

Equipment and Services

Natural and phytosanitary conditions,
worldwide demand, entrepreneurial
experience, infrastructure, and off-
season production have enabled Chile
to become a key player in the export of
agricultural and processed food prod-
ucts. Chile is a world leader in produc-
ing and exporting high-quality fresh
fruit ($1 billion in annual exports),
and the world’s second-largest produc-
er and exporter of salmon and trout ($1
billion in annual exports of this non-
native species). Increasingly, Chilean
wines are winning major international
competitions. Chile exports $600 mil-
lion worth of wines a year. Chile’s pork,

24 EXPORT AMERICA june 2003

U.S. Secretary of Commerce Donald Evans meets with members of
Chile’s national youth basketball league—a league created and spon-
sored by the U.S.-based energy company PSEG Global.

poultry, and exotic meats industries, as
well as its dairy industry, have plans
for export expansion. Chilean produc-
ers are all too aware that to remain
competitive, they must maintain and
update their processing and packag-
ing plants. Especially given the trend
toward producing value-added goods,
significant commercial opportunities
exist in the areas of cost reduction,
production standards, safety, and final
product quality.

Financial Services

Chile’s domestic capital market has a
value of more than $50 billion. The
privatized social security system repre-
sents the largest institutional investor,
with nearly $40 billion in assets under
management. With assets of $5 billion,
the mutual funds industry is growing
more than 20 percent annually. The
factoring industry is also growing rap-
idly. Capital market reform in 2001

deregulated the industry, making it the
most open and modern marketplace in
the region.

Mining Equipment and Services

Mining is Chile’s largest industry. It
a $700-million market.
Imports total approximately $450

represents

million, of which U.S. companies
supply more than 60 percent. Chile’s
principal mineral is copper, and it com-
prises 40 percent of all Chilean exports.
Given the relatively low price of copper
on the world market, solutions to save
costs and thus increase profitability are
in high demand. As the price of copper
rebounds from current lows, investment
in this sector will follow. Expomin is
Latin America’s largest mining show.
In 2002, more than 200 American
firms exhibited at the U.S. pavilion,
which attracted buyers from all over
the region. Visit www.expomin.cl for
more information.

Power Generation

Power generation has not kept pace with
demand. Supply shortages are creating
new investment and trade opportuni-
ties. The Ministry of Economic Affairs
is planning new projects to keep up
with future demand. Some examples
include two new 400 MW, gas-fired,
combined-cycle power plants valued at
$400 million each. Major U.S. power
companies are already in the power
generation and distribution market.

Security Equipment and Services

The total market size for 2002 was $34
million, of which imports made up 88
percent. The United States supplies 30
percent of all imports; China supplies
16 percent. The local market demand
for this industry extends from personal
safety products to industrial secu-
rity solutions, such as access control,
alarms, detectors, perimeter protec-
tion, security equipment for prisons,
security equipment for airports and
seaports, equipment,
and more. There is no specific local

fire-fighting

trade event for this industry. However,
Edifica (www.edifica.cl) is an inter-
national trade fair for construction



machinery and equipment. The show
is held in Santiago, September 24-27,
2003, and is a great regional show for
U.S. companies.

Material Handling

Equipment and Logistics

The development of logistics, including
the material-handling
industry as well as related services, is

equipment

a key component of economic activ-
ity. Logistics has grown impressively
over the last few years, covering the
entire supply chain: airfreight, ocean
transportation, warehousing, inventory
management, surface transportation,
management software, and more.
Chilean companies require increasingly
sophisticated processes and technolo-
gies to be cost-effective and efficient,
improve economies of scale, and pro-
vide just-in-time delivery to domestic
and international
most important local trade show in
this sector is Logisti-k, which is sched-
uled for October 14-17, 2003. Visit

www.logistik.cl for more information.

customers. The

E-Business Services

The government of Chile sees future
job growth and prosperity tied to the
digital sector. A new digital signature

law is helping business streamline oper-
ations by eliminating paper contracts.
While business-to-consumer services
are limited by a per-capita Internet
penetration rate of 28 percent, busi-
ness-to-business (B2B) services pro-
vide the engine for sales in this sector.
The government is seriously looking to
fulfill its modernization commitments
agreed upon in the free trade pacts with
the European Union, South Korea, and
the United States. A Santiago Chamber
of Commerce study states that B2B
transactions in 2002 totaled $2.47 bil-
lion within its 22 B2B e-marketplace
sites. The study estimates that this year
businesses will focus on digital technol-
ogy to make traditional processes more
efficient, and that traditional compa-
nies will augment their investment in

digital technology.

This is not an all-inclusive list of
commercial opportunities in Chile.
For more information on Chile and
to find out about the products and
services offered to help American
firms evaluate the market and develop
successful relationships, contact the
U.S. Commercial Service in Santiago
at www.buyusa.gov/chile/en. |

. DSC IN COPPER MINING DEAL

In November 2002, Dredging Supply Co., Inc. (DSC) of Reserve, La., reported
a new-to-market contract to supply two custom-made mining dredges with a
combined value of $2.8 million to a copper mine in Chile. To finance the cost of
their construction, DSC obtained a $1.2 million export working capital line from
Bank One, secured by an U.S. Export-Import Bank guarantee.

DSC has a reputation for reliable, state-of-the-art equipment. Chile holds future
sales opportunities with other mine operators. “In Chile, we have seen tremen-
dous export activity, and we are currently negotiating several other contracts as
well,” notes Robert Wetta, chief operating officer of DSC.

DSC enjoys a solid working relationship with the U.S. Export Assistance Center
in Baltimore, where the firm’s international sales director is based. It is also on
good terms with the U.S. Export Assistance Center in New Orleans, which is
convenient to its shipyard and headquarters in Reserve. The U.S. Commercial
Service office at the U.S. embassy in Santiago supported the Export Assistance
Center trade specialists with market research, business briefings, and business
referrals. “We appreciate the help, guidance, and advocacy we receive from the
U.S. Department of Commerce in identifying and closing new export opportuni-
ties, such as our recent Chilean success,” says company official Charles Sinunu.

NEW OPPORTUNITIES

U.S. Commercial Service in Santiago
Bookmark this site to monitor what we are
doing for U.S. exporters, including information
on the products and services available to meet
your market entry needs.
www.buyusa.gov/chile/en

U.S. Embassy in Santiago

Find out what the U.S. mission in Santiago
is doing. Read about the latest develop-
ments regarding the U.S.-Chile Free Trade
Agreement.

www.usembassy.cl

U.S. Trade Representative

This site contains a full text of the U.S.-Chile
Free Trade Agreement. See if your product
qualifies for immediate tariff relief under
the FTA.

www.ustr.gov

Foreign Investment Committee

This is a Chilean government-sponsored,
English-language site that highlights inter-
national approval and favorable Wall Street
analysis of Chile’s economy.
www.foreigninvestment.cl

Chilean-American

Chamber of Commerce

This is the premier U.S. business association
in Chile. The Web site provides information on
how U.S. firms will benefit from a bilateral free
trade agreement.

www.amchamchile.cl
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INSIDER’S CORNER

M Upcoming Trade Events

June 2003-January 2004

DATES
June 22-28, 2003

June 29—July 1, 2003

July 15-18, 2003

July 21-25, 2003

August 11-19, 2003

August 12-14, 2003

August 23,2003

September 6-9, 2003

September 8-12, 2003

September 9-12, 2003

September 9-12, 2003

September 18-21, 2003
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EVENT LOCATION

Manufacturing Trade Mission Monterrey, Mexico City, and Guadalajara, Mexico
This week-long mission to three major manufacturing centers in Mexico is intended for U.S. exporters
of a broad range of products and services for the manufacturing sector.

ISPO International Trade Fair Munich, Germany

Each year at the ISPO Summer in Munich, the sports equipment and fashion industry sets the tone for
the following summer season. Exhibitors from over 40 countries present products for both summer and
non-seasonal sports.

Oil and Gas Malaysia 2003 Kuala Lumpur, Malaysia
Oil and Gas Malaysia 2003 will attract exhibitors from all over the world. This event is an excellent net-
working and meeting place for industry leaders, suppliers, and decision-makers in the petroleum industry.

Electric Power Mission Vietnam and Thailand
The mission will include representatives of U.S. electric power companies and equipment manufacturers
interested in entering or expanding their presence in Vietnam and Thailand.

Food Processing and Packaging Equipment Trade Mission Vietnam; Thailand; the Philippines
This mission will target the U.S. food processing and packaging equipment industry. The focus of the
mission will be to match U.S. companies with potential agents, distributors, representatives, and joint
venture partners.

Security 2003 Sydney, Australia

Security 2003 is the 17th Annual Conference and Exhibition of the Australian Security Industry
Association. This important event attracts more than 4,000 visitors, including the Australian security
industry’s key decision makers, suppliers, and customers.

Telemedicine Virtual Trade Mission Bogotd, Colombia

The Colombian government program known as the Connectivity Agenda is establishing
telecommunications infrastructure in remote rural areas and small towns. This infrastructure is
expected to be in full operation by 2003, facilitating telemedicine services to be provided to these
areas where inexpensive and fast health care services are in high demand. U.S. participants should be
companies that provide telemedicine services.

Deco Contract Brussels, Belgium
Deco Contract, organized in conjunction with Decosit, was held for the first time in 2001. It is an
international textile contract furnishing show.

ACE 2003 Montreal, Canada

This a very important event for those involved in airline maintenance, engineering, and supply
personnel, as well as for commercial, charter, and fixed-based operators. There will be conferences and
seminars with sessions focused on current regulatory requirements and technical issues to improve
safety, reliability, and productivity.

AIMEX 2003 Sydney, Australia

AIMEX is an international mining exhibition. AIMEX has been a major event in Australia since the 1970s
and is recognized as one of the most important mining shows in the world. The show used to focus
heavily on Australia. Australia is now considered to be a regional center of excellence in mining, and the
show is being redefined with an emphasis on the Asia-Pacific region.

Chinaplas 2003 Beijing, China
Chinaplas was launched in 1983 as an international exhibition for the plastics and rubber industries in
China. Held annually, it rotates among the cities of Beijing, Shanghai, and Guangzhou.

Expopharm 2003 Dusseldorf, Germany

Expopharm is the only major pharmaceutical industry event in Germany. The annual trade event usually
counts over 500 exhibitors and roughly 20,000 strictly trade-only visitors. American manufacturers,
wholesalers and exporters of pharmaceuticals, OTC products, health supplements, and cosmetics get a
chance to present their products on the exhibition floor of this large international trade show.



INDUSTRY
Multiple Industries

Sporting Goods
and Recreational
Equipment

Oil and Gas Field
Machinery

Electric Power and
Equipment

Food Processing and
Packaging Equipment

Security/Safety
Equipment

Health Care and
Medical Services

Textile Fabrics and
Products

Aircraft and Parts,
Airport Ground Eq.,
Aviation Svcs.

Air Conditioning,
Electrical Power

Systems, Mining

Industry Eq.

Plastics Machinery
and Materials

Drugs and
Pharmaceuticals,
Health Care Services,
Medical Eq.

CONTACT INFORMATION

Molly Costa
Tel: (202) 482-0692
E-mail: Molly.Costa@mail.doc.gov

Amanda Ayvaz
Tel: (202) 482-0338
E-mail: Amanda_Ayvaz@ita.doc.gov

Helen Simpson-Davis
Tel: (202) 482-1882
E-mail: Helen.Simpson-Davis@mail.doc.gov

Andrew Collier
Tel: (202) 482-0680
E-mail: Andrew_Collier@ita.doc.gov

Monica McFarlane
Tel: (202) 482-3364
E-mail: Monica_McFarlane @mail.doc.gov

Phil Keeling
Tel: +61-2-9373-9209
E-mail: Phil.Keeling@mail.doc.gov

Harry Tyner
Tel: +51-1-315-2126
E-mail: Harry.Tyner@mail.doc.gov

Brigette de Stexhe
Tel: +32-2-508-2454
E-mail: Brigitte.de.Stexhe @mail.doc.gov

Michele Parent
Tel: (604) 473-9664
E-mail: Michele.Parent@mail.doc.gov

Elizabeth Ausberry
Tel: +61-2-9422-2511
E-mail: Elizabeth.Ausberry@mail.doc.gov

William Corfitzen
Tel: (202) 482-0584
E-mail: William.Corfitzen@mail.doc.gov

Anette Salama
Tel: +49-211-737-767-60
E-mail: Anette.Salama@mail.doc.gov

INSIDER’S CORNER

HIGHLIGHTED EVENTS
O

ROMANIA AND BULGARIA

JULY 14-19, 2003
Deputy Secretary of Commerce Samuel Bodman; Assistant
Secretary of Commerce and Director General of the U.S.
Commercial Service, Maria Cino; and Assistant Secretary
of Commerce for Market Access and Compliance, William
Lash will lead a senior-level business development mission to
Bucharest, Romania, and Sofia, Bulgaria.

The mission will help U.S. companies explore commercial
opportunities in Romania and Bulgaria. The delegation will
include 10 to 15 senior executives of small, medium-sized, and
large U.S. firms representing these and other growth sectors:
automotive parts and services, building products, information
technology, telecommunications, defense, energy, medical prod-
ucts, pollution control, and tourism infrastructure.

Contact:

Matthew Wright

Tel: (202) 482-2567

E-mail: Matthew Wright@mail.doc.gov

|l EXECUTIVE AEROSPACE TRADE MISSION

BEIJING AND CHENGDU, CHINA

SEPTEMBER 11-19, 2003
This mission will include representatives from a variety of U.S.
air traffic control and airport infrastructure development firms,
service providers, and consultants who are interested in expand-
ing their presence in China’s rapidly growing air traffic control
and airport infrastructure market. The mission plans to visit
Beijing at the same time as Aviation Expo 2003, which will
focus heavily on air traffic management.

Contact:

Vicki Heilman

Tel: (202) 482-4230

E-mail: Vicki_Heilman@ita.doc.gov

| | HEALTH CARE TECHNOLOGIES

UNITED KINGDOM AND IRELAND

SEPTEMBER 15-19, 2003
This trade mission will target the health care technologies
industries, with an emphasis on the telemedicine sector, which
is experiencing strong growth in these markets. The focus of
the delegation will be to match participating U.S. companies
with qualified agents, distributors, representatives, licensees, and
joint venture partners in these markets.

Contact:

Bill Kutson

Tel: (202) 482-2839

E-mail: William.Kutson@mail.doc.gov
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DATES
September 21-23, 2003

September 23-26, 2003

September 24-27, 2003

October 5-7, 2003

October 16-21, 2003

November 12-14, 2003

November 13-17, 2003

November 20-22, 2003

December 7-11, 2003

January 9-11, 2004
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EVENT LOCATION

Franchising Trade Mission Singapore and China
The Commercial Service is organizing a franchising trade mission to Singapore and Shanghai, China. In
Singapore, the mission will coincide with the largest franchising show in Asia, Global Franchising 2003.

U.S. Building Products Trade Mission Toronto and Montreal, Canada

Sales of building products and construction materials will continue to flourish during the next five
years in Canada'’s buoyant residential and renovation construction market. U.S. exporters, with
building products for the housing and renovation sectors, can profit from Canada’s booming
residential construction/renovation markets and increase their export sales in Canada by participating
in this event.

Edifica 2003 Santiago, Chile
This regional trade show includes building materials, construction equipment, and related services.

Golf Europe Munich, Germany

The Office of Consumer Goods in conjunction with the U.S. Commercial Service in Munich, Germany,
is sponsoring a U.S. product sample and literature center at Golf Europe. This promotion should help
U.S. companies that are looking for distributors, joint venture partners, or new sales opportunities.
Golf Europe is Europe’s leading golf equipment trade show.

EquipAuto 2003 Paris, France

EquipAuto is the world’s most comprehensive exhibition for the automotive industry, covering new
technologies in original equipment, spare parts, customer service, and garage equipment. There will
be two specialized U.S. pavilions for which the Commercial Service in France will provide support.
EquipAuto will offer workshops, conferences, and seminars to bring together engineers, managers,
buyers, and sellers.

Cosmoprof Asia 2003 Hong Kong

This event is the Asia-Pacific region’s largest showcase for products and services in cosmetics, toiletry,
perfume, hairdressing, spa, and beauty sectors. Celebrating its eighth year in Asia, Cosmoprof will
feature more than 600 exhibitors and a large-scale U.S. pavilion.

InterCHARM 2003 St. Petersburg, Russia

The cosmetics market in Russia has great potential for U.S. companies. InterCHARM is the largest
beauty and health products exhibition in Eastern Europe. In 2002, more than 600 companies from 23
countries participated, along with 65,000 visitors. The cosmetics and health products market is one of
the fastest-growing markets in Russia.

Expo Pesca 2003 Lima, Peru

Expo Pesca 2003 is an international trade show of equipment, supplies, and services for the fishing and
fish farming industries. The U.S. Commercial Service in Lima will have a booth at the show and will host
a catalog exhibition for U.S. firms unable to exhibit directly. Fishing is the second-largest industry in
Peru, representing more than 5 percent of the GDP and over 10 percent of total exports.

USA Trade Week Russia Moscow, Russia

This is a comprehensive exhibition of U.S. products and services. The exhibition will be preceded by a
two-day conference with workshops featuring an “A to Z” approach to doing business in Russia, as well
as discussion of all aspects of trade between Russia and the United States. This is the only exhibition
of its type for U.S. firms interested in Russia. It will attract qualified business visitors from all parts

of Russia.

Reisemarkt Rhein-Neckar- Pflaz Mannheim, Germany

This three-day regional consumer travel show attracts approximately 22,000 visitors from the
Rhein-Neckar region of Germany (2 million inhabitants). In 2002, there were 240 exhibitors from
18 countries. U.S. tourism firms can benefit from increased exposure through a unified U.S. tourism
presence. Literature should be in German if possible.



INDUSTRY

Franchising

Building Products

Arch., Construction,
and Engineering Serv.;
Building Products

Sporting Goods/
Recreational
Equipment

Automotive Parts,
Service Equipment,
Leasing, and Insurance

Cosmetics, Perfume,
Toiletries, and Natural
Products

Cosmetics and
Toiletries

Refrigeration, Fishing,
and Food Processing
Equipment

Multiple Industries

Travel/Tourism
Services

CONTACT INFORMATION

Sam Dhir
Tel: (202) 482-4756
E-mail: Sam.Dhir@mail.doc.gov

Connie Irrera
Tel: (514) 398-9695, ext. 2262
E-mail: Connie.Irrera@mail.doc.gov

Carlos Capurro
Tel: +56-2-330-3307
E-mail: Carlos.Capurro@mail.doc.gov

Amanda Ayvaz
Tel: (202) 482-0338
E-mail: Amanda_Ayvaz@ita.doc.gov

Cara Boulesteix
Tel: +33-1-43-12-22-79
E-mail: Cara.Boulesteix@mail.doc.gov

Swee-keng Cheong
Tel: +852-2521-5233
E-mail: Swee-keng.Cheong@mail.doc.gov

Edward Kimmel
Tel: (202) 482-3640
E-mail: Edward_Kimmel @ita.doc.gov

Cesar Jochamowitz
Tel: +511-434-3040
E-mail: Cesar.Jochamowitz@mail.doc.gov

William Corfitzen
Tel: (202) 482-0584
E-mail: William.Corfitzen @mail.doc.gov

Elizabeth Powell

Tel: +49-69-956204-17
E-mail: Elizabeth.Powell @mail.doc.gov

INSIDER’S CORNER

| | THEME PARKS AND FUN CENTER SHOW 2003

UNITED ARAB EMIRATES

SEPTEMBER 29-OCTOBER 1, 2003
The Theme Parks and Fun Center Show 2003 is the ninth inter-
national exhibition in the Middle East exclusively for the amuse-
ment and attractions industry. More than 120 companies from
over 24 countries participated in the show in 2001. Due to the
emphasis that governments in the Middle East have placed on
the development of leisure facilities, U.S. companies should seize

this opportunity to gain entry into an otherwise difficult region.
Visitor numbers always exceed 5,000, with businesspeople from
throughout the Middle East, North Africa, and Central Asia.

Contact:
Jennifer Harrington
Tel: (202) 482-0595

E-mail: Jennifer.Harrington@mail.doc.gov

or Anne de Souza
Tel: +971-4-311-6111

E-mail: Anne.deSouza@mail.doc.gov

|l OIL AND GAS EQUIPMENT/SERVICES MISSION

KAZAKHSTAN

OCTOBER 2-10, 2003
The mission will include representatives from U.S. oil and
gas equipment and service companies interested in entering
or expanding their presence in Kazakhstan. While in Almaty,
mission participants will visit the Kazakhstan International Oil
and Gas Exhibition, and have the opportunity to display their
catalogs in a booth run by U.S. Commercial Service staff.

Contact:

Rachel Halpern

Tel: (202) 482-4423

E-mail: Rachel_Halpern@ita.doc.gov

TOURISM INFRASTRUCTURE
i

GREECE

OCTOBER 17-20, 2003
This event will introduce participating U.S. companies and
industry association representatives to Greek business and gov-
ernment decision-makers. Participants will be able to identify
and hear firsthand the business opportunities associated with the
development, management, and operation of tourism infrastruc-
ture projects in Greece. A heavy emphasis will be given to setting
up meetings between U.S. participants and key Greek govern-
ment and private sector officials involved in projects related to
tourism infrastructure.

Contact:

Phillis Bradley

Tel: (202) 482-2085

E-mail: Phillis.Bradley@mail.doc.gov
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A LOOK AT US. EXPORTS

B Quarterly Trade Data

As of Fourth Quarter 2002

TRANSPORTATION
EQUIPMENT (CIVILIAN)

o T TR
50

Monthly data are centered three-month
moving averages, based on seasonally
adjusted figures and expressed as
annual rates.

Product categories (except for services) are
based on end-use classification. Commercial
services include all private services.

North America: Canada and Mexico.

European Union: Austria, Belgium, Denmark,
France, Finland, Germany, Greece, Ireland,
Italy, Luxembourg, the Netherlands,
Portugal, Spain, Sweden, and the

United Kingdom.

East Asia: China, Hong Kong, Indonesia,
Japan, Malaysia, the Philippines, Singapore,
South Korea, Taiwan, and Thailand.

The chart showing exports of services by
region is based on data for calendar year
2001. Other charts showing product mix
and destination are based on data for the
year ending January 2003.

Source: Bureau of the Census (goods),
Bureau of Economic Analysis (services).

30 EXPORT AMERICA June 2003

RECENT TRENDS
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. CONSUMER NON-DURABLES

Additional information is available from
the International Trade Administration
(www.export.gov/tradestats),

the Bureau of the Census
(www.census.gov/foreign-trade/www),

and the Bureau of Economic Analysis
(www.bea.gov).
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B A Look at International Marketing

by Dennis R. Chrisbaum

U.S. Small Business Administration

As you begin exploring inter-
national business opport-
unities, consider attending
export-training sessions in
your community. These will
connect you to the international busi-
ness network in your local community.
The U.S. Department of Commerce,
U.S. Small Business Administration,
state international trade offices,
World Trade Centers, Small Business
Development Centers, and local com-
munity colleges typically sponsor such
programs. In addition, there are a
number of Web sites that can help you
get started.

One of the first things you will need
before you export is a Schedule B num-
ber for your product, which will be put
on your Shipper’s Export Declaration.
The Trade Information Center can
help you research that number, or you
can contact the U.S. Census Bureau
(www.census.gov/foreign-trade/
schedules/b) to locate the number.
You also will be able to find your
product’s Harmonized System number
there. This is used worldwide to clas-
sify products and determine local duty
rates. With this number, you can then
research the duty rates that your buyers
will pay when importing your prod-
ucts. Depending on the duty, your

industry sector and country. You also
will find a Country Commercial Guide
for every major market, updated annu-
ally by U.S. embassy staffs worldwide,
on how to do business in a given
country and the best prospects for
U.S. exports. And you will find a list
of trade events and services that could
help you identify buyers or representa-
tives for your products abroad.

If you are involved in producing agri-
cultural or food items, visit the Web
site of the Foreign Agricultural Service,
U.S. Department of Agriculture, which
has an excellent international business
plan on it. Go to www.fas.usda.gov,

“Although international business is different from domestic business in some regards, certain

business principles will not change.”

—Dennis R. Chrisbaum

U.S. Small Business Administration

For instance, A Basic Guide rto
Exporting, published by the U.S.
Department of Commerce, can be
downloaded from www.unzco.com/
basicguide/index.html. Other infor-
mation on the mechanics of export-
ing is available through the U.S.
Commerce Department’s international
trade portal at www.export.gov. If you
go to the “Export Basics Webcast” on
this site, you will be able to sign up
for four hours of free on-line train-
ing. Other sites offering good basic
information are www.tradeport.org,
www.globalspeak.com, and the
Commerce Department’s Trade Inform-
ation Center at www.export.gov/tic.
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products might or might not be
competitive in a particular mar-
ket. Also refer to “Classifying Your
Product for Export” in the January
2003 issue of Export America for a
guide to locating your product under
the Harmonized System.

When you are familiar with some of
the basics of exporting, you will want
to begin doing market research on
potential markets. The Internet has
changed they way we do research;
there is so much available on-line now.
One of the best sites to begin your
market research is www.export.gov,
which provides market research by

and under “Exporter Assistance,” you
will find an option to create your own
export plan. In addition, you will
find market research reports and trade
leads at this site. Two other helpful
resources for country information
are www.countrywatch.com and 7he
World Factbook, which can be found

at www.cia.gov.

. THE FOUR “P’s” OF MARKETING

Although international business is
different from domestic business in
some regards, certain business prin-
ciples will not change. You still need
to do proper market research, and you
still need to address the four “P’s” of
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marketing, which define marketing in
any environment: Fiug

M Product (and product modification):
One of the first laws of marketing is
to ask what the customer wants.
Americans frequently make the
mistake of thinking if it sells here,
it should sell abroad. Sometimes
products have to be modified. In
Japan, cars have steering wheels on
the right side, so it does not make
sense to try to sell them our stan-
dard models with steering wheels
on the left. Another important dif-
ference is that outside of the United
States, most of the world is on the
metric system. So your products
will need to be produced to metric
standards. In much of Europe, ISO-
9000 certification often is required
before buyers will talk to you, and
electrical standards vary around the
world. Even in Canada, labeling
must be in French and English, so
packaging frequently will need to be
adjusted as well.

M Placement (distribution): Distri-

bution channels are determined
by industry and tradition and
can vary greatly among markets.
This is something you will have
to research. What is the normal
channel of distribution for your
product in the targeted country?
It might be quite different from
the U.S. standard. Sometimes you
can go around normal channels,
but it should be a well-calculated
risk. Will you try to sell directly to
the end-user, or should you sign up
an agent or distributor? Does your
product require after-sales service?
This is a critical question that may
well dictate the distribution chan-
nel that you will need. Your local
U.S. Export Assistance Center
can help you locate qualified
agents, distributors, or partners
abroad. A list of their services is
at www.export.gov. Also consider
getting trade leads through the
SBA’s Trade Mission On-line

program (www.sba.gov/oit) or the
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Commerce Department’s BuyUSA
program (www.buyusa.com).

B Promotion: How will you promote

your product in a particular coun-
try? Will you sell directly to poten-
tial buyers, or create buyer demand
through advertising? Investigate how
promotion is typically done for your
product in the targeted country.
For instance, if you have an indus-
trial product and Germany is your
target market, but you decide not to
participate in the annual industrial
trade shows, you are definitely mak-
ing a mistake. The Germans have
been doing trade shows for at least
1,000 years. Your participation, or
lack of participation, will indicate
the extent to which you are serious
about the market. This is not nec-
essarily the case in other countries.
Contact your Export Assistance
Center about programs for advice
in this area.

M Pricing: It is almost impossible to

determine your pricing without pri-
mary research (having someone in
the country evaluate your competi-
tion and the demand elasticity for
your product). However, you should
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HELSINAI
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be able to get a sense of whether you
want to go into a market with a pre-
mium pricing, or a low pricing/high
volume, strategy. How do you want
buyers to view your product, related
to its price and quality, compared
to that of your competition? Also,
remember that your buyer will need
to absorb transportation costs and
import duties. So, to keep your
product competitive, you might
need to back out your domestic
marketing and overhead expenses,
in order to arrive at acceptable pric-
ing in a given market.

Market research is really at the heart
of any international expansion plan, so
make sure you devote adequate time
to this effort. Unfortunately, if the
market research is wrong, it is unlikely
that your international sales efforts
will succeed. Good luck as your begin
what is sure to be an exciting adven-
ture in global marketing. |
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. U.S. DEPARTMENT OF COMMERCE
INTERNATIONAL TRADE ADMINISTRATION
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Weon tpeiier 1300 ] E38- 4508

VIRGINIA
Arfingten |PIY] 524- 2845
Richenznd (8041 771-2248

WASHINGTON
[vercet [a25] 248-2000
Seatthe (706] 563-5615
tpotane [508] 1532625
tacoma (253} 5306736

WEST VIRGINIA
Chaileston (4] 347-5131
Witbrlong | B0 2403-5493

WISCONSIN

Wdwgnu ke (14} 737 -7

WYORMING
Sewwedd by thie Dewves 105
Engint Bamssinndy Dender
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