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PREFACE

On August 27, 1993, on its own motion and pursuant to section 332(b) of the Tariff Act of 1930 (19
U.8.C. 1332(b)), the U.S. International Trade Commission (USITC or the Commission) instituted
investigation No. 332-345, Annual Reports on U.S. Trade Shifis in Selected Industries. The report format was
developed by the USITC in response to Congressional interest in establishing a systematic means of
examining and reporting on the significance of major trade shifts, by product and with leading U.S. trade
partners in all natural-resource, agricultural, and manufacturing industries.

On December 20, 1994, the Commission on its own motion expanded the scope of this study to
include selected service industries. Under the expanded scope, the Commission publishes two separate
reports annually: Shifts in U.S. Merchandise Trade and Recent Trends in U.S. Services Trade. A separate
report covering services trade was instituted to provide more comprehensive coverage of U.S. trade
performance and overall economic competitiveness.

A significant amount of the work in this recurring report is basic research required to maintain a
proficient level of trade expertise that the Commission has found essential in its statutory investigations and
in apprising its varied customers of global industry trends and competition issues. The information compiled
in this report, such as export, import, trade balance, and industry profile data (establishments, employees
capacity utilization, and production or shipments) for over 250 major industry/commodity groups, is not
replicated elsewhere in the U.S. Government.

The information and analysis in this report are for the purpose of this report only. Nothing in this
report should be construed to indicate how the Commission would find in an investigation conducted under
other statutory authority.

Visit the USITC Internet Server to find more information
about the agency and to download this and other reports

http://www. usitc.gov
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CHAPTER 1
Introduction

The international trade analysts of the U.S. International Trade Commission (USITC or the
Commission), Office of Industries, routinely monitor trade developments in all natural resource, agricultural,
and manufacturing industries, and in the services sector, which enables the USITC to better anticipate and
address issues of concern in its various roles under U.S. trade statutes.' Trade monitoring at the
industry/commodity sector and subsector levels (the latter referred to as industry/ commedity groups and
subgroups’ in this report) is a facet of the research and analysis undertaken by the Office of Industries as part
of its responsibility to provide advice and technical information on industry and trade issues. This annual
report analyzes significant merchandise trade shifts on an aggregate basis, on a bilateral basis, and at the
industry/commodity-group or -subgroup level.®

For trade-monitoring purposes, the USITC assigns U.S. Harmonized Tariff Schedule (HTS) import
headings/subheadings, and the corresponding Schedule B export categories, to industry/ commodity groups
and subgroups. These groups are aggregated into 10 sectors. Appendix A lists these sectors and the
industry/commodity groups and subgroups included in each sector. Appendix B provides the HTS 8-digit
subheading ranges included in each industry/commodity group and subgroup.

U.S. trade shifts in services are the subject of a separate USITC annual report.* Thus, throughout this
report, unless otherwise specified, references to trade balances represent U.S. merchandise trade only. In
assessing the U.S. merchandise trade deficit in 2002, it is important to note that the United States recorded
a trade surplus in services of $48.8 billion,> which, when added to the $525.2-billion merchandise trade
deficit, reduced the combined trade deficit (merchandise plus services) to $476.4 billion.

Chapter 1 of the report is the general introduction. Chapter 2 summarizes U.S. merchandise trade
for 2002, in comparison with such trade for 2001. Coverage of the individual merchandise sectors includes
data showing U.S. export, import, and trade balance shifts by industry/commodity groups (and in some cases
subgroups), and shifts in trade with U.S. trade partners. In addition, the chapter also discusses the
significance of international trade in the gross domestic product of the United States compared with its major
trade partners.

! Major roles include determining whether U.S. industries are materially injured or threatened with material
injury by unfair imports, conducting studies on the international competitiveness of U.S. industries, and advising the
President and the Congress on the likely effects of trade-policy changes and proposals.

2 In some cases, industry/commodity groups have been further broken down into subgroups to create more
meaningful data sets.

? This report analyzes changes in U.S. merchandise trade on a value basis chiefly because aggregating trade data
by quantity is typically not possible because of mixed units of measure. Consequently, it is possible (if prices change
significantly) for the value of trade to change considerably, but for the quantity of trade to remain the same. Where
appropriate, this report also provides trade data on a quantity basis. '

1 See USITC, Recent Trends in [1.S. Services Trade, investigation Na. 332-345, USITC publication 3599, May

2003.

5 Official statistics of the U.S. Department of Commerce (USDOC) Bureau of Economic Analysis, U.S.
International Transactions Accounts Data, Table 1: U.S. International Transactions, found at
http:/fwww. bea.doc.gavibea/international/bp_web/simple.cfm, retrieved Apr. 2, 2003.
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Chapter 3 analyzes the shifts in U.S. trade with each of the top five U.S. trade partners—Canada,
China, the European Union, Japan, and Mexico. Summary tables detail the important shifts in U.S. bilateral
trade and highlight leading changes in industry/commodity groups for each of the five major trade partners.
This chapter also examines the 10-year trade trends for five selected industry/commadity groups—cut
flowers, medical goods, medicinal chemicals, wine, and motor vehicles—chosen on the basis of their general
widespread attention among the industry, trade, and business community as well as important global
developments influencing their trade.

Chapters 4 through 13 address specific industry/commodity groups, with each chapter providing a
general sector overview and identifying significant shifts in merchandise trade within the sector. In most
cases, these chapters identify significant shifts in specific industry/commodity groups or subgroups. Finally,
a statistical summary table of industry/commodity groups or subgroups concludes each sector analysis
chapter, showing absolute and percent changes in a year-to-year comparison for 2001 and 2002.

Appendix C provides official and estimated data (1998-2002) for domestic consumption, production,
employment, trade, and import penetration for most of the industry/commodity groups and subgroups
covered in this report.* USITC international trade analysts have estimated certain components of these data,
based on publicly available primary and secondary government and industry sources. The estimated data are
subject to change as information from these sources is updated. Appendix D ranks the industry/commodity
groups exhibiting the most significant annual growth and decline in U.S. exports, imports, and trade balances
in 2002, and includes additional statistical trade data. Appendix E lists the political entities included in the
country groups shown in this report.

Appendix F discusses the effect of exchange rate shifts on trade flows and summarizes the major
shifts in exchange rates that occurred during 2002, highlighting the depreciation of the Japanese yen and the
appreciation of the European Monetary Union euro against the U.S. dollar.

Finally, as part of the trade monitoring effort, the Commission also keeps track of U.S. trade disputes
that are referred to the World Trade Organization (WTQ). Appendix G lists the current status of existing
WTO dispute settlement cases involving the United States.

¢ Appendix C does not include certain industry/commodity groups that cover a wide variety of products or a
miscellaneous group of products because data in these cases are of limited value. In some cases, certain subgroups
have been included in place of the related aggregate group.
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CHAPTER 2
U.S. Merchandise Trade Performance

Linda White
(202) 205-3427
white@usitc.gov

This chapter presents merchandise trade performance in 2002, along with an overview of wider U.S.
macroeconomic conditions. Analyses of key trade shifts in industry/commodity groups and sectors, and
among bilateral and multilateral trade partners, follow. Material in this chapter is compiled from more
detailed analyses presented in subsequent chapters, including important bilateral trade and multilateral
economic developments as well as long-term economic developments for selected industry/commodity
groups (chapter 3), and product-specific developments in the industry/commodity sectors affecting U.S.
merchandise trade (chapters 4-13).

During 2002, U.S. total merchandise trade (exports plus imports) decreased by $14 billion (less than
1 percent) to $1.8 trillion, representing 77 percent of total U.S. combined trade (exports plus imports of
merchandise and services)' and 17 percent of nominal U.S. gross domestic product. Also during the year, the
U.S. merchandise trade deficit expanded from $466.6 billion in 2001 to $525.2 billion in 2002 as exports
dropped and imports rose.

Moderate but inconsistent U.S. economic growth last year combined with comparably slower
economic recovery for most major trading partners exerted a mixed influence on U.S. merchandise trade
performance in 2002 Despite a U.S. economic downturn for 2001, economic growth rebounded late in the
year and became apparent in the early months of 2002 as U.S. businesses curtailed inventory runoff with

' Total U.S. combined trade increased by $27.8 billion (1 percent) during 2002 to $2.3 trillion, according to
statistics of the U.S. Department of Commerce (USDOC).

? The causes and implications of trade deficits are a subject of ongoing debate. Recent articles that discuss this
issue ave The U.S. Trade Deficit: Causes, Consequences, and Recommendations for Action, Washington, DC: US.
Trade Deficit Review Commission, Nov. 14, 2000; Danie] T, Griswold, “The U.S. Trade Deficit and Jobs: The Real
Story,” Cato Institute Center for Trade Policy Studies Free Trade Bulletin, No. 3, Feb. 2003, found at
htip:/www freetrade. org/pubs/FTBs/FTB-003. pdf, retrieved May 12, 2003; and Robert A. Rogowsky, Linda A.
Linkins, and Karl S. Tsuji, Trade Liberalization: Fears and Facts (ch. 4, Trade Deficits), The Washington
Papers/179, Center for Strategic and Internaticnal Studies, Washington, DC, May 2001. Additional information on
trade deficits is available at Pingean Hong, “Global Implications of the U.S. Trade Deficit Adjustment,” UN/DESA
Discussion Paper No. 17, Feb. 2001 and Stefan Papaioannou and Kei-Mu Yi, “The Effects of a Booming Economy
on the U.S. Trade Deficit,” Current Issues in Economics and Finance, Federal Reserve Bank of New York, Vol. 7,
No. 2, Feb. 2001, found at http./www.newyvorkfed org/rmaghome/curr_iss/html/Clv7n2. himl, retrieved May 16,
2002,

* Information on the economic background for U.S. merchandise trade performance in 2002 was principally
derived from USDOC, BEA, Survey of Current Business, Apr. 2003, pp. D-2 to D-7; Council of Economic Advisors,
Economic Report of the President, together with the Annual Report of the Council of Ecornomic Advisers,
“Macroeconomic Performance in 2002,” Feb, 2003, pp. 27-58; Federal Reserve Board of Governors, Monetary
Policy Report Submitted to Congress, Feb. 11, 2003; and OECD, “General Assessment of the Macroeconomic
Situation,” and “United States,” OECD Economic Outlook (Paris: OECD, Dec, 2002), pp. 1-40.
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increased production and began to make investments in high-technology equipment. About midyear,
however, signs of another economic slowdown emerged and the economy lost momentum although there was
a 2.4-percent increase in real gross domestic product for the year.

Higher real disposable income and lower interest rates contributed to an increase in consumer
spending, which was an important source of economic growth. Lower fixed mortgage interest rates,
reportedly the lowest in 35 years, by the third quarter, spurred household spending as well as residential
investment as many home owners took the opportunity to refinance mortgages and use the extra equity to
support other purchases. As in the previous year, household equipment and motor vehicle consumption
continued to be strong. Additional factors supporting this pattern of spending included the phase-in of rebates
from tax cuts implemented in 2001 and competitive financing incentives offered by automotive
manufacturers for the purchase of new vehicles. However, consumer spending was limited by another year
of lower household wealth as equity investments continued to decline.

Manufacturers began to curtail investments and the restocking of inventories as the upward
momentum began to weaken and financing conditions worsened.! Increased concerns about corporate
governance undermined investor confidence and geopolitical issues— the situation in Iraq, civil strife in
Venezuela that curtailed crude petroleum production, and tensions on the Korean peninsula— elevated
concerns about the economic outlook. During the same time frame, a combination of the continued strength
of the U.S. dollar against the currencies of many U.S. trade partners and their relatively slower economic
growth hampered the competitiveness of U.S. merchandise in foreign markets.’

U.S. TRADE BY INDUSTRY/COMMODITY GROUPS AND SECTORS
U.S. Trade Balance

Expansion of the U.S. merchandise trade deficit during 2002 reflects significant shifts in exports and
imports of key industry/commodity groups shown in tables D-1 through D-8 in appendix D. Decreased
exports (table D-2) contributed to the larger deficit, primarily computers, peripherals, and parts followed by
telephone and telegraph apparatus. Higher imports (table D-3) also contributed to the larger deficit, primarily
medicinal chemicals, motor vehicles, crude petroleum, and certain motor vehicle parts. Counter shifts
somewhat tempered the deficit expansion during this period, particularly increased exports (table D-1) of
motor vehicles and decreased imports (table D-4} of natural gas and components, semiconductors and
integrated circuits, and petroleum products,

Natural gas and compenents, followed by petroleum products, recorded the largest increases in the
trade balance (table D-5), whereas the predominant industry/commodity groups reporting declines in the
trade balance were computers, peripherals, and parts; medicinal chemicals; and crude petroleum (table D-6).
Decreases in the trade positions of these three groups together accounted for $21 billion, or about 36 percent
of the overall increase in the U.S. merchandise trade deficit in 2002. In terms of the overall trade balance in
2002, motor vehicles recorded the largest deficit (3107 billion) and aircraft, spacecraft, and related equipment
recorded the largest surplus ($23.8 billion); see tables D-7 and D-8, respectively.

* The declining financing conditions in 2002 included fower equity prices, fewer initial public offerings, wider
credit market spreads, and a tightening of bank credit standards. See The Federal Reserve Board, Monetary Policy
Report Submitted to the Congress, Feb. 11, 2003, sec. 2 Economic and Financial Developments in 2002 and Early
2003, p. 6.

* See app. F for a more detailed discussion about how exchange rate shifts and other macroeconomic factors
affect trade flows.
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Each ofthe major industry/commodity sectors covered in this report registered trade deficits in 2002
(table 2-1)° with the exception of agricultural products, which recorded a smaller trade surplus. The most
significant change for the year was the sizeable increase in the trade deficit of electronic products. Although
the trade deficit for energy-related products narrowed in 2002, other sectors recorded increased trade deficits
culminating in a shift in the overall trade deficit movement from contraction in 2001 to expansion in 2002,
Accordingly, the trade deficit resumed the 1991-2000 expansionary trend, reaching a record high of $525
billion in 2002.

U.S. Exports

U.S. merchandise exports decreased in 2002 for each industry/commodity sector except chemicals
and related products and transportation equipment (see table 2-1). The most significant drop was in electronic
products, which recorded a $20.2-billion decrease in exports and accounted for 55 percent of the net decrease
of total U.S. merchandise exports in 2002. Further analyses of the underlying factors and the leading products
responsible for export shifts in these and other industry/commodity sectors are provided in chapters 4-13.

U.S. Imports

U.S. merchandise imports rose in 2002 for most industry/commodity sectors (see table 2-1), the
exceptions being energy-related products and electronic products. Chemicals and related products registered
the largest rise in imports, accounting for $8.4 billion (38 percent) of the net increase in total merchandise
imports. Further analyses of the underlying factors and the leading products responsible for import shifts in
these and other industry/commodity sectors are provided in chapters 4-13.

U.S. BILATERAL/MULTILATERAL TRADE
Significant Bilateral/Multilateral Shifts

The expansion of the U.S. merchandise trade deficit during 2002 also reflected significant shifts with
certain key trade partners. Table 2-2 shows U.S. bilateral merchandise trade with its 10 largest partners
(ranked by total trade) and U.S. multilateral merchandise trade with selected country groups’ during 2002.
The U.S. trade deficit showed mixed movement with its five major partners—Canada, China, the European
Union (EU), Japan, and Mexico.® Although the deficit with Canada contracted, it expanded with the other
major partners, with China recording the largest expansion of $20.1 billion and accounting for 34 percent
of the net increase. Analyses of the underlying factors and the leading products responsible for trade shifts
for each of these five major partners are provided in chapter 3.

¢ Discussion of U.S. merchandise trade by industry/commodity sectors excludes products covered by special provisions
of the HTS (import schedule) in chs. 98-99.

" See app. E for a list of countries/political entities included in the selected country groupings of table 2-2.

¥ In recent years, although these countries consistently appeared as the top five U.S. partners in terms of total
trade, it should be noted that the United States may not be a top trading partner for these countries. The
15-member countries of the EU are considered together as a single U.S. trade partnet, although no individual EU
country was consistently ranked arnong the top 5 U.S. trade partners from year to year.

2-3



Table 2-1

U.S. exports of domestic merchandise, imports for consumption, and merchandise trade balance, by major

industry/commeodity sectors, 2001 and 2002’

Change, 2002 from 2001

ltem 2001 2002 Absolute Percent
Million doflars
U.S. exports of domestic merchandise:
Agricultural products . ... .. ... ... ot 60,109 58,345 -1,764 -2.9
Forestproducts .. ... ... . ..o i, 23,743 22,82 -918 -39
Chemicals and related products .................... 91,274 91,702 428 0.5
Energy-related products .......... ... .. oo 15,073 14,431 -643 -4.3
Textiles and apparel ... ... ... ... ... L 18,118 17,298 -820 -4.5
FOOWEar .. .. . .. s 638 520 -118 -18.6
Mineralsandmetals ............. .. ..., 43,507 39,924 -3,583 -8.2
Machinery .. ... .. ..o 69,552 63,262 -6,290 -9.0
Transportation equipment .. . ............. ... 144,325 144 655 330 0.2
Electronicproducts . ... ... it 160,610 140,428 -20,182 -12.6
Miscellaneoys manufactures ...................... 16,428 15,004 -1,424 -8.7
Special provisions . ... . ... o i 22 644 21,205 -1,438 -6.4
Total .. 668,021 629,599 -36,422 -55
U.S. imports of merchandise for consumption:
Agricultural products .. ... ... oo 52 599 55,591 2,993 5.7
Forestproducts .. ... ... ... .o oo, 36,678 37,04 370 1.0
Chemicals and related products . ................... 08,564 106,924 8,359 8.5
Ene[?y-rela!ed products ........... ... ... .. 114,226 109,800 -4,426 -39
Textilesandapparel ........ ... ... ... oo .94 81,585 1,840 2.1
FOOMWEAN . ..\ ..ot e s 15,249 15,379 130 0.9
Mineralsandmetals ................ ... ..l 83,847 85,616 1,768 21
Machinery .. ... .. .o i 84,867 85,181 314 0.4
Transportation equipment .. .......... ... .. o 221,907 227,147 5,240 2.4
Electronicproducts ..........cocoeiiiian i, 229,571 229,245 -326 -0.1
Miscellaneous manufactures ..-....... ... . 0 66,57 72,129 5,554 8.3
Special provisions .. ... ... . e 43,605 49,165 560 1.2
Total o e 1,132,635 1,154,811 22,176 20
U.S. merchandise trade balance:
Agricultural products ... ... ..o 7.511 2,754 -4,757 -63.3
Forest praducts .. ...........cccoeeruanionn.o. -12,935 -14,223 -1,288 -10.0
Chemicals and related products .................... -7,290 -15,222 -7,932 -108.8
Energy-related products . ... .............c -99,153 -95.369 3,783 38
Textilés andapparel .. ....... ... oL -61,828 -64,288 -2 460 -4.0
FOOMWEAT . .. .. it mie e, 14,611 -14,860 -248 1.7
Mineralsandmetals . ............................ -40,341 -45 692 -5,352 -13.3
MAChINErY ... e i -15,315 -21,919 -6,604 -43.1
Transporiationequipment .. . .. ... o .l -77,583 -82,492 -4,809 -6.3
Electronicproducts . .. ... o -68,962 -88,817 -19,856 -28.8
Miscellaneous manufactures . ..................... -50,147 -57,124 -6,978 -13.8
Special provisions ... .. ... .. i i -25,961 -27.960 -1,899 1.7
Total Lo e -466,614 -525,212 -58,598 -12.8

Import values are based on customs value; export values are based on f.a.s. value, U.S. port of export.

MNote.—Calculations based on unrounded data.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Table 2-2

All merchandise sectors: U.S. exports of domestic merchandise, imports for consumption, and merchandise
trade balance, by selected countries and country groups, 2001 and 2002

Change, 2002 from 2001
Item 2001 2002 Absolute Percent

- Million dolfars
U.S. exports of domestic merchandise:

Canada . ... ... {44,621 142,543 -2,078 -1.4
MEXICO . . . e e 90.537 86,076 -4 461 4.9
JAPAN L. 53,546 48,273 -5,273 -9.8
ChiNa . ... e e 17.959 20,553 2,594 14.4
GEBIMANY . ... oot nea e 28,068 24,870 -3,198 -11.4
United Kingdom .. .. ..o e 37,097 30,243 -6,854 -18.5
KOTBa .. . e e 20,900 21,151 251 1.2
TaIWAN oottt e 16,626 16,786 160 1.0
Franmte . . .. e e e 18,626 17,522 -1,104 -5.9
Al et e e 9,021 9,369 348 3.9
AlLOther ... .. .. 229,020 212,212 -16,808 -7.3
Total ... et 666,021 629,599 -36,422 -5.5
E-15 e 147,327 132,563 -14,765 -10.0
OPEC .. . e 18,934 17.664 -1,270 6.7
Latin AMEriCa . ...... ... . .. cecaiaiaianaaaaarons 145,252 134,284 -10,968 -7.6
BERA L. 0,11 20,702 585 2.9
.......................................... 165,879 160,628 -5,251 -3.2
Sub Saharan Africa .. ... ... i 6,750 5,802 -368 -12.7
Central and Eastern Europe . .. ... .o oty 2,888 2,675 -313 -10.8
1.8. imports of merchandise for consumption:

Canada . ... 216,836 210,518 65,318 -2.9

P R R 130509 134,121 3,612 2.8
JAPAN .. 126,139 121,262 -4,877 -3.9
ChINA . . . e 102, 124,796 22,726 223
GBIMANY & v oot e et e it i i atr e ae s 58,939 60,985 .04 3.5
Unlted NGAOM .. ..t 41,118 . 40,429 -690 -1.7

KOMBA .. . e e 34617 35,284 367 1.0
TAIWAN .« o et e e 33,262 32,054 -1,207 -3.6
FIATICE .« ot ot ittt i 30,024 28,232 1,791 £.0
1 23,707 4,212 504 21
ANOther ... .. . . i 335115 342,918 7,804 2.3

Total o e 1,132,635 1,154,811 22,176 2.0
EU-15 ... e '218.911 '223732 4,821 2.2
OPEC .. e 55.728 50,649 -5,079 -9.1
Latin AMEHCA . .. ... .ot n e 196,096 202,149 6,053 3.1
CBERA ... . .. . . i 20,679 21,255 576 2.8
- 399,750 419,909 20,159 5.0
Sub—Saharan AfTICA . ot i s 21,060 18,208 . -2,852 -13.5
Central and Eastern Europe . ...... ... oL 6,696 6,822 126 1.9

U.S. merchandise trade balance:

ANAAA .. L -72,215 -67,975 4,241 5.9
MEXICO . ... e e e -39,971 -48, -8,074 -20.2
JAPAN L e -72,593 -72,989 -39 -0.5
[0 111 PG -84,110 -104,24 -20,132 238
GEIMIANY . . vt v e e e et em et e -30,871 -35,115 , -17.0
UnitedKingdom . ......... ... L. -4,021 -10,186 6,164 -153.3

OTEE o o it it et et e e -14,018 -14,133 -115 -0.8
TAIWEAN  « . oot et e e -16,636 -15,268 1,368 8.2
FramGe . o ottt et et e -11,388 -10,710 688 6.0
A . . oo ot et -14,686 842 -157 -1.1
AlOIher .. e -106,094 -130 706 -24,612 -23.2

Tt .o -466,614 -525,212 -58,598 -12.6
EU15 .............. e e -71.584 91,169 -19,586 27.4
OPEC .t 36,794 -32,985 3,809 10.4
Latin AMEriCa .. ...ttt inir e -50.844 -67,865 -17,021 -33.5
CBERA ....................................... 562 -552 9 1.7

.......................................... -233,871 -259,281 -25410 -10.9
Sub—Saharan AffICA e -14.310 -12,316 1,994 13.9
Central and Eastem Europe . .......... ..o ool -3,808 -4,247 -439 -11.5

Import values are based on customs value; export values are based on f.a.s. value, U.S. port of export.

Note.—Calculations based on unrounded data. The countries shown are those with the largest total U.S. trade (U.S.
imports plus exports) in these products in 2002.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Significance of International Trade in the Gross Domestic Product

To provide perspective on the significance of international trade in the U.S. economy, merchandise
trade values are compared with various economic measures. For the United States and its five major trade
partners, the relative sizes of their economies, U.S. bilateral merchandise trade flows, and the ratios of such
balances to U.S. gross domestic product (GDP) are compared in table 2-3.° The ratio of the total U.S.
merchandise trade deficit compared to nominal U.S. GDP in 2002 was 5.0 percent; this ratio was 3.2 percent
in 1998 and has increased every year since then except for 2001. In 2002, U.S. merchandise trade deficits
with its five major trade partners accounted for a combined 3.7 percent of nominal U.S. GDP compared with
3.3 percent the previous year. During 1998-2000, imports of merchandise (goods) became a larger component
of the U.S. economy; by 2001, the measure dropped by about 1 percentage point and remained near that level
in 2002. Exports of U.S. goods relative to the economy fluctuated over the same period to represent a smaller
share of GDP in 2002 compared with previous years (table 2-4).

Comparing U.S. global merchandise imports and exports as shares of GDP with such ratios for two
of its major trade partners—Canada and Japan— indicates that during 1998-2002, global merchandise trade
accounted for a smaller portion of GDP for the United States and Japan (the world’s two largest economies)
than for Canada (table 2-5)." From 2001 to 2002, however, an estimated 2-percent increase in exports appear
to have been Japan’s only strong element of its GDP as deflation, weak labor market, and lackluster business
investments weighed heavily on the economy’s domestic demand.!’ Although the ratio of merchandise
imports to GDP was higher for the United States than for Japan over the 5-year period, it was roughly one-
third the ratio for Canada. Of the three trading partners—Canada, Japan, and the United States—Japan was
the only one that recorded growth in its ratio of total merchandise trade to nominal GDP during 2002.'?

° The trade balance to GDP ratio indicates the relative importance of imports in the U.S. market.

1 Countries with larger internal markets tend to have lower ratios of trade to GDP than countries with relatively
smaller markets.

1 Although Japan’s exports to the United States decreased by nearly 4 percent (table 2-2), Japan’s merchandise
exports to foreign markets overall are estimated to have increased from $383.8 to $393.1 billion during 2001-2002.
See OECD, OECD Economic Outlook, Dec, 2002, pp. 41-44,

12 See ch. 3 for more information about significant shifts with all five leading trade partners.
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Table 2-3

U.S. bilateral merchandise trade balances with major pariners, in U.S. dollars and as a ratio to nominal U.S.
gross domestic product (GDP), 2002

Ratio of the

W.S. merchandise

LU.S. U.s. merchandise trade balance

Partner exports imports trade balance to U.5. GDP
Million: doffars Percent

European Union{(EU) .............. ... ... 132,563 223,732 -91,169 0.9
Japan ... ... 48,273 121,262 -72.,989 0.7
China ...... ... .. .. . ... . ... 20,553 124.796 -104,243 1.0
Canada . ... e 142,543 210,518 -67,975 0.7
Mexico .......... .. .. e 86,076 134,121 -48,045 0.5
World ... e 629,509 1,154,811 -525,212 5.0

Note.~Calculations based on rounded data.

Source: U.S. trade data compiled from official statistics of the U.S. Department of Commerce (USDOC). U.S. GDP is
from USDOC, Bureau of Economic Analysis, Survey of Current Business, Table 1.1, Gross Domestic Product, Apr.
2003, p. D-3. Estimated GDP data for Canada, Japan, Mexico, and EU, are calculated by multiplying 2001 nominal
GDP rates by estitmated nominal rates of growth; 2001 nominal GDP rates are from U.S. Department of State,
Country Reports on Economic Policy and Trade Practices, 2001, found at

hitp#www. state.govie/eb/ris/ipts/eptp/2001, retrieved Mar. 22, 2002 and estimated nominal GDP rates of growth for
2002 are from QECD, OECD Economic Qutiook, Dec. 2002, Annex Table 2, p. 182. Estimated GDP for China is from
U.S. Department of State, Background Note: China, Mar. 2003, found at hifp./Avww. state. gov/r/pasei/bgn/18802. him,
retrieved Apr. 17, 2003.

Table 2-4
Components of U.S. gross domestic product (GDP) and trade as a share of GDPR, 1898-2002
Component 1998 1999 2000 2001 2002

Billion current dollars

Personal consumption expenditures: '
.............................. 2,407 .1 2,601.7 2,809.2 2877.2 2,986.9

Goods

SeMViCeS .. .. ... ... 34415 3,655.6 39192 4,109.9 4,316.8
Gross private domestic investment ......... 1,531.2 1,622.7 1,767.5 1,586.0 1,503.2
Exporis:

GOOdS . ... e 634.7 6842.2 712.3 666.0 6206

SeVICES . . e 285.1 2953 3173 300.6 3113
Imports:

Goods .. ... e 907.6 1,017.4 1,205.3 11328 1,154.8

BeMVICES ... .. e 185.5 2001 2219 2158 245.4
Government consumption expenditures and

grossinvestment . .. ................... 1,629.7 1,630.1 1,741.0 1,858.0 19729

Gross Domestic Product . .. ......... 8,759.9 9,299.2 9,872.9 10,082.2 10,446.2
Percent

Exports as a share of GDP:

Goods ... ... 7.2 6.9 7.2 6.6 6.0

SEMVICES . .. .. e 33 32 32 3.0 3.0
Imports as a share of GDP:

Goods . ... ... e 10.4 11.0 12.2 11.2 11.1

BEMVICES ... e 2.1 2.2 2.3 21 24

Note.--Calculations based on rounded data. Components of U.S, GDP may not sum to total, as merchandise trade
data are consistent with other trade statistics cited in this report.

Source: Merchandise trade data are compiled from official statistics of the U.S. Department of Commerce (USDOC).

All other data {balance-of-payments basis) are from USDOC, Bureau of Economic Analysis, Survey of Current
Business, Table 1.1, Gross Domestic Product, Apr. 2003, p. D-3.
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Table 2-5

Total merchandise trade {exports and imports) as a share of gross domestic product (GDP) for the United
States and major partners, 1998-2002

{Percent)
: Change
Country 1998 1999 2000 2001 2002 1998-2002
Merchandise exports as a share of GDP:
United States ... ........ 7.2 6.9 7.2 6.5 6.0 -1.2
Japan ................. 9.9 9.4 9.1 4.4 9.7 0.2
China.................. 19.1 195 23.1 232 N/A N/A,
Canada ................ 36.0 374 40.0 38.3 34.7 -1.3
Mexico................. 28.3 29.2 30.8 _ 13.8 N/A N/A
Germany ............... 258 28.9 294 13.56 N/A N/A
Merchandise imports as a share of GDP: _
United States ........... 10.4 11.0 12.2 11.2 11.1 0.7
Japan ................. 6.7 6.3 7.2 4.5 7.3 0.6
China.................. 14.6 15.3 19.9 208 N/A N/A
Canada ................ 33.9 34.4 34.4 327 30.0 -3.9
Mexico................. 30.2 304 32.3 14.3 N/A N/A
Germany ............... 22.0 27.8 26.5 15.4 N/A N/A

Notes.--Calculations based on rounded data, U.S. doflars. Because EU trade data were not available in previous

years, German data were used for comparison purposes. However, 2002 trade data for China, Mexico, and Germany
were not available at time of publishing.

Source: U.8. trade data compiled from official statistics of the U.S. Department of Commerce (USDOC). GDP data
for the United States are from USDOC, Bureau of Economic Analysis, Survey of Current Business, Table 1.1, Gross
Domestic Product, Apr. 2003, p. D-3. Estimated GDP data for Canada and Japan are calculated by multiplying 2001
nominal GDP rates by estimated nominal rates of growth; 2001 nominal GDP rates are from U.S. Department of
State, Country Reports on Economic Policy and Trade Practices, 2001, found at hftp./iwww, state.gov/eleb/rs/pts/
eptp/2001, retrieved Mar. 22, 2002 and estimated nominal GOP rates of growth for 2002 are from OECD, OECD
Economic Outlook, Dec. 2002, Annex Table 2, p. 182. Estimated trade data for Japan and Canada are from OECD,
QECD Economic Qutfook, Dec. 2002, pp. 44 and 64, respectively.
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CHAPTER 3

Significant Shifts With Leading Partners and
Factors Affecting Trends in Selected
Industry/Commodity Groups

This chapter examines noteworthy economic and trade developments among major U.S. trade
partners during 2002 and selected industries during 1992-2002. Significant shifts in U.S. trade with each of
the top five U.S. trade partners are discussed, including highlights of trade-related developments and analyses
of trade trends. Long-term trade trends are analyzed for five selected industry/commodity groups.

SIGNIFICANT SHIFTS WITH LEADING PARTNERS

The following sections summarize key shifts in U.S. merchandise trade with each of its top five trade
partners —Canada, China, the European Union, Japan, and Mexico—in terms of U.S. total trade (exports plus
imports). For each partner, U.S. trade flows are discussed for the relevant industry/commodity groups and
subgroups. Tables showing significant shifts in trade are included in the discussions for each partner.

Canada
Change in 2002 from 2001:

U.S. trade deficit: Decreased by $4.2 billion (6 percent) to $68.0 billion
U.S. exports: Decreased by $2.1 billion (1 percent) to $142.5 billion
U.S. imports: Decreased by $6.3 billion (3 percent) to $210.5 billion

. Total trade (exports plus imports) with Canada decreased in 2002 by $8.4 billion (2 percent) to
$353.1 billion (table 3-1) despite a modest U.S. economic upturn reflected by the real GDP growth
of 2.75 percent in 2002 over 2001. Observers noted that the pace of activity was uneven over the
course of the year, however, as concerns about emerging economic and political developments
weighed heavily on the U.S. economy, already adjusting te a succession of shocks from previous
years.! Canada’s macroeconomic policy framework reportedly focused on maintaining low, stable
inflation and sound public finances,” whereas strong job gains have helped fuel the purchasing power
of Canadian households, along with the flow-through from prior income-tax relief, very low
borrowing costs, and rising equity values (homes and commercial properties).’

. Canada remained the largest market for U.S. exports and the principal source of U.S. imports in
2002. Bilateral trade with Canada is strongly influenced by the highly integrated nature of North
American manufacturing, facilitated by shared infrastructure and markets, and high levels of foreign
direct investment.

! The Federal Reserve Board, Monetary Policy Report to the Congress, Feb. 11,2003, p. 1.
2 Bank of Canada, Annual Report 2002, p. 6, retrieved Apr. 6, 2003.
* The Scotia Bank, Economic Commentary, p. 2, found at www.scotiabank. com, retrieved Dec. 6, 2002,
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Table 3-1

Leading changes in U.S. exports to and U.S. imports from Canada, 2001 and 2002

Change, 2002 from 2001

Sectar/commodity 2001 2002 Absolute Percent
Million dollars
U.S. EXPORTS:
Increases:
Transportation equipment:
Motor vehicles (ETDO9) . .......covviinnnnnn. 12,846 15,486 2,640 205
Certain motor-vehicle parts (ETO10} ............ 14,096 15,460 1,364 a7
Other:
Certain specialty papers (AG064) .............. 336 685 349 104.0
Decreases:
Electronic products:
Computers, peripherals, and parts (ET035) ...... 4,987 3,048 -1,038 -20.8
Semiconductors and integrated circuits (ET033) ... 1,834 1,294 -539 -269.4
Telephone and telegraph apparatus (ETO17) .. ... 2,048 1,571 -476 -23.3
Cther:
Electrical energy (CHOO1) .................... 1,258 304 -955 -75.9
Aircraft, spacecraft, and related
equipment (ETO13) ...... ... ... .. ... ..... 2,262 1,727 -534 -23.6
Printing and writing papers (AG063) ............ 639 247 -392 -61.4
Allother .. .. ... . . . . .. 104,316 101,820 -2,495 -2.4
TOTAL ...t 144,621 142,543 -2,078 -1.4
U.S. IMPORTS:
Increases:
Transportation equipment:
Certain motor-vehicle parts (ETO10) ............ 8,582 9,685 1,094 12.7
Motor vehicles (ETO09) . ............ ... .. ... 41,159 41,589 430 1.0
Other:
Crude petroleum (CHDO4) .................... 10,121 11,196 1,074 10.6
Steel mill products (MM025) .................. 2,222 2,784 562 25.3
Decreases:
Energy-related products:
Natural gas and components (CHOO8) .......... 16,817 12,647 -4,170 -24.8
Electrical energy (CHOO1) .................... 2,681 1,160 -1,520 -56.7
Electronic products:
Computers, peripherals, and parts (ET035) ...... 2,836 1,745 -1,090 -38.5
Telephone and telegraph apparatus (ET017) ... .. 3,902 2,975 -027 -23.8
Semiconductors and integrated circuits (ET033) ... 1,761 1,068 -692 -39.3
Other:
Aircraft, spacecraft, and related
equipment (ETO13) . .......... ... ... ... ... 6,084 5,268 -828 -13.6
Newsprint (AGOB2) . ..... ... ..o 3,494 2,956 -538 -15.4
Allother ........ e 117,159 117,445 286 0.2
TOTAL e 216,836 210,518 -6,318 -2.9
Note.-Calculations based on unrounded data.
Source: Compiled from official statistics of the U.8. Department of Commerce.
. Incentives offered by North American car manufacturers along with modest economic growth

resulted in a steady increase in two-way trade in motor vehicles and parts in 2002. Low inventories
in 2002¢ prompted automakers to raise North American vehicle output to 16.4 million units in 2002.°
U.S. exports of motor vehicles and parts to Canada grew by $4.0 billion (15 percent) in 2002 to

$30.9 billion, while imports from Canada rose by $1.5 billion (3 percent) to $51.3 billion.

9 The Scotia Bank, Global Outlook, p. 9, found at www.scotiabank.com, retrieved Apr. 3, 2003,

5 Ward's Automotive Reports, Jan. 27, 2003, Vol. 78, No. 4, pg. 8.



Significant declines in bilateral trade between the United States and Canada in 2002 were registered
in computers, peripherals, and parts, semiconductors and integrated circuits, and telephone and
telegraph apparatus. These decreases were attributable to lingering recessionary forces and persistent
weakness in the U.S. technology sector, which dampened U.S. demand.® Growth in the electronics
industry was further hindered by declines in prices and continued movement of electronics
manufacturing to the Asia/Pacific region. The decline in demand for telephone and telegraph
equipment on both sides of the border was primarily due to slow economic growth and reduced
capital expenditures by telecommunications providers. Collectively, U.S. exports of computer
equipment, semiconductors, and telephone equipment to Canada dropped by $2.1 biilion (23 percent)
in 2002 to $6.8 billion, while such imports from Canada fell by $2.7 billion (32 percent) to $5.8
billion. U.S. exports of aircraft declined by $534 million (24 percent) to $1.7 billion, while imports
were down by $826 million (14 percent) to $5.3 billion.

The reduced value of bilateral trade in electrical energy was the result of lower prices, as the quantity
of trade with Canada remained stable.” The value of U.S. exports fell by $955 million (76 percent)
to $304 million in 2002, while U.S. imports dropped by $1.5 biilion (57 percent) to $1.2 billion.

U.S. exports

Although U.S. exports of certain specialty papers to Canada grew sharply in 2002, exports of
printing and writing papers fell by nearly an equivalent value. Exports of specialty papers increased
by $349 million (104 percent) to $685 million, while exports of printing and writing papers declined
by $392 million (61 percent) to $247 million. Other categories experiencing significant decreases
in exports to Canada in 2002 were ships and boats, rail locomotives and rolling stock, optical fibers,
and printed circuits. '

U.S. imports

The $1.1-billion (11 percent} increase in U.S. imports of crude petroleum from Canada to $11.2
billion was the result of rising prices in 2002, Similarly, although the quantity of U.S. imports of
natural gas remained stable between 2001 and 2002, world prices declined, resulting in a lower value
of trade, as the value of natural gas imports from Canada dropped by $4.2 billion (25 percent) to
$12.6 billion.?

The sluggish U.S. economy in 2002 was reflected in less newspaper advertising and reduced
commercial use of paper. As a result, U.S. imports from Canada of newsprint, printing and writing
papers, and wood pulp and wastepaper collectively fell by $1.3 billion (14 percent) to $7.6 billion.
Other categories experiencing significant decreases in U.S. imports from Canada in 2002 were
lumber, optical goods, and unwrought aluminum.

U.S. imports of steel mill products from Canada rose significantly in 2002, advancing by $562
million (25 percent) to $2.8 billion. Canada was excluded from the temporary steel safeguard
measures instituted in March 2002.°

¢ The Scotia Bank, Economic Commentary, p. 1, found at www.scotiabank. com, refrieved Mar. 7, 2003.
? For additional information, see ch. 7.

¥ Ibid. :

® President George W. Bush, Presidential Proclamation 7529, “To Facilitate Positive Adjustment to

Competition from Imports of Certain Steel Products,” 67 Federal Register (FR) 10555, Mar. 5, 2002.

3-3



The price of gold often rises during times of political or economic uncertainty. Accordingly, the
value of U.S. imports of gold from Canada rose by $364 million (33 percent) in 2002 to $1.5 billion.

Josephine Spalding
(202) 205-3498
spalding@usite.gov
China
Change in 2002 from 2001:

U.S. trade deficit: Increased by $20.1 billion (24 percent) to $104.2 billion
U.S. exports: Increased by $2.6 billion (14 percent) to $20.6 billion
U.S. imports: Increased by $22.7 billion (22 percent) to $124.8 billion

In 2002, China increased its share of the U.S. import market from 9 percent to 11 percent. Total trade
(imports plus-exports) grew by 21 percent, but imports were more than six times as large as exports.
China surpassed Japan to become the third-leading source of U.S. imports.

In most sectors where imports from China have made significant inroads into the U.S. market,
industrial prices have fallen as producers in China reportedly compete with each other on the basis
of price rather than differentiating their products.'® Industry observers also attribute the low prices
to a currency considered as much as 40 percent undervalued,'' reportedly resulting in price
suppression in markets where imports from China are competitive. U.S. sectors reportedly
experiencing these effects range from traditionally low value-added goods such as toys, sporting .
goods, footwear, apparel and furnitore to more advanced imports like telecommunications equipment
and computers.'

China was able to sustain strong growth in exports despite sluggish global demand because China
exports predominantly cheaper goods that compete well in a weaker economic environment.
Competitive pressure to lower product costs has increasingly driven multinationals to relocate plants
to China."”

In contrast to a downward trend for U.S. exports worldwide, U.S. exports to China increased to $20
billion (14 percent) in 2002. Mych of the increase can be attributed to China’s WTQ accession in
2001, which has resulted in, according to industry sources, more trade going directly from the
United States to China rather than transiting through Hong Kong."

1 «Is the Wakening Giant a Monster,” The Economist, Feb, 13, 2003, p. 63.
" Frank Fargo, Vice President, National Association of Manufacturers, testimony to the U.S, House of

Representatives, Committee on Appropriations, Effects of Chinese Imports on U.S. Companies: Hearing before the
Subcommittee on Commerce, Justice, State, and the Judiciary, 108th Congress, 1st sess., May 22, 2603, p. 7.

12 Ibid.
" Noah Smith, “China’s Trade Volume Up 21.8%, Triggering 25.7% Annual Trade Surplus Surge in

2002, " Bureau of National Affairs (BNA) International Trade Daily, Jan. 13, 2003,

" China's WTO accession has led to decreased tariffs and lower non-tariff barriers, John N, Paden, “The

World Trade Organization and Rule-of-Law in China: A First-Year Assessment,” Virginia State Bar Journal, Spring

"> U.S. Department of State telegram No. 7670, “China in the WTO: July 24 to Sep. 10, 2002," prepared by

U.S. Embassy, Beijing, Sep. 2002.
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U.S. exports

. The largest increase in U.S. exports to China from 2001 to 2002 was in aircraft, spacecraft, and
related equipment (hereafter aircraft equipment} (table 3-2), which rose to $3.4 billion, reflecting
China’s continuing effort to expand its civil aviation fleet to service growing demand'® and its
reliance on The Boeing Co. as a supplier."” In addition, a reduction in average Chinese tariffs from
10.5 percent to 7.2 percent from 2001 to 2002 on civil aircraft and related parts has likely stimulated
U.S. exports.™

. U.S. exports of semiconductors and integrated circuits to China continued to grow in 2002, rising
by $291 million (31 percent) to $1.2 billion. This increase is attributed to China’s rapidly growing
demand for these products in the manufacture of telecommunication equipment, computer hardware,
and consumer electronics.'”” According to industry observers, about 95 percent of China’s
semiconductor demand is currently met by imports® because of difficulties related to protecting
intellectual property rights and creating wholly owned foreign ventures; these difficulties reportedly
create significant barriers to foreign firms wishing to establish semiconductor-manufacturing
facilities in China.”!

. However, the Chinese semiconductor industry is expanding. Relaxation of Government of Taiwan
regulations in 2002, prohibiting Taiwanese manufacturers from operating semiconductor plants in
China, contributed to the construction of new facilities in China and a surge in U.S. exports of
capital equipment for these plants. The regulations had been established to stem the outflow of
critical manufacturing technology from Tatwan.”? As a result, U.S. exports of semiconductor
manufacturing equipment to China rose 63 percent to $551 million.

. China has also been developing its own production capacity for computers, peripherals, and parts,
spurred on, in part, by increased foreign investment. Investors from Taiwan, the United States, the
EU, and Japan have been drawn to China both to reduce manufacturing costs and to supply the
emerging domestic market in China. Manufacturers in China often have the advantage of a larger
supplier base, lower energy costs, and tax incentives, in addition to lower cost labor.”” This growth
of the Chinese computer industry resulted in a decline in U.S. exports of computers, peripherals, and
parts of $317 million, or 26 percent, to $892 million in 2002,

' Factors contributing to this growth are the country’s vast territory, rapid growth in hard currency tourism,
expansion in air cargo volumes, and an increasingly affluent local population. U.S. & Foreign Commercial Service,
U.S. Department of Commerce, “Ajrcraft, Air Traffic Control & Ground Support Equipment,” International Market
Insights, 2002,

' Boeing aircraft accounted for 72 percent of China’s fleet of large jet aircraft (over 100 seats). Boeing Co.,
found at Attp://www. boeing. com/companyoffices/aboutus/boechina htmiifleet, retrieved Apr. 23, 2002.

'3 Department of Commerce, “Civil Aircraft,” found at
hitp./rwww.mac. doc. govw/'China/Docs/industryfactsheets/civair. htm, retrieved on Mar, 28, 2003.

¥ U.8. producer Conexant Systems, for example, increased its supply of specialized semiconductors for
communications applications to Legend Groups Ltd., a prominent Chinese computer cempany, in 2002, “Conexant
V.92 Modems Now Shipping in Legend Computers, China’s Premier PC Manufacturer; Customized V.92 Feature
Development Support by Conexant Shanghai,” Business Wire, Mar. 5, 2002.

** Editor, “A Wafer-Thin Argument: The Market and a High-Tech Dispute, * The Economist, Apr. 13, 2002.

2 U.S. Department of Commerce, “Semiconductors and Software,” found at
http:/iwww. buyusa. govichina/en/semiconduciors.tml, retrieved on Mar. 27, 2003,

2 “The Greater China High-Tech Highway,” The McKinsey Quarterly, 2002, No. 4, found at
hitp:fiwww. forbes. com/2002/10/11/101 Imckinsey. himl, retrieved May 7, 2003.

* Ralph Watkins, “Mexico Versus China: Factors Affecting Export and Investment Competition, ” Industry
Trade and Technology Review, U.S. International Trade Commission, USITC publication 3534, July 2002, p. 19.
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Table 3-2
Leading changes in U.S. exports to and U.S. imports from China, 2001 and 2002

Change, 2002 from 2001
Sectoricommodity 2001 2002 Absolute Percent
Million doltars

U.S. EXPORTS:
Increases:
Aircraft, spacecraft, and related equipment (ET013} .. 2,429 3,367 938 38.6
Semiconductors and integrated circuits (ET033) ... .. 948 1,238 291 308
Ferilizers (CHO18) ... ... ... ... ... .00t 420 671 250 59.5
Semiconductor manufacturing machinery (MMO87A) . 338 551 213 83.1
Decreases:
Computers, peripherals, and parts (ET035) ......... 1,209 892 -317 -26.2
All Other . e 12,617 13,835 1,218 9.7
TOTAL .. i 17,959 20,553 2,594 144
U.S. IMPORTS:
Increases:
Electronic products:
Computers, peripherals, and parts (ET035) ....... 10,548 14,928 4,381 41.5
Consumer electronics (except
televisions) (ETO18) . ... ... vveeein... 6,229 8,168 1,939 31.1
Telephone and telegraph apparatus (ETO17) ...... 3,222 4,659 1,437 448
Miscellaneous manufactures:
Furniture (MMOS4) .. ... .. ... ... ... .ot 4,608 6,396 1,788 388
Games (MMOBO) . ....... ... .coonrimnaa. .. 1518 2,650 1,132 74,8
Decreases:
Photographic cameras and equipment (ET039) ... .. 919 766 -153 -16.7
Leather apparel and accessories (CH0490) ........ 1,436 1,304 -132 92
Allother .. ... . . e e 73,589 85,924 12,335 16.8
TOTAL ..o e 102,069 124,796 22,726 223

Note.-Calculations based on unrounded data.

Source: Compiled from official statistics of the L).S. Department of Commerce.
U.S. imports

. Reflecting China’s enhanced production capacity, U.8. imports of computer, peripherals, and parts
from China rose sharply, advancing by $4.4 billion (42 percent) to $14.9 billion in 2002. Prior to
2001, Chinese companies chiefly sold parts and components such as monitors;* they now, however,
offer downstream products such as computers.

. U.S. imports of consumer electronics (except televisions) increased by $1.9 billion (31 percent) to
$8.2 billion in 2002, reflecting China’s increasingly competitive position in the production and
export of consumer electronics worldwide.” This increased competitiveness can be attributed in part
to consumer electronics companies based in other Asian countries shifting existing manufacturing
assets to China or selecting China as the best location for investing in new production capacity.”®

# «CBQ Confirms Plans to Import Computers from China Products to Include Personal Computers,
Notebook Computers, and Handheld Devices,” Business Wire, Aug, 16, 2001.

25 The consumer electronics category includes articles such as radios, tape-recorders, loudspeakers, and
magnetic heads. _

26 One-fifth of Japan’s production of consumer electronics has reportedly been shifted to China. Japanese
companies that have moved a considerable share of their manufacturing assets to China include NEC and Matsushita.
“Chinese Exports: Japan’s Phantom Menace,” Business Week Online, found at
htip:/fwww. businesweek.com/bwdaily/dnflash/jan2002/nf2002201 1..., retrieved Apr. 2, 2003
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. U.S. imports of furniture from China rose by $1.8 billion (39 percent) to $6.4 billion in 2002.
Furniture producers in China, already highly competitive with low labor costs, have acquired state-
of-the-art production facilities.”” They have also, in many instances, partnered with U.S, furniture
companies to complement U.S. production (e.g., stackable, knock-down furniture, as well as wood
furniture and parts) or to supply labor-intensive parts (such as lathed table and chair legs). Producers
in China also benefit from favorable freight rates on in-bound furniture inputs (lumber, metal
furniture components, and finishes) because cargo ships going to China usvally have significant
amounts of excess capacity.

. U.S. imports of telephone apparatus expanded by $1.4 billion (45 percent) in 2002 to $4.7 billion.
Many U.S. and European producers of telephone sets and cell phones have established production
facilities in China to supply local and international markets.

. U.S. imports of games (mostly video games) from China nearly doubled in 2002, rising by $1.1
billion to $2.7 billion. Most of the increase was accounted for by the shift in production of video
game consoles from Japan to China. U.S. imports of such consoles from China grew by $1.1 billion,
while U.S. imports from Japan fell by $1.2 billion. The three dominant producers of video game
consoles worldwide (two based in Japan and one based in the United States with assembly in
Mexico) were engaged in intense competition in 2002, leading one producer in J apan to seek a price
advantage by shifting production to China.

Selamawit Legesse
(202) 205-3493
Slegesse@usitc.gov

Furopean Union
Change in 2002 from 2001:

U.S. trade deficit: Increased by $19.6 billion (27 percent) to $91.2 billion
U.S. exports: Decreased by $14.8 billion (10 percent) to $132.6 billion
U.S. imports: Increased by $4.8 billion (2 percent) to $223.7 billion

. Slow growth in both the United States and the European Union (EU) in 2002, coupled with low
consumer confidence,? continued to suppress trade between these partners. Decreased U.S. exports
of computers, peripherals, and parts along with increased U.S. imports of medicinal chemicals
accounted for most of the increase in the U.S. trade deficit with the EU (table 3-3). The U.S. trade
deficit with the EU grew for the fifth consecutive year.

. Both imports from and exports to the EU of aircraft, spacecraft, and related equipment decreased in
2002, by 20 percent and 12 percent, respectively, as slow economic growth and broad implications
of September 11, 2001 resulted in less business and other air travel. Likewise, U.S. imports of
aircraft engines and gas turbines also decreased 22 percent in 2002.

¥ For additional information, see Josephine Spalding, Industry and Trade Summary: Furniture and Motor
Vehicle Seats, USITC publication 3382, Jan. 2001.

28 The Conference Board, Consumer Confidence Index, found at
hutp/raww, consumerresearchecenter.org/consumer_confidence/index him, retrieved Apr. 2, 2003,
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. In contrast, two-way trade with the EU in motor vehicles increased in 2002, by 11 percent for
imports and by 31 percent for exports. The rise in U.S. imports of motor vehicles from the EU can
be largely attributed to increased U.S. market demand for German- and United Kingdom- made
passenger vehicles. The export increase is mainly accounted for by U.S. production of SUVs by
German companies Mercedes-Benz and BMW, some of which is exported to Germany.”

U.S. exports

. The leading EU market for U.S. manufacturers in 2002 was the United Kingdom, accounting for 23
percent of total exports to the EU, followed by Germany with 19 percent. Both countries are major
markets for U.S. aircraft and aircraft parts, pharmaceuticals, and computer hardware.

. The electronics sector has been greatly affected by the downturn in demand for high-tech products.
In fact, the largest decrease in U.S. exports to the EU was in computer hardware, which fell 27
percent to $9.3 billion. Instead of buying sophisticated new hardware, companies reportedly are
purchasing low-cost standardized products in an effort to cut costs.>

. U.S. exports of telephone and telegraph apparatus to the EU decreased by 25 percent in 2002,
reflecting a decline across most major markets during 2000-02 and principally attributable to reduced
capital spending by the major telecommunications carriers, who are the major customers for
telecommunications equipment.’' Capital spending by European telecommunications service
providers decreased by 22 percent during 2001-02,

. Weakened demand for semiconductors contributed to the 46-percent decline in U.S. exports of
semiconductor manufacturing equipment (SME) and robotics to the EU during 2002. The main
countries affected by the decline were Austria, Sweden, the United Kingdom, and Finland.

U.S. imports

. U.S. imports from the European Union were mainly shipped from Germany and the United
Kingdom, accounting for 27 percent and 18 percent of total EU shipments, respectively.

. During 2002, there was a 21-percent increase in U.S. imports of medicinal chemicals from the EU,
reflectinga corresponding 20-percent increase in worldwide U.S. pharmaceutical imports. Although
U.S. imports of these products increased from all EU countries, most of this increase ($2.3 billion,
or 19 percent) was from Ireland. U.S. companies continue to take advantage of Ireland’s relatively
low tax rates and production costs, as well as transfer pricing,’ and are setting up additional
facilities in that country.®® A significant increase in overseas production of more advanced medical
technology by European subsidiaries of several U.S.-based firms and dampened demand for medical

» Both companies produce their respective SUV models solely in the United States.

* Nic Fildes, “The Bottom Line: Cost-Cutting to Dull European PC Market,” Dow Jones Newswires, Nov.
15, 2002.

3 Credit Suisse First Boston, Global Sector Review: Wireline Telecommunications Equipment, Mar. 14,
2003.

% Transfer pricing results in adding value to a product where taxes are lowest, so that the resulting high-
value product is taxed at a lower rate. Clay Boswell and Feliza Mirasol, “Sourcing Pharmaceutical Manufacturing
from Offshore Facilities,” Chemical Marketing Reporter, Oct. 25, 1999, p. 28.

_ 3 Abbott Laboratories now has seven facilities in Ireland, including two that were added in mid-2001.
Genzyme, a biotechnology conpany, is building a pharmaceutical plant in Ireland that will be operational in 2003,
“Ireland: Business: Corporate Strategy: Round-Up of Recent Foreign Investments,” EIU Viewswire, Mar. 4, 2002.
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Table 3-3
Leading changes in U.5. exports to and U.S. imports from EU-15, 2001 and 2002

] Change, 2002 from 2001
Sectoricommodity 200 2002 Absolute Percent
Miflion doflars

U.8. EXPORTS:
Increases:
Motor vehicles (ET009)Y . .......... ... .. ....... 2,951 3,865 914 31.0
Decreases:
Electronic products:
Computers, peripherals, and parts (ET035) ....... 12,730 9,298 -3,432 -27.0
o Telephone and telegraph apparatus (ETO17) ... ... 4,240 3,165 -1,075 -25.4
ther:
Aircraft, spacecraft, and related
equipment (ET013) ......... ... .. ........ 13,940 12,335 -1,608 -11.5
Semiconductor manufacturing eguipment
and robotics (MMO87) .......... ... L. 2,168 1,180 -989 -45.6
Allother ... ... . . .. . e 111,298 102,721 -8,577 7.7
TOTAL .. i e 147,327 132,563 -14,765 -10.0
U.S. IMPORTS:
Increases:
Medicinal chemicals (CHO25) ... ... .............. 26,353 31,761 5,408 20.5
Motor vehicles (ETO09) ...... .. ... i 23,813 26,481 2,668 1.2
Medicalgoods (ET040) .................. ... ... 4,854 5,916 1,061 21.9
Crude petroleum (CHOO4) ...................... 842 1,867 1,025 121.7
Decreases:
Transportation equipment:
Aircraft, spacecraft, and related
equipment (ETO13) .............cociivninn. 10,330 8,286 -2,044 -19.8
Aircraft engines and gas turbines (ET001) ........ 8,997 7,085 -1,931 -21.5
Allother ... .. .. ... . . e 143,721 142,356 -1,365 -0.9
TOTAL ... .. e 218,911 223,732 4,821 2.2

Note.-Calculations based on unrounded data.

Source: Compiled from official statistics of the U.8. Department of Commerce.

goods in EU markets contributed to a $1.1 billion increase in U.S. imports of medical goods from
the EU in 2002. One-third of this increase consisted of U.S. imports of cardiac pacemakers and
defibrillators made by U.S. companies in Ireland.** Medical goods from Germany, France, and the
United Kingdom together accounted for 43 percent of the increase, partly due to intracompany
shipments. As national governments made conscious efforts to reduce escalating healthcare costs
by reducing health care expenditures on equipment, companies in Germany, France, and the United
Kingdom registered fewer sales in their home markets.” Accordingly, firms compensated by
increasing their exports to the relatively more lucrative U.S. market, which continued to spend record
amounts on health care.

. During 2002, U.S. imports of crude petroleum from the EU increased by $1.0 billion, to $1.9 billion,
as the world price increased from $22 per barrel to more than $25 per barrel. In terms of quantity,
U.S. imports from the United Kingdom accounted for more than 98 percent of U.S. imports from the
EU and increased from 244,000 barrels per day during 2001 to 406,000 barrels per day in 2002, The

¥ SEC10-K filings by Medtronic Inc. and Guidant Corp., 2002; and U.S. industry representatives, telephone
interviews by USITC staff, Sept. 16-20, 2002,

% 1.8, and Foreign Commercial Service {US&FCS), “Industry Sector Analysis: Germany: Medical Goods,”
Market Research Reports, Aug. 14, 2002, p. 1; and US&FCS, “Industry Sector Analysis: France: Medical Goods,”
Market Research Reports, Aug. 22, 2002, pp. 3-4.
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increase in imports of crude petroleum from the United Kingdom is the result of decreased imports
from Venezuela, where civil unrest has caused a decline in production.*®

Heather Sykes
(202) 205-3436
hsykes@usitc.gov

Japan
Change in 2002 from 2001:

U.S. trade deficit: Increased by $396 million (0.5 percent) to $73.0 billion
U.S. exports: Decreased by $5.3 billion (10 percent) to $48.3 billion
U.S. imports: Decreased by $4.9 billion (4 percent) to $121.3 billion

. Japan’s trade surplus with the world increased for the first time in four years, despite unfavorable
trends in the Japanese economy.” Japan’s unemployment rate rose to a record post-World War II
level in late 2002. During the last 5 years, retail prices and wages have declined approximately |
percent annually. In nominal terms, Japan’s GDP in 2002 was lower than in 1997, and government
debt amounted to one-half of GDP. Since 1990, commercial property values dropped by 80 percent
and the stock market by 75 percent.”

U.S. exports

. U.S. exports of aircraft, spacecraft, and related equipment to Japan increased by $1.1 billion (42
percent) to $3.8 billion in 2002 due to increased shipments of large civilian and military aircraft
(table 3-4).*° The United States supplies the majority of Japanese demand for aircraft, spacecraft,
and related equipment.*

. U.S. exports of nuclear materials to Japan increased by $321 million (55 percent) to $900 million
in 2002, Industry sources attribute this increase largely to Japanese nuclear fuel consumers (nuclear
power plants) needing to replace nuclear fuel production that had been lost following a serious
accident in late Fall 1999 in a nuclear fuel-processing facility in Tokaimura which reduced Japanese
production capacity for nuclear fuel.

% The British North Sea crude is similar to crude from Venezuela and is easily substitutable in refinery
operations.

7 «Trade Statistics,” Customs and Tariff Bureau, Japanese Ministry of Finance, found at
http:/rwww. jinjapan. org/stat/stais/08TRA3 1 himl, retrieved May 8, 2002.

3 «Rinance and Economics: The Only Way is Up,” The Economist, Mar. 2003.

% In 2002, Japan took delivery of 2 Boeing 777s and 12 Boeing 767s as part of routine fleet renewal valued
at approximately $1.6 billion. Military aerospace deliveries for fiscal year 2002 include the Boeing 767 air tanker
and other related equipment valued at over $250 million, For additional information, see The Boeing Co., found at
http.//active. Boeing. com/commercial/orders, retrieved Apr. 18, 2003; DOC, Globus & NTDB, found at
http./iwww.stat-usa. govimrd nsfiywlSA-Country, retrieved Apr. 3, 2003.

* The United States accounted for about 80 percent of Japanese aerospace imports in 2002, USTR, 2003
National Trade Estimate Report on Foreign Trade Barriers, Apr. 2003, p. 224.
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Table 34

Leading changes in U.S. exports to and U.S. imports from Japan, 2001 and 2002

Change, 2002 from 2001

Sector/commodity 2001 2002 Absolute Percent
Million doftars
U.S. EXPORTS:
Increases:
Transportation equipment:
Aircraft, spacecraft, and related
equipment (ETO13} ..... .. ... ... ... 2,648 3,768 1,119 423
tnternal combustion pision engines, other
. than for aircraft (ETO02) . ........... ... ... 375 815 439 117.1
Other:
Nuclear materials (CHO02) . .................. 580 9200 3 55.3
Decreases:
Electronic products:
Computers, peripherals, and parts (ET038) ...... 3,780 2,498 -1,282 -33.9
Telephane and telegraph apparatus (ETQ17) .. ... 1542 971 -571 -37.0
Semiconductors and integrated circuits {(ET033) ... 2,558 2,055 -503 -19.7
Measuring, testing, and controlling
instruments (ETD43) ........... .. oot 1,734 1,445 -290 -16.7
Other:
Cattle and beef (AG002) ........... ... ...... 1,534 975 -559 -36.4
Semiconductor manufacturing
machinery (MMOB7A) ..................... 1,440 1,166 -274 -19.0
Allother ... . . e 37,355 33,681 -3,674 -0.8
TOTAL .. i e 53,546 48,273 -5,273 -0.8
U.S. IMPORTS:
Increases:
Transportation equipment:
Motar vehicles (ETO09) ...................... 33,020 35,847 2,827 86
Certain motor-vehicle parts (ETO10) ............ 5173 6,321 1,147 222
Electronic products:
Television receivers and video monitors (ET022) . .. 1,280 1,678 398 311
Consumer electronics (except
televisions) (ET018) .. ........... . oot 4,165 4,486 321 7.7
Decreases:
Electronic products:
Semiconductors and integrated circuits (ET033) ... 4,531 2,800 -1,722 -38.0
Computers, peripherals, and parts (ET033) ...... 10,200 8,734 -1,466 -14.4
Telephone and telegraph apparatus (ET017) ..... 2,488 1,815 -672 -27.0
Other:
Games (MMOB0) ................c.oiinn. 3,264 2,084 -1,181 -36.2
Semiconductor manufacturing
machinery (MMO87A) .................... 2,406 1,750 -656 -27.3
Allother ... . .. e 59612 55,739 -3,873 -8.5
TOTAL .. e 126,139 121,262 -4 877 -3.9
Note.-Calculaticns based on unrounded data.
Source: Compiled from official statistics of the U.5. Department of Commerce,
. Exports of internal combustion piston engines (other than for aircraft) to Japan increased by $439

million (117 percent) to $815 million, reflecting a parallel increase in automotive engine exports to
Japan.*! The globalization of the automotive industry, in particular the increased number of equity
and partnership linkages between Japanese and U.S. automotive firms, and continued focus of the

6, 2003,

91 1JSDOC, US&FCS Market Research Reports, Stat-USA, found at http:/www.stat-usa.gov, retrieved Apr.



U.S. government on improving access to the Japanese automotive parts market, have contributed to
the growth in U.S. exports of motor-vehicle parts to Japan.*’

Exports of information technology products, including computers, peripherals, and parts (hereafter
computer hardware); telephone and telegraph apparatus; and semiconductors and integrated circuits
collectively decreased by $2.4 billion (30 percent) to $5.5 billion in 2002. These products
nonetheless accounted for 11 percent of all U.S. exports to Japan in 2002. Efforts to export
semiconductors and semiconductor manufacturing equipment were complicated by reduced Japanese
production of computer hardware and telecommunications equipment® that use semiconductors. In
addition, the depressed business environment in Japan discouraged investment in new equipment
(e.g., computers and telephones) by commercial customers.

U.S. cattle and beef exports to Japan decreased by $559 billion (36 percent) to $975 million largely
because of consumer concerns abroad regarding bovine spongiform encephalopathy or mad cow
disease.* Exports of measuring, testing and controlling instruments to Japan fell by $290 million (17
percent) to $1.4 billion. The sluggish Japanese economy and the accompanying reduced investment
in equipment contributed to this decline.

U.S. imports

U.S. imports of Japanese motor vehicles increased by $2.8 billion (8.6 percent) to $35.8 billion in
2002 as consumer demand was sustained by low automobile financing rates and the popularity in
the U.S. market of Japanese models. Similarly, an increase in the U.S. production of Japanese-
branded motor vehicles contributed to the $1.1 billion (22 percent) increase in Japanese imports of
motor-vehicle parts to $6.3 billion in 2002.

Television receiver and video monitor imports from Japan increased by $398 million (31 percent)
to $1.7 billion, and imports of consumer electronics (except television sets) increased by $321
million (8 percent) to $4.5 billion. Industry sources reported that the slowed U.S. economy did not
affect the performance of consumer electronics as newer technology and intense price competition
have driven down prices and made these products much more affordable to a wider customer base.*

Imports of semiconductors and integrated circuits from Japan decreased by $1.7 billion (38 percent)
to $2.8 billion, reflecting lower demand from computer hardware and telecommunications equipment
manufacturers (heavy users of semiconductors) in the U.S. market.*® These developments similarly
affected imports of semiconductor manufacturing equipment and robotics from Japan, which

2 In Oct. 2001, the United States and Japan established an Automotive Consultative Group to address

trading and regulatory issues as a followup to the comprehensive Framework Agreement signed Aug. 1995 to
facilitate greater access to Japan'’s automotive sector for foreign business. Japan Automotive Manufacturers
Association (JAMA), found at A#tp://'www jama. org/statistics, retrieved Apr. 6, 2003 p. 7. USTR, 2003 National
Trade Estimate Report on Foreign Trade Barriers, Apr. 2003, p. 214.

* This is related to the move of Japanese manufacturing facilities to China and South East Asian countries.
#U.8. Meat Export Federation, press release, Oct, 18, 2001, found at

hnp:/fusmef.org/TradeLibrary/Archives/Releases, retrieved Apr. 18, 2003.

* In 2002, global sales of digital cameras increased by 25 percent and shipments of DVD machines

increased by 34 percent on a unit basis. “Consumer Electronics: A Brighter Picture,” BusinessWeek, Jan. 13, 2003, p.

121.

* In 2002, sales of U.S. communication equipment decreased from the 2001 level by 21 percent to $77.2

billion. BusinessWeek, Jan. 13, 2003, pp. 85 and 120,
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declined by $649 million (25 percent) to $2 billion.*” Imports of telephone and telegraph apparatus
decreased by $672 million (27 percent) to $1.8 billion, a result of the decline in demand for
telephone and telegraph equipment due to slow economic growth and reduced capital expenditures
by telecommunications providers,

. U.S. imports of computers, peripherals, and parts from Japan dropped by $1.4 billion (14 percent)
to $8.7 billion. The sluggish U.S. economy, the shifting of some Japanese production to lower-cost
locations (e.g., China and Southeast Asia), and outsourcing of personal computer production by
Japanese producers to these Asian countries contributed to this decline.

. Likewise, imports of games (mostly video games) from Japan declined by $1.2 billion (36 percent)
to $2.1 billion largely due to a shift in manufacturing to China by a top selling game console
manufacturer.”® U.S. imports of such consoles from China nearly quadrupled in 2002, advancing by
$1.1 billion, nearly offsetting the reduced imports from Japan. Japanese production facilities
reportedly have also shifted to other Asian locations, such as Indonesia and Taiwan, and Japanese
companies are outsourcing more manufacturing to these locations, driven by the need to deliver
tower cost products to consumers.*

Norman N. VanToai
(202)-205-3120
nvanteai@usitc.gov

Mexico
Change in 2002 from 2001:

U.S. trade deficit: Increased by $8.1 billion (20 percent) to $48.0 billion
U.S. exports: Decreased by $4.5 billion (5 percent) to $86.1 billion
U.S. imports: Increased by $3.6 billion (3 percent) to $134.1 billion

. Merchandise trade between the United States and Mexico is linked closely to the performance of the
manufacturing sector in the United States.*® The majority of goods imported into the United States
from Mexico comes from assembly plants that are either subsidiaries of U.8. manufacturers or have
contracts with them. U.S. companies have established assembly facilities in Mexico to reduce
manufacturing costs for products requiring labor-intensive production processes and/or to supply the
Mexican market. As demand for U.S. manufactured goods weakens, imports from assembly plants
in Mexico and U.S. exports of intermediate goods for these operations also fall. In this context, the
decrease in U.S.-Mexico trade in 2002 mirrored the 1.5 percent-reduction in U.S. producers’
shipments.

. In spite of weakened manufacturing activity and consumer confidence in the United States, imports
from Mexico continued to increase in 2002 (by 3 percent), largely because of substantially rising
petroleum import values. The increase in such imports reflects higher petroleum prices in 2002
compared with 2001, as well as the U.S. preference to secure supplies from the Americas than more

7 «“Telecom: At Last the Depression is Lifiing,” BusinessWeek, Jan. 13, 2003, p. 120.

“8 For additional information, see ch, 7.

* “Demand is Strong, but Margins are Tight,” Consumer Electronics, Mar. 10, 2003.

5® The linkage between industrial production in the United States and Mexico’s exports is discussed in
Fernando Clavijo, “Wither Mexico,” Poder, Mar. 2003, p.18.
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volatile sources in other parts of the world. Petroleum may also have been responsible for
maintaining Mexican GDP at a level only slightly less than 1-percent lower than in 2001. Because
of rising total U.S. imports from Mexico in 2002, two-way trade contracted by less than 1 percent
($849 million) to $220 billion, despite a 5-percent decline in U.S. exports to Mexico.”!

Electronic products experienced decreases in total trade with Mexico in 2002 (tabie 3-5), including
telephone and telegraph apparatus (U.S. exports down $861 million, imports down $181 million),
radio and television broadcasting equipment {(exports down $222 million, imports down $794
million); and consumer electronics, except televisions (exports down $125 million, imports down
$313 million). The reduced demand for these products was largely attributable to the continued
slowdowns in both the U.S. and Mexican economies. Other major factors reported as influencing
the downturn in exports of these products were increased domestic competition in key markets and
excess capacity worldwide.”

The other leading industry sector experiencing a decrease in two-way trade was apparel (exports
down $192 million, imports down $397 million). The decline in U.S. apparel imports partly reflected
China’s entry into the WTO, which diminished demand for more expensive Mexican-made apparel.
At the same time, decreased U.S. imports of finished apparel from Mexico led to reduced U.S.
exports of fabric and apparel parts to assembly plants there.

Internal combustion piston engines (other than for aircraft) was the leading industry sector in which
two-way trade between the United States and Mexico increased. Demand for piston engines rose
principally as a result of continued North American integration and increasing North American
vehicle production.”

U.S. exports

Product sectors experiencing a downturn in U.S. exports to Mexico in 2002 were semiconductors
and integrated circuits, certain motor vehicle parts, and petroletum products, mostly production inputs
typically destined for assembly plants in Mexico that rely on U.S. consumption for export demand.
Reduced exports of refined petroleum products reflect Mexico’s contracting economic activity,

- which is highly dependent on the U.S. economy for sustained expansion.

U.S. exports to Mexico of computers, peripherals, and parts increased by 13 percent (3424 million)
t0 $3.6 billion in 2002 as U.S. firms continued to establish or expand assembly operations in Mexico,
especially for network servers and notebook computer equipment. Investments in this sector have
made the North American computer equipment industry more competitive with producers in Asia™

U.S. imports

The value of U.S. imports of crude petroleum from Mexico increased by $2.5 billion (32 percent)
to $10.5 billion in 2002 and accounted for approximately 8 percent of total imports. Increased
reliance on petroleum from Mexico reflects political tensions in Venezuela and Nigeria that have
reduced supplies from those countries.

! «“The Mexican Economy: Recent Performance,” Mexico Consensus Economic Forecast, found at

http:/fwpcarey.asu. educ/seid/enc/mexico/, retrieved Mar. 30, 2003.

32 Telecommunications Industry Association, 2003 Telecommunications Market Review and Forecast, Feb.

2003, p. 213.

3 For additional information, see ¢ch. 11 and “Motor Vehicles,” a 10-year summary in ch. 3.
* Mexico Watch, Business Moves, Feb. 1, 2003, p.14.
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Table 3-5
Leading changes in U.8. exports to and U.S. imports from Mexico, 2001 and 2002

Change, 2002 from 2001
Sectoricommodity 2001 2002 Absolute Percent
Miltion dollars

U.8. EXPORTS:
Increases:
Computers, peripherals, and parts (ETG35) ......... 3,188 3,612 424 13.3
Internal combustion piston engines, other '
than for aircraft (ETO02) ... ... ... oveioo... 1,917 2,095 178 9.3
Decreases:
Electronic products:
Telephone and telegraph apparatus (ET017) ... ... 2,189 1,328 -861 -39.3
Radio and television broadcasting
equipment (ETO23} .. ... .. .coitiiininnny 503 281 -222 -44 1
Petroleum products (CHODS) . ...........ovvn .. 2,677 2,346 -331 -12.4
Apparel (CHO49) . ... ... ... ... ... . ... o .. 1,908 1,716 -192 -10.1
Allother ... .. . .. . . . . . . . 78,155 74,698 -3,457 -4.4
TOTAL ... e 90,537 86,076 -4,461 -4.9
L.S. IMPORTS:
Increases:
Crude petroleum (CHOO4) ........ ... .. ... ... 7,957 10,490 2,533 31.8
Machinery:
Wiring harnesses for motor vehicles (MMO83) ... .. 3,824 4 384 560 14.7
Household appliances, including commercial
applications (MMO73) ..........cociviv.a.. 1,839 1,991 152 83
Internal combustion piston engines, other
than for aircraft (ET002) ... ... ... cvviunn.. 2,403 2633 229 9.5
Decreases:
Electronic products:
Computers, peripherals, and parts (ET035) . ...... 10,385 8,913 -1,452 -14.0
Radio and television broadcasting
equipment (ETO23) ......... ... ... iiiunn 3,157 2,364 -794 -25.1
Consumer electronics (except
televisions) (ETO18) . .......... .. ... .o.ut. 2813 2,501 -313 111
Apparel (CHO49Y ... ... . .. ... .. i 8,129 7,732 -397 -49
Allother .. ... ... ... ... . i 90,021 93,113 3,002 34
TOTAL . .. 130,509 134,121 3,612 2.8

Note.-Calculations based on unrounded data.

Source: Compiled from official statistics of the U.S. Department of Commerce.

. Increased vehicle sales in the U.S. market, prompted by manufactirer and dealer incentives to
customers such as zero-percent interest financing, bolstered demand for parts from Mexico for use
in the U.S. auto assembly plants.>® As a result, a $571-million (15-percent) increase in U.S. imports
of certain motor-vehicle parts, a $566-million (13-percent) rise in seats for motor vehicles and
aircraft, and a $560-million (27-percent) growth in wiring harnesses for motor vehicles contributed
to imports of these products rising by a total of $1.7 billion (16 percent) to $12.2 billion in 2002.
Together, these three categories of automotive products accounted for 9 percent of total imports from
Mexico in 2002.

Ruben Mata
(202) 205-3403
mata@usite,gov

55 In addition, the depreciation of the Mexican peso as compared with the U.S. dollar in 2002 and increased
demand for replacement parts boosted U.S. imports from Mexico. For additional information, see “Certain Motor
Vehicle Parts” in ch, 11.
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TEN-YEAR TRENDS IN SELECTED INDUSTRY/COMMODITY GROUFPS

This section provides added perspective on trade shifts in five industry/commodity groups by
examining longer term trends in exports, imports, and trade balances for the period 1992-2002. The selected
groups were chosen because U.S. and world trade of the products of these groups have been influenced by
important global developments.

Summary

The decade of 1992-2002 was characterized by slow economic growth for the world at the start and
end, with a rapid expansion in the middle years. However, the U.S. economy experienced strong growth over
the entire period, growing by more than 65 percent.’® This affected the selected industries in different
manners. The U.S. trade deficit in cut flowers widened during 1992-2002, as domestic production of cut
flowers shifted to specialty cut flowers away from the rising low-priced imports. U.S. trade in wine expanded
rapidly during 19922002, as reported health benefits, income growth, and demographic changes enabled a
moderate increase in U.S. production volume despite a growing trade deficit. During 1992-2002, motor
vehicle transplant production has steadily gained U.S. market share at the expense of major U.S. brands
during the period and the trade deficit with respect to motor vehicles increased every year except for 2001.
In medicinal chemicals, the United States ran a neutral trade balance during 1992-94, which developed into
a deficit from 1995-2002 as imports increased faster than exports. However, the United States maintained
a trade surplus in medical goods throughout the 1992-2002 period, although it declined gradually each year
from 1998 to 2001 when U.S. companies increasingly moved equipment assembly operations to lower wage
countries.

% This figure is real GDP growth in current U.S. dollars. Calculated from Bureau of Economic Analysis
National Accounts Data, found at Attp://www.bea.doc. gov/bea/dw/gdplev.xls, retrieved May 8, 2003,
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Cut Flowers

Figure 3-1
Fresh cut flowers: Imports, exports, trade balance, and trade ratios, 1992-2002
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Source: Compiled by the U.S. International Trade Commission.

. The U.S. trade deficit in cut flowers widened from $320 million to $505 million during 1992- 2002
as production of cut flowers for the U.S. market increasingly took place abroad. The vast majority
of U.S. cut flower imports are from Colombia and Ecuador, which have a competitive advantage
over the United States because of their relatively low wage rates, need for smaller ¢limate control
investments, and weaker currencies. Strong U.S. demand for cut flowers and high disposable
incomes have also encouraged South American growers to increase shipments to the U.S. market.
In addition to Latin America, governments in Africa and Asia have encouraged the development of

3-17



cut flower export industries in their countries, mainly as a mechanism to employ large numbers of
semiskilled workers and to attract U.S. dollars to thetr economies.

Increased global supply of fresh cut flowers, especially roses, has caused cut flower impeort prices
to fall significantly. The overall volume of U.S. cut flower imports continued its upward trend in
2002, increasing by 6.1 percent over the previous year,” while the value of such imports decreased
by 4.2 percent.”® The top two suppliers of roses, Colombia and Ecuador, shipped about 120 million
more stems in 2002 than in 2001. Both countries accounted for 92 percent of the total value of U.S.
rose imports in both years.

U.S. imports

During the last decade, the value of U.S. imports exceeded the value of U.S. production of cut
flowers for the first time. The U.S. cut flower industry has responded to the rise in low-priced
imports by shifting production from the major flowers (carnations, roses, and chrysanthemums) to
specialty cut flowers that are not imported in significant volumes. The value of domestic production
of the major cut flowers decreased by 65 percent during 1992-2002, while imports of these same
categories increased by 49 percent. For all cut flower types, the value of imports in 2002 was 54
percent higher than in 1992. Import penetration in the United States grew from 43.5 percent in 1992
to 59.2 percent in 2002.

In 2002, Colombia, Ecuador, the Netherlands, and Mexico were the main suppliers to the U.S.
market. The Netherlands, Colombia, and Ecuador are the largest exporters of cut flowers to the
world; however, Eastern and Southern African countries such as Kenva, South Africa, and
Zimbabwe are becoming important players in the global cut flower export market. With help from
national and local governments, African and Asian growers have been able to improve product
quality and transportation networks, and their shipments to the EU are rising. As a result, South
American exporters may increasingly rely on the U.S. market for their vast exports.

Roses represent the largest import category at 39 percent of the total cut flower import volume in
2002.” The value of rose imports from Colombia and Ecuador increased by 83 percent and by 600
percent, respectively, between 1992 and 2002, U.S. rose production fell by 68 percent during that
time,

Prices of cut flower imports in 2002 were 36 percent below their 1992 levels. The tremendous
volume of low-priced U.S. imports has affected the prices of domestically grown cut flowers® by
keeping the rate of increase of the domestic price lower than the rate of increase in the consumer
price index.®

57 Ornamental Crop Import Report, U.S. Department of Agriculture, Agriculture Marketing Service, Fruit,

Vegetables, and Specialty Crops, found at
www.ams.usda. govimnarchive/2002/dec/12%2D3 1%2D2002/wa% 5 Ffv28 1. 1xt, tetrieved Apr. 3, 2003.

5* Based on data compiled from the U.S. Department of Commerce, the U.S. Treasury, and the U.S.

International Trade Commission.

* Ornamental Crop Import Repors, U.S. Department of Agriculture, Agriculture Marketing Service, Frui,

Vegetables, and Specialty Crops, found at
www. ams. usda. govimnarchive/2002/dec/12%2D31%2D2002/wa%5Ffv28 1. txt, retrieved Apr. 3, 2003.

8 Floriculture and Nursery Crops Outipok, Economic Research Service, USDA, September 2002.
1 1bid.
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U.S. exports

U.S. cut flower exports represent a small portion of total U.S. production value because of the
intense price competition faced from low-cost suppliers in the world market. Exports of cut flowers
increased at an average annual rate of 1.5 percent between 1992 and 2002 due to small but steady
increases in exports to Canada, which offset the drop to other export markets. Imports increased at
a faster rate of 4.7 percent annually during the same period.

Canada is the most important market for U.S. exports of fresh cut flowers, especially fresh cut
specialty flowers and bouquet arrangements. The North American Free-Trade Agreement (NAFTA),
modern transportation methods which ensure fresh deliveries, and a trend toward harmonizing plant
health regulations encourage U.S. fresh cut flower exports to Canada.

Joanna Bonarriva

(202) 205-3312
jbonarriva@usite.gov
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Medicinal Chemicals

Figure 3-2
Medicinal chemicals: Imports, exports, trade balance, and trade ratios, 1992-2002
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Source: Compiled by the U.S. international Trade Commission.

. From 1992 — 1994, the United States ran a neutral trade balance, with exports and imports of
medicinal chemicals almost equal at just under $10 billion each. Beginning in 1995, global trade in
the medicinal chemicals (pharmaceuticals) industry increased substantially,”? following the
elimination of duties on most medicinal chemical products under the Uruguay Round Agreement.

%2 Total U,S. exports and imports increased by 268 percent during this period.
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Furthermore, a trend which started in the early 1990s, outsourcing® the production of bulk active
ingredients and chemical intermediates used in the production of drugs to facilities in countries with
low production costs, also contributed to increased trade.

The U.S. trade deficit in pharmaceuticals increased by $2.7 billion (23 percent), based on a larger
increase in U.S. imports (particularly from Europe) than in U.S. exports.* In 2002, several new and
innovative medicines were introduced into the market as 24 new drugs and 8 new biologicals were
approved for use in the United States by the Food and Drug Administration.* The products
introduced in 2002 commanded “high” sales prices, likely accounting for the increase in imports.

U.S. exports

In 2002, the United States exported over a billion doflars of pharmaceuticals to each of six countries,
accounting for 61 percent of total exports, Four of the top markets for U.S. pharmaceutical exports
in 2002 were the United Kingdom, Canada, France, and Japan, which together accounted for 44
percent of total exports. The remaining two countries were Belgium and the Netherlands, each of
which imports products that are then transshipped to other countries in Europe.

Combined U.S. exports to the EU-15, Canada, and Japan accounted for approximately 65 percent
of total medicinal exports. Since the major pharmaceutical companies have a strong presence in these
countries, exports are in part intracompany transfers, which are from U.S. subsidiaries of foreign
multinationals. In addition, these countries have high per capita incomes and established health care
industries.

Overall, the combination of higher drug prices, increasing demand by aging populations, and an
industry environment conducive to trade led to the continued rise in U.S. exports in 2002, albeit not
at the rate exhibited in 2001. In terms of value, U.S. exports of medicinal products to the following
countries increased the most in 2002: Belgium ($668 million), Netherlands ($389 million), and
France ($158 million).

U.S. imports

From 1992 until 1994, U.S. imports originated from the largest industrialized countries in which
multinational companies are headquartered. In fact, the large multinational research-based companies
(as opposed to companies that just produce pharmaceuticals) are traditionally located in the
wealthier countries. From 1995 through 2002, total U.S. imports of pharmaceuticals from the world
increased rapidly from $8.5 billion in 1995 to $40.7 billion in 2002. The import growth was
particularly noticeable from Ireland. EU membership, a strong growth rate, and tax incentives have

6 Qutsourcing benefits pharmaceutical companies that need a timely and flexible source of these chemicals,

which is often the situation for firms looking to speed their products through clinical trials and, after regulatory

approval, benefit as long as possible from patent protection. Because of the importance of getting new

pharmaceutical products to the market as quickly as possible, companies are typically willing to use either domestic
or foreign production facilities. However, the location of the outsourcing country is determined by a number of
factors, including domestic taxes, workforce, infrastructure, environmental regulation, and wage rates. Charles W,

Thurston, “Branded Offshore Manufacturing Finds a Home in Ireland and Singapore,” Chemical Marketing
Reporter, June 8, 1998, p. FR 12,

64 Total U.S. imports from the EU increased by $3.7 billion in 2001, while U.S. exports to the EU increased

$1.9 billion in the same period.
% This was compared to 27 new drugs approved in 2001 and 35 in 1999.
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been key reasons for an increase in production in Ireland.*® As a result, 17 of the 20 leading
multinational drug companies worldwide have established manufacturing facilities in Ireland; and,
in addition, “two of the most prestigious pharmaceutical products are now primarily manufactured
in Ireland, i.e., Viagra and Lipitor.”*” Because its production costs are relatively low and there are
no price controls on pharmaceuticals in the United States, foreign multinational companies can take
advantage of transfer pricing and keep Ireland’s pharmaceuticals highly price-competitive in the U.S.
market, which has led to a rise in imports through 2002.

The top three suppliers of pharmaceuticals to the United States in 2002 were the same as they have
been since 1999: Ireland, the United Kingdom, and Germany. These three countries increased their
shipments by 19 percent to $14.3 billion, 18 percent to $5.4 billion, and 27 percent to $4.3 billion,
respectively. Their combined $23.9 billion of exports to the United States accounted for 59 percent
of total U.S. imports of these products.

Germany, Ireland, and the United Kingdom have benefitted from the trend toward outsourcing to
selected locations thronghout the world in the pharmaceutical industry. Because of the large number
of prominent multinational pharmaceutical companies that are active in these three countries (e.g.,
Glaxo SmithKline and Aventis) and their reputations for well-trained organic chemists, all three
countries are attractive sites for contract manufacturing.®® An increasing amount of U.S. imports
from Germany and the United Kingdom can be attributed to outsourced production by U.S. firms,
in addition to intracompany trade. Finally, the merger of Britain’s Glaxo Wellcome and the United
States” Smith Kline Beecham added to international pharmaceutical trade between the United States
and the United Kingdom.

Stephen Wanser
(202) 205-3363
swanser@usitc.gov

% Tax incentives include a [0-percent tax rate, which lends itself to transfer pricing. Transfer pricing results

in adding value to a product where taxes are lowest, so that the resulting high-value product is taxed at a lower rate.
Clay Boswell and Feliza Mirasol, “Sourcing Pharmaceutical Manufacturing from Offshore Facilities,” Chemical
Marketing Reporter, Oct. 25, 1999, p. 28.

§7 According 1o the Industrial Development Agency of Ireland (IDA), “over 120 overseas companies

employ 15,000 people and export $12 billion annually, making Ireland one of the largest exporters of
pharmaceuticals and fine chemicals in the world.”” Found at www. corporateinformation.com/iesector, retrieved Mar.
20, 2002,

% Sean Milme, “Europe in Contract Mode,” Chemical Marketing Reporter, July 19, 2000, p. FR11.
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Medical Goods

Figure 3-3
Medical goods: lmports, exports, trade balance and trade ratios, 1992-2002
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Source: Compiled by the U.S. International Trade Commission.

. The United States is the world’s largest producer and consumer of medical goods and maintained
a trade surplus in these products throughout the 1992-2002 period. However, after increasing every
year through 1997, when it reached its peak of $5.3 billion, the U.S. trade surplus declined gradually
each year from 1998 to 2001. The decline resulted as imports rose faster than exports when U.S.
companies increasingly moved assembly of high-volume but low-margin hospital supplies to several
Latin American countries to take advantage of lower wage rates.

. The U.S. surplus declined even more sharply in 2002, dropping by 56 percent to $1.8 billion. Some

reasons for the decline were a substantial slowdown in the growth of U.S. exports with the transfer
of the production of certain high-technology medical equipment to Europe by several major U.S.-
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headquartered firms and a general weakening of demand for medical goods in Europe and Japan.®’
The precipitous drop in 2002 resulted in a trade surplus that was substantially less than the surplus
the medical goods industry enjoyed in 1992.

. Despite the decline in the U.S. trade surplus by the end of the period, the increasing importance of
overall trade to the medical goods industry was reflected in generally rising imports-to-consumption
and exports-to-shipments ratios over the period. Contributing to the increased trade was a Uruguay
Round “zero-for-zero™ agreement for medical goods concluded during the period that eliminated
duties by the United States, the EU, Japan, and certain other important trading partners. Further, a
mutual recognition agreement signed by the United States and Europe in 1998 to facilitate the
certification of medical goods in one another’s markets also likely had a positive effect on overall
trade levels.

U.S. exports

. U.S. exports of medical goods increased every year during 1992-2002. Although Japan and the EU
were important U.S. markets throughout the period, the most rapid growth in U.8. exports was to
emerging East Asian markets. Sales to some of these markets declined in 1998 due to the 1997-98
Asian financial crisis, but rebounded by 1999.7° Exports, especially of medical parts and
components, also increased significantly to Mexico, the Dominican Republic, and Costa Rica as
U.S.-based firms engaged in offshore assembly with those countries to reduce costs.

. U.S. exports increased at an average annual rate of 8 percent during 1992-2001. However, in 2002
exports rose by less than 1 percent to $15.1 billion. The sluggish growth in 2002 was largely due to
declines in exports to traditionally important markets, including Japan, Canada, and several major
EU countries. Reasons for these declines included conscious efforts by governments in those
countries to reduce escalating healthcare costs in weakening economies by reducing expenditures
on advanced medical technology, an area of U.S. strength.™

. Another reason for the decline in U.S. export growth in 2002 was investment by leading U.S.-based
medical technology firms in European manufacturing facilities, particularly in Treland and
Switzerland. Over the past decade, the Irish Government implemented a series of national economic
programs designed among other things to increase labor force skills and to promote foreign
investment.” As a result of these efforts, Ireland has rapidly grown to become a leader in medical
device manufacturing.” Meanwhile, a marked increase in production of cardiac pacemakers in 2002

® SEC 10-K filings by Medtronic Inc. and Guidant Corp., 2002; and “Debut of MEDTEC Ireland Trade
Show to Bring World’s Leading Medical Suppliers to Galway, " Caron Communications News Relense, Apr, 9,
2001, p. 1, found at kitp.//’www.devicelink.com, retrieved Feb. 26, 2003.

" U.8. industry representatives, interviews by USITC staff, Sept. 16-20, 2002.

"' U.S. and Foreign Commercial Service (US&FCS), “Indusiry Sector Analysis: Japan: Medical Goods,”
and “Industry Sector Analysis: Germany: Medical Goods,” Market Research Reports, Jan, 22, 2002, p. 1; and
US&FCS, “Industry Sector Analysis: Canada: Medical Goods,” and “Industry Sector Analysis: France: Medical
Goods,” Market Research Reports, Aug. 22,2002, p. 3.

2 U.S. Central Intelligence Agency, “Ireland,” CI4 World Factbook 2002, found at http://cia gov, retrieved
Feb. 28, 2002.

™ “Medical Device Project to Bring 518 New Jobs to Clonmel,” Business Ireland, vol. 12, No. 3, Autumn
1998, p. 2; and U.S. industry representatives, interviews by USITC staff, Sept. 16-20, 2002.
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by a U.8.-based firm in Switzerland that exports to other European countries displaced a portion of
previous U.S. exports of such devices.”

Despite the overall slowdown in U.S. export growth in 2002, U.S. exports rose significantly to the
Netherlands, Ireland, and Mexico, each of which registered gains of at least 20 percent. Exports to
the Netherlands comprised U.S.-made radiological and other medical parts and components used by
Dutch firms in manufacturing medical imaging devices and other electromedical products, a core
Dutch strength. U.S. exports to Ireland to a large extent represented intracompany shipments of parts
and components by U.S.-based medical goods companies to their Irish manufacturing subsidiaries
for final assembly. Finally, U.S. exports to Mexico represented shipments of parts and components
from U.S. suppliers of large volume, price-sensitive, hospital products for final assembly.

U.S. imports

Although US. imports of medical goods also rose every year during 1992-2002, their growth
accelerated from 1998 through the end of the period, eventually leading to the declining U.S. surplus.
After increasing by 34 percent from 1992 to 1996, U.S. imports more than doubled from 1997-2002
to $13.2 billion.

At the beginning of the period, Japan and Germany wetre, by far, the leading suppliers of U.S.
imports of medical goods. However, by 2002, Mexico had surpassed both Japan and Germany as the
leading source of U.S. imports, as U.S.-based companies increased their use of offshore assembly
and contract manufacturing facilities in Mexico. Meanwhile Ireland, which had been an insignificant
factor in the supply of medical goods to the United States at the beginning of the period, passed
Japan to become the third leading source of U.S. imports as Ireland rapidly became a major
European leader in medical goods production.” Other countries that significantly increased their
exports to the United States over the decade included China, the Dominican Republic, and Costa
Rica. Products imported from these countries consisted primarily of high volume, price-sensitive
hospital products, such as intravenous and blood administration sets, assembled for large U.S.
hospital supply companies.

Christopher Johnson
(202) 205-3488
cjohnson@usite.gov,

" “Medtronic Burope: High-Tech, High-Touch Location,” reprinted by Medtronic with permission of Swiss

Plants Sites & Parks Magazine, Aug./Sept. 2000, pp. 1-5; 10-K filing by Medtronic Inc., 2002; and U.S. industry
representatives, telephone interviews by USITC staff, Sept. 16-20, 2002.

s “Medical Device Project to Bring 518 New Jobs,” p. 2; U.S. industry representatives, interviews by

USITC staff, Sept. 16-20, 2002; and U.S. Central Intelligence Agency, “Ireland.”

3-25



Wine and Certain Other Fermented Beverages

Figure 3-4
Wine and certain other fermented beverages: Imports, exports, trade balance, and trade
ratios, 1992-2002 '
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Note--Negative trade balance indicates a deficit. Positive trade balance indicates a surplus.

Source: Compiled by the U.S. International Trade Commission.

. U.S. trade in wine expanded rapidly during 1992-2002. U.S. exports more than doubled to $541
million, while imports surged to $2.7 billion, creating a $2.2 billion trade deficit in 2002 (Figure 3-
4). Two factors transformed the U.S. wine market during the decade. First, favorable reports on the
health benefits of moderate wine consumption contributed to an increase in U.S. demand that
reversed a trend of declining consumption during much of the 1980s. Second, strong income growth
during the 1990s, combined with demographic changes, including the aging of the baby-boom
generation, fostered interest and demand for higher quality and value wine. These factors led to
strong growth in the U.S. wine sector and spurred historical levels of U.S. wine imports.

3-26



. During 1992-2002, U.8. wine production rose by 83 percent to $7.7 billion. This growth in value
occurred as the U.S. wine industry continued to transform itself from producing primarily jug wine
made from such high yielding grapes as French Colombard and Thompson’s seedless to higher
quality production. During much of the period, there were substantial new plantings of lower yield
classic European vinifera grape varieties such as Cabernet Sauvignon, Chardonnay, and Merlot.
California, the source of roughly 90 percent of U.S. wine output, experienced the largest growth in
new vineyard plantings. Consequently, although the value of shipments nearly doubled, the volume
of U.S. production increased only moderately, averaging about 20 million hectoliters.”® However,
grape and wine prices declined during 2001-2002 reflecting an increase in wine grape supply (new
plantings) and weakness in the U.S. economy.

. During 1992-2002, the U.S. wine industry faced strong competition in its home market and foreign
markets from traditional EU wine producing giants —Italy, France, and Spain—and from fellow New
World Wine Producers (NWWP) Australia, Chile, New Zealand and others. Among NWWP
countries, trade was dominated by a handful of large corporations that marketed a limited number
of competitively priced branded products. These wines are generally varietal based, of consistent
quality, and designated by appellations of origin.” The significant rise of NWWP exports
(Australian wine exports rose by over 300 percent, Chile by over 500 percent)™ changed the
international wine trade landscape. Declining export market shares for traditional European suppliers
compelled the EU to restructure its wine agricultural policies to focus on wine quality, rather than

quantity.”
U.S. exports
. U.S. wine exports increased by 214 percent during 1992-2000, before leveling off in 2001-2002 at

over $500 million. The exports-to-shipments ratio reached 7 percent, up from 4 percent in 1992. U.S.
export markets were highly concentrated. The three leading markets, the EU, Canada, and Japan,
accounted for 88 percent of U.S. exports in 2002. The United Kingdom was the largest single market
by far, posting steady increases throughout the period as consumers increasingly selected imported
wine over domestically produced beer® (per capita wine consumption rose by 40 percent during the
decade).®" In 2002, the United Kingdom imported over one-third ($189 million) of total U.S. wine

% NTC Publications Ltd., Productschap Voor Gedistilleerde Dranken, World Drink Trends 2002.

77 Appellations of origin are geographic indications. In the United States and other NW WP countries,
appellations refer primarily to the geographic area where the wine grapes were sourced. In the EU, in addition to
geography, appellation of origin rules may also include limitations on the types of grapes that may be used, labeling
restrictions (the grape variety may not appear on the label), and production techniques.

8 USDA, FAS Global Agricultural Trade System using data from the United Nations Statistical Office.

” For example, in France, the bulk of production is dominated by hundreds of relatively small producers
and cooperatives that do not produce enough volume to compete with U.S. and Australian global branded products
in large U.S. and United Kingdom retail outlets. Moreover, these small producers are, in many cases, subject to
restrictive production and marketing requirements. EU producers not subject to traditional and restrictive appellation
of origin rules operate similarly to NWWP country producers and are among the most competitive international
suppliers. Examples include Ttalian producers of “Super Tuscan” wines in Tuscany and vintners in the Languedoc
region of Southern France.

* British beer consumption declined by 16 percent in per capita volume during the decade. World Drink
Trends 2002.

81 The United Kingdom has virtually no commercial wine-producing industry owing to its climate; imports
account for 99.9 percent of domestic wine consumption, USDA, FAS, United Kingdom Wine Marketing Annual
2002, Gain Report # UK202, Dec. 13, 2002.

3-27



exports.*? Canada and Japan also increased imports of U.S. wine, more than doubling purchases
during the period.

The trend towards quality wine has been the driving force behind the expansion of U.S. wine exports
during 1992-2002. Although U.S. wine is generally higher priced, on average, than similar products
from certain EU suppliers, Australia and Chile, U.S. producers (primarily California wineries that
accounted for 95 percent of U.S. exports) have been successful in differentiating their products
through building a reputation for high and consistent quality. For example, U.S. wines in the
premium categories, the over $7.50 per bottle range, are increasing their market share in the United
Kingdom and were the fastest growing segment of U.S. exports during 2001-2002.%

U.S. imports

The United States was the world’s fastest growing wine import market and the leading destination
for relatively high-valued bottled wine imports during 1992-2002 * U S. wine impaorts increased at
an average annual rate of 15 percent, posting the largest single year increase, nearly $500 million,
in 2002. Imports as a ratio of domestic consumption similarly increased, accounting for over one in
four bottles consumed. This can be attributed to strong income growth during the period and
aggressive marketing by foreign suppliers, particularly Australia, which experienced the largest
increase in shipments during the period.

U.S. imports of wine were also highly concentrated as $2.6 billion, or 93 percent of imports, in 2002
were provided by three suppliers, the EU (72 percent), Australia (17 percent), and Chile (5 percent).
During the 10-year period, the sources of U.S. wine imports began to shift; NWWP suppliers
Australia and Chile accounted for nearly one-quarter of the value of shipments in 2002 up from 7
percent in 1992, Morever, in 2002, Australia became the second-leading supplier by volume to the
U.S. market, eclipsing France. NW WP market share is expected to continue to increase as a result
of aggressive marketing and superior product placement.

George Serletis
(202) 205-3315
gserletis@usite.gov

32 Major United Kingdom supermarket chains are the dominant wine merchants in the United Kingdom,

accounting for almost 70 percent of nonbar or restaurant wine sales in 2001. These outlets require large volumes of
branded, consistent quality, products that can only be supplied by very large wineries. The United States and
Australia, with the world’s largest wine makers, are the leading wine suppliers to these retailers.

8 USDA, FAS, United Kingdom Wine Marketing Annual 2002, Gain Report # UK202, Dec. 13, 2002.
% Tn 2002, British wine imports totaled $2.6 billion, compared to $2.4 billion in U.S. wine imports.

However, the unit values of U.S. wine imports were double that of British imports. USDA, FAS Global Agricultural
Trade System using data from the United Nations Statistical Office.
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Motor Vehicles

Figure 3-5
Motor vehicles: lmports, exports, trade balance, and trade ratios, 1992-2002

S
Y okt

100 —i-me e e . —
| ek — ke — kA

Billion doltars

: | I i T ;
1992 1993 1994 1995 1996 1997 1988 1899 2000 2001 2002
Trade balance ——i— |mports ——  Exporis I
40 -
e e — 2k
&
T
Ry .
10 t i :“I'_l’w*ﬁ
5 e ———— ..
0 i i I | e

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

\ — «— - |mportsiconsumption ratio —— BExports/shipments ratio I
. T

Note--Negative trade balance indicates a deficit. Positive trade balance indicates a surplus.

Source: Compiled by the U.S. International Trade Commission.

. During the 1992-2002 period, passenger vehicles — passenger cars and light trucks —accounted for
approximately 97 percent of the production, sales, and trade in the U.S. motor vehicle sector, with
medium- and heavy-duty trucks and buses accounting for the remaining 3 percent.

. The U.S. motor vehicle-manufacturing industry is highly concentrated. Although the 1998 merger
of Chrysler and Daimler-Benz of Germany to form DaimlerChrysler reduced the number of U.S -
based passenger vehicle makers to two, the motor vehicle industry continued to become increasingly
global during the past decade, with the Big Three (GM, Ford, and the Chrysler division of
DaimlerChrysler) expanding linkages with foreign parmers. The increased incidence of international
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joint ventures and equity stakes has stimulated global motor vehicle trade through production
rationalization, a strategy whereby vehicle models are produced in a single or reduced number of
locations for distribution throughout a wide region. In addition, automakers will use production from
offshore partners to round out product offerings in certain markets.

The structure of the U.S. passenger vehicle market changed considerably during 1992-2002. Light
trucks — pickup trucks, minivans, and sport-utility vehicles (SUVs)—have set consecutive new sales
records every year since 1992;* the most recent sales record for passenger car sales was set in 1986.
In 2001, sales of light trucks surpassed sales of passenger cars for the first time. The Big Three
import a substantial number of light trucks from NAFTA partners Canada and Mexico.

U.S. market share for the Big Three eroded during the period. In 1992, Big Three brands claimed
72 percent of U.S. passenger vehicle sales, with imported passenger vehicles accounting for 19
percent of the market versus 9 percent for transplants.* By 2002, Big Three brands accounted for
63 percent of U S. passenger vehicle sales, with transplant share almost equal to that of imports, at
18 percent and 19 percent, respectively. Japan-based passenger vehicle makers increased their
manufacturing capacity in the United States during 1992-2002, and German automakers began auto
assembly in the United States during the period as well. Although U.8. imports from Japan grew
significantly throughout the period, the growth in U.S. market share by Japanese transplant
production indicates that imports might have grown even more in the absence of increased U.S.
production by the transplant companies.

During 1992-2002, the trade deficit with respect to motor vehicles increased every year except for
2001. The United States runs a persistent trade deficit largely due to the strategy of U.S. automakers
to manufacture overseas for local markets. Owingto its strong international presence, the U.S. motor
vehicle industry does not rely heavily on exports. Local production strategies have developed for a
variety of reasons, including significant trade barriers in foreign markets,*” lower wage rates in many
countries, and improved ability to respond to local consumer preferences. '

Tn 2002, the U.S. trade deficit in motor vehicles increased by $2.4 billion (2 percent) to $107.1
billion. Exports increased by $3.6 billion (16 percent) to $26.2 billion; however, this increase was
eclipsed by imports, which increased by $6.0 billion (5 percent) to $133.3 billion. The $2.2 billion
improvement in the deficit with Canada was surpassed by increased deficits with Japan ($3.0
billion), the United Kingdom ($1.4 billion), and Germany ($1.0 billion).

U.S. exports

The value of U.S. motor vehicle exports increased steadily during 1992-97, from $17.3 billion to
$24 .4 billion, before declining in 1998 and 1999. An increase in 2000 was followed by a decline in

% 2001 Ward's Mofor Vehicle Facts and Figures (Southfield, MI: Ward’s Communications, 2001), pp. 26-

% Transplant production refers to passenger vehicles assembled in the U.S. production facilities of foreign-

based automakers. Automotive News, Automotive News Market Data Book 1993 (Detroit: Crain Communications,
1993, pp. 19, 21, and 23.

¥ These barriers include tariffs, domestic content requirements, investment requirements, etc. For more

information on nontariff bartiers, for additional information see Office of Automotive Affairs, U.S. Department of
Commerce, “World Motor Vehicle Import Requirements,” Aug. 2001, found at
http:/Awww. ita. doc. govitd/auto/impreq htmi.
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2001 and a sharp increase in 2002. The value of U.S. motor vehicle exports in 2002 totaled $26.2
billion, a 52-percent increase over 1992 and an average annual increase of 4 percent.

During 1992-2002, Canada was the leading market for U.S. expoits of motor vehicles, accounting
for 48 percent of such exports in 1992, rising to 65 percent in 1999, and then declining slightly to
account for 59 percent in 2002. The U.S. and Canadian automotive industries are highly integrated
as aresult of the Automotive Products Trade Act of 965, which established a conditional free-trade
zone between the United States and Canada for motor vehicles and original equipment parts. This
integration has led to high volumes of two-way automotive trade, as U.S. automakers have long
considered the United States and Canada as one region for production planning purposes. The U.S.-
Canada Free-Trade Agreement and NAFTA furthered the integration of these two industries.

U.S. motor vehicle exports to Mexico grew from $213 million in 1992 to $3.7 billion in 2002, as the
gradual removal of Mexican import barriers under NAFTA prompted U.S. automakers and parts
producers to rationalize production by exporting to Mexico vehicles and parts that are more
efficiently produced in the United States or Canada. This rationalization has allowed U.S.
automakers and parts producers in Mexico to invest in modernizing their existing operations and
focus on core competencies to improve economies of scale and ultimately increase competitiveness.
U.S., Japanese, and European automakers and parts producers have in recent years invested
considerably in new and existing assembly plants throughout North America, which they view as
an integrated market and manufacturing base.*

The countries that ranked as other important export markets changed during the decade. At the
beginning of the period, Taiwan and Saudi Arabia were the second- and third-leading markets for
U.S. motor vehicle exports; they were replaced by Mexico and Germany by 2002. Japan, the fourth-
leading market in 1992, moved 1o the second-leading spot in 1994, U.S. motor vehicle exports 1o
Japan continued to increase until 1996, when they began a trend of annual declines, largely due to
depressed demand in the Japanese market. By 2002, Japan was the fifth-leading market for U.S.
motor vehicle exports.

U.S. exports to Germany declined during 1992-95, increased significantly in 1996, then fluctuated
around the 1996 level before rising significantly in 2001 and 2002. These changes coincide with the
establishment of U.S. production facilities by German automakers BMW and Mercedes-Benz in
1994 and 1997, respectively. During the latter part of the period, the two automakers introduced
production of SUVs that are exclusively assembled in the United States for sale in the United States
and for export to other markets, including Germany.

U.S. imports

The value of U.S. imports of motor vehicles increased every year during 1992-2002 except for a
small decline in 2001. Imports were valued at $60.3 billion in 1992, and reached $133.3 billion in
2002. The percentage change over the period was 121 percent, an 8-percent average annual increase.

During 1992-2002, Canada and Japan were the leading sources of U.S. imports of motor vehicles.
While Japan began the 10-year period as the leading supplier, Canada emerged in the lead position
in 1995 and remained there throughout the rest of the period. Local production by Japanese

% For additional information, see Deborah McNay and Laura Polly, "Mexico's Emergence as a Global

Automotive Production Center Drives Trade and Investment," Industry Trade and Technology Review, USITC
publication 3363, Oct. 2000, pp. 19-33.
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automakers displaced some motor vehicle imports from Japan, while the production rationalization
strategies of the Big Three led to increased imports of motor vehicles from Canada.” Together, the
two markets accounted for 79 percent of total U.S. motor vehicle imports in 1992; this percentage
dropped steadily during the next 10 years to reach 58 percent in 2002, largely attributable to
increased imports from Mexico and Germany, as well as from the United Kingdom and Korea.

. Mexico and Germany, and to a lesser extent, Korea and the United Kingdom grew in importance as
import sources during the period. Imports from Mexico increased largely as a result of NAFTA, and
German vehicles have gained in popularity in the U.S. market during the period. Quality
improvements and competitive pricing have helped Korean automakers, Hyundai Motor Co.Ltd. and
Kia Motors Corp., make significant inroads in the U.S. market in recent years, and U.S. imports of
a variety of vehicles assembled in the United Kingdom increased considerably, as these models have
expanded their market penetration.

Laura Polly
(202) 205-3408
polly@usitc.gov

% production rationalization is a strategy whereby vehicle models are produced in a single or reduced
number of locations for distribution throughout a wide region.
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CHAPTER 4
Agricultural Products

Alfred L. Dennis, Coordinator
(202) 205-3316
dennis@usitc.gov

Change in 2002 from 2001

U.S. trade surplus; Decreased by $4.8 billion (63 percent) to $2.8 billion
U.S. exports: Decreased by $1.8 billion (3 percent) to $58.3 billion
U.S. imports: Increased by $3.0 billion (6 percent) to $55.6 billion

Much of the reduction in the U.S. trade surplus in agriculture products was driven by significant
declines in U.S. exports of cigarettes, poultry, and cattle and beef (table 4-1). At the same time, imports of
some luxury food items such as wines, distilled spirits, chocolate, and bakery products rose.’

The largest shift in trade in agricultural products in 2002 was in cigarettes, which experienced an
export decline of $655 million (31 percent) to $1.5 billion (table 4-2). Although the quantity of U.S. cigarette
exports fell slightly, most of the reduction occurred because the major U.S. cigarette companies discounted
their prices to many of their foreign customers in 2002.7 Another trend driving down prices was a tendency
to use cheaper foreign leaf in U.S. cigarettes sold overseas. At the same time that the value of U.S. cigarette
exports has been steadily declining, U.S. cigarette imports have been steadily increasing, jumping 22 percent
in 2002 alone to $230 million. However, imported cigarettes accounted for less than one-half of one percent
of U.S. consumption.

Poultry exports declined sharply, down 23 percent, from $2.4 billion to $1.8 billion, as the largest
buyer of U.S. poultry meat, Russia, instituted a trade ban in March of 2002 based on alleged Russian
concerns about sanitary conditions at U.S. poultry plants. In spite of negotiations to lift the ban in 2002, trade
continued to be restricted as protective duties were added amid an investigation into losses suffered by
Russian poultry producers because of foreign competition. More recently, Russia has instituted quotas on
poultry imports.

U.S. wine imports increased by 18 percent, from $2.3 billion in 2001 to $2.7 billion in 2002.* Higher
imports from the three main suppliers, France, Italy, and Australia, as well as higher wine prices and higher
sales of premium wines, contributed to the trade shift. The quantity of wine imports from Australia surged
by 51 percent because of an exceptionally good year for wine production in Australia. The U.S. market for
relatively inexpensive wines, those selling for less than $6 a bottle, was soft, but the market for wines in the
$6 to $12 a bottle range was exceptionally strong, indicating a shift in consumer preference towards wines
in the high priced categories. For additional statistical detail on major import suppliers and export markets,
see table 4-5.

! For additional information, see “Wine and Certain Other Fermented Beverages™ and “Cut Flowers” in ch. 3.
2 Based on unit value of exports from official statistics of the U.S. Department of Commerce.
* For additional information, see “Wine” in ch. 3.
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Table 4-1

Agricultural products: U.S. experts of domestic merchandise, imports for consumption, and merchandise
trade balance, by selected countries and country groups, 2001 and 2002

Change, 2002 from 2001

Item 2001 2002 Absolute Percent
‘ Miltion dollars
LS. exports of domestic merchandise:

anada ... .. 8,694 9,121 426 4.9
MeXiCo . ... . e e e 7.64 7,534 -111 -1.5
dapan L e 11,342 10,416 -926 -8.2
ChINA . . i e e e 2101 2,128 27 13
KOTBa .. ... . e 3,085 3,085 é_} ( ?
Netherlands . ......... ... i 1,420 1,262 -1 -11.
Haly ... . e 71 666 -53 -7.3
France . ... e 450 477 28 6.2
Thailand .. ....... . .. .. .. 606 634 28 4.7
TaIWAN .. e e S50 2,101 -48 -2.3
Allother .. ... .. .. 21,899 20,921 978 -4.5

Total ... e 60,109 58,345 -1,764 29
T 7,290 6,96 =327 -45
OPEC . e 2,880 2,658 -222 -7
Latin America ... . ... ... ¢ it 12,119 12,133 14 A1

ERA e 2,687 B3 -57 -2.1
ASia . ... 23,912 22,636 -1,276 -5.3
Sub-Saharan Africa .. .. .. .. ... . . e 657 933 276 42.0
Centraland Eastern Europe . ...................... 263 227 -37 -13.9

U.S. imports of merchandise for consumption:

ANANA ... e 12,373 12,953 580 47
MeEXICO . .. .. e 6,157 6,378 221 386
JAPAN e e 441 461 21 47
o T 1,489 1,898 407 273

(o] - 230 254 24 104
Netherlands . .. ........ ... i i, 1,714 1,878 162 9.5
Haly . e 1,933 2,150 217 11.2
France . ... ... ... i i 2,014 2,260 245 12.2
Thailand ............. .. 2,155 1,514 -241 -11.2
Taiwan . ... ... e 371 306 -65 -17.4
Allother . .. .. . e 23,721 25,142 1,421 6.0

Total .o e 52,599 55,591 2,993 57
EU-15 e e e e 10,316 11,187 871 8.4
OPEG .. e 1,147 1,187 39 34
Latin America .........ov it viiireneroneraninenas 15,441 16,101 660 4.3

ERA . e 3,218 3,204 76 2.4
Asia ... 8,303 8,818 515 6.2
Sub-Saharan Africa . . ... .. ... ... ... .. ... 836 ¢H2 78 91
Central and Eastersn Europe . ........ ... ieia i 329 391 62 18.8

U.8. merchandise trade balance:
Canada ....... ... ... . ... . .. .l -3,679 -3,833 -154 -4.2
MeXiCO . . e 1,488 1,155 -333 -22.3
Japan .. 10,901 8,955 -946 -8.7
CRINA . . ... e 612 232 -380 -62.1

(o] T 2,855 2,831 -24 -0.8
Netherlands .. .. ... ... .. .. . i -294 -614 -319 -108.6
Haly ... -1.214 -1,484 -270 -22.2
France ... .. 1,565 -1,782 -218 -139
Thailand ... ... . -1,549 -1,280 269 174
TaWEN .. o e 1,779 1,795 16 0.9
Allother .. ... . e -1,823 -4,221 -2,399 -1316

Total .o e e 7.511 2,754 -4,757 -63.3
EU-1E e -3,027 -4,224 -1,197 -39.6
OPEC . 732 1,471 -261 -15.1
Latin America . ... ... i i -3,322 -3,968 -646 -19.4

ERA -530 -664 -133 -25.1
ASIa . L e e e s 15,610 13,818 -1.791 -11.5
Sub-Saharan Africa .. ............. ... ... oo e 179 21 200 (?
Central and Eastern Burope ... ... ccv e, -65 -164 -98 -150.

fmport values are based on customs value; export values are based on f.a.s. vatue, U.S. port of export.

3 ess than $500,000.
3.ess than 0.05 percent.

Note.—Calculations based on unrounded data. The countries shown are those with the largest total U.S. trade (U.S.

imports plus exports) in these products in 2002.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Table 4-2
Leading changes in U.S. exports and imports of agricultural products, 2001 and 2002

Change, 2002 from 2001

Sector/commodity 2001 2002 Absolute Percent
Million dollars
U.8. EXPORTS:
Increases:
Cereals (AGO30) ... ... .. .. . . .. 9,397 9,929 532 57
Animal or vegetable fats and oils (AG033) .......... 1,405 1,917 512 36.4
Decreases:
Cigarettes (AG045) . ...... ... ... ............. 2,118 1,463 6855 -30.9
Poultry (AGDOB) ... ... i 2,376 1,817 -559 -23.5
Cattle and beef (AG002) ........... ...y, 3,335 2,952 -382 -11.5
Animal feeds (AGO13) ... ... .. 4,508 4,189 -319 -7.1
Allother . .. ... ... .. . i, 36,971 36,077 -893 -2.4
TOTAL . e e 60,109 58,345 -1,764 -2.9
U.S. IMPORTS:
Increases:
Wine and certain other fermented beverages (AGD41) 2316 2,740 424 18.3
Cocoa, chocolate, and confectionery (AGO37) ....... 2,301 2,662 361 15.7
Decreases:
Swineand pork (AGO03)} ......... ... 1,129 1,026 -103 -8.1
Alfother ... ... ... .. . i, 46,852 49,162 2,310 4.9
TOTAL ... . i, 52,599 55,591 2,993 57

Note.-Calculations based on unrounded data.

Source: Compiled from official statistics of the U.S. Department of Commerce.

U.S. BILATERAL TRADE
Largest trade balance shifts in 2002 from 2001;

Japan: U.S. surplus decreased by $946 million (9 percent) to $10 billion
China: U.S. surplus decreased by $380 million (62 percent) to $232 million
Mexico: U.S. surplus decreased by $333 million (22 percent) to $1.2 hillion

In 2002, U.S. exports to Japan fell by 8 percent while U.S. imports from Japan increased by 5
percent. U.S, exports to China increased by 1.3 percent, but imports from China increased by 27 percent. U.S.
exports to Mexico fell 2 percent while imports from Mexico rose by 4 percent.

Japan purchased more U.S. agricultural products in 2002 than any other country and, because Japan
is a relatively small exporter of agricultural products, accounted for the bulk of the U.S. trade surplus in
agricultural products. U.S. exports to Japan fell from $11.3 billion in 2001 to $10.4 billion in 2002, a decline
of $926 million, much of which can be explained by declines in the value of shipments of beef and cigarettes.
Exports to Japan of U.S. cattle and beef fell by $559 million, from about $1.5 billion in 2001 to $975 million
in 2002, a decline of 36 percent, as Japanese consumers curtailed their consumption of both demestic and
imported beef because of fears of BSE* which was found in some Japanese beef. U.S. cigarette exports to
Japan fell from about $1.2 billion in 2001 to about $904 million, a decline of about $270 million in 2002,
or 23 percent, even though the quantity of cigarette exports to Japan rose slightly. Japan is by far the largest

* Bovine spongiform encephalopathy {commonly called BSE or mad cow disease).
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market for U.S. cigarette exports, accounting for about 62 percent of the value of U.S. cigarette exports in
2002. :

China is the fifth-largest buyer of U.S. agricultural exports after Japan, Canada, Mexico, and Korea.
It is the fifth-largest source of U.S. agricultural imports after Canada, Mexico, France, and Italy. Nearly one-
half of U.S. agricultural exports to China consists of oilseeds, mainly soybeans, with a value of about $890
million in 2002 and over $1 billion in 2001. U.S. soybean exports to China fell, in part because of the strong
U.S. dollar and in part becaunse of low prices for soybeans in 2002. The most important U.S. agricultural
import from China in 2002 was shellfish, which increased from $361 million in 2001 to $452 million in 2002. .
Fresh and frozen fish imports increased from $265 million in 2001 to $370 million in 2002, and, together
with shellfish, accounted for about 43 percent of the value of U.S. imports from China in 2002, U.S.
consumers bought more luxury food items in 2002 such as lobster, crab, and shrimp, and other seafood
products.

Mexico, which is the third-largest buyer of U.S. agricultural products, and the second largest supplier
of U.S. agricultural imports, exported slightly more and purchased slightly less from the United States in
2002, Frozen vegetables and beer were the principal U.S. imports from Mexico. Imports of frozen vegetables
rose slightly in 2002 to about $1.8 billion, while beer imports rose more substantially, from about $877
million in 2001 to over $1 billion in 2002. Total U.S. imports of beer rose by about 10 percent in 2002, nearly
40 percent of which came from Mexico.’ This was part of an ongoing trend of higher U.S. consumption of
luxury items such as imported beer in 2002,

Agricultural Products 5-year Review®
Change in 2002 from 1997

U.S. trade surplus: Decreased by $16.9 billion (86 percent) to $2.8 billion
U.S. exports: Decreased by $7.1 billion (11 percent) to $58.3 billion
U.S. imports: Increased by $9.7 billion (21 percent) to $55.6 billion

The U.S. trade balance for agricultural products declined substantially during 1997-2002, caused by
both an increase in imports and a decrease in exports (table 4-3). Imports rose at twice the rate that exports
declined. General factors affecting the balance during the period include low commeodity prices, ample
domestic and global supplies of bulk commodities, an expanding U.S. economy (which contributed to
increasing demand for agricultural products), a strong U.S. dollar, NAFTA tariff preferences, Japanese
economic stagnation, and the recovery of emerging Asian nations from financial difficulties. High-value
products increased in importance for both imports and exports, as opposed to traditional bulk commodities.

The largest absolute improvements in the balance of trade during 1997-2002 were registered by
coffee and tea ($2.2-billion reduction in the deficit) and sugar and other sweeteners ($365-million reduction
in the deficit) (table 4-4). The largest absolute erosions in the trade balance during the period were accounted
for by cigarettes {$3.1-billion reduction in the surplus) and oilseeds (§1.6-billion drop in the surplus,
although it improved since 1999). '

* At the end of 2001, imported beer represented 11 percent of the U.S. beer market, with the Mexigcan brand
“Corona Especial” the leading import, “The Next Beer War,” Modern Brewery Age, Mar. 25, 2002, p. 8.

% The analysis in this section is based mainly on data and other information obtained from the U.S, Department of
Commerce, the U.S. Department of Agriculture, the Food and Agriculture Organization of the United Nations, the
World Bank, and the International Monetary Fund.
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Table 4-3

Agricultural products {5-year review): U.S. exports of domestic merchandise, imports for consumption, and
merchandise trade balance, by selected countries and country groups, 1987 and 20021

Change, 2002 from 1997

Item 1897 2002 Absolute Percent
Million dollars
U.S. exports of domestic merchandise:
anada ... ... ... 7,224 9,121 1,896 26.3
Mexico . ... .. e e 367 7.534 2,167 40.4
Japan . e 13,426 10,416 -3,010 -22.4
China . .. 1.74 2.128 383 21.9
Korea ... e e 3,228 3,085 -144 -4.5
Netherlands . . ... ... ... ... ... .. ... .. .. ... .. 2,072 1,262 -810 -391
aly ... e 829 666 -163 -19.7
France .. ... ... . . .. ... 629 477 -151 -24.1
Thailand ... ... P 583 634 1 3.8
TaWaN ... e 2,801 2,101 -700 -25.0
Allather . . ... .. . . . . . e 27,579 20,921 -6,658 -24.1
Total .. e 65,485 58,345 -7,139 -10.9
EU-1G e 10,535 6,963 -3,572 -33.9
OPEC . 2,954 2,658 - -10.0
Latin America .. ... .. .. . 10,804 12,133 1,329 12.3
ER A e e 2,608 2,630 22 0.8
ASia . e 27,178 22,636 -4,542 -16.7
Sub-SaharanAfrica .. ........... ... . i, 756 33 177 234
Central and Eastern Europe .. ..................... 355 227 -128 -36.1
U.S. imports of merchandise for consumption:
anada ... ... e 9,345 12,953 3,608 38.6
MexXico ... ... e 4,825 378 1,653 322
JARDAN e e 458 451 4 0.8
China . . ... . e 1,009 1,896 888 88.0
KOrBa ... e e e 189 254 65 34.1
Nethedands . .......... .. ... ... . ... ... .. ... .... 1,267 1,876 609 48.1
aly ... s 549 2150 501 304
France ....... ... . .. . e 1,682 2,260 578 34.4
Thailand ..... ... .. .. .. .. .. .. 1,767 1.914 147 8.3
TaiWan ... e e 369 06 -63 -17.2
Allother . ... ... . e 23,282 25,142 1,860 8.0
Total e 45 842 55,581 9,750 21.3
EU-1G e 644 11,187 2,542 294
OPEC ... e 1,330 1,187 -143 -10.8
LatinAmerica ........... ... .. .. .. ... i, 15,651 16,101 450 2.9
ERA e 3,739 3,294 -445 -11.9
Asia . 7.332 8,818 1,485 20.3
Sub-Saharan Africa .. ....... ... . i 915 912 -3 -0.4
Central and Eastern Europe .. ..................... 228 391 162 71.0
U.8. merchandise trade balance:
anada ... ... e 2,121 -3,833 -1,712 ~80.7
Mexico . ... ... e 542 1,155 613 1131
JAPAN .. e 12,969 9,955 -3,014 -23.2
China . ... .. 737 232 -505 -68.5
o 3,039 2.831 -208 6,9
Netherlands . .......... ... ... . ... ... .. ......... 805 6514 -1.419 (‘r
Baly .. e -820 -1.484 -665 -81.
France .. ...... ... .. .. e -1,053 -1,782 -729 -69.3
Thailand . ... ... e -1.184 -1,280 -96 -8.1
TaiWaN ... e 2,432 1,795 -837 -26
Allother . ... ... . . . s 4297 -4.221 -8,519 {
Total .. ... 19,643 2,754 -16,889 -869
EU-15 ... e 1,891 -4.224 -6,114 (l
OPEC .. e 1,825 1,471 -153 -9
Latin America ............ . ... . ., -4.847 -3,968 879 18.1
BERA ... .. -1,131 -664 467 41.3
I L L e 19,845 13,818 -6,027 -30.4
Sub-Saharan Africa .. .. .. .. .. .. ... -159 180
Central and EasternEurope . ....................., 126 -164 -290

“Import values are based on customs value; export values are based on f.a.s. value, U.S. port of export,

2Not meaningful for purposes of comparison.

Note.—Calculations based on unrounded data. The countries shown are those with the largest total U.S. trade (U.S.

imports plus exports) in these products in 2002.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Table 4-4
Leading changes in U.S. exports and imports of agricultural products (S-year review), 1987 and 2002

Change, 2002 from 1897
Sectoricommadity 1997 2002 Absolute Percent
Million doftars

U.S. EXPORTS:
Increases:
Fresh or frozen fish (AGO06) .................... 1,609 1,947 338 21.0
Sauces, condiments, and soups (AG035) .......... 530 761 231 435
Swine and pork (AGO03) ... ... oLl 1,061 1,286 225 21.2
Decreases:
Cigarettes (AGD45) ... ... .. i 4,409 1,463 -2,946 -66.8
Cilseeds (AG032) ....... . v 7,567 5,790 -1,777 -23.5
Cereals (AGD30D} . ... .. ... i 11,105 9,929 -1,176 -10.6
Poultry (AGODB) ... ... i 2,515 1,817 -698 -27.8
AllOThEr . . e 36,687 35,351 -1,336 -36
TOTAL e e e e 65,485 58,345 -7.139 -10.9
U.S. IMPORTS:
Increases:
Cattle and beef (AGQ02) ... ... ... e 2,589 4,038 1,449 56.0
Shellfish (AGO09) ....... . coiimiiiiiiiians 4473 5,910 1,437 321
Distilled spirits (AGD42) . ....... ... ... 1,968 311 1,142 58.0
Malt beverages (AGO40) . ......... ... ... ..o 1,480 2,566 1,085 73.3
Wine and certain other fermented
beverages (AGO41) .. ... ... ...l 1,716 2,740 1,025 59.7
Decreases:
Coffee and tea (AGO28) ........ ... ... .. c.iiunn 4,071 1,942 -2,129 -52.3
Unmanufactured tobacco (AG043) ................ 1,089 716 -374 -34.3
Sugar and other sweeteners (AGQ12) ............. 1,321 961 -359 -27.2
Allother .. ... .. . . . . e 27.135 33,608 6,473 239
TOTAL . . e 45 842 55,501 9,750 21.3

Note.-Calculations based on unrounded data.

Source: Compiled from official statistics of the U.S. Department of Commerce.

U.S. imports

U.S. imports of agricultural products continued a long-term rise, reaching $55.6 billion in 2002 (see
table 4-3 ). The greatest absolute increase during the period was in imports of cattle and beef ($1.4 billion).
Most of this was accounted for by increased imports of beef from Canada, Australia, and New Zealand, and
live cattle from Canada and Mexico, as U.S. production was in a cyclical decline. Closely following was -
shellfish, imports of which increased by $1.4 billion during the period under review. Canada, Vietnam,
China, and India supplied most of the increase, which mainly consisted of shrimp and scailops. Limited
domestic supplies, increasing demand, and a strong U.S. economy across the period fueled the increase in
such imports. Alcoholic beverages (distilled spirits, malt beverages, and wine and certain other fermented
beverages) were another major component in the rise in U.S. imports during 1997-2002, registering an
increase of $3.3 billion. Major suppliers of this rise included the EU, Mexico, Australia, and Sweden,
Increasing demand, particularly for premium, imported brands, was aided by a strong U.S. economy during
the period.

Despite the overall rise in U.S. imports of agricultural products, substantial decreases in value were
registered by some product categories. U.S. imports of coffee and tea fell by $2.1 billion during 1997-2002,
primarily the result of global oversupply and falling prices. Mexico, Colombia, Brazil, and Guatemala
suffered the greatest declines. U.S. imports of unmanufactured tobacco fell by $374 million during the
period, mainly due to a fall in U.S. production of cigarettes caused by a drop in domestic demand and a shift
to overseas production in European export markets. Imports from Turkey and the Dominican Republic
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experienced the largest declines. U.S. imports of sugar fell $359 million during the period under review,
resulting from a contraction in the tariff rate quota for raw sugar in response to increased U.S. production.’
The Dominican Republic, the Philippines, Argentina, Brazil, and Australia accounted for the bulk of the
decline.

In general, U.S. imports of agricultural products rose from NAFTA sources, Australia, China, the
EU, and Chile, prompted by tariff preferences, exchange rates, and a strong U.S. economy. Imports fell from
Central and South American suppliers (not including Mexico), mainly the result of economic and social
problems in the supplying countries, low bulk commodity prices, and increased competition from Asian
SOUrces.

U.S. exports

U.S. exports of agricultural products declined irregularly during 1997-2002, by 11 percent, to $58.3
billion (see table 4-3). The greatest absolute declines in such exports occurred for cigarettes ($2.9 billion),
oilseeds ($1.8 billion), cereals ($1.2 billion), and poultry ($698 million). Cigarette exports fell as a result of
declining U.S. production, particularly as U.S. firms shifted to European production sites; static demand in
European markets; and price discounting in the Japanese market. Oilseed (mainly soybean) and cereal
{mainly wheat and corn) exports dropped in value mainly as a result of falling prices and ample global
supplies. Poultry exports (principally frozen chicken leg quarters) declined in value mainly as a result of a
drop in volume and prices in major export markets (Russia and Hong Kong) and a shift in volume to low-
price, nontraditional markets (Guatemala, Cuba, Georgia, Romania, and Turkey).

The largest absolute export increases during the period were accounted for by fresh or frozen fish
($338 million); sauces, condiments, and soups ($23 1 miilion); and swine and pork ($225 million). The rise
in fish exports was accounted for mainly by frozen Alaskan pollock fillets (mainly in block form), surimi
(fish paste) and roe; markets contributing the largest increases included Korea and the EU. Korea and the
EU are major fish processors and import U.S. products as raw materials to supplement limited domestic
supplies. Soups and broths accounted for the bulk of the increase in the sauces, condiments, and soups
category, with Mexico the primary growth market owing to rising demand. Pork carcasses and cuts accounted
for the greatest share of the rise in swine and pork exports; Japan was the primary market responsible for the
increase. Japanese consumers shifted consumption from beef to pork as a result of concerns regarding mad
cow disease.

U.S. exports of agricultural products generally shifted from traditional Asian markets (Japan, Korea,
Taiwan, Hong Kong) and Europe to Western Hemisphere and relatively new Asian markets (China, India,
Thailand, Vietnam), mainly because of the NAFTA, the Asian economic crisis, a prolonged Japanese
recession, robust emerging Asian economies, and increased competition from third-country suppliers in
traditional U.S. export markets.

Doﬁglas Newman
(202) 205-3328
newman(@usite.gov

? The United States maintains a tariff rate quota for imports of sugar and sugar-containing products. The quota
allocation for raw sugar, by far the largest category, declined by 47 percent between 1997-2002.
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Table 4-5

Agricultural products: U.S. trade for selected industryfcommodity_groups, 2001 and