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] The writer arrived in 880 Jeule Peb. 22, 1971 end immedistely began
plant visits to aute parts mamufacturers. liie job deseriptien
(BRA=141-E=-8IS) as prepared by UNIDO was:

"The expert will advise and aseist the Btate authorisiee
and industry on questions regarding the promoetion of
export capacity ef partes snd/or compenents especially
for the sutomotive and aireraft xmm-i. Specifieally,
the expert will de expected te: .

1. examine, from all aspects, production conditiens,
production technology, product design, sarket suit-
ability, in order te improve export pessibdilities|

2. formulate recommendations regarding improveaeat
* of production products, nanagement, orgamisation, ete.j -

3. prepare a repert covering all his findings aad
recoumendations on preetical neasures %0 iacrease the
export oapasity."




iwo weeks after arrival he eubmitted hie first report to UNIDO,
In liay 1971 he forwarded to UNIDO his interim two month's report.
By April it becane apparent that to complete hie work and hselp
the auto parts manufacturers in their attenpt to form an Export
Consortium an extra two months work time would be needed. UNIDO
acreed to'thia and extended his contract until August 20, 1971,
He departed Sao Paulo on August 19 after six monthe in Brazil. |

The wriver would like to thank Dr. Benedicto de Sanctis Pires de
Alieida, Dirsctor'of DECEX and Dr. Conetantino Ianni, Consultant

to DiCiX for their help and guidance in preparation of this

report. Also, tnanks to Dr. José E., Mindlin, Vice President of .
FIZ5P, Dr. Luiz Rodovil Rossi, President and Dr. Ramiz Gattds,
Direcvor of the Syndicate of Auto Parts Manufacturere for their
help. Without the co-operation and help extended by the staff

of tne Syndicate of Auto Parts Manufacturers this report would
not have contained many of its detaile. The individual manufacte-
urers who were visited could not have been more helpful in giving
tne author all data and information possible as well as taking
tiue from their busy schedules to show him in detail their
operaiions. OSpecial thanks are due to all members of the
"iorking Party" which was established under the Syndicate of

Auto Farts MNanufacturers and who gave so much time to helping
form the needed Export Consortium. The staff at BADESP also was
wost helpful in furnishing statistics and data which form the
tasis of this report. Sincere thanks to Mr, Goorgr Dsiecielewski,
our UNIDO Team Leader for his constant advice, help and support,

. JOHN B. NICKAM
' August 5, 1971
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RUSU. & OF CONCLUSIONS

Brazil is presently producing over 500,000 vehiocles annually which
represents the largest automotive production outside the developed
countries. These vehicles are of excellent quality largely due to
the production methods and quality of the Bragilian auto parts
producers who furnish the parts for the auto assenblers. Many of
these parts are highly exportable but not many are being exported
today due to the problems outlined below.. Remember thet in Part I
of this re ort "Discussion" many excellent features of the auto
parts industry in Brazil were elaborated. However, the purpose of
this Section "Conclusions" is to highlight the problems which
hinder exports of suto parts. Therefore, these problems are out-

lined below: 4

1) That the foreign licensees and subsidiaries

producing auto parts are the most progressive

and usually have the most exportable items; ar. 1

2) that there are approximately 100 auto parts

manufacturers who need productivity holp'to .
riake their products exportablej r. 1
3) that there are approximately another 50 )

auto parts manufacturers whose parts are not
exportable due to capacity, price, etc. and

need help to solve these problems; Nr. 1

4) trat there are no aviation parts produced
in Brazil (except Pratt & Whitney pistons)
that are exportablej ar, 2



5) that there is danger in one or two

manufacturers dominating the production of

one part;

6) that some method should be found to
prevent vehicle assembler purchasing agente
frou accepting payments from supplierse to

accept inferior parts;

7) that reliable automotive industry “sales"
figures should be published regularly for

statistical usej}

C) that the automotive parts manufacturers

1 ust be rade aware of the fact that vehicle
rariet saturation can be reached in the near
future or within 5 years and that development
of "exports" represent their only meane of

absorbing the excess capacityj

9) that those firms which are producing parts
1o tne vehicle assemblers orders and specifioce
ations should be able to sell these parts in

export;

10) that there is need for institutional help
to snall and medium sized Brasilian auso
parte producers;

Par. 4 (‘)

‘fc 4 (.) :
/ ‘ 4

nNr. 4 (‘)

he. 4 (‘)

Jr. 4 (‘)
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11) that ways muct be found to educate

Brazilian auto parts manufacturers to trust
one another and to work together for the
good of the industry; hr. ¢ (a)

12) that Brazilian vehicle production is in
danger when supply of a vital part is largely

manuiactured by a firm whose main production

is in other goods besides this auto part; Bar, 4 (a)
13) that the Brazilian vehicles are not 99.9% .
Brazilian conteat but more likely T70-75%; nr. 4 (a),

14) that the internal price (and export price)
of meny vehicle parts could be lowered by
25-230:53 r. 4 (V)

15) that many rew materials used in suto parts
nanufacturing are not available in Brasil; Nr. ¢ fs) (1)

16) that there are some raw materials in /

Brazil which are available but not being /
exploited; Ny, ¢ (v») (1)

17) that Brazil should do something to eolve
the problemns of ite raw rubber supply
(quality and oost); r. ¢ () (1)
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18) that many semi-finished products are
beiny manufactured in Brazil but not in
sufficient quantity; Par. 4 (b) (1)

19) that Bragil should do something to solve
its problems in steel production (quantity,
qualiity, cost, ); Pr. 4 (b) (1)

20) that Brazil';‘policy of oustoms duties

on inports of raw naterials, semi-finished ' - -
naterials, and finished materials, and .
finished pieces should be examined; Nr. 4 (b) (1)

21) that a solution must be found for
improvement of quality in forge and foundry |
operations; Pr. 4 (b) (2)

22) that adequate tool and die shop facilit-
iesa should be developed to overcome the

verrific waste and duplication now existingj hr. 4 (v) (3)

¢3) that trustworthy industrial testing
laboratories and fecilities should be

installed in Sao Paulo so0 that the auto

£aris industry can obtain these servioes
quicxly and cheaplyj Nr. 4 (v) (4)
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Zesute of Conclusions (Problems to be Solved) Par, No. - Disgussior

24) vhat ways be found to cut down (as much as
rossible) on the use of double sets of

staniards (i.e. metric and inch); 4 (b) (5)

25) that methods be found to overcome the
present high cost of quality control and its
resultant high rejection rate; 4 (v) (6)

26) that a solutign should be found to the

problem of a manufacturer's having to

purchase inferior raw materials, semi-finished

slaterials, or parts due to the protéction of ¢

the producers of these items by "high duties™; 4 (v) (6)

27) thet methods be imnediately found to

increase production (capacity) where needed of

parts in short supply for the vehicle assembly

lines and export; 4 (v) (7)

23) that steps must be taken to increase the
supply of qualified Brazilian "Top lianagement™ }

and "liddle lanagement" personnelj 4 (b) (8)

2>) that the National Syndicate of Auto Parts
J‘anufacturers needs to include all producers
o7 auto parts (i.e. rubber, plastics, chemicals)

svecial automotive tools and equipment and auto=

motive testing equipment; 4 (o) (1)
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Resume of Conclusions (Problems to be Solved) Pay,No, - Discuseion

30) that the Syndicete does not keep up-to-
date statistics on production, sales, exports,
on each auto parts manufacturer and vehicles
manufacturer Par. 4 (o) (1)

. 31) that the Syndicate does not subscribe to
foreign automotive trade journals and keep its
members informed of new developments overseasj Par, 4 (o) (1)

32) that the Syndicate does not keep in touch
with other auto parts manufacturers associat-
fons in other countries soc as to keep abreast
of activities in these organizationsj Par, 4 (c) (1)

33) that not all auto parts manufacturers are
members of the Syndicatej Per. 4 (o) (1)

34) that the Syndicate does not keep informed

on the industry's export company by company

and to what countries and markets these

exports are madej ' | e, 4 (e) (1)

35) that DECEX has diffioculty obtaining dats
and statistics on industry sector sales,
production and exports (company by oompany).
Therefore it can not prepare economic
analyses to help export promotionj . 4 () (3)
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36) that DECEX is understaffed and does not
Mve encugh funds to really accomplish

“export promotion™; r. 4 (o) (3)

37) that OCACEX's statistical sutc parts
export data is unreliable, inaccurate and
ocllated in such a manner that it is

practically useless for economic analysis) M. 4 (o) (4)

38) that CIPE's 880 Paulo office is doing

very little to help Brasil's export drive; MNr. 4 (o) (5)

)9) that COPRIE only exiete on paper) nr. ¢ () (6)

40) that Invest Export is doing nothing to
inorease Brasil'e exports or help solve ite

emport problens; r. 4 (o) (7)

41) that BADESP is intereeted in financing
and promoting suto parts exports) e

4 (o) (8)

42) that no real Management Center or
. Productivity Oenter exists in 380 Paule
and there ieo an urgent need for these
inetitutions) R, ¢ (o) (9)

43) that eiseadble Brasilian suto parss
eRports oan only be acocomplished under

five oriteria (1) fast moving comsmon
(parts) (2) oompetitive prices, (3) qualisy

(4) eapacity (5) uee of intermasionally kmewm
"Srend” names) e, 3 (o)
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44) that Brasilian auto parts (without brand
nemes) might be impossible to export in any
quantity at any pricej Nr. 5 (a)

45) that Brasilian auto parts will be hard to
export individually but will sell more easily
if offered in a groupj Nr. 5 (a)

46) that Brazil's export drive in autc parte
should concentrate on exports to overseas

replacenent trade importers; Nr. 5 (a)

47) that Brasilian suto parts firme who are
exporting largely concentrate on the lLatin
Mmeriocen and USA markets; Ne. 5 (a)

48) that CACEX's auto parts export statistiocs

éeo not reflect the 1048 picture of the

industry's exports. Analysis shows that

instead of USE 16.4 million of auto parts

exports that the real figure (using

oeenclusion 46 above) is less than 1/10 of

1% (or under US $ 300,000); r. 5 (b)

49) that Brasil's present export inoentives
(tax redates) in the auto parts sector are
Bainly sufficient and are doing a good job
But in some ocases are not sufficient to make
the item competitive pricewise. Aleo, these
tnoentives are "tax rebates” and in the man-

ufacturer's mind are not as effective as
immediate oash in his pooket Par. 3 (o)
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830) that nany auto parts exporters while they
% know of the inocentives do not know they oan
deduct customs duties on materiale imported
to make the exported parts; Par. 3 (o)

81) that the present export incentivee were

formulated for uanufacturers to export but

prohibit the establishment of needed special-

ised export brokerage fimmsj MNr. 5 (o)

$2) that the Brazilian Government'e decision

$0 not renew any foreign licenses which

eontain export restrictions will not overcome

®yerval restrictions” from parent plants nor

subsidiaries restrictions; nr. 3 (o)

8$3) that ALALC/LAPTA agreements, barter agree-
aents, trade agreements, bi-laterals, etc, are
mot being used to export Brasilian auto partsi Par. 5 (f)

354) that Brasil at present does not allow

emchange of manufactured products to foreign

affiliates sister plants in other latin

American countries although Brasil might gain

frem such exchanges; Ne. 9 (s)

95) that export, short term factoring services

@0 not exist in Brasil and that present export

financing rates are much to high and expert

sestrictive (for the average exporter); Ne. 3 (n)
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56) that specialised export risk insurancee
are needed and do not exist in Brasilj Nr. 5 (h)

57) that in many instancee Brasilian auto
parts need bdetter design, appearance and
. packaging to make them exportable; e, 5 (1)

58) that specialised companies in export
boxing are needed in Brasil. They do net
exist today; Nr. 5 (J)

59) that export ehipping rates from Brasil
are unrealistic, excessive and unpredictable; e, 5 (k)

60) that the proceesing of export docutientat-
ion {s time consuming and not condusive to
export pronotionp e, 5 (k)

61) that the establishment of export certife
foation firms is urgently needed in Bresil; Nr. 5 (1)

62) that means muet be found for Brasilian

auto parts producers to obtain “safety standards”
sertificates (in those countries where required)

te bde able to expert to those countries; Ne. Q)
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63) that for Brasil's suto parts manufacturers
o export officiently and in quantity they need

an “Export Consortium® which can offer importers

overseas 2 rounded line of Brasilian parts,

Such & Oonsortiun will save ths individual

manufecturers in his oosts and offer "services"

which he does not presently have the "know how"

to perfom for himself; . 5 ()

64) that no true export oonsortium or auto

parts export firms exist in Brasil and there are

oapable of offering the kinds of services needed

Wy the auto parts exportersj Ne. 5 (n)

The Oomclusions outlined above have been arrived at by intensive
.M of Irasil's auto parts industry and its potemtial export,
They are offsred in the spirit of trying to help Brasil in ite
@uto parts export drive. The solution of most of these
oenclusions will certainly lead to an impreesive increase in
rasil's auto parts exports.
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When one reviews the "Conclusions™ of this report it will be seen
that all of the impediments and problems both in production and
export of auto parts are in the lack of infrastructure, agencies,
and "know-how" to help find solutions., It therefore naturally
follows that the “Recomaendations" outlined below will be those
that will build such aids, Since export services and "know-how"
are entirely lacking these will require experts from abroad to
implement them, Before reviewing these Recommendations the reader
must bear in mind that solutions to problems usually fall into two

categories "short-term" and "long-term", Most of the recommendat-

dons outlined below will be divided in this manner.

(a) Oonclusion 17 covere the probleis of raw rubber. This is
an urgent immediate problen., It is recormended that the
Brasilian Government request the services of an
International Rubber Expert to survey all aspects of the
problem anc prepare a report covering its solution.

(v) Oonclusion 19 covers the problems of steel production,
Thie is another urgent matter. The Brasilian Govermment
should request the immediate services of a steel expert to
review this problem and prepare recommendations for ite
solution,
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(o) Oonbluliono 20, 26, 49 and 50 point up the fact that the
problems of export incentives and import duties are very
much tied together and need immediate review in depth
before recommendations oan be made. The UNIDO Team Leader
is ourrently reviewing these problems and will cover them
in his report,

. (4) Conclusion 51 points out the need for the present sxport
incentives to be changed to allow the establishment of
Specialized export firms, The writer has been advised
that the Brazilian Government is presently studying this
problemn, However, its present position is unclear. If
the recomended Auto Parts Export Consortium is to be

formed there is yrgent and innediate need for the export
incentives to be changed to allow it to work.

(¢) Conclusion 21 involves the quality of forgings and
castings. It is recommended that the Brazilian Government
request the services of an Internstional Expert to come to
Brasil to study this problem looking at production,
Quality and ways (if possible) to make the manufacturers
of theee products legally responsibdble,

(f) Conclusion 22 involves the establishment of proper Tool
and Die facilities for sub-contracting. Here also, the
Bresilian Government should request the services of an
International Expert to review this problen including

present in-plant preactices and the possibility of establishe
ing foreign licensees to establish tool and die facilities,




(s)

(»)

(1)

(3)
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Oonclusion 25 covers the problem of Quality Control due to
in-plant practices and raw materials. Since these
problems are "industry-wide" the UNIDO Team Leader will

cover them in his report.

Conclusion 24 covers the problems of standards. This is
particulery acute in the auto parts industry since the
vehicles are US and German. It is an in-plant problem,
drawing conversion problexn and also one of Brazilian
Governient Standards. Since these are also "industry-wids"

the UNIDO Tean Leader will cover them in his report.

Conclusions 2, 3 and 10 point out that there ars atout 50
auto parts companies who can expand but need financial
advice (to expand), cost accounting (to lower prices), etc,
Also, another 100 need in-plant productivity help to
improve the quality and design of their products to make
thea exportable. The Brasilian Government should request
from International sources the services of a [‘anagenent
Oonsulting Firm to send sxperts to Brasil to study thsse
problems,

Conclusions 5, 12 and 27 cover the problems of dangsr due

to one or two producers dominating the production of one

part or of a manufacturer who has other interests besides
production of auto parts., The Brasilian Govermment should
otudy these instancses with the Vehicle Producers and bring
$o Brasil new foreign licensees to producs these items in
Joint ventures with already established Brasilian
sanufactursrs. A real drive in this direction should




(k)

1)

(w)
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inorease Bratil auto parts exports by adding other known
"Brand" namees to the export line. The Brazilian
Government should also study the present trend toward
"verticalization" by some vehicle producers [eithor by
producing parts themselves, or purchasing plants making
parts, or bringing to Brazil subsidiary (or partially
owned) plants of their parent plant]and combat this trend
by giving licences to other foreign manufacturers to

compete with these vertical efforts.

Conclusions 7, 35, 37 and 48 which deal with the need for
proper collating, presentation and analysis of industrial
and export statistics and data by the Bank of Brazil and
CACEX are probleis which are "industry wide" and will be
dealt with in the UNIDO Tean Leader's report.,

Conclusion 55 shows that specialized export factoring is

unknown in Brazil. Since an export consortium for asuto

"pParts is now being formed it will need such services.

Therefore, it is recoinended that an expert in export
factoring (if possible familiar with auto parts) be
brought to Bragil to study and recommend how to establish
export factoring services.

Oonclusion 58 shows that "know-how" in export boxing is
lacking in Brazil. There are no firms offering special
export boxing. If the Auto Parts Consortiun is to succeed
it will need such know-how, Therefore, an sxpert in export
boxing should be brought to Brasil immediately to study
packing materials availabls, possibilities of manufaocturing
wnavailable packing material, present boxing methods being

weed and recommend ways and means to establish export
boxing sorvices in Brasil,



(w)

(o)

(»)

()
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Oonclusions 59 and 60 shows that a study is needed of
shipping rates, shipping linee, oonferencee, export
dooumentation, port chargee, handling chargee, etc., All
of these bear on the succees of the recomnended Auto Parte
Coneortiwn, An expert in these matters ie needed to ocome

to Brasil and study them and make recommendations.

Conclusion 61 indicates that export certifiere are unknown,
Thie problem should be studisd by an outside expert who can
recommend if private certification firms should be

established or if the Brasilian Government should establish

an agency to do this,

Conclusions 53 and 54 must be studied immediately by the
Brasilian Government to relax regulations to allow
exchanges between sister plante and to include auto parts
in ALALC/LAPIA agreements and Brasilian trede and bilateral
agreements,

Oonclusion 52 discueses “verbal restrictione” on exporte
from parent plants. The Brasilian Government ehould oconeider
the possibility of including a olauee in the lioenees of
those foreign firms whoee producte are exportable that they
mest export unreetrictedly a certain percentage of their
out-put within 5 years of the license renewal or their
license will be cancelled. If lioenees are cancelled the
Government should then replace these with other foreign
firme who will export. Another method whioh might be conside-
ored is that if these firms do not export their “drewbacks"™
(remittance of prefits) weuld be reduced.
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(r) Oonolusion 9 outlines the problem of firms -producing parts
to vehicle ascemblers specifications and designs. The
rasilian Government should take steps to be sure that
auto parts firus in this category be allowed to export
these parts.

(s) Conclusions 15, 16 and 18 all have to do with raw materials
and seni-finished materials. These problemns should be
revieved immediately by the Bragilian Government and shorte

term as well as long term sclutions found to then,

(t) Conolusion 36 points out that DECEX can not perform “export
prouotion” without funds. Until the new "Industrial
Procmotion” Acency recommended as a long-term solution is
formed, it is recommended that DECEX be supplied with
adequate funds and etaff to accomplish its job.

(u) Oonclusions 29, 30, 31, 32, 33 and 34 deal with the
Syndicate of Auto Parte Manufacturers.

RBealising that the Syndicate can only include mamufacturers
that are classified by the Ministry of Industry and Commerce
& “auto parts” producers, it is recommended that a1l
producsrs of auto parte, equipment, service tools, and
testing equipment be 80 classified and urced to join the
Syndicate. If these producers also manufacture (for sxample)
other rubber zoods they ocan also be inocluded in the Syndioate
of Bubber Manufacturers, Plastios in ths Plastice Syndioate,
e,




R=7

The Syndicate should employ a trained Industrial
Statistician (Economist). This person can be & recent
University graduate. He should gather all available data
and statistics on the automotive and auto parts industries,
analyrze them and keep them current., This information should
be published in the Syndicate's newsletter for the use of
all its members. Particular eunphasis should be given to

export data as covered in Conclusion 34.

That the Syndicate should maintain close liamison with and
fully co-operate with other ILatin American auto parts
syndicates as well as the American Autoriotive anufacturers
Association (USA), The Society of lotor lLianufacturers and
Traders (ULl) etc. It should obtain their publications and
other foreign autonotive irade journals for its library and

translate (and publish) items of interest to its members.

The Syndicate should constently stress by educationsl neans

"fn its newletters and lectures the points covered in - -

(v)

Conclusions 5, 6, 7, 8, 9, 10, 11, 13, 14, 27, 43, 44, 45, 46,
%0, 52, 53, 54, 57, 62, 63, 64.

It was noticed that there are engine rebuilders in Bragil

but no one involved in the commercial re-building of acrép
suto parts. This could be started by re-building parts

from scrapped Brazilian vehicles and later supplemented by
importing scrap parts from overseas (particularly southern
USA), re-building them in Brazil and exporting them overseas.
Items that can be rebuilt (and are labor intensive in re-

building) are: carburetors, water pw ‘s, fuel punps,

starters, generators, distributors, altermators, eto.




(w)

(x)
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When the Auto Parts Export Consortium is formed (i.e.
Managing Director appointed) a request should be made to
UNIDO for an "Auto Parts Export Specialist" to come to
Brasil for two (2) years to aoct as an advisor to the
Director of the Consortium in solving its initial problems,
This man should be from UK, USA, Germany or Italy and
should have had many years experience with an Auto Parts
Export firm (got & manufacturer).

The managing director of the Consortiwn will probably be
selected in Sept./Oct. 1971, By the time he has found
office space, personnel and signed franchises with member
firms it will be Peb./llerch 1972, Since it will probably
take UNIDO six months or more to recruit a peruanent
advisor for the Consortium (Par. "w" above), the writer
could return to Sao Paulo for April/llay 1972 to help the

new Consortiun Manager with his initial technical problens

‘i.e, preparation of catalogs, selection of products to be

-gxported, selection of intial markets, initial price

research, etc,
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®. Jang Term Recommendstions

tio

(a) It will be noted that there are too many agencies in 8580
Paulo concerned with Industriel Productivity, Minancing
and Export Promotion (DECEX, PINEX, COPE!NZ, Management
Oenter, Productivity Center). These are only some of the
agencies in Sao Paulo State where 655 of Brazil's industry
centers, The other States all have sinilar agencies or
are in process of estavlishment of some of them, iir. Prank
Ashenden's report on the Processing Industries recommended
an agency in Sao Paulo called the "Trade Promotion and
Bxport Center"., This writer is in entire agreement with
Mr. Ashenden on this recormendation. However, a more
useful title might be "Industrial I'romotion Center".
Outlined below is the pattern of this Center (as the writer
reconmends it), This Center should be developed in 3&o
Plulo and should incorporate all of the uctivitlu (al long
tm solutions) out-lined above md covered in Conclusions
2y 30 5, 6, 7, 8, 9, 10, 11, 12, 13, 14, 15, 16, 17, 18,
19, 20, 21, 22, 23, 24, 2%, 26, 27, 28, 35, 36, 37, 38, 19,
42, 48, 49, 50, 51, 52, 53, 54, 56, 57, 58, 59, 60, 61, 62,

(1) Industrial “conomic snd Ststvietical Division

In this Division gl] available data on industrial
production, raw materials (developed or undeveloped)
available, import statistic, export statistios, import/ ‘

export duties, taxes, price controls, financial data,




(2)

(3)
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oto. are processed filed and analysed. Proem theee
analyses studies oan be developed on Governmental
price and financial policies as they effect industrial
inports and exports, PFeasibility studies can be made
for developnent of new industries (based on available
rew materialu or industrial requirements), expansion
of existing industries, import substitutions, etc.
Al®so, recormendations can be made on price controls,
ouston duties, export incentives, etc., Studies can be
made of how to make present industrial sectors i.ore
viable through groupings of smsll industries (mercers

or cooperatives) and development of Indusirial Estates.
er t Di

This Division would be responsible for development of
courses and training of industrial management., BEmphasis
should be on cost accounting, small business managenment,
atddle managers, etc. These courses would be “fee"

courses according to the firms ability to pay.

Qyerseas Investment Divieien

This Division would work on those priority projects
developed by the Economic and Statistical Division where
the need for foreign "know how" or licenses was apparent.
They would find the foreign inveetor (liceneor) and
attract him to Brasil., When he arrived in Brasil they
would be responsible for meeting him at the Airport and
seeing that he was supplied with all required data to




(4)
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obtain his investuent with a minimum of dolay. They
would be reeponsible for formulation of foreign
investment incentives and their application. They
should also forwulate policy on foreign investment
tax incentivee and rebates including Investment
Guarantee Insurance covering the investor against
expropriation, convertibiliiy and war/rioi/insurrecte

jon risks,
ivit ivisio

This Division would be fully equipped with industrial
testing laboratories and facilities (i.e. chemical,
electrical, mechnical, metalurgical). Also, testing
facilities for any special Brazilian industrial sector
needs (i.e. textiles, rubber, coffee, steel, etc.).
These eervices would be offered at a fee. It would
offer "in.plant" engineering services to industriss
(fee basis) in-plant layout, selection of productiori o
tooling, cost controls and accounting, plant safety,
inventory controls, production methods, power consumpte
ion, transportation coets, time/motion studiee, quality
control, nateriale testing, sub-contracting methods, ete,
Also, eervices on new product development, product

design, product packaging (emballage).

It would offer technical services to small induetries as
required to help them grow and proeper.

It would offer technical training courses for industries

supervieors i.e. foreman etc.
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All of she above ssrvices would be on a fee basis
ascording to the fime abilisy to pay.

Macketing and Finanes Rivisisn

This Division would offer oomplete services on market
research, price research and sales methods. This
would cover advice on advertising, sales techniques
(1iterature, brochures, etc.,) and would cover domestic

and export sales. It would coordinate Expor. marketing
problems with the “Export Promotion Division".

It would maintain close liaison with established
financial institutions and other funding sources to
obtain loans for fims to cover plant and machinery
investnent, working capital, "joint venture" funds for

overseas investment, export financing, etc.

This Division would keep complete export data and
statistics. These would be analysed and reports issued
on & regular basis,

It would offer "Insurance Against Special BExport Riske"”
t0 ocover on exporter for a) non-payment of the exporter's
invoice through political upheaval in the importing
eountry, b) seisure or confiscation of legally exported
goods ¢) devaluation of currency after shipment and
before payment has been made; etoc. (as recormended in
M. Ashenden's report).
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I¢ would advise manufacturers on general exporti
problons, i.e. export doounentation, export orders
finanoing, overseas payments and transfer systems,
epecial overseas inveicing requirements, duties and
oustons in overseas countries, boxing, shipping rates,
shipping documentis, various forms of export insurances,
export incentives and how to apply for them, etc.

It would advise manufacturers on general overseas
representational problems, how to obtain itrade and

oredit data on overseas iuporters, etc.

Arrange for Brarilian manufacturers to participate in
overseas international fairs and exhibitions. Arrange
t0 promote Brasilian products overseas in overseas

sechnical and trade reviews on TV and radio, etc.

It would offer services to manufacturers in translating
and preparation of technical and commercial documents
i.e, letters, quotations, brochures, catalogs, instruct-

ion booklets, servioe booklets, etc.

It would supply translators for overseas buyers visiting
rasil,

I$ would supply general export market information to
samufacturers i.e. general surveys of in-nmarket ocompete
ition, market peculiarities, special needs or require-
ments and specific export market data for individual

products.
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Is would uwe the laboratory and testing feoilities of
She Productivity Division to issue "Export Quality

Oertificates” on all Brasilian industrial goods which
are exportcd to insura that export quality specificate

ions are met.

It would work through the "Coumercial Attaches" assine-
ed to overseas Bmbassies and Consulates, These attachés
would supply to foreign buyers data on available
industrial producte in Bragil and their prices. They
would prepare "Trade Reports" and "Pinancial Reports
on Business Firms" the saue as the US International

Pivision, Dept. of Commerce does for U3 exports,

All of the above services would be offered on a "fee"

basis to manufacturers acoording to their ability to
pay.

(7) Iivrery

These centers would de equipped with gomplete lidraries
on all subjects concerning industrial sconomics,
industrial management, productivity, marketing and
market research, export markets, export research, etc,

RLE:

The Oenter proposed above would "sell" its servioes to
industry (ss much as possible). Its feasibility studies
would alsc be sold to investors. Thus its cost would be
partially or oompletely recovered.
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Experience has shown that when a country embarks on a
program such as outlined above, the first thought is
t0 use a Univereity to house it or uee University.

personnel to staff it. Ihis is dencerous as moadenjo-

epne ly a ot een: 8 d w

Initial staff will have to be brought in from overseas.
UNIDO could be asked to supply the staff for planning
and layout of the center, S3taff to run it (until
Prasilians are trained) can be obtained from UNIDO, UN
Technical Assistance, UNCTAD, ILO, ITC, AliA, BI.., CIFI
(US), International lianagement Institute (Geneve),
Bquipment and ite installation might be obtained from
UN, AID, Pord Poundation, etc. Thue, except for land,
buildings and Bragilian steff most of the initial cost

of the center might be covered by aid from abroad.

Much of the Brasilian staff and equipment would coue
from the present etaff and equipment of DECEX, part of
" OAOCEX, COPEME, the llanagement Center and the Productive
ity Center which would with their functions be incorp=-
orated into the new agency.

Oroe the new Center is completely staffed and operating
consideration might be given t6 using it as a pattem
for the eetablishment of similar Centers in the other
States of Brasil,
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() puto Parts Export Copsortius

Oonolusions 63 and 64 outline the need for an auto parts
export consortiun to offer export services to Brasilian
suto parts manufacturers., Conclusion 43 outlines the
five criteria which should be used in selection of the
firms who would initially join such a consortium,
Oonclusion 46 siresses that this consortiun should conc-

entrate on the overseas replacenent auto parts market.

Oonclusions 44 and 45 that auto parts will bec easier to
export under foreign licensee's brand names and as a
rounded group of parts. Conclusion 47 indicates that
Brazilian auto parts exports can be sold to "world"
markels not just the USA and Latin America. Therefore,
it is recommended as urgent and immediate that such an
Auto Parts Export Consortium be formed with a minimum of

delay.

This recomnmended Consortium should initially be composed
of a minimum of 25 to 30 (it would be better to have

40-50) manufacturers representinz a complete group of
parts common and fast moving parts largely composed of
brand nanes. It should offer its members all needed export
services starting with market research, price research,
preparation of export brochures/literature/price lists,
preparation of sales literature (direct mail letters),
ansvering export correspondence, processing of export
doocunents, customer invoicing, short term financing
(through established banks) against firm orders (if needed),

L
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®o properly do its job of market research and price
research the Consortiwa will need a) lists of overseas
suto parts importers (by countries) b) vehicle populat-
ion lists by country, make, model, year, stc., ¢) price
lists and catelogs of cuto parts from other countries

(to develop price research).

The Consortiwa (when it is fully in operation with the
help of the experts recommended in Par, 1) will help
solve Short Term Recoumencations - ¢, h, i, j, k, €, m,
n, o. It can be used as an exarple and "proving ground"
t0 solve reconmendations in this repori and in the
formation of other export consortiums., It will also

help partially solve some other recommendations such as

(‘)o (v), (c), (a), (£), (e), (g), etc.

Also, at a later date when problems such as price,
oapacity, quality, etc. are solved in other firms, these
can be brought into the consortium, Or perhaps consider=-
ation should be given to forming other auto parts export
oonsortiums., By that time the first zroup (of internat-
ional brand names) will have establiohed a firm reputation
for Brazilian parts in the overseas markets, It will then

be easier to sell Brazilian auto parts,




Before one can understand Automoiive Parts production in
Brazil there are several facts that must be clearly under-
stood. The indus.ry largely centers around the Sao Paulo
area. The reason for this is that when the vehicle
manufacturers decided to locate in Brazil they picked S&o
Paulo for several reasons., The state of Sao Paulo repres-
ented the largest population area of Brazil with a higher
per capita income than the other states, therefore, it
represented the best vehicle market. Traditionally
hrezil's largeet sector was coffee which also centered
around Sao Paulo this rcant that ready financial capital
was available to ..elp finance the new industry. Since
Brazil, at that time, was largely agrarian the other states
lacked skilled incustrial menacers and workers. Sao Paulo
had begun to industrialize and had attracted large colonies
of foreign skilled industrial workers i.e., Italians, Geriuans,
Japanese. These people, at that time, became the managers

and workers in the new industry.

In a study of the Brazilian Auto Parts industry it is
essential to understand the nature of the Brasilian vehiocle
mapufacturers. There is no "Brasilian® vehicle, All of them
are of foreign origin i.e. Volkswagen, General lMotors
(Chevrolet), PordAiillys, Chrysler (Dodge), llercedes-Bens
(trucks), Scania-Vabis (trucks). They are all located in the
80 Paulo area and in 1971 will manufacture approxinately
500,000 vehicles., Of these 50% (250,000) are Volkswagen.
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warehousing stooks of parts 8o orders can be filled
promptly, export boxing of each overseas customer's
order, shipping to the overseas customer, and collection
of payments for the manufacturer., It should initially

only accept orders and ship against irrevocable letters

of credit., Only when it is sure of an overseas customer's

“oredit" should it offer terus on payments (and then only

with the member manufacturer's approval ).

Member firms can join the Consortium by signing exclusive
) years franchises with it for the export of their
products on treir terms i.e. exclusion of certain
countries; or exclusion of certain products or the use of

only certain services (instead of all), etc,

The Consortiwn would charge a percentage on its gross sales
for each member (6% to 10/}) to cover its costs. Any profits

would return to the members at the end of the year.

It should be remembered that sales of auto partes overseas
will largely be effected by export catalogs containing as
much interchangeability between various vehicles (by make,
model and year) and interchangeability between various
manufacturers (producing the sane item) to another. There-
fore, this data should be developed as much as possible and

oontained in the Consortium's sales literature.

The Pratt and Whitney pistons (which are the only exportable
aviation parts) should be exported by the recommended

Oonsortium,




20 1987 General Notors started vehicle “aseendly”® (net mam-
uwfacturing) in 850 Peulo. They were followed later by other
foreign vehicle firme, HNowever, at the start, the vehicles
were "sssenbled” from BKD (semi-knooked-down). Ne parte
were made in Mrasil. Oredually some parts began to be mam-
ufectured i.e. tires, batteries, eto. By the mid 1950e
aest of the present vehicle manufacturers were assembling
in 880 Peulo. In 1956 the Brasilian Government decreed that
Shese sssemblers must produce (by 1961) at least T5%
Bresilien content and stop importing suto parts for assembly.
his led to the establishment in and around Sio Psulo of the
present Auto Parts Industry. Actually some auto parte
indusstries had been started in the 1930s, 1540e and 19%0e
Bat the biggest part of the present industry dates from
about 1958-1965. Also, since the vehicle producers were
foreign they tended to attract foreign parts subsidiaries or
licensees. As & general rule these foreign suto parts naf -
aoturers btrought with them te 380 Paulo "know-how", up to
éate production techniques, skilled engineering and manage-
aent, and modern equipment. The largest growth in thie
sector (suto parts) ocourred betweem 1960-1965. Therefors,
a0et of these firme are equipped with modern machinery amd
ssnagenent. It is imteresting to mote that by today theee
firme, while they are of foreign origin, are new largely
Bresilion ovned and nansged and wee entirely Bresiliem
workerse.

She National Symdiocate of Mte Parte Hesfacturers 10 located
tn 08e Jemle oince the industry iteclf is lecated there.
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e Nmo eotinates there are apprexiastely 1700 sute
Parte mamufacturers in the country. After investigationm,

1% was estimated that adout 1300 of these are really small
artisan repair shops (gareges) who are making small parts
W hand ad in some instance selling nominal amounts to the
replacenent trede, These should not be categorised as
"mamufacturers”, They are scattered all over Brasil and
wsually in the urban areas. The remaining 400 are located
in and around 380 Peulo and cater to the vehicle plants in
8lo Peulo. Of these about 150 are small "back yard" operste
fons, wsually loocated in a part of the owner's home, with
Mo or two machines and 3 to 5 workers. These by their
asture are "uneconomic” and will evensually disappear.
Mmother 100 are producing parts in too small a quantity to
e osmpetitive; or are producing parts of inferior quality)
or are producing too many different parts and not enough of
gy t¢ be economic. MNost of these have possibility of become
ing viable but need advice and help. Approximately 50 more
are aamufacturing parte highly special to the Bresilian
vehicle and which are only saleable t0 the vehicle assembly
plants. There are ancther 50 whosse products are excellent
end exportable hut whose present (13971) capacity ie entirely
eboorved W the intermal (Bresilian) market. The remaining
(apprexinate) 50 are the large fmxp subsidiaries or
lioensees forwmerly nentioned.
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®. Mhedslocy (Annreach o Preniem)

These above quantitative figures were arrived at W the
, writer after his arrival in S&o Paulo and after he hed made
an intensive study of the indueiry. Upon arrival the
Syndicate gave him a booklet lieting approximately 370 mad=
ufacturers of auto parts. Within the first two weeke the
above pattern had become evident. Also, it would not be
possible to vieit 370 nanufacturers in the time svailable.
Therefore, calls werse made on the vehicle assemblers
(Volkewagen, Pord, GN, Chrysler, Scania) and their purchasing
agents wers asked to identify those suto parts nanufacturerse
‘ who were making "“parte common" (fast moving), whose quality
was to international standards, whoee price was competitive
in world markets, and who had quficicnt‘produotion capacity
to meet export orders and fill internal demands as well,
fhose selectcd by this means were about 65. The writer
largely ooncentrated his efforts and plant visite on these
. . , 65 since they offered the best poesibility of starting
exports of Brasilian sutomotive parts. During his stay in
Brasil he will have visited more than 50 of thess firms. A
explained earlier most of these firme are subsidiaries or
licensees of foreign samufacturers. Samplings were made of
the remaining menufacturers and fros these samplings the
figures quoted above were arrived at.

Barly in this study it was found that the only mamufacturer
of aircraft parts was one whe wes making pistons for Pratst &
Titney engines. There are & fow producers of light planes ‘




" amd gliders Wt Sheir parts are net imterchengeable inter-
nationally and therefore not sxportable, Due to this
(as reported to UNIDO in April 1971) it was decided to
concentrate on the auto parts industry. Under "Reocommond-
ations™ the export of the Pratt & Whitney pistons will be
covered.

"3 Rafinition ef lerme

In this paragraph terms used in this report will be defined,
W as defined by the Brasilian Government and the
Syndicate of Auto Parts means those parts which the vehicle
mamufacturer does 1t produce and whioch are used on the
aseembly line in vehicle production. However, it excludes
rubber parts, plastic parts, tiree, batteries and chemicals
(breke fluids, transmission/rear axle lubricants, anti-rust
solutions, etc.). Also, all vehicle waintenance tools and
equipment and service equipment are excluded. (The writer's
definition gogs include these).

*Iacts Compop™ are those parte which are not special to any
ene type or model of vehicle and are readily saleable to the

replacenent trade (also known as “fas poving”), a8 exampless
oil filters, gasoline filters, alternmators, voltage regulat-
ors, fuel pumps, olutch plates/bearings, rediator oores,
Shermostats, fen belts, water pumpe, windshield wiper motors/
ares/blades, universal joints, wheel bearings, shock absorv-
ere, oarturetors, gsskets, valves, pistons, piston rings,

gonges (smmeters, oil, gas, temperature), bulbe/sealed beams,
air olesners, ignition ocoils/condensors, wheels, brake shoes/

eprings/irums, mufflers/tail pipes, mirrors, oil seals, speed-
onetors/cables, battery oables,




4. Rrehlama of the Ause Earis Indussrx (Intermall
() gharacteristios '

When one closely examines the auto parts manufacturers

it is noted that in some instance one or two producers
will dominate the production of each part. Plor example
approximately 60% of mufflers/tail pipee are made by

ons firm and five others produce the remaining 407%,

The same pattern will be found in piston, ringe, wiring
assemblies, drive shafts, U-joints, gaskets, radiators,
olutch assemblies, oil seals. Sometimes 2 manufacturers
will divide the largest share of the market. Usually
this division is one firfm producing for Buropean vehicles
(Yolkewagen, Mercedes, Scania) and the other for American
(Chevrolet, Pord/Wiillys, Chrysler). Examples of these
are spark plugs, brake parts, eslectrical parts and
gauges, filters, axles, bearings, sealed deams, valves,
eso.

It is estimated that 60 to 75 manufacturers produce T5%
of the parts for the assembly lines (vehicle assemblers).
Bus to this, the quality and etandarde of theee parts
are the equivalent to international eince their product-
ion and quality is closely controlled by their parent
plant who insist that their Brasilian operations manufact-
wrer to their standards and design. MNrtherwore, the
Irasilian vehiole assemblers insiet on quality and
stendards equivalent to those used by their Gerwsam or US
plants sinoe they have to guarentee their vehicles and
oaR mot afferd b“reakdomns due to poor quality parss.
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Nowever, this is net always true simce the writer has
frequently been advised that the Purchasing Agents for
oeme Vehicle Flants are receiving payments from supplier
$0 acoept inferior quality parts. The vehiole assen-
Blers tend to keep the prices of the parts manufacturers
in line since they purchase parts in large quantities
end insist (by close examinations of the manufacturer's
. costs and bargaining) that the price paid be as low as
possible.

The Syndicate of Auto Parts ie using an annual parts
manufacturers' sales figure of US$ 1.2 bdbillion. Probably
this figure was arrived at by using an average vehicle
price of $3000 x 400,000 vehicles produced and with the
assunption that the vehicle is 100% “parts" content. The
fact is that at least 50% of the vehicle cost is in taxes,
asseubler's profits, etc. Another 30% is in parte produc-
od by the vehicle assembler, body manufacturing and paint-
ing and vehicle assembly cost which are all part of the
vehicle manufacture's operations. A more realistic figure
ooh be arrived at by using an average retail vehicle cost
of $4000 (83000 is the average Volkewagen retail price -
$3% of Brasil's production) which gives an overall vehicle
€aial)) sale of §1.6 billion. Using the above formula
(20% of 1.6 billion). The E£2AL total sales of the auto
parts sector was approximately $320 million in 1970, of
Shis about 75% or $240 million were manufactured for the
@ssenbly lines bty the 60-75 manufacturers (largely of

, . fereign origin) nentioned above,
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In 1971 Brasilian vehiocle produoction will exceed

300,000 vehiclee annually and within the next 3-% years
it i estimated to inorease 60% to approximately
800,000 vehicles snhually. Today & large part of thess
annhual vehicle sales are dus to replacement of vehiclee,
resil'e yearly "fatal" aocident rate is 40 per 1000
(compared with 5 in the USA and 12 in Europe), Since
there ars now approximately 3 million vehicles operating
in Brasil and eince one can assume that in most "“fatal®
accidents the vehicle is completely demolished, this
Reans that about 25% of annual vehicle sales or 120,000
vehicles are replacements dus to accidents alone.
Certainly another 100,000 vehicles are replaced annually
due to wear. Thus 50% of today's annual sales is
"replacement”., The auto Parts producers realizing thsse
market increasee have either just completed a large
expansion program, or are in process or in the planning
stage. Scarcely a plant wae visited which was not torm
apart with new buildings in procees, relocating A
machinery and installation of new machinery and equipment,
Because of thie tremendous present growth in the Industry
the manufacturer is working under daily preeeures and
becsuse of his present expansion programs does not look
%0 the future much beyond 1978. He does not realise that
after approximately another 5 years the Brasilian vehicle
domand will level off and will remain fairly oonl‘tlnt
after that. Market saturation will be reached. Increased
vehiols demand probably will not appear until ths
Brasilian GNP inoreasss to a point where people can
purchase more vehiocles annually, At present beosusse of
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internal inflation (approximately 20% per annum) the
resilian Government has introduced price and wage
oontrols., In the last 3 months the Government has
Swice approved vehicle price increases., The present
retail vehicle prices are much too high (Volkswagen
approximately US$ 3000 - Soania-Vabis US$ 25,000) for
the average wage owner since wage inocreases are not
granted to keep pace with price increases. These
vehicle price increases (if continued) could soon put
the price of vehicles 0 high that market saturation
oould be reached at a production level of 600,000
vehicles per annum, If this happens the auto parte
manufacturers might find themselves (because of their
expansion) with excess capacity. The parts manufacturer
does not comprehend this possible danger and only see
the present forecast of the market doubling i.e, 3=5
years,

Subsidiaries and some licensees are more likely to be

partially foreign owned and therefore "“forward" looking.

This attitude is present in the auto parts sector (it is
not prevalent in other industrial sectors) since the auto
paris industry is new and its management and engineering
staff frequently educated and trained abroad. It was
found that these larger firms (produocing 75% of the parts)
do not have prodblems in management, oost uco\mt{n‘.

engineering, plant design and layout, understanding

qQuality oontrol, etoc. They do lack knowledge of intensive
sales and advertising techniques sinoce most of their sales
are to the vehicle assemdlers. BSome of thes are produocing
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parts to the vehiole assembler’s specifications and
drawings. Since these designe are controlled by the
vehicle assembler, they can not sell to the replacement
trade. It has been interesting to note the advanced
state of many of these parts producers. Some have
ocomputers to control their accounting and costs. Sinoe
Brasilian labor is still comparatively cheap, these
industries tend to be labor intensive but some are
presently converting to automation and a few are using

ocomputerized control and numerical control.

One can not always determine the "brand" name of a
foreign subsidiary or licensee by its firm name. Bendix
do Brasil is obviously Bendix, Iucas do Brasil is Iucas
C.A.V., Roberto Bosch do Brasil is Bosch, Gemmer do
Brasil is Gemmer (TRVW). However, one would not identify
Cofap with lionroe, Perfect Circle, Thompsong or Dyna
with Trico; or Albarus with Spicer, or Arno with Delco-

- Remy unless one was informed as to the licensor of the

firmm.,

On the other hand there are many mediun and smaller firms
whioh with help could turn out good products in juantity.
These firms are almost always entirely Brasilian and

need foreign "know-how", 8Some of these need to improve
Sheir product design and quality. Others are making too
many different parts. If they would specialise in a fewer
amber, they could improve their position. Others have
antiquated machinery and are using "hand” methods instead
of machines. Their plant layout is usually ineffiocient.
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h many “ocost socoounting” is unknown so they do not
have & realistic idea of their price structurs. They
oan not expand due to lack of capital and can not
borrow money for this purpose since Brazilian interest
rates run 30 to 40% per annum. Their sales methods are
rudimentary. Their catalogs, literature, price lists,
etc. are deplorable. Their product packeging (boxing/
enballage) needs improvement to make their products
saleable. Some of these parts manufactures are "fanily"
owned businesses., It is noticeable that it is &
oharscteristic of such firms to mistrust other firms
(not just competitors) and therefore difficult for them
%0 work together as a cohesive unit and for the good of
the entire industry. It also leads to difficulties in
obtaining expansion capital since there is a fear of
borrowing money from bankse or by public ownership
(floating stock issues). Later in this report the
wiiter's efforts to form an "Export Consortium" of Auto
Parts producers will be outlined. The largest single
obstacle in this program was trying to get the manufact-
wrers to work together in a "Consortium"! The writer
found cliques within cliques, attitudes "if he does not
join we will not join" or “if he joins we will not join"%,
etc. 7This is largely true of entirely Brasilian firms,
or Brasilian owned foreign licensees.

Mnother prodblem in the Auto Parts Indusiry is that some

firms produce many other items besides suto parts. Ome
of the largest firms producing automotive eleotrioal
{items also manufacturers household appliances. Another
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tin produces a large percentags of the rubber parts

and 0il seals used by the vehicle manufacturers also
produces rubber medical goods, rubber gloves, hot water
bottles, etc. Ancther whose main production is optioal
instruments is manufacturing carburetors as a side

line, yet his carburetor production represents a large
percentage of Bragil's needs, In these instances these
firms ocan represent the production of as much as 50-60%
of certain items. Since they are not entirely dependent
on suto parts production they can afford to be independ-
ent about meeting orders. This situation is highly
dangerous since if these manufacturers at any time can
not meet their automotive commitments one or more of the

vehicle assembly plants could be shut down.

Brezil has emphasized the need for its vehicles to be
100% Brasilian content. Today it is stated that the
vehicles are approximately 99% naticnal content.
Volkswagen advertises that its products are 99.95%
"Brasilian™. This is far from fact. As far as the
vehicle assemblers are concerned they think this is true
since they purchase 100% of their parts from local fims.
However, study has indicated that many auto parts

producers are using imported raw materials, seni-finished
materials, finished parts (of their assemblies) eto., It
18 estinated that the "Brasilian content" of these
vehicles is more realistically 70-75%: This point will be
elaborated in more detail in the following paragraphs,
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(v) Rreblen vhich Effect Costs and Vehicle Comtent

There are many "problems” which the auto parts man-
ufacturers have but which are largely beyond their
oontrol to solve., All of these effect product price.
It is estimated that if these problems could be solved
the internal price (also export price) of many parts
oould be lowered by 25-30%., These problems are:

(1) faw end Semi-Finished laterials

There are many rew materials which are being used
by auto parts manufacturers which are not available
in Brasil i.e. magnesium, chrome, nickel, piguents,
kaolin, glass mix, etc,

There are other raw materials which are available in
Brasil but not being exploited at present. One of
these is copper. Copper ore has been found but at
present is not being mined and processed. Brazil is
working on thii and hopes to be self sufficient in
copper. Another is asbestos which is available and
i® being mined. However, Brasilian asbestos is
"short fiber" and full of abrasive silicone. It is
adequate for roofing and wall insulation material
Wt is not being processed into material useabls for
elutch facings or brake lintnci. Therefore, theee
manufacturers are having to import long fiber, none-
abrasive asbestos. Another rew material problem is
Tubber. Brasil has never developed rubber pPlantat-
iems since it has naturel rudber trees (indigeneous
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%e Brasil). The rubber growth is looated around the
head waters of the Amason (north Brasil). Collection
i made by itinerant tappers and brought to colleoct-
ion points. There it is shipped down the Amazon to
Atlantic ports where it is transhipped to south
Bragil (where the processing industry is located).
This process may take months so that the quality of
the rew rubber has deteriorated by the time it
arrives at the processing plant, Further more,
since the rubber collection process is 8o under-
developed Brazil does not have sufficient raw rubber
for its processing industries and has to import
Qquantities of raw rubber from abroad. At present all
Brasilian raw rubber is handled by a Government Corp-
oration. Because the present raw rubber collection
system is expensive (due to collection and transport
cost) this Corporation sells rubber to the producer
at US $1.20 per kilo regardless if it is imported or

. local. The world market price of rubber is USS .40,

Many auto parts contain rubber., It is obvious that
most of these due to the above conditions are of

inferior quality and high in price.

Aluminum is another item which is processed in Brasil
Bt not in sufficient quantities, Some aluminum
ingots are being imported.

There are many semi-finished products which are being
mamufactured in Brasil but not produced in sufficient

quantity or quality to meet internal demands and some
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imports from abroad are required. BExemples are
epring steel, seamless steel tubing, copper wire
(for coils), 00ld rolled steel sheets, high quality
steel bars, eto,

There are other semi-finished products which are not
presently manufactured in Brazil (but could be
produced) and are entirely imported, Examples are
high grade filter paper, stainless steel, hardened

t00l steel, etc,

At present the whole picture of Brazilian steel
(sheew, bars, tube) as to price, quantity and quality
needs examinations., ILargely steel production is
omned by the Brasilian Government. Since present
capacity is not sufficient to meet demand and imports
are needed, price is high and quality not constant.
A manufacturer who orders steecl can never be sure he
will receive products to his specifications, There-
P - - fere, each sheet and bar must be tested individually

to be sure it meets requirements. Frequently, the
oontent varies in the same sheet or bar. Also, the
thickness of a sheet will vary from one end to the
other. Rejection is as much as 30-35% in steel
sheets and bars. This constant testing and rejection
oonsiderably increases cost of products produqed from
steel, Also, to further oomplicate matters the
Govermment mille will run for 30 days one grade and
kind of steel, then they will shift for another 30

' ' days to another grade, etc. Manufaoturers advise thas

S
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Shey sometimes have to wait up to 6 months to
receive steel to their spscifiocations, Therefore,
Shese nmanufacturers have to stook in some case
sufficient bars or sheets to carry them 6 months,
The money tied up in stock piles all adds to cost,

In many plants visited it was found that certain
pPieces used in the finished rart could not be mane

ufactured in Brazil and were imported from abroad,

From the above paragraphs b) (1) it cen now be
¢learly seen that the Brazilian vehicle content is
Bet 99.99/% but more nearly 70-75% since raw
materials, seni-finished materials and finished
pPieces of suto parts have to be imported. All
lmported items pay duties ranging from 50 to 2005

which raises the price of the finished auto part,
and Poundr stincs and Forgings

Many of the plants visited had their own forging
operations and some had Poundries. It was explained
by their engineers that is was impossible to obtain
quality castings and forgings from outside Forge and
Poundry plants although such facilities were available

for sub contract work. This fact wae amply substant-
iated sinoe alnost all plants visited complained that
SARR Piece received from outside forges and foundries
bWy sub contraoting had to be oarefully inspected for
oreacks, breaks, burrs, etoc. The rejeotion rete runs
a8 high as 35%.
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It was unbelievable to visit one large plant who
were purchasing small castings outeide end find a
siseable room where truck loads of these castings
upon receipt were spread out on the floor. Rows

of boys sitting on wooden boxes were carefully
inspecting each piece. Those broken or cracked

were rejected. Those with burrs were filed by hand
by these boys to remove the burrs. The plant
production manager explained that his rejection rate
on castinge, if he rejected those with burrs, would
be 8o high that he could not meet production quotas,
It was therefore cheaper and better to remove these
burrs by hand filing. When asked why he did not sub-
contract to a more reliable foundry his reply was
that they were all the saane and none of them produced
high quality work. It can easily be Been what the
lack of proper #pecialized forge and foundry plants
does to raise the cost of auto parts since many
ﬁinnts af; operating costly forge and foundry divisions
which would be unnecessary if reliable facilities were
available. If they don't have their own operations,
they have to inspect each piece received from a sub-

contractor and reject up to 35%.

200] { Die Paciliti
Baoh plant visited, large or medium, foreign or
Brasilian had a fully equipped "tool and die™ shop in
which they were making dies and tools for their

machines. In each case this practice was

questioned. The answer was always the same, There are
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RO reliable “tool and die™ shops in Braril where
this work can be done. The existing ones can not
even sharpen a die in less than 3-6 weeks. The

sane is true of tools for the machines. One plant
engineer told about trying having a die made out-
side. It took 3 months to produce and cost US$
15,000, After being used 3 days it cracked in half,
Whon he tried to return it to the manufacturer for
replacement he was advised that the tool steel availe
able was of such poor quality that this often happen-
ed and therefore was not the manufacturers fault. He
oould not be responsible., The Plant Engineer then
said "you can now understand why we have our own tool
and die facilities!", HNachines and equipment to man-
ufacture tools and dies are not cheap. Vhen each
plant has to carry such unnecessary investment one
oan readily see how its amoriization adds immensely

to product cost,

ng;;tx Contrél - Laborator;oa

As emphasized earlier in this report the vehicle man-
ufacturer insists on "quality" parts since he has to
guarantee the vehicle, With the lack of quality in

rew materials and semi-finished materials (Pars. (1),

(2) and (3) above) the auto parts producer must

invest in laboratory facilities to constantly test

and check incoming materials. Most of them have

chemical labs, many have in addition mechanical labs {
and sophisticated electronic testing equipment. While

some of these installations would be needed under any
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oiroumstances much of it would not be needed if
Quality supplies were received or if "outside" teste
ing facilities were readily available. The writer
was informed that laboratories were available at the
University but simple enalysis tests sometimes took
30 days or more. Some firms were having teste made
in the USA or Germany and sending samples by air
since these analyses could be obtained quicker.
Quality control is emphasized and is excellent in
every plant but because of poor material quality each
piece is checked and rechecked individually at almost
every step in the production process. In one plant
the engineer was asked what his rejection rate was
his reply was between 1 and 2% but when a check was
made back along the production line and rejects taken
into account in each step of -he process it was found
that the real rejection rate was close to 357 In
another plant which employed 520 workers it was found
that 102 of them were employed in testing and quality
oontrol (20%). This manufacturer was a subsidiary of
& US auto parts producer. His parent plant in the
United States which employed over 1000 workers and
produced ten times the amount of the Brasilian plant
needed only 8 persons for Quality Control (1%). Again
it is emphasised that these laboratory installations
and oonstant testing and checking (which is unavoid-
able under present oonditions) all adds to the cost
of the finished product.
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l;.nda;gg - Inehgs[ﬂo;;;g

As noted Brazil is producing both Amerioan and
Buropean vehicles. 3Since US vehicles and their
parts are designed to "inches" and the German
vehicles to "metric" this leads Lo much extra
desigon work and uncountable hours of engineering
time in plants due to translation of specifications
from one system to the other. Iliany plants produce
parts for European and US vehiclesa. This means
double sets of gauces, testing equipment, etc. and
large staffs of design engineers and draftsmen.,

Phis is all additional cost in parts production.
ce rols/Import Duties (Coste

The Bratgilian Government has imposed price control
on all products., These controls naturally have to
be based on the manufacturer's costs, These costs
are high due to the factors explained above., Also,
imports of raw materials semi finished materials,
items for producing parts, etc. carry heavy import
duties (although these items are not available in
Brasil). This is another reason that costs of asuto
parts are high., To protect national industries
duties on imported products which are produced in
Brasil are very high. This policy leads to many of
the coastly practices outlined in the preceding
paragraphs since the manufacturer must purchase poor
quality materials or pay exorbitant prices for better
imported material. Aleo, the producer of these semi
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finished items does not need to improve his quality
since he knows the parts manufacturer has no other
ochoice but use his material.

fapacity

As formerly noted the Brazilian vehiocle market is
increasing by 207 annually. The parts producer is
having difficulty keeping pace with this increase.
Most of them are in process of plant expansions but
during this expansion period these parts manufact-
urers are hard pressedi to meet the growing demand,
One plant was visited which had order on its books
for 25,000 more parts than could be produced! To
further complicate the picture one manufacturer may
produce anywhere from 50 to 80% of the market
requirements. If these manufacturers do not have
oapacity a serious situation developes for the
vehicle producer. Today this has already happened
in radiator cores and mufflers and tail pipes., Also,
the “requirements" of Brazil's domestic market are
suall in comparison with those of Burope or the USA.
Therefore, the production of the auto parts plants
are small by comparison. This then leads to
inevitable "higher costs" due to small production.,

8, ent and ic rso

It was found that almost without exception in the
plante visited the caliber of top management,
technical and onginnriﬁg personnsl was exocellent
and could compare favorably with that of US or
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Burope. largely these people were Brasilian,
although many were first generation German, Italien
or Japanese. llany have been educated abroad and

all were trained in their parent plants ovcrlea;.
They are “"forward looking" and understand management
principals, cost accounting, productivity, engineer=
ing principals, assembly line techniques, sales and
market research, etc., All had spent considerable
time in Europe the US and other Latin Americen
oountries, They travel frequently and are throughly
familiar with management techniques and principals
&8 practised abroed, However, it was noted that in
each plant visited there would be 3-6 (average) of
such personnel, They are constantly occupied with
the daily problemns of their operations and do not
have time to devote to trying to find solutions to
the problems outlined in the foregoing paragraphs,
They can not trust the running of their businesses
to the next level of personnel and can not find
capable people to bring up through the ranks by
training, The main problem is that while top
managenent personnel is available persons of this
oaliber are scarce and the layering at top management
levels is dangerously low,

!2;50[ T;a;n;gg angd gogdit;ggl

Realizing that Brazilian wage scales are low and that
productive labor must be contented, many of the plants
visited have instituted programs for their worker
which consisted of "fringe" benefits to augnent their
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low wages. In addition to his salary these fringe
benefits approximate about 50% more to the average
worker. Every plant had worker dining facilities
where substantial excellent low cost noon time
moals were served, The cost of these meals was
usually based on the worker's wage scale. lNany
plants had complete medical facilities available to
the workers and their families free of charge.
Many worker training programs (in plant) were
visited., Usually these would be for teen-age boys
who were being taught to opsrate machines and
other skilled trades. All of these programs of
course, lead to more contented and productive work

forces,

o) Agencies Tstablished to Solve Problens (Internal and

Bxport )

(1)

ational Syndicate of Auto Perts !

In 1951 the Syndicate of Auto Parts Manufacturers
was formed as a "Manufacturer's Association"

mainly with the auto parts producers in the S&o
Paulo area. It is now located in FIESP (Pederation
of S&o Paulo Industries) and by 1965, had 165 members
out of 1232 firms located throughout Brazil. In
1969 it became the "National Syndicate of Auto
Parts Nanufacturers" but still retained its .
offices in S&o Paulo (PIESP) since the larger auto
parts manufacturers were located in S&o Paulo
State, The following chart will show the growth
of the Syndiocate from 1965 to 1970
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1965
1966
1967
1968
1969
1970
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No. of Auto Parts . Members of
lire, in Bragil =~ ghe Sundicate
1232 165
1332 24)
1025 261
1229 m
1677 394
1700 450

In Par. 1 - "Sige and Structure of the Industry" it
was noted that about 1300 of the 1700 (1970) were

snall artisan repair shops and that only approximate=

ly 400 could really be classified as auto parts

manuiacturers.,

It will be seen that nearly all of

these are now members of the Syndicate. The expenses

of the Syndicate are covered by ennual dues from its

members. The classification and thus the membership of
the "Syndicate of Auto Parts Manufacturers" is that

applied by the Ministry of Trade and Industry and is

misleading.

Rubber auto parts manufacturers are

located in the Syndicate of Rubber Manufacturers.

Some producers who make plastic parts for vehicles

will be classified under "Plastic llanufacturers®,

Mrms producing brake fluid, transmission fluids,

anti-rust radiator solvents will be classified under
“Chemical llanufacturers".
vehicle tools, jacks, hoists for trucks, etc, will be

uwnder "Tool Manufacturers".

Firms making special

Plants producing special

automotive test equipment will be under “Testing

IQuipment™,

Pirms making oar seats and trim will be
wnder "Purniture Manufacturers®”, This means that nuny
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manufacturers of automotive parts, accessories and
equipment are not and can not be members of the

Syndicate (where they properly belong).

The Syndicate recently moved to new quarters in the
PIESP building. It is certainly the best equipped
and most dynamic of all the Syndicates which

conmprise FIESP. It publishes a booklet listing all
of ite members, showing their firm name, their
address, telephone number, the products they produce,
and a ligting of their Directors. It also publishes
a monthly newsletter “llaterial Automobilistico"
which keeps ' its members informed of all the industry's
activities and developients (in Brazil and abroad).
In this newsletter it keeps up to date an index of
the auto parts industry covering such subject matter
as total employment, working hours, power consumption,
financing of working capital, salary scales and total

sales,
The Directorate of the Syndicate is as follows:

7.- Bxecutive Directors (elected from kember firms).

7 - Substitute Directors (to fill in for Exaéutivc
Directors when absent ).

3 - FPiscal Councillors
3 - Substitute Fiscal Councillors
4 - Representatives tc FIESP .

®he Board of Directors meets weekly (Thursdays) to
discuss matters whioch concern the membership as a
whole,




The Syndicate enploys 16 office workers in its

offices, It has individual offices and conference
rooms where members can work when they are in S&o

Paulo and attend or hold conferences., It keeps a

well stocked library for its members covering auto-
motive material and Brazilian laws and legislation.
Prom time to time (as necessary) it will call meet-
ings of its membership to keep members informed of

any new automotive developments,

The Syndicate has five main functions (1). to keep
the general publiic informed of the auto parts
industry's development and value to the National
Economy (2). to bring to the attention of Goverment
officials and agencics problems of the industry which
need e¢olution (3)., to maintain constent contact with
the vehicle manufacturers to help them with auto
parts problems (4)., to work with ALALC/LAFTA to try
to stimulate exports of Brazilian auto parts. (5).
to disseminate to the Syndicate members data obtaine
ed from any of the above sources which would be

helpfull to its members.

These above functions plus the statistics on the
industry are performed and gathered at regular meet=-
ings of the membership and by "questionaires® which
are sent regularly to all members to determine their
priority needs and the indices of the induutr'y.

The Syndicate also works closely with the Small
Industries Program of the Delft Institute (Holland)
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| $0 try and develope the small auto parts producers
into more viable units. It has used the Sao Paulo
University to develop studies on methods by which
two or more small or mediun auto parts producers
manufacturing the same part could cooperate or

merge.

The Syndicate is not in regular contact with Auto=-
motive Parts Syndicates or Auto lanufacturers
Associations in other countries (except Argentina),
Likewise they do not subscribe to foreign trade
Jjournals i.e. the Automotive Daily News (USA),
Engineering (UK), Automotive News (UK), Automotive
International (UK), Cormercial liotor (UK), from
which they could extract, translate and publish

items of interest to their members.

The wiiter frequently tried to obtain annual
industry production figures and annual export
figures from the Syndicate but was never able to do
0., Also, when he arrived in Sao Paulo the
Syndicate was asked to select those firms described
in Part I, 2. (Methodology). It is interesting to
note that later Ford's purchasing agent checked the
same list and selected 35 firmse for the writer to
visit. Of these 20 had been already selected by
the Syndicate, 10 had not been selected and 5 were
not even listed in the Syndicate's book.
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However, on balance the Syndicate of Auto Parts
Manufacturers is far ahead of the other Syndicgtel
in PIESP and should be used as a model operations
for the other Syndicates to follow., They were mdnt
cooperative with and helpful to the writer and
assisted him in every way possible.

ELESE
PIESP is the "Federation of Industries of the State
of Sao Paulo", It is composed of about 90 manufact-
urers Syndicates (lanufacturer's Associations) each
of which has a member representing them in FIESP.
Most of the member Syndicates are located in the
same building with FIESP., FIESP has a Board of
Directors who work on coordinating Industries?
problems and cooperating with Government Agencies

concerned.,

DECEX
DECEX (Department of Exterior Commerce) is the
Export Department of FIESP. It was established to
aiil all members of the various FIESP Syndicates
with their export problems and to coordinate all
export problems with the Ministry of Foreign
Affairs (Brasilia) and CACEX. However, it consists
of only a Director and a small staff. It can not
possibly accomplish the purpose for which it was
created -~ i,e. "Export Promotion". It does keep
abreast of various Government export regulations
and promotion efforts (Trade Fairs). Prom time to
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" ¢ime it holds seminars and lectures for manufacturers
explaining the various incentives and aids offered
by Government. It also completes various economic
studies and papers which can be used to press Govern-
mental export reforms, It maintains liason with
ALAIC/LAFTA. It acts as an office where Industrial-
iste and businessmen (foreign and Brazilisn) can
come to obtain needed export data and information,
Also, most foreign trade delegations visiting sao

Paulo are aided by DECIX.

The writer frequently tried to obtain from DECEX
auto parts' export statistics and data to help him
in hies analysis of the industry and preparation of
this report but was never able to obtain anything.
The need for annual production versus annual ind-
ustry sales versus annual indusiry exports is
obvious. Also, information on shipping rates and

conference lines rates was never made available.

Because DECEX is under staffed and has practically
no funds it can not publish and distribute to Sao
Paulo industry needed pamphlets, literature, etc,

on export promotion. The Director is constantly
busy attending meetings, going to Brasilia, talking
with businessmen who come to his office, hosting
foreign trade delegations, talking to foreign
visitors, so that he does not have time to attend to
DECEX's primary objective "Export Promotion"., This .
should not be misconstrued as criticism. The DECEX

Director is over worked and just does not have time,
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GACEX (FINEX)
CACEX is a branch of the Bank of Brasil with main
offices in Rio and branch offices through Brasil's
major cities, One of these is in Sao Paulo. PFINEX
is a fund administrated by CACEX and can be used to
finance export operations. CACEX can offer export
financing, such as finance of shipments egainst
docunents, etc. CACEX is responsible for gathering
and publishing export date and statistics., However,
this data is very unreliable and inaccurate and
collated in such a manner that it is useless for
analysis purposes, This will be elaborated later in
this report under "Export Statistics and Data" -
Paragraph 5 (b).

CLEE

CIPE is the Inter-American Center for Export

Research headquartered in Columbia and with offices
in the major Latin American Centers. It has an
office and small staff in Sao Paulo. Its function is
t0 ressarch the possibilities for improvement in
exports from Latin American between countries and to
other overseas markets, CIPE (so far) has not
produced much on export promotion exoept a book on

how to form Export Consortiums (in cooperation with
OBPAL/UN in Santiago, Chils).
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QOPELT

COPEI’E was established to be the Export Promotion
Agency of the Sao Peulo State Government with DECIX,
the Bank of Brazil (CACiX) and BADESP on its Direst-
orate. When the writer arrived in Brazil he was told
to contact CODPIIE to determine what the Sao Paulo
export progran consisted of., He was never uble to
locate COPLE headquarters and only after vorking in
DECEX for 4 wonths did ne find out that the birector
of DECEX wes elso one the Directors of COPr:iii and
thal COPLi/Z as an organization did not exist (except

on paper).

Invest Banic/Invest kxport

Invest Export is a private Export firm esteblished
and Tinanced several montis 8go by the Invesi Bank.
The wriver visited the offices of Invest Export to
deternine how they opersted and what products they
handled in export. Also, to determine if they night be
jnterested in the export of auto parts. He was
advised that although Invest Export had been in
existance for several monthe they were still studying
how they would operate and what products they would
export., They were asked if they would be interested
in handling ail aspects of auto parts exports includ-
ing market research and price research. Their reply
was that they did not have the "know=how" to handle
export market research (the writer offered to help
them with this) but in any case the Directors of
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Invest Bank would have to decide the matter. They said
they would phone the writer as soon as a decision was
reached. During the remainder of his stay in Bragzil

(3 months) the writer never heard anything further

from Invest Export,

(8) BADESP

BADESP (Sao Paulo Development Bank) was established
several months ago by the Bank of Brasil as the Develop-
ment bank for Sdo Paulo. Its staff has been studying
various economic sectors to determine where best to
start its investments. For this purpose they have
collected all available date and statistics from CACEX
and other sources. Also, they have prepared a
"questionaire" to be filled in by sampling of various
S80 Paulo industries., For this purpose they have
trained a group of Sao Paulo University students to
visit these selected industries and fill out the
"questionaires", The results of this survey have been
evaluated and priority sectors identified. One of
these priority areas is “export" and within this "auto
parts" has been given high priority. For this reason
BADESP has indicated interest in helping finance the
proposed Auto Parts Export Consortium., This will be

discussed at length later in this report.,

(9) Nanazement Center/Productivity Center Testing Laborator

880 Paulo has a Management Center and a Productivity
Center. These are located at the University and solely
oonsist of night courses for businessmen. FIESP also
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hﬁlds specific lectures on Management subject from time
fo time, A Productivity Center ns understood in the
sense of a center which offers productivity services to
industry, is non-existent. The University does not have
staff which can visit industries and help them with
technical problems, The Univercity also has well equipe
ped testing laboratories where verious tests can be made
for a fee. However, since few other qualified
laboratories exist in Sao Paulo these University facilite-
ies to industry are, of course, restricted by normal

university research work and urgent industrial tests are

delayed from 1 to 6 months.

5. Auto Parts Export Conditions and Problenms

a) General Ixpor: Characteristics

Before examining Brazilian auto parts exports and their
possibilities it must be emphasized again that approximately
75% of quality (therefore exportable) parts are produced by
foreign subsidiaries or licensees, Reference is made 1o
paragrapb I, 2. in which the writer explained that a select-
ion was made of 65 manufacturers that presented the best
possibility of export (they produce 75 of the parts for the

vehicle assemblers),

The criteria on which these exportable parts and their man-
ufacturers were selected (see definition paragraph I, 3)
was that of quality (to international standards); fast
moving (common) parts; export prices that were competitive
in international markets} firms that were presently export-
ing; capacity to fill orders and "brand" names which are

already known in international markets,
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- The writer wrote to meveral overseas auto parts importers
and was told that Brazilian auto parts would be difficult
to sell since they were unknown in the overseas markets. In
fact one correspondent advised that the importers would
rather pay 10,5 more ang purchase from "known" sources. He
said he could not engender any interest in "Brazilian'" euto
parts. This is particularly true in Latin America. One
Brazilien firm which is a subsidiary of a well known
international manufacturer end has plants all over the world
informed the writer that it was easier to sell their part
made in Furope in Latin America than the identical part
(which had the same quality, the "brand" name and a lower

price) made in Brazil.

Another characteristic of the auto varts export market is
that overseas importers do nol like to purchase a veriety of
parts frem many different sources. A single vehicle is
composed of as many as 20,000 individual parts and sub-
assenblies. llany of these are slow uoving, special to the
vehicle, or are never replaced during the vehicle life (not
saleable-exportable parts)., The rewainder approximates
about 200, In this category are found everything from
tranesmissions/rear axles (which are not exported in any
quantity) to carburetors/shock absorbers/spark plugs/
gaskets/fan belts which are very "fast novirg" and readily
exportable, The overseas importer prefers to order his
required parts in "one order" to avoid having to obtain
inumerable import licenses, lettersof credit, customs

clearances etc, To avoid Buch arduous work he will pay 10%

more to purchase from one source. This "characteristic" of
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auto parts export sales is peculiar to the industry and
will not be found in other industrial sectors to any .
extent., It must constantly be borne in mind when review-
ing the "Conclusions" and "Recommendations" of this
report. Another characteristic which makes group export
auto paris sales iuperative is that items such as rear
axles/transmissions will be purchased in small quantities
by the overseas importer, if he can include them in the
same order for large quantities of o0il filters, spark

plugs, gaskets, etc.

Another general point that must be understood in examinat-—
ion of Brazilian auto parts exports is that there are
several overseas markets and methods for exporting these

parts:

(1) Brazilian vehicle manufacturers purchase parts from
Bragzilian auto parts producers and resell them over-
seas to their distributors as '"genuine" parts under
their brand neme i.e. Chrysler (liopar), Ford (Fomoco),

etc,

(2) Brazilian vehicle manufacturers purchase parts from
Brazilian auto parts producers and then export them
to their other overseas sister plants or their

parent plant for assembly line use abroad.

(3) Brazilian auto parts manufacturers export to their
sister or parent plants (who frequently re-export

these items); or to vehicle assembly lines overseas.

Examples of this are the present large exports of
Bosch do Brasil to Bosch/Germany, ZF do Brasil to
$F/Germany, Bundy Tubing to other Bundy operations
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in Latin Anerioa, etc. also, COPAP's export of

engine blocks to Scania Vabis in Sweden.,

(4) Exports of Brazilian auto parts to the replace-

ment trade importers overseas.,

It is emphasized that the methods in paragraphs (1) and
(2) while they represent Brazilian auto parts exporis do
not fully benefit the auto parts manufacturers in that

the export incentives return to the vehicle manufacturer
and not to the parts manufacturer. Also, the vehicle
manufacturer only exports these parts because the price

of the parts from the USA is higher or the part is in
short supply in his other overseas sources. The moment
the vehicle manufacturer cen obtain these same paris
cheaper from other overseas sources or supply becomes
available in his home country he will stop importing
Brezilian parts., Method (3) should be regesrded by the
parts manufacturer as something "extra" to add to his
export profits but is a very unreliable method since these
overseas assemblers, parent plants, sister plants, etc.
only purchase in Brazil because of short supply in their
home countries or in another overseas subsidiary or because
of cheaper prices. The question is "the moment Scania
Vabis, Sweden can purchase engine blocks cheaper elsevhere
(i.e. Japan), will they continue to purchase from COFAR/
Brasgil? The answer is obvious., Brazilian auto parts

exporters should not rely on these exports (except as extra

benefits) as they are “here today and gone tomorrow",
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Por the purposes of this report only method (4) will be
considered and when in the "Conclusions" and .

"Recommendations", the term "Auto Parts Exports" is used,

it means "sales to replacenent trade importers overseas",

Another point tnat should be emphasized is that in the
writers conversations with Brazilian suto parts manufact-
urers wnen “export' was discussed it was generally defined
by these producers as sales to Latin America and the USA
or and in some instances Europe and South Africa. There
seemed to be a complete lack of understanding that
excellent markets exist is countries outside these areas,
i.es Nigeria, Lebanon, Greece, Turkey, Thailand,

Phillipines, etc.

(b) Auto Parts Export Statistics and Data (CACEX)

When one tries to obtain realistic up-to-date figures
(statistics) on Brazilian asuto parts exports and the
industries' outputs they are impossible to obtain. The
Bank of Brasil issues export licenses and forwards this
data to CACEX (one of its branches) who classifies these
figures iﬁ accordance with Governmeni Decrees. They are
maintained and collated by CACEX under "States", and

larger catiegories,

Anyone wenting auto parts export data must go to CACEX

and try to extract it firm-by-firm from their information.

No attempt is made by CACEX (or any other agency - DECEX

included) to extract and really analyze these figures from ' y

an industry sector and an "Economic" view-point and obtain
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& realistic pioture of Brasil's auto parts exports., There-
fore, since CACEX's figures are not properly collated and
unreliablc, news media, government offices and oither

official agencies are using and quoting incorrect figures,

To illustrate this point, the writer obtained from BADESP

the figures they had extracted from CACEX reports for Auto
Parts Ixport for 1903/70. These show that 163 firms

exported U3 16,373,238 in these 2 years (in 1970 approxinate=

ly $ 9 million).

Upon analysis it was found thsai the parts export figures of
the vehicle assenblers were included in the list; parts
exports of tractors; parts exports of larze couipanies (i.e.
Swift & Co.) who exported parts for their cormpany fleets in
other Latin Anericen couniries; varte exports of coupanies
who produced other perts then cutomotive (i.e. all of SKF's
bearinge), etc. \When these figsures were extracted from the
list (as much as possible) it was found that 72 auto prarts
manufacturcrs exported & 4.98 million. These figures
represent the writer's best analysis and estimates but since
it has been found that moet Brazilian data and statistics
are unreliable the basis for this analysis could be incorrect.
However, the "pattern" indicated will not change very nuch

and the deductions will be accurate. Further anelyseis is

shown as follows:
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Anount Total Anount
irme i Uss ip U338
23 (23) less than $ 1,000 $ 9,820
. 20 (43) less than 5,000 45,600
o 8 (51) less than 10,000 63,700
9 (60) less than 20, 000 89, 300
3 (63) less than 30,000 67,000
5 (68) less than 100,000 344,000
3 (71) less than 500, 000 1,065,000
1 (72) more than 1,000,000 3,300, 000
U3¢§ 4.98

I3 1970 AUTO PARTS =XPO

Mo, of Firms % TOTAL FIRIS % _OF EXTORT &

Cwnulative Cunulative
2} (23) 30%| 30% .20 of 1;] ,20%
20 (43) 30% | 605 151 1.205%
8 (51) 11%| T1% 194 2,205
9 (60) 12%| 83% 1 1/254 3.70%
3 (63) 5%| 88% 1] 5%
5 (68) %] 95% 84 13%
3 (n) 4% 99% 2054 334
’ | 1 (72) 1% | 1005 - 6759 100% .
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It will be noticed that 9 firue account for 99 (in USy) of
Brazil's auto parts exports! Murther analysis of theee §
firme is even more revealing. The one exporting § 3,300,000,
(67%) is Bosch do Brasil to Bosch/Germany (who probably re-
exports frow Gerueny). The 3 fir:s exvorting (2070)

$ 1,005,000 are lar;cly in this sane catepory one is 2/ do
Brasil wiho export:s to ZF/Germany. Another is SEF who exports
SKF plants and distributors esnd whose exports are largely in
bearings that are not “automotive". The third is lietal Leve
(pistons) who are exportins to engine assemblers (OL!l custorers)
mostly larse size pistons Tor rratt end Whitney (aircraft
engines), Cwunins, lycoming;, International, etc, The remaining
5 firms (83°) who export & 344,000 are largely exporting to

perent or sister plants or vehicle asseublers,

Complete analysis chows that Brazil's annual exports of auio
parts to overseas auio parts importers is less than US™ 300,000
annually. Yet BADZSP shovwed auto parts exporis as USE J million
in 1970! Also, the Syndicate of Auto Farts lanufacturers quotes
export figures as 4-5, of their total sales. Earlier in this
report it was shown that these sales in 1970 were estimated

(by the writer) to be USS 320 million. Exports of 4-5;:
(annually) would be $6-88 million. Instead the real figure
(under the writers definition method 4 above) is under 300,000

or about 0.1 of 1! Yet automotive parts exports represent one

of Brazil's most promising exportable itens!
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(o) Export Incentives

As pointed out due to oonditions outlined in Part I, Par, 4,
() (1) through (7) the domestic market prices of Brazil's
auto parts are considerably higher then similar parts
manufactured in USA and Hurope, The Bragzilian Governmuent
realizing this and being anxious to exnort and increesa theipr
foreiyn exchanrse earnings have establicied & cet of export
incentives for manufactured goods which are really tax rebates,
These incentives meen thet Auto Parts can be sold FOB Santos
at approxinately 40, less than the manufeaciurers doinestic
prices, Outlined below is a typical cese of those incentives,
what they are and how they work (this example was prepared by
DECEX):

Qalculation of an Export Price (Dased on Incentives)

Manufacturers price, includifgy IPI Federal Tax,
with invoice payment at 90 days (financial changes)

1ncluding profit margin L O N S N N N N N O Y PP 100.0;5

1, ducts

IPI (Inposto sobre Produtos Industrializados)
i.e. Pederal Tax of 8;5 000000000 NILIOCEOOIIIIRIINIOINS 1.!

= invoice anount, minus IPI to0essres ettt 92,6
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. Pedyot:
Cost of money at 2/% per month for 120 days,

including the exemption from IOF (imposto

sobre Operagoes Financeiras) veveeeececescos Te4

ICH (Imposto sobre Circulagdo de l.ercadorias)

i.e, State Tax 000060000 000000000000 000CO0O0CO0CGCS 1507
Goods Coimiscion = ?/(’ 000000 000COIIOIRNOIGEOOL OO OO 1'8
J. Net amount received in hoie markel Bale, o.e 67.7

4. M!

Export packing - 2'/; tP 0 v 0cereRscItRIRIIOIOIOEOROTS 1.2
Goods Commission = 21/2 S 0c0e00NIINIGICEOIOIOIOEOOROES 102

Shipment Sao Paulo-Sentos, Brokerage and
Loading Charﬂes - 675 000000 00000000000 O OOYS 3'2

5. Jeduct:
Exenption from IR (imposto de renda) i.e.

hofit Tu-BS‘% 0.000.......;..000..OO...... 1.1

Pinancial incentives under Resolution No. 71

- 6.4% 0 000 00000 COOOE TP ROEIEOLEPONCOIOINONDNOIOONEST OO TGS 30;

Additicnal Income Tax Credits i.e. IPI 8%
md IC:‘ 8% GO 000 0O COOCO OO OONOCOEOONPOINOGSOENDOEOEOEOTTE® OO ODS M

- 6+ Bxport price, FOB Santos, Sight Draft Payment 59.0
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7. Percentage difference between manufacturers internal
price and export price, with thc same profit margin
&8 nrales in domeatic marl{ets....................o.. 4100;’

In eddition the menufacturers can deduct (rebates) on proof of
export any Custons Duties he may heve paid on parts or materials
imported to nroduce the exported iten, However, meny euto varis
nanufacturers 6o not know of thig additional export rebate since
they explaincd to the writer they had to pay duties on inported
materials, J{his pernarps can be explained in that only a few
firme export and rost of these in small quantities which would

not make it worth the troulle to apply for this rebate,

The table above is only an "example", Due to difference in
product cost, manufacturer's costs, etc. the variance in the
export rrice is somewhere bvetween 35-455 lower than the

manufaciure's domestic price,

It is emphasized that these export incentives are really “tax

rebates" which accrue to the manufacturer when he exports his

products. They were obviously for.ulated by the Government to
stimulate the manufacturer to export. However, the po8s3ibility
of an Lxport Brokerage Firw (or a Consortium) exporting products
of several manufacturers was not taken into asccount., Therefore,
if such an agency is used by the menufacturer he will not receive
all of these rebates (incentives), Also, they do not allow an
export agency to warehousec items for export from stock., The

manufacturer must ship directly to the Port to receive them, This

accounts for the lack in Brazil of Export Brokerage firms,
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d. Auto Parts Txport Costs and Prices .

As shown in Par. (e) above export costs F,0.B. Santos of
auto parte arec approximetely 40> 1less than the domestiec
manufacturer's cost. As a goneral rule when shipping
costs, insurance, port handling charges (abroad),
docuwnent charges (abroad) and custom duties are added it
is estiimated that mosl Brazilian asuto parts should be
able to land in :eny overseas nariets about 10-20,5 lcss
than the overseas merket price (domestic or inported).
However, there are still soue parts to which this does
not apoly. Average size nistons (snell) are about 50,
more. This is because the US or Zuropean pision
manufacturer nroduces huze quaniities elmost entirely
througsh autoration and since pistons ere a comparatively
inexpersive itew they can sell nuch cheaper than the
imported Brazilian piston and also compete cheaper in
international merkels. Another examvle is a bearing
manufacturer who advised (Ior the saie reasons) thai out
of a range of approximately 90 different bearings
menufactured in Brazil only about 50 were competitive in
international export markets., On the other hund, parts
that are labor intensive i.e. carburators, ammeters,
slternators, distributors, radiator cores, etc. are rLuch
cheeper in the international markets. A few parts were

found to be as much as 50,> cheaper,

It ie emphasized that Brazilian auto parts' competitive
position in the world markets (export) is almost entirely

due to the Government's export incentives. Without these
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incentives auto parts would not be competitive and
exportable (in general) due to their high costs,

(a) Auto Parts Licensees end Subsidiaries

As already mentioned many of the larger auto parts
manufacturers are foreign subsidiaries or licensees (i.e,
) 507 UsLA, 45 German, 5% others)., In many cases their
parent plani overscas wants to confine their production
to Brezil's douestic needs and will not allow then to
export., In other cases these plants are part of largc
international conpanies who have many planis abroad as
well as coupletely established distributor systens in

overeeas markets,

The writer esiimates that only aboul 10,5 of these firms

are conpletely free in their egreements with parent

plants to export anywhere, Approximately another 857

are partially restricted in their exports i.e. they can

not export to the U3\, or tney can not export to countries

where sister plants exist or they can only export to Latin

America, or if they export it must be only to their parent

plant, or they can only export through their parent plant's
oversecas distributor system, etc. About 5% are not allowed

to export at all,

There are also restrictions which the writer defines as
“economic", These usually are in countries where sister
plants exists, Although a Brazilian firm may be allowed

to export to these countries they could not compete price-

wise,
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The Brazilian Government anxious for these firms to
export has decreed that no license agreement when it
expires will Ve renewed if it contains eny export regt-
rictions of any kind. Iurthermore, since establishment
of subsidiaries does not require license agreements,

. there is no control over their export restrictions., How-
ever, it has not been realized that these written rest-
rictions will then be replaced by "verbal restrictions"
from the parent plants. In other words this new law as
it now siands is not enforceable and really can not

accoiplish arything,

Y

As previously mentioned, in the auto parts industry, the
foreign subsidiaries and licensees ere largely Germean
(45/)) and American (USA - 50,5). The Gernans (in Geruany)
have an excess of foreign exchange, a high priced labor
narket and at present are over capacity in production.
Therefore, German plants are purchasing co:ponents
particularly those that are labor intensive, from their
sister plants in Brazii i.e, Bosh to Bosh/Geruany, ZF to
ZF/Cerﬁany, etc., Ilany of these parts are then re-exported
from Germany either in the vehicle or into the overseas
replacernent market. Since Brazilian export incentives
amount to 40,5 (of the manufacturers cost) the Germans land
these parts in Germany much cheaper then they can be produc-
ed in Germany (to this savings the subsidiaries! drawbacks
muet added). This is really international sub-contracting
and partially accounts for Germany's strong export and

monetary position. It will be noted that Volkswagen, ZF,Bosh,

Mercedes, Krupp, Deutz and Schaeffler, export annually
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(largely to Germany) about $12 million from Brazil. lercedes
alone exports § 1,2 million. Yet it only manufacturers

heavy trucks and husses in Brazil! It is obvious that the
Germans are using Brazil as a base for "internationel sub-

contracting.

The United States because it is short of foreign exchange
hes teken enother stand and many of iius auto narts firms
are restricted in exports from Brazil (either in Liccnsees
or Subsidiaries) i.e. Bundy Tubing, Arno (ielco-Remy),
Cofap (i‘onroe, Thonpson, l'erfect Circle), Albarus (Snicer),
Timken, etcs, The parent plents of these U7J fir.s do not
seem to realize that because of the high labor rates and
inflation in the U3 they are gradually losing their US
export merkeis, However, if they reuove ithe export
restrictions (either in licenseces or verbal) from their
Brazilian plants, they will increase their possibilivy of
augmentins their US dollar drawbacss., If these firms do
not change this soon they may find themselves replaced in
Brazil by German and Japaenese auto parts producers. As an
example Chempion Spark Plug had to close its Brazilian
operations beceuse N.G.K. (Japanese) {ook the market away

from then,

ALALC/LAWA, Bi-laterals (Barter Asreeients)

ALALC/LAFTA have worked on some agreements on nanufactured
goods but to date have done nothing in the Automotive Parts

S8ector. Two years ago in llontevideo ALALC tried to obtain

an agreerient between Brazil and Argentina on automotive
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parts but nothing ever resulted from it. Brazil is using
Bi-lateral (Trade Agreements) to barter goods with other
countries i.e, copper from Peru, oil from Venezuela, etc,
To date the Brazilians have noi{ tried to use this method
to export auto paris, such as saying to Peru "~ you want
us to purchase your copper you nust taoke auto vau: ts from

us'",

gxchenee Between Gisber Commenies (Iatin Anerica)

The writer Tound scveral exaiples of Brezilian nanufact-
urers who wished Lo exciange assenblies or sut-asseiiblies
(paris) with sister planis in other Latin Auerican
countries but could not do so since tie Brazilian Govern-
ment ellows them to export but not to lmmports A motor
vehicle nanufecturer who asscmbles a 6 cylinder motor in
Sao Paulo bub does not have a large enough marxet o
assenble & cylinder motors but couli sell a linited nunber
of 8 cylinder vehicles wanted to export its 6 cylinder
motors to its Argentine sister plant and obiain Argentinian
8 cylinder rotors in return. He was reifused permission to
do B0 by the Govermment although Brazil would have sained
by it since Argcentina would have used many more 6 cylinder
motors than Brazil would used § cylinder. Another motor
manufacturer wanted to import its transnisegions from its
sister plant in Argentina and trade varts from its
Brazilian plant in exchange, Here again the Brazilian

Govermeni refused to allow this., In the end the nanulecte

urer had to purchase its transmissions from its rarcent

plant abroad (at a much higher cost) since it could not

obtain or manufacture this transnission in Bragzil,




(h) Auto Paris Ixnort Pinencing (Pactorin:) and Ircurence

In the course of this siudy the problems of financing and
insurance of auio parts exporis were examnined. Regular
banks in Brazil will offer short teru financing against
docwients (orders) but the interest retes are exirevely
high. They ere ususlly 6-12,; (annuelly)plus an additionsl
25, (annusl) for sonetary acjustment., This mesns an
annual rate of beiween 33-37,5 or a monthly rate of about
35 (against US 1,°). Since an cxporier BSoletimes has to
wait S0-120 days, he has to pay 4=12,) to finance nis

shipnent.

The writer iried to locate Lxport Factoring ({financing)
firms bui wes advised there were none in Brezil ruch less
Factoring firi.s specializing in Auto Parte cxporis. "This
lack of srecislized export factorins presents the exporier
with & problen in trying to evaluate the credit risx of an
overseas wvuyer. Dun ana Bradstreel reports ere aveilable
but tney are usually outdaitea and unrcliable., If tiere was
a Factoring firn specializing in Auto Parts export finencing
it would have credit data available on most of the large
importers overseas. Another point is that factoring usually
finences goods ex-factory while Banks will only finance
againsti docwienis which are usually received after the

goods have left the faciory.

Regular insurance of export shipuents is available. However,
“special" insurance to cover the exporter against special
export risks is not available i.e., riot/insurrection.
expropriation of goods, devaluation of a foreign currency
while the goods are in transit and before the exporter has

been paid, etc.
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Product Presentetion Tor ioori .

(Product Desiom, Asneerance, Pacraring) .

"y

It was apperent thet the forei;n subsidiaries (or lice}laees)
products were exccllent in desism and avpearance, fThey have
a Jook of "guality". Also, they vere usually packaced
(emballage) in the parent firms packacing with the parent
firms "brand" name on the box. However, many of the
Brazilian firms (which do not have overseas affilialions)
were sadly lacking in these elewents, Their product night
be of excellent quality but itis appearance and desiim would
be bad, This would largely be a matter of "square corners"
instead of "round corners"; removal of weld seams by grind-
ing; the right kKind of exterior paint; proper cleaning by
acid bath end electrolysis, etc. Product presentation
(appearance) has & lot to do in the custoiters :ind with
"quality". The seme is true of proper packaging. Ilany
quality paris are sold in plastic bage or poor appearing
containers. These vackacres may be satisfactory for the
Brazilian narket but give the inmvression overseas of "poor
quality"s In these instance lacx of "know=how" and overseas

market denands are the main problems,

Export Boxine - Cubaze Versus weipght

Each auto parts firm visited who were now exporting was
doing its own export boxing. liany were using heavy lumber
(Bince lunber is cheap in Brazil) instead of wood fraues
end plywood, which night be more expensive but would effect

oconsiderable savings in shipping weight. No attenpts are

made Lo combine shipunents to take advantiage of shipping




costs by corbining heavy items small in content with
bulky items large in cubage. Some firms were not lining
their export cases with water proof paper, silica jells

(to absorb moisture) secemed to be virtually unimnown!

No specialized export boxing firms exist so the manufact-
urer is left to his own resources, Through lack of
experience in export boxing and packing technique he
frequently lries to save moncy by praciices which in the

long run cost him more.

Containers do exist but many snips calling at Santos are
not equipned to handle containers. Also, few Brazilian
auto parts menufacturcrs export in suffiecient aquantity to

warrant the use of coniainers.

DECEX in its calculation of exrort charges Par. (c) 4
shows "Ixport Boxing" to be 2)5. Sinece lw:ber, labor and
materials in Brazil are cheap this figure is more probably

1
0. 5\/%

Transvoriotion Costs/Shippin~ Gosts/Conference Rates

Export brohkerage firms (dispatch agents) do exist in Sao

Paulo. liost of them traditionally have handled agricult-
ural exporis i.e. coffee, cotton, etc., They are only now
beginning to deel in manufactured goods., A few auto parts
firms are using their services. However, these services

are usually expensive (8-10;5). They handle the goods, boxed
ex-factory i.e. documentation, transportation to Santos
(Port), Port brokerage charges, handling and loading charges,
etc, Since these services are costly most auto parts
producers who are exporting find it cheaper to perform these

services themselves,
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DECEX in their calculations (Par. (c) 4 cotimates document-
ation charges, transport to Santos, brokcrage and loading
charges (port) to be 8% Actually if a firm perfor;;}s these
operations themselves these costs would probably be neerer
2 1/2,°¢ To illustrate this point trucking rates Sao Paulo/
Santos (which account for the largest part of these cost)

are (r: 35 (US" 7) per ton., which is very cheap.

The work involved for an auto perts manufecturer in obtain-
ing required various necded export docw.cnts (export
perwite, certificates, bank cxchanzes, cte.) is very tine
conswiinge. They use inexpensive clerical and riessencer
help for this but time delars are inumerable, One manufact-
urer advised it frequently took 6 hours standing in line to

obtain export documents.

Shivping rates ifrom Santos (conierence rates) for manufact-
ured goods (suto parts) ere excessive and do not follow any
pattern. Agricultural rates (coffee) have been develoved
over the past 100 years by the overseas iuporters and are
nominal, Shipping rates from Santos on manufactured goods
(auto parts) ere fairly recent rates and very inequitable,
For examples shipping conference rates from Argentina
(world wide) are less than from Santos., For some unknovn
reason shipping rates Santos/Rotterdan ere 155 less than
Santos/Hamburg and 10;> less then Santos/Southampton. One
manufacturer who is shipping auto parts to his pareni firm
in Germany ships them to Rotterdam where they are forwarded
by truck to Hamburg., Firms shipping to Inglend are also
shipping to Rotterdan and from there trans-shipping to
Southamnton. Rates from Santos to East Coast South

American countries are so exhorbitant that many shipments
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are made by eir freight since it is cheaper. Another

inexplicable rate is Santos/Hew York £43 per metric,ton
or cube while Sentos/Los Angeles is $73! It can be seen
from these few examples that there does not seem to be
any patiern to ithe rates for shipment of auto parts from

Santos,

Another case in point wes expleined by one manufacturer
who said thel reliable seiling Gates of ships from Santos
were souietimes difficult to obtain. Some ships sail
later or earlier then scheduled and soimebimes do not call
at Santos at all (even though scheduled to do s0)e Since
ships out of Santos are not frequent this causes hardships
to the shipper. One exporter explaoined that his shirnent
misgsed a scheduled ship (to Bolivia) and there was nroi
another scneduled for 30 days., The importer in Bolivia
advised he wes in urgent need of these parts and asked
that the shipment be sent by air. The exporter then had
to obtain all new docunentation. This took 6 weeks %0

accomplish!

Lxpor: Certification/Safety Standards

It was found that there are no export firms in Sao Paulo
who will "certify" (for a charge) for an overseas auto
parts importer that the goods he has ordered are to the
standard and specifications of his order. Since Brazilian
auto parts are unkown in world narkets they will be
difficult to sell overseas under any circumstances. ith
no way of obtaining certification as to quality, it will
be even more difficult. Another problem is that many

countries are developing rigid automotive safety stardards
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(USA for exanple), Auto parts that involve "sailety"
features i.e. glass (shatterproof), brake parts, etc. nust
be “certified" as to safely in those countries Dbefore

they can be sold there. The Brazilisn auto parts manufacte
urer has no idea as to how 10 obtain tnhese necesssry
foreisn governmnent safety certificaiions.

Auto Parts Fira's xport lrchlens. (i.srieting, Pricins,

Cataloys, Docuncntaiion, Boxing, warchousing, Dispatcen,
etc. )

Barlicer irn this revort Tar. 5 (bv), il was explained that
72 of the larger Sa&o Paulo zuto paris menufacturers were
presently exporting. However, only 8 of these are
exporting in any sizeable quantity (over 3 30,000 annual-
ly) and most of these exporis are to parent plants sister
plents or original equipment nanufacturers. These exports
are largely in bulk, to one country and one cusioiers
Becausc Brazil's present auto parts exports to overseas
parts importing firms aere practically nil, mwost menufaci-
urers have no experience ic export techniques. They nave
no idea of market resecarch. If they do sell occasionally
to overseas parts imvorters it is largely because these
buyers hear of them and core to them. Sone producers do
make trips from tine to time to other Latin American (or Us)
countries and sell direct since they do not know any other
method of contacting buyers in these countries. This can
lead to the ludicrous situation of 20 Brazilian, at the
same time, in Santiago, Chile selling auto parts! They do
not know where to obtain lists of overseas parts importers

and such lists are not available in Brazil. They do not




have and do not know where to obtain world vehicle
population stetistics litcted by country, make, model, year,
etc. to use in "pin-pointing" marxets. The present
gituation is that the aulo parts manufacturers are waiting
for the markets to comec to them instead of their searching

for markets and customers,

The seme picture is true in export price research, The
Brazilian suto perts producer does not have readily avail-
able "price" data from world markcts. He can not therefore
calculate the price at which he nust sell in overscas
markets, Those manufacturers who have foreism affiliation
can obtain help on price research on soue items fror their

arent firn., However, this is not alweys the case since man;
’ u

US firus in 530 Paulo (for examuple) will be making varts for

Volkswacen as well as U5 vehicles and their psarent firm will

not have data on Volkswagen parts price,

The auto parts manufacturers are sadly (with a few except-
ions) delinquent in preparation of export catelogs,
brochures, literature, instruction books, price lists, etc.
Only a few even have such export material. Translations are
atrocious. The English in many cases was unintellisible.

Not one exnort catalog was found that was printed in Englisth,
Spanish, and Portuguese, Some firus were printing 3 catalogs
but it never occured to them to print one catalog in 3
languages! liany export catalogs and price lists were
mimiographed sheets, on cheap paper, which when sent overseas

give the impression of "a cheap, poor quality product".
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Another very important problem in export of auto parts is

the complete lack of data in the parts manufacturing
firme (foreign and Brazilian) on "cross referencing" of
parts, They will have this data on cross reference
between vehicles produced in Brazil or UJ subsidiaries
can obtain data between US vehicles, German cn Germean
but no data exists on cross reference to for exannle Fiat,

Toyota, Volvo, Peugcot, etc,

Practically every fir. visited was anxious to export and
vere fully aware of the Brazilien Governent's “export
drive" but their lack of "know-how" in cxports was evicent.
Furthermore, there are no export services available to then
to offer this "know-how", It is difficult to blame the
Brazilian auto parts manuvfacturer for being fearful of
export wnen it represents to him en uncharted sea and he
has no place to turn to obtain data. infornation erd "inow-

how" to help hin.

Add to this the fact that cach firm which is exporting is
doing so on their own at a cost of approxiuately 15 of
export seles. Tnis represents among others costs of
literature, document processin: (export licenses, invoices,
etc.), inland freight, port handling charges, etc. If these
services were consolidated this 15, could be oifered for
5~105%,

Exigstin~ Ixport Consortiwns/Lyvort Firms

Investigation of the few Export Consortiums existing in
Brazil was made to see if any of them could handle auto

parts exports. It was found that there is no real export
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consortiwa in Drezil which offers services fro: market
research to shipuenl as outlined in Par, (m) above. They
ere called consortiums but in the true sense of ‘he vord
they are not consortiwis. In any case none of them  .andle
auto paris nor coula handle export of these iteiis.

Reseecrch was nade to deternine if there were any existing
specielized aulo parts export firie in 580 Paulo. Only

one exioled wirich was enslli, uncder-capitalizec and cpecicl-
ized only in Volkswecen parts to ithe USA., There were sone
export firys opeclielizing in agriculiural products but
these did not heve the "know=how" {0 hardle export of auto
parts., In addition there wes the existing distrust of the
auto parts producers to use and pay for lhe services of
such firas. Therefore, it was cecided to discard eny idea
of using any of them, Also, because of the DBrazilien
distrust of each other, it wes reaslized that tryins to Torm
any sort of an export service group to work together to
export auto »arts or Lo try and educate these nanufzciurers
to use any kind of existing services would be difficult.
The attitude of "I have accomplished everything on my own
to-date and don't need or went outside help" is ircgrained
and will be difficult to overcome! These manuiacturers know
they are exporting practically nil and the Government wants

then to export but they just will not cooperate. This is

particularly true of the larger established firms, Only by

showing, educating and through a great deal of patience will

anything constructive be accomplished! l
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PART 11

ACTION TO DATE - Formation of Auto Parts Export Consortium

When the initial seclection of the 69 firms wes made (Part T, 2 -
Methodology) and plant visits were started, it soon beceaiie
apparent thet to rcally export these suto partc mnanufaciurers
would need "exvort services" os outlined in the recoimendation
of the Export Consortiwil. Furtihermore, that unless such 8
Consortiw: was Tormed to offer these services no sizeable
gnounts of Prazilian Auto Feris ixoporis would be eccoinplished.
Phierefore, as the writer visited eachn firi he discussed with
them their ideas on such e service group and whether or not they
would join it. Alrmost without excepiion these manutfacturers
expressed keen interest in such a project and indicated they

would join it if it was fornmcd.

Based on this interest a discussion was held with the President
of the Syndicate of Auto Paris lianufacturers who also exyressed

interest and asked the vwriter to try and form such a Conscrtiun,

Accordingly invitations from the Syndicate were sent to all of
the 65 selected firms asking them to attend a meeting on lay 26,
1971 to discuss the possibilities of formation of an export
consortium., Approximately 37 firms attended this meeting and
gelected 2 dorking Group of six (6) menbers from tne Tirms
present. This Working Group held its first meeting on liay 26.
Phe writer acted as advisor to the Group in this and all sube-
sequent neetings. Nany neetings were held., The Working Group

called before it several selected firms to obtain ideaes and

"gound" their willingness to join. The Working Group outlined

e ———sa b =
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the services the Consortium would offer its menbers, the By~
Laws of the Consortium and a fiscal flow sheet of its cosis for

the first 5 yecars.

The writer on several occasions visited the Sgo Paulo DevelLop-
ment Bank (BADISPY) to determine their interest in helping with
the finencin: of the new Consortium when it was formed. They
in turn discussed the matier with the Bank of Brazil. Also,
their officials artended seversl oi' the meetinss of the Working
Group. They finally decided that if the menber firms could not

entirely finence the Consortium's operations, BADESE would help.

On July 22, 1971 the 65 Tir.s were invited back to another neel-
ing by the Yorking Group., At that time many firms simed into
the Consortium and appointed the first Board of Directors. The
writer speni the rest of his tifie in 5o Paulo (until Aug. 19)

advising the Consortiwa in its fomratvive stages,

Purthernore the writer obtained for the new Consortiua lists of
Auto Parts Iuporters and Aviation Parts Importers in 44 countries
which could be used in market research and s a "custoner list".

AlBo, Auto Paris Catalogs from the USA were obtained to help in

price research.









