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Introduction

traits:

are top markets for U.S. exporters
(DOC, U.S. Export Fact Sheet)

Why States Promote Exports

According to The Business Roundtable, an association that represents the chief executives of the
top corporations in the U.S., 95% of all of the world’s consumers and over 80% of the world’s
purchasing power is located outside the United States. From 2006 to 2016 exports in the U.S.
have outpaced GDP growth and it is estimated by the Business Roundtable that international
trade supports over 36 million American jobs. For example, since the signing of the North
American Free Trade Agreement in 1993, U.S. exports to Mexico have grown from $41 billion to



over $231 billion per year in 2016 (CRS Report No.R42965, p.15, 2017). In 2016 total trade
between Mexico, Canada and the United States reached $1.3 trillion. (US Chamber of Commerce)

The following states led in jobs created by exports of goods:

State Jobs State Jobs
1. Texas 910,306 6. Michigan 271,300
2. California 683,800 7. Ohio 249,000
3. Washington 332,600 8. Florida 232,300
4. lllinois 325,400 9. Indiana 182,200
5. New York 295,300 10. Georgia 181,700

(International Trade Administration: Industry & Analysis Division)

In recent years the field of economic developmenthas refocused its effosts and4esources from
investment attraction strategies to assisting and strengtheningtheir export prémotion initiatives
and programs. It is easier and madre‘economical to offer assistance,and ineentives to existing
exporters than to attract out of state or foreign investment.” According, to the International
Economic Development Council, existing companies create over 70% of new jobs in a community
and are the most effective way toiincrease localand state tax revenues.

Export Promotiondisa very beneficial two-wayystreetias many’'small and midsize exporters lack
the resources,.and know-how required to establish an‘internal export sales department and
compliancefteam to guide them throughithe proper steps. Consequently, they reach out to state
export gromotion agencies‘and/or to local federal government export promotion programs for
training, counseling, guidance and)access to'foreign markets.

State export promotion agencies have developed a number of incentives and export accelerator
programs. Some'offer local exporters monetary incentives in covering the costs of export related
expenses such as conducting market research, developing an export strategy, development of
their export compliance pregram, travelling to trade missions and translation services. Others
provide technical assistance including dealing with customs and trade tariffs.

State agencies have been very resourceful in identifying additional sources of funds to help
companies fund export-related activities. For example, for fiscal year 2017 the Michigan’s
Economic Development Corporation not only received state assigned funds for export
promotion, they added an additional $900,000.00 from the U.S. Small Business Administration’s
State Trade Expansion Program (STEP) to run their Michigan- State Trade Expansion Program (MI-
STEP). This program offers local exporters $7,000 to $15,000 in direct reimbursements for export
related expenses (Michigan Economic Development Corporation).



The SBA STEP program continues to be a sought-after source of funds for export promotion
initiatives. On September 19, 2018 the SBA announced that it had awarded $18 million to fund
STEP programs in 47 states. For 2018, the Puerto Rico Trade & Export Company received
$300,000.00 and matched those funds with $100,000. Congress has extended the STEP Program
until 2020. Many states use STEP as a primary source of funds for export promotion initiatives.
However, other states have developed more sophisticated programs that use STEP as one
component of an overall state export promotion strategy.

Funding from additional sources such as state legislative assighnments, non-profit foundations and
from other federal agencies enables such programs{ Bhe Virginia Economic Development
Partnership (VEDP) obtained funds from the Departmentyof Defense Office of Economic
Adjustment, from STEP, the Virginia General Assembly, and from the JP Morgan Chase-Brookings
Institute Global Cities Initiative for the devélopment of metropelitan area export promotion
programs. Virginia has followed a very aggressive model that focuses on expOrts as a key
component of economic development and business retention. For example, it’has'a number of
export promotion and export ag€elerator programs that ‘run ‘parallel, ‘and targets specific
industrial sectors.

For example:

e Going Glohal with“Defense Initiative“targets defense, cybersecurity and law and
order/securitylindustrialiseetor

e VALET Program targets smalland midsize companies with some export experience or that
aré ready to enterthejinternational markets

e (Going Global with Coal, & Energy Technology Initiative targets companies in the
economically depressed eoahmining industry that need to diversify and want to export
their'goods and services

e STEP Program available for any other exporting company not covered by one of the above
mentioned programs

While other states have managed successful export promotion programs, The Virginia Economic
Development Partnership has enhanced its international trade program to meet the needs of the
State’s export community. The award winning Virginia Leaders in Export Trade (VALET) program
is considered the best export promotion program in the United States and it is now being
emulated by other states. Therefore, for purposes of this report | will be discussing the workings
of the VALET program and how components of this program could be implemented to help
Puerto Rico based companies expand overseas and diversify their markets.

Puerto Rico as an Exporting Jurisdiction



According to the Puerto Rico Planning Board (JPPR) the Island’s exports to the rest of the world
totaled over $71 billion in 2017. This includes shipments to the United Sates which totaled
$30,668,200,000. If we included shipments to the Continental U.S. (CONUS) as true exports,
Puerto Rico would be considered the 5% largest exporter in the Western Hemisphere (Workman,
2018). Since the island is part of the U.S. Customs Territory, products manufactured or produced
are U.S. products, thus shipments to and from Puerto Rico are part of interstate commerce.
However, for statistical purposes only, the U.S. Census Bureau’s Foreign Trade Division requires
that all companies shipping products from P.R. to the U.S. and vice versa file an electronic export
information report (EEI) under the Automated Export System.

While Puerto Rico could be considered a major exporti isdiction, the reality is that the

Island’s business community lacks an export culture. M ports originate from major

manufacturing operations such as pharmace medical devi hemicals, and electronics.

Few Puerto Rican companies have a clear saction is
conducted. Furthermore, few have established become an
exporting company. Given the co of international

trade, handling exports can lead to ( - ining is not provided to
the parties involved.

Therefore, a possible sol i i ion of local companies in exporting
could be the im i program that can help these
companies grow i i i rces of income. The Virginia VALET

Program c

There e VALET Program and how it operates. While not
all parts e local needs, it can serve as a blueprint for
developing ator initiative that could complement Puerto Rico Trade

and Export Co existing progra

The Virginia Leaders in Export Trade Program

The VALET Program is a two year export accelerator program created in 2002. The primary goal
of VALET is helping Virginia based companies diversify by selling their products and services



overseas to new markets and in this manner assuring their long-term growth and global
competitiveness. By increasing exports from Virginia based companies the VEDP looks to increase
job creation in high-skilled jobs and increase the state’s tax base. In 2017 exports in the
Commonwealth of Virginia grew to $35.9 billion and tax revenues from export reached over S2
billion. (Virginia Economic Development Partnership)

While Virginia is still not among the top 20 exporting states, they have developed an award
winning program which now serves as the model for other states and jurisdictions in the United
States. As the author of this paper states, “During my time as program co-manager of the VALET

Program | witness at least 10-15 visits from other stat ort promotion agencies wanting to
learn from our best practices”. The Program has a numbe
highly sought out initiative, but the key differentiator is that

like a government program; it is run as a e enterprise.

alities that make it a unique and
LET Program is not managed
rogram managers make
company

themselves available to meet or talk to client
is on a trade mission in the Middle East where agers make
themselves available to assist the uring weekend

hours.

Components of the

network of i
As previously stat e VALET Program is a two year export accelerator program. The
International Trade Di at VEDP selects 50 candidate companies. Prospective candidates
eria to be considered for VALET.

Requirements for participation are:

must meet some minimu

e  Minimum of 20 employees

e 3 yearsin business

e $2,000,000 in annual sales

e Companies must commit to travel with VALET on a trade mission or international trade
show

e Companies must invest in developing an export strategy and have a completed market
research to a targeted country before entering the Program



e Complete the VALET Program application

Since Puerto Rico has a small export community, the above criteria may be customized to meet
local needs.

First Step

Candidate companies are pre-selected by the Virgini onomic Development Partnership’s

regional international trade managers. Candidates select the program have already had

some experience working with regional trade managers and re usually the “cream of the

it a number of additional documents as
Il guarantee completion of the VALET

Selected compan brought in for a meet and greet and a full day of orientation where they
will learn how the V.
best take advantage of t

meetings with the “VALET Program Partners”. The Program partners are a group of firms that are

rogram operates, the procedures they must comply with and how to
gram. The second part of the day consists of scheduled roundtable

experts in various fields and are there to assist the candidates in a number of areas such as legal
matters, export compliance, marketing, accounting and logistics. Once the orientation is
completed the participants will return to their offices and start the process of developing their
plan of action.

Fourth Step



Within a few weeks of the orientation meeting the program manager and research manager will
meet with the VALET companies to develop an export strategy that best meets the objectives of
the company. This meeting can take from two hours to a couple of or visits with the client. The
objective is to produce a simple but detailed plan of action that covers all the client needs.
Developing a strategic plan involves the following components:

1. Collecting initial data such as the number of jobs on day one, current international
sales numbers, percentage of total sales that come from international sales

2. Export goals: identify target country/countrie
to achieve these goals and objectives, list of
or travel to market/s

list of action items that must be taken
ective trade missions, trade shows

3. Market research needs and in-cou research nee h as identifying prospective

rogram for the
imization or further

market as s the needs of a new market?

2. Does your co y have a dedicated export team in place?

(Australia Trade, 2019)
At the VALET Program these questions come up during the pre-qualification meeting and not the

strategic export plan of action meeting. This assessment should always be part of any export
promotion initiative’s qualification criteria.

Follow up After Initial Steps



After the export strategy is defined and completed, the client can expect a minimum number of
follow up meetings from the VALET team in support of their efforts. In essence, the VALET team
acts as an export management team with the additional support of the Program Partners and
other resources made available. VALET companies will participate in a number of programmatic
events such as trade shows, webinars, annual VALET networking and educational seminars that
include topics relevant to exporting. These events offer participants the opportunity to exchange
experiences with other exporters and could lead to working together on an international bid or
project, meet with experts to discuss specific problems and meetings with overseas consultants.

e Best Practices in Digital Marketing,
e Developing a mobile website for the
e Getting Paid, Managing Ri
e How to Develop an Expo
e Picking Top Notch Markets

are the resources that make the Program unique in
ams in the States and gives Virginia exporters a

Monetary Reimbursement

Companies entering the VALET Program are offered $30,000 to cover any export related costs
incurred during their 2-year participation in the Program. Funds can be used to reimburse the
following costs:



e Market research

e Expenses related to participation in trade shows
e Costs of Market visit (except transportation and lodging)
e Registration fees for trade missions

e Developing an export compliance system

e Legal work: distribution agreements, contracts
e Marketing & advertisement

e Translation services

e Custom brokerage and logistics advising (tra rtation of cargo to be sold is not
reimbursable)

o Website development
o Fees for letters of credit and export d
A number of other expenses are allowable b managers

for prior approval.

VALET Program Partners

VALET Program Partners onents of the Program and is what
VALET. Program Partners are a list
that can offer counseling, advise

rogram Partners cover the following

e Custom Bro and Logistics Services
e Freight Forwar
e Translation Service
e |nsurance

e (Corporate Strategy
e Legal Services

e Export Compliance Counseling

Companies participating in the VALET Program are allowed to use the VALET reimbursement
funds to cover the cost of the program partner services. Program partners offered their services
at a discounted rate.



VEDP Network of In-Country Consultants

The Virginia Economic Development Partnership has a network of 57 overseas consultants that
cover 75+ countries. They are hired for their extensive network of connections and knowledge of
host country laws, regulations, distribution channels and ability to understand the maze of non-
tariff barriers that affect the entry of products to their country.

They can assist Virginia based companies in conducting in-country primary market research and

help in determining if a product or service is marketable, in a given country. They also provide

support in the preparation of market visits by setting pointments. The consultants also

coordinate the logistics for trade missions, trade shows an inues follow up meetings with
prospective clients once a Virginia based com ir market visit and returned

home.

VALET Program Research Servyi

The final component of the VALET Pro i services made available to VALET
participating companies Ith of Virginia. The benefit to VALET
participants is that resear . cted is divided into internal and

chedule classification number

Competitor a

Examples of External research include:
e |dentifying potential Partners
e Partner verification and due diligence
e Phytosanitary regulations for food products
e Identification of non-tariff barriers
e Field research
e |dentifying distribution channels
e Identifying in-country government procurement trends



Participating companies meet with the program and research managers to identify the research
needs that will allow the client to achieve their export objectives. The meeting will determine
whether the client’s research needs can be met with internal research or if reaching out to the
VEDP Global Network of consultants is the best option.

Measuring Success in Virginia

All of the above mentioned components are geared towards meeting the needs of the client. The
success of the program is measured by the results of aniexit interview conducted with clients
upon graduation from the Program. The graduating class must achieve a class average 25%
increase in international sales for the 2- year gyéle to be considered a,;success. So far the Program
has seen a 54% increase in international sales:.

Applying the VALET Model toRuerto Rico

The VALET export promotion model could be implemented 'in Puerto Rico as part of a strategy
that looks to internationalize the, local economy and diversify our economy from being too
dependent on the local andyCONUS 'markets. The question that needs further analysis is
determining if the'program shouldxun as a'stand=alonéyprogram under Puerto Rico’s Department
of Economic Bevelopment and Commerce (DDEC) or if it should be inserted as an additional
program ufder Puerto Rico Trade andExport Company (PR Trade).

The first'option may require identifying sources of funds to run the program and staffing of a team
with experienee id export management, international business research and public
administration."Einancing for this optionwould require sufficient funds to run the program for at
least 2 to 3 cycles (4,to 6 years). Sources of funds could come from a mix of legislative
assignments, capacity‘building funds from CDBG-DR, competitive federal funds, an assignment
from the Government of Puesto Rico or an assignment from the Fiscal Oversight Management
Board reconstruction funds. Additional support for this option could come from the team of
international trade managers based at PR Trade. Puerto Rico Trade staff could identify the
prospective companies and assist in the selection process. However, overall management of the
program would be run by this stand-alone entity.

Second option, could be inserting the program under the wing of the Puerto Rico Trade and
Export Company. The agency has previous experience in managing export promotion programs
and probably still has an in-house team able to manage the initiative; however, recent



information seems to go against this possibility as it looks like PR Trade is only managing a STEP
funded program and no other export related efforts seem to be visible. The STEP program is
limited in its scope of work and present efforts are limited to identifying activities that are eligible
for STEP funding and the management of these funds. An export accelerator program requires
management by a team with extensive experience in exports not just managing funds
disbursements.

Possible Implementation of an Export Accelerator

Staffing Needs

Staffing of an experience team is a key factor to the success of‘anyexport initiative. At a minimum,
an accelerator would require one or two Program Managers with.@xtensive experience in export
management and a clear understanding of exporty,regulations. Underneath sthe program
manager/s ideally you could have a team of regional international trade'managers supporting the
day to day dealings of the selected clients and\report the needs of the clients to program
management team. The trade managers, would be distributed geographically around the Island.
For purposes of efficiency, the Island could be broken down into a determined number of regions.
For example, the integiational trade manager for‘the eastern region could cover the
municipalities from Carolina in the north to Patillas in the'south including the islands of Vieques
and Culebra.

Supporting the efforts of the program manager/s and the, regional international trade managers
is a team ©f researchers with experience in international business, exporting and business
intelligeAce. The staffing of thelesearch team could start with 2 employees. These employees are
key to supporting clients with theihresearchiand market intelligence needs.

All members of the goroposed program would need to have experience in conducting trade
missions, consulting on regulatory export matters and able to conduct group and in-house
training.

Getting the Program Started: Selection of Participating Companies

While ideally one would expect the program to bring on board the highest number of participants,
| would probably consider starting the accelerator with an initial class of 15 to 20 companies for
a one to two year period. Based on the experience from the initial class, one can determine if the
staffing needs and logistics of managing 15 to 20 companies from around the island need
adjustments. If viable, future classes can then be increased to 25 participants.

The first incoming class could be a selection of the top exporting companies in Puerto Rico. By
selecting the top local exporters one increases the possibilities of success and brings positive
media coverage to the export accelerator program. Success attracts popularity and increases the
possibility of more companies wanting to enter the next incoming classes.



Incentives Funds

The VALET Program offers clients $30,000 in funding for export related activities during a two year
period. For Puerto Rico starting the funding at a $15,000 - $20,000 level could be a good start.
Initially, the VALET Program started the funding at $15,000 and then increased the funding to
$30,000. As previously mentioned, the funding sources could come from a variety of places. In
the Commonwealth of Virginia, funding came from legislative, central government and
competitive federal funds. Due to Puerto Rico’s unique situation after Hurricane Maria, funds can
come from a number of sources looking to make the Island’s economy more robust.

Keeping the Program Relevant

One of the keys to success is making sure the program is releva

he needs of local exporters.

Networking and educational events need to k& cipants the tools needed
to succeed in the international markets. For e e the new
North American Trade Agreement or what are th each outtoa
new generation of clients can ici e in the global

marketplace.

Trade missions need to e mission instead of being country-
specific, could target an t, rather than conducting a trade
mission to the Domini i ibili arganizing a trade mission for Puerto

Rican coffee produ igh-i in Asia where Puerto Rican coffee is seen

rto Rico to rethink how it does business. Local
, they must look to expand to new markets and
ted around Puerto Rico’s situation. The goodwill seen

| not last forever.

towards the Isla
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