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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.S.C. 1332(b)), the U.S. International Trade Commission (USITC) instituted in-
vestigation No. 332-345, Annual Reports on U.S. Trade Shifts in Selected Industries, for the
purpose of preparing annual trade shifts reports for a period of 3 years (covering trade in
1993-95). The current report format was developed by the USITC in response to Congres-
sional interest in establishing a systematic means of examining and reporting on the signifi-
cance of major trade shifts, by product and with leading U.S. trading partners, in the ser-
vices sector and in all 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
will publish two reports annually, one entitttd U.S. Trade Shifts in Selected Industries:
Merchandise (September 1995), and the second entitled U.S. Trade Shifts in Selected Indus-
tries: Services (April 1996). A separate report covering services trade was instituted in
order to provide more comprehensive coverage of U.S. trade performance and overall eco-
nomic competitiveness.

A significant amount of the work contained in this recurring report is basic research re-
quired to maintain a proficient level of trade expertise which the Commission has found
essential in its statutory investigations and in apprising its varied customer base of global
industry trends, regional developments, and competitive issues. The USITC is uniquely
qualified to maintain comparable import, export, trade balance, and industry profile data
(domestic consumption, production, employment, and import penetration) in recent 5-year
periods for the nearly 300 major industry/commodity groups examined in this report. This
capability is not replicated in the Government and reflects trade monitoring activity that is
essential to maintain the expertise that enables the USITC to respond quickly to diverse
inquiries from the public, the Congress, and other agencies.

The current report summarizes and provides brief analyses of the major trade shifts in 1994
occurring in industries/commodities, and with leading U.S. trading partners. This report also
includes summary trade information and basic statistical profiles of industry/commodity
groups.

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 inves-
tigation conducted under other statutory authority.
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The trade analysts of the U.S. International Trade
Commission (USITC) Office of Industries and other
offices routinely monitor trade developments in the
services sector and in all agricultural and manufac-
tured industries/ commodities as part of the USITC
mission. Trade monitoring at the major sector- and
industry/commodity-group levels is a facet of the
research and analysis undertaken by the Office of
Industries in conjunction with its responsibilities to
provide advice and technical information on indus-
try and trade issues. Trade monitoring enables the
USITC to better anticipate and address the issues of
concern in its various roles under U.S. trade stat-
utes.! This report, prepared annually, briefly ana-
lyzes significant merchandise trade shifts at the ma-
jor industry/commodity sector level, on a bilateral
basis, and at the industry/commodity group level in
more detail. This series is part of USITC’s recur-
ring reports that facilitate the development of core
competencies and expertise, and enables the Com-
mission to provide objective and in-depth analysis
to the public, the Congress, and other agencies re-
lated to emerging and complex trade and economic
issues.

This report does not analyze U.S. trade in services,
which, as noted in the Preface, is the subject of a
forthcoming USITC report. Thus, throughout this
report, references to trade balances represent only
U.S. balances in merchandise trade. However, to
put the U.S. merchandise trade deficit in perspec-
tive, during 1994, the United States recorded a
$59.5-billion trade surplus in private services,
which, when added to the $176.0-billion merchan-
dise trade deficit, reduced the total trade deficit to
$116.5 billion for the year.

1 These roles include determining whether U.S. industries

are materially injured by unfair imports, conducting studies on
the international competitiveness of U.S. industries, and advis-
ing the President and the Congress on the likely effects of
trade-policy changes and proposals.

CHAPTER 1
Introduction

Chapter 2 of the report summarizes U.S. merchan-
dise trade and exchange rate shifts that occurred in
1994, as compared to those of 1993. Coverage of
the merchandise sectors include data showing im-
port, export, and trade balance shifts by major in-
dustry/commodity sectors and shifts in trade with
major U.S. trading partners. In addition, a tabular
summary details the most significant industry/com-
modity group shifts that occurred within each of
the major industrial and agricultural sectors.?

Chapters 3 through 12 take up specific major indus-
trial and agricultural sectors, in a general overview
and in industry/commodity group specific analyses.
This report also discusses significant bilateral shifts
within each major sector in merchandise trade. A
statistical summary table of industry/commodity
groups follows each major sector analysis.

The report includes three appendixes. Appendix A
lists the specific industrial and agricultural com-
modity groups that the Commission monitors. Ap-
pendix B provides official and estimated data for
1990-94 on domestic consumption, production, em-
ployment, trade, and import penetration for the
nearly 300 industry/commodity groups covered in
this report. USITC international trade analysts
have estimated certain of these data, based on pri-
mary and secondary government and industry
sources. The estimated data are subject to change
either from future secondary sources or from the
detailed surveys the USITC often conducts in the
course of statutory investigations or other work.
Appendix C lists the political entities included in
the country groupings shown in many tables of this
report.

2 See chapter 3 of last year’s annual report for long-range
assessments of common factors affecting trends in selected
industry/commodity sectors. U.S. International Trade Com-
mission, U.S. Trade Shifts in Selected Industries: 1993 Annual
Repor: (Investigation No. 332-345), USITC publication 2805,
Sept. 1994.

1-1






CHAPTER 2

U.S. Merchandise Trade

The deficit in the U.S. merchandise trade balance
climbed by $40.4 billion in 1994, to $176.0 billion; well
above the $135.6 billion deficit recorded in 1993 (table
2-1 and figure 2-1). The deficit grew despite a significant
expansion in U.S. exports, which rose from $439.3
billion in 1993, to $481.9 billion in 1994, or by nearly 10
percent. Nevertheless, U.S. imports increased by more
than 14 percent to $657.9 billion in 1994, from $574.9
billion in 1993. The absolute increase of $83.0 billion in
U.S. imports was nearly twice that of U.S. exports, which
increased by $42.6 billion. This shift caused the ratio of
exports to total trade to decline from 43 to 42 percent
during 1993-94.

Factors affecting trade performance in 1994 included
increased consumer spending, which spurred both U.S.
production and imports; changes in interest rates;
investment and financial market developments; diverse
economic trends in global economies; and structural
impediments in key markets. The significant expansion
in the U.S. trade deficit during 1994 was led by
substantial increases in imports of motor vehicles and
parts, computers and computer peripheral equipment,
semiconductors, steel mill products, and unwrought
aluminum. Import growth in these sectors was
compounded by large reductions in U.S. exports of
precious metals, aircraft, cereals, and petroleum
products.

U.S. imports rose in every major industry/commodity
sector during 1994 (figure 2-2), with nearly
three-quarters of the annual increase being accounted for
by electronic products (up by $25.0 billion);
transportation equipment (up by $15.8 billion); minerals
and metals (up by $10.5 billion), and machinery (up by
$9.2 billion). Conversely, two industry/commodity
sectors, energy-related products and minerals and
metals, recorded export declines in 1994. Agricultural
products and chemicals and related products were the
only sectors in which there was improvement in the U.S.
balance of trade in 1994 ($2.0 billion and $1.3 billion,
respectively) and yearend surpluses ($20.3 billion and
$13.5 billion, respectively).

Within the electronic products sector, the principal
development driving increased import demand for these

Performance in 1994

products was a significant rise in consumer spending on
personal computers and peripheral equipment, which, in
turn, stimulated increased imports of semiconductor
devices that are incorporated in this equipment. U.S.
imports of computers, computer peripheral equipment,
and parts rose by $8.3 billion (22 percent) to $46.2 billion
in 1994, while imports of semiconductor devices climbed
by $6.6 billion (33 percent) to $26.0 billion. Similarly, in
the transportation equipment sector, strong consumer
demand for motor vehicles resulted in a $10.6 billion rise
(15 percent) in imports of this equipment to $79.2 billion
and an associated increase in imports of motor-vehicle
parts of $1.4 billion (10 percent) to $16.1 billion. With
respect to the minerals and metals sector, increased
economic activity in the U.S. automotive, construction,
and appliance industries strengthened demand for
imported steel mill products, which rose by $3.8 billion
(43 percent) to $12.4 billion, and for unwrought
aluminum, which swelled by $1.4 billion (52 percent) to
$4.2 billion. The major factors affecting import demand
for machinery sector products, imports of which rose by
$9.2 billion (21 percent) to $52.4 billion, were the
sustained growth of the U.S. automotive market and
lower interest rates, which boosted capital equipment
purchases and U.S. construction activity. As a result,
significant increases were recorded in 1994 for imports
of injection molds and molding equipment for rubber and
plastics, ignition wiring harnesses, automotive
air-conditioning equipment, and metal-cutting machine
tools and parts.

A number of important declines in U.S. exports of
domestic merchandise dampened an otherwise favorable
year for domestic shippers and acted to exacerbate the
trade balance impact of rising U.S. imports. The most
significant of these was a $3.4 billion (7-percent) drop in
U.S. exports of precious metals (primarily gold bullion)
to $28.6 billion in 1994, which was precipitated by
declines in speculative transfers of gold stocks from the
New York Federal Reserve Bank to accounts in European
central banks. Other major declines included a $2.1
billion (7-percent) decrease in exports of civil and
military aircraft to $28.6 billion, and $640 million (6 and
10 percent) reductions in both cereals and petroleum
products exports, respectively, to $10.1 billion and $6.0
billion in 1994.




Table 2-1

U.S. exports of domestic merchandise, imports for consumption, and merchandise trade balance, by major
industry/commodity sectors, 1993 and 19941

Change, 1994 from 1993
tem 1993 1994 Amount Percent
Million dollars
U.S. exports of domestic merchandise:
Agricultural products ........ ... .ciiiiiiiii e 50,824 55,350 4,526 8.9
Forest produCtS . . ... occviit i 20,739 22,386 1,647 7.9
Chemicals and related products ............ccocevvieea.nn. 49,833 57,188 7,355 14.8
Energy-relatedproducts .................coiiiiiiiiinn, 12,212 11,470 -742 6.1
Textilesandapparel .......c.coviiiiiiiiiiiiiiiiiiie 11,686 13,033 1,347 1.5
FOOtWear ... . i e et 604 646 42 7.0
Mineralsandmetals . ......... .. ittt 32,887 32,487 -400 -1.2
Machinery ....... ... e 44417 49,850 5,433 12.2
Transportation equipment . ..........ooeveiiiieinneneeeenen 98,505 104,249 5,745 58
Electronic products ............... e 94,056 109,177 15,120 16.1
Miscellaneous manufactures ....... [ 9,573 10,769 1,196 125
Special Provisions ...ttt 13,960 15,283 1,323 9.5
L3 = 439,295 481,887 42,592 9.7
U.S. imports for consumption:
Agricultural products ......... ...l 32,534 35,049 2,515 7.7
FOrest prodUCES . .. .. vveie it e it 21,394 24,037 ) 124
Chemicals and related products ..................cconeinnn. 37,596 43,683 6,087 16.2
Energy-relatedproducts ............. ..o, 56,098 57,344 1,246 2.2
Textilesandapparel ..ottt 42,750 46,574 3,824 8.9
Footwear ............. e ettt ee et 11,105 1,714 609 5.5
Mineralsandmetals . ........ ... ittt 46,246 56,778 10,532 22.8
Machinery ... ... it e 43,242 52,442 9,200 213
Transportationequipment . ........cooriviiiineiiiieeeanns 112,664 128,444 15,780 14.0
Electronic products .........c.coiiiiiiiiiiiiiiiiiiii e 120,682 145,656 24,974 20.7
Miscellaneous manufactures ...............coiviiiiiinn.. 32,643 35,346 2,7 8.3
SPeCIal PrOVISIONS .. ...iovuttiieienteaenaaaaneaannns 17,909 20,816 2,907 16.2
L | 574,863 657,885 83,020 14.4
U.S. merchandise trade balance:
Agricultural products ........ ... ciiiiiiiiii i 18,290 20,301 2,011 2)
FOreSt ProdUCES . . . ..o veeeteeeeieieeeererienenaennnnn -655 -1,651 -996 2)
Chemicalsand related products ...............cccvvieennnn. 12,237 13,505 1,268 2)
Energy-relatedproducts ...l -43,886 -45,874 -1,988 Q)
Textiesand apparel ... ........coeieiiiinenniiiieneaaanans -31,064 -33,541 -2,477 ()
FOOWEAL ..t e eeeeeieeeeeeeeaeeeaeaaneenneannnnes -10,501 -11,068 -567 ®
Mineralsandmetals . .....cooovniiini it -13,359 -24,291 -10,932 3
MaCHIMEIY &+ .\ teeeeeeeieeereeeeeeaeeeaeneeeennnnenes 1,175 -2,592 -3,767 gz)
Transportation eqQUIPMENt ... .. ...ovveennearnnrenennenenns -14,159 -24,195 -10,036 2)
Electronicproducts ....... ...ttt -26,626 -36,479 -9,853
Miscellaneous manufactures .............ccovuvuineaenn.n. -23,070 -24,577 -1,507 2)
Special provisions ......... ..ottt -3,949 -5,533 -1,584
L | S -135,568 -175,998 -40,428 - ®
1 Import values are based on Customs value; export values are based on f.a.s. value, U.S. port of export.
2 Not applicable.

Note.—Because of rounding, figures may not add to the totals shown.
Source: Compiled from official statistics of the U.S. Department of Commerce.
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Figure 2-1

U.S. merchandise trade with the world: Exports, imports, and trade balance, 1990-94
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Source: Compiled from official statistics of the U.S. Department of Commerce.

Structural impediments to the entry of U.S. goods to
markets in Japan and China continued to affect the U.S.
trade deficit with those partners in 1994. The bilateral
U.S. trade deficits with Japan of $66.5 billion and China
of $29.4 billion accounted for over half of the total U.S.
trade deficit in 1994 (table 2-2 and figure 2-3). Although
the U.S. trade deficit with Canada ($25.1 billion) nearly
matched the deficit with China, U.S. exports to Canada in
1994 were 81 percent as large as U.S. imports from
Canada. The comparable ratios for Japan and China were
only 43 percent and 24 percent, respectively.!

While most economies in Europe were in a state of mild
recovery in 1994, the U.S. economy was even stronger,
leading the growth in imports from the European Union
(EU) to exceed the rise in U.S. exports to the EU. Despite
the resulting $7.3 billion increase in the U.S. trade deficit
with the EU in 1994, U.S. exports to the EU were still 88
percent as large as U.S. imports.

The United States recorded falling trade balances with
each of its top 10 trading partners in 1994, except for the
Republic of Korea (Korea), where the trade deficit fell
from $2.6 billion to $2.0 billion, or by 22 percent (table
2-2). A contributing factor was Korea’s altered fiscal

1 See the writeups below on Japan and China for more
details on structural impediments to imports in those
markets.

policies designed to control inflation. These tight fiscal
policies had previously inhibited growth in the
construction and manufacturing sectors. In turn, the
reduced growth in GDP constricted U.S. exports. At
yearend, U.S. trade surpluses among the top 10 trading
partners were registered only with Mexico ($531
million) and the United Kingdom ($226 million) and
with the major trading blocs of Latin America ($2.3
billion) and Caribbean Basin Economic Recovery Act
(CBERA) countries ($1.6 billion).

In the first year since implementation of the North
American Free-Trade Agreement (NAFTA), Canada and
Mexico accounted for one-third ($28.2 billion) of the
total rise in U.S. imports and one-half ($20.6 billion) of
the growthin U.S. exports.2 Total U.S. trade with Canada
climbed by 15 percent, while trade with Mexico
increased by 24 percent in 1994. Although imports from
Japan expanded by $11.4 billion in 1994, the rate of
growth (from a very large base) was only 11 percent,
compared with the rise in imports from all sources that
year of 14 percent. Exhibiting much faster growth rates
were imports from Malaysia (32 percent), China (23
percent), Thailand (20 percent), and Singapore (20

2For a detailed treatment of the NAFTA first year of
operation, see USITC, Year in Trade 1994, USITC
publication 2894, July 1995, chapter 2.



Figure 2-2
U.S. exports of domestic merchandise, imports for consumption, and merchandise trade
balance, by major commodity sectors, 1993 and 1994
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Source: Compiled by the staff of the U.S. Intemational Trade Commission (USITC) 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, 1993 and 19941

Change, 1994 from 1993
tem 1993 1994 Amount Percent
Million dollars
U.S. exports of domestic merchandise:
[0 £ V- - U 91,866 103,643 1,777 12.8
=1 - T T 46,045 51,061 5,016 10.9
Y = oY o Y 40,265 49,136 8,871 22.0
GeIMANY . ...ivennneiiunerineaneenseesronneannsennaanns 17,947 18,181 234 1.3
United Kingdom ........oiiiiiiiiiiiiiii i 24,497 24,755 258 1.1
(031112 - TP 8,619 9,178 559 6.5
TRIWEAN .« o eottintiaaneaeanesaneanecaneaneansrranaannaens 15,585 16,240 655 42
|20 (== g 14,359 17,499 3,141 219
|27 = 13 o= S 12,463 12,731 269 2.2
Singapore ..........ccc..iiiaann et 10,655 11,714 1,059 9.9
- V1= 27 N 156,994 167,749 10,756 6.9
<3 7= | RSO S 439,295 481,887 42,592 9.7
=10 - N 91,245 96,538 5,293 5.8
(0] = = oA e 20,046 18,575 -1,472 -7.3
(U201 oI V1 0= 1 (- AN 75,307 88,654 13,348 177
CBERA ... ittt ittt aaea 11,942 12,822 880 7.4
AsianPacific RimM .....c.iiiiiii it ii i 125,665 140,318 14,652 1.7
................................................. 26,574 29,856 3,282 12.3
EaSteM EUIOPE . - . . vt vetiiiiaiean e 1,999 1,660 -339 -16.9
U.S. imports for consumption
(07T 7=V« -\ 110,482 128,753 18,271 16.5
B -1 1 T R 106,162 117,632 11,369 10.7
MEXICO - e teenneeeeeanasananacennssnneansessnennnss 38,668 48,605 9,938 257
GEITNANY .. .veeeenenentntanenenennanaeaaeatssosnensns 28,103 31,566 3,463 123
United Kingdom ........coiiiiiiiiiiiiiiiiieieannns 21,303 24,529 3,226 151
China ........... 31,425 38,572 7,147 22.7 -
iwan ...... 26,586 1,605 6.4
....... 19,547 2,561 151
.................... 16,299 1,345 9.0
15,287 2,543 20.0
190,609 21,555 12.8
657,885 83,022 144
109,134 12,617 131
33,281 525 1.6
86,323 13,663 18.8
11,200 1,106 11.0
258,744 31,068 136
51,614 9,612 229
1,983 441 28.6
-25,110 -6,494 ®
-66,470 -6,353 ()
531 -1,067 ®
-13,385 -3,229
226 -2,968 ®
29,385 -6,589 @)
-10,345 -950 ®
-2,048 580 ®
-3,567 -1,076 (®
E e 1 S -2,089 -3,573 -1,484 )
ALOHNEr ittt et e e ee i eanaaanaaannees -12,060 -22,860 -10,800 )
B (<~ AN -135,568 -175,997 -40,429 ®
[0 - -5,272 -12,596 -7,324 ®
Lo = = P -12,709 14,706 -1,997 ®
Latin AMEMCA «.vieviereenneerencrsnneennnaanesnennns 2,646 2,331 -315 ®
CBERA ...ttt ettt 1,848 1,622 -226 6
ASIAN PACHIC RIM « .- e e voveeeeneeeeeanaeeeeaeaenaeenns -102,010 -118,426 -16,416 )
ASEAN . oottt et -15,428 21,758 -6,330 ®
EaSteM BUIODE . . .o v eeveeeeenae e eennaeneaeaaeaeens 457 -323 -780 ®

1 import values are based on Customs value; export values are based on f.a.s. value, U.S. port of export.
2 Not meaningful for purposes of comparison.

Note.—Because of rounding, figures may not add to the totals shown. The countries shown are those with the largest total U.S. trade
(U.S. imports plus exports) in these products in 1994.

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




Figure 2-3
U.S. exports of domestic merchandise, imports for consumption, and merchandise trade
balance, by major trading partners, 1993 and 1994
Exports
Billion dollars
140

120
100
80
60
40
20

Canada Japan Mexico Germany United China Taiwan Latin Asian
Kingdom America .Pacific Rim

Imports
Billion dollars
280
260

240
220

20
0 ;
Canada Japan Mexico Germany United China Taiwan Latin Asian
Kingdom America  Pacific Rim
Trade Balance
Billion dollars |
20
0
-20
-40
~60 |
-80
-100
-120 - - - - - -
Canada Japan Mexico Germany United China Taiwan Latin Asian
Kingdom America  Pacific Rim

Source: Compiled by the staff of the U.S. Intenational Trade Commission (USITC) from official statistics of the
U.S. Department of Commerce.

2-6




percent). The combined $14.8 billion increase from these
four Asian suppliers accounted for 18 percent of the total
rise in U.S. imports in 1994. The growth in imports from
these countries was concentrated in labor-intensive
electronic products as high relative labor costs in Japan,
Korea, Taiwan, and Hong Kong encouraged new
investment to seek nearby locations with lower
production costs.

In absolute terms, Japan was the fastest growing market
for U.S. exports outside of North America in 1994; as
U.S. exports expanded by $5.0 billion. In percentage
terms, the 10.9-percent increase in exports to Japan was
fractionally higher than the 9.7-percent rise to all
markets. Due to economic reforms in Brazil that
liberalized foreign access to that domestic market, U.S.
exports to Brazil increased by one-third ($1.9 billion) in
1994. Also, concurrent with economic recovery in
Europe, U.S. exports to Belgium, a major distribution
point for the rest of Europe, rose by 24 percent ($1.9
billion). Finally, U.S. exports to Korea rose by 22 percent
($3.1 billion), following the relaxing of fiscal policies
and investment regulations in that country that had
previously been implemented to curb inflation.

Furthermore, U.S. exports to Japan and China have been
limited by the small degree to which U.S. firms have
developed relationships with manufacturers in these two
countries. This contrasts sharply with the extensive
relationships that U.S. producers have developed with
manufacturers in Canada and Mexico, especially in the
fields of automobiles, auto parts, computers and other
office equipment, and electronic components and
assemblies. Consequently, intra-industry trade is much
more prevalent between the United States and its NAFTA
partners within these categories than it is between the
United States and its Asian Pacific Rim partners. A large
portion of the components used by Canadian and
Mexican producers in these sectors (often subsidiaries of
U.S. companies) comes from the United States and is
reflected in expanding two-way trade between the United
States and its NAFTA partners. Comparable industries in
Japan and China tend to use parts made domestically or
elsewhere in Asia.3

The significant shifts in the merchandise trade balance
position of the United States with its major trading
partners are noted in table 2-3, and discussed at greater
length later in this chapter. When viewed in the context of
the gross domestic product (GDP) of the United States
(table 2-3), the total U.S. merchandise trade deficit was
equal to 2.6 percent of the nominal U.S. GDP in 1994,
and the bilateral deficit with Japan represented 1.0
percent of nominal U.S. GDP in 1994. Figure 2-4

3 For example, U.S.-made components account for about
half of the total value of motor vehicles and parts imported
from Mexico and for one-quarter of such imports from
Canada. By contrast, U.S. parts account for only 1 percent
of the value of motor vehicles imported from Japar, Korea,
and Germany.

indicates the leading U.S. exports to major markets in
1994, and figure 2-5 shows the leading U.S. imports from
major sources in 1994.

Exchange Rate Shifts

Theoretically, the “market” or “nominal” exchange rate
between two freely convertible currencies is determined
by the supply of and demand for each currency in the
market, which reflects the supply of and demand for
goods, services, and assets.* The “real” exchange rate is
derived from the nominal rate with an adjustment for
inflation.

Movements in exchange rates may, in turn, affect trade
between countries through their effects on prices. In
general, depreciation of the dollar may reduce the price
foreigners pay for U.S. exports, thereby increasing the
quantity of exports demanded, and increase the price of
imports for U.S. consumers, thereby reducing the
quantity of imports demanded. This change in the
relative price of exports and imports may lead to changes
in the trade balance after a time lag to allow for price and
market adjustments.

Since the early 1980s, the United States has had sizable
deficits in its overall current account and merchandise
trade balances. These sustained deficits have been offset
by net exports of financial assets because the rest of the
world has been willing to purchase financial assets from
the United States. The willingness of foreigners to
purchase and hold U.S. financial assets has supported the
dollar at a higher level than it would have been without
these capital flows. Although interest rates in the United
States rose moderately, the interest rates in some major
developed countries were still higher than those of the
United States in 1994. Relatively lower U.S. interest
rates probably reduced foreign demand for U.S. financial
assets and, to some extent, weakened demand for the
dollar. '

In the view of Federal Reserve Board Chairman Alan
Greenspan, the U.S. Federal budget deficits experienced
by the U.S. economy have been another factor adversely
effecting the foreign exchange value of the dollar.> The

4 The terms market rate and nominal rate are used
interchangeably in this section. The term market rate refers
only to the spot market rate.

5 Alan Greenspan, Chairman of the Board of Governors
of the Federal Reserve System, statement before the
Committee on the Budget, U.S. House of Representatives,

-Mar. 8, 1995, Federal Reserve Bulletin, vol. 81, No. 5 (May

1995), pp. 422-424, and Keith Bradsher, “Greenspan 