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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 congressio-
nal 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 entitled Shifts in U.S. Merchandise Trade and the second
entitled U.S. Trade Shifts in Selected Industries: Services. A separate report covering ser-
vices trade was instituted in order to provide more comprehensive coverage of U.S. trade
performance and overall economic 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 that the Commission has found
essential in its statutory investigations and in apprising its varied customer base of global
industry trends, regional developments, and competition issues. The information compiled in
this report, such as import, export, trade balance, and industry profile data (domestic con-
sumption, production, employment, and import penetration) for nearly 300 major industry/
commodity groups, is not replicated elsewhere in the Government.

The current report briefly summarizes and analyzes the major trade shifts that occurred in
1995 in terms of both industries/commodities and the leading U.S. trading partners. This
report also summarizes trade information and profiles basic statistics 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 or the Commission) Office of
Industries routinely monitor trade developments in
all agricultural and manufacturing industries, and in
the services sector, 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 industry and
trade issues. Trade monitoring enables the USITC
to better anticipate and address the issues of con-
cern in its various roles under U.S. trade statutes.!
This report, prepared annually, briefly analyzes sig-
nificant merchandise trade shifts on an aggregate
basis at the major industry/commodity-sector level,
on a bilateral basis, and at the industry/commodity-
group level in greater detail. This series is part of
the Commission’s recurring reports that facilitate
the development of core competencies and exper-
tise, and enable the Commission to provide objec-
tive and in-depth analysis to the Congress, the
public, and other agencies related to emerging and
complex trade and economic issues.

This report does not analyze U.S. trade shifts in
services, which as noted in the Preface, is the sub-
ject of a complementary USITC annual report.2
Thus, throughout this report, references to trade
balances represent only U.S. balances in merchan-
dise trade. However, in assessing the U.S. merchan-
dise trade deficit in 1995, it is important to note
that the United States recorded a $62.3 billion trade
surplus in private services, which, when added to
the $193.2 billion merchandise trade deficit, re-
duced the total trade deficit to $130.9 billion for
the year.

I 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.

2 The report on services, U.S. International Trade Com-
mission, U.S. Trade Shifts in Selected Industries: Services
(investigation No. 332-345), USITC publication 2969, June
1996, covered 1993-94 data. The report assessing 1994-95
data will be issued in April 1997.

CHAPTER 1
Introduction

Chapter 2 of the report summarizes U.S. merchan-
dise trade and exchange rate shifts that occurred in
1995, as compared with those in 1994. Coverage of
the individual merchandise sectors include data
showing import, export, and trade balance shifts by
major industry/commodity sectors and shifts in
trade with major U.S. trading partners. In addition,
a tabular summary details the most significant in-
dustry/commodity group shifts that occurred within
each3 of the major industrial and agricultural sec-
tors.

Chapters 3 through 12 take up specific major indus-
trial and agricultural sectors, with each chapter pro-
viding both a general sector overview and specific
analyses of industry/commodity groups. This report
also discusses significant bilateral shifts within each
major sector in merchandise trade. A statistical
summary table of industry/commodity groups fol-
lows 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
1991-95 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 primary
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.

3 See chapter 3 of the 1993 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
Report (investigation No. 332-345), USITC publication 2805,
Sept. 1994.
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CHAPTER 2

U.S. Merchandise Trade Performance In

The U.S. merchandise trade deficit climbed by
$17.2 billion (10 percent) in 1995 to $193.2 bil-
lion, moderately above the $176.0 billion deficit re-
corded in 1994 (table 2-1 and figure 2-1). However,
this increase was notably less than the $40.4 billion
(30-percent) increase in the deficit recorded in
1994. The deficit grew despite a significant expan-
sion in U.S. exports, which rose from $481.9 bil-
lion in 1994 to $546.5 billion in 1995, or by 13
percent. Nevertheless, U.S. imports increased even
more, by 12 percent to $739.7 billion in 1995,
from $657.9 billion in 1994.1 The absolute increase
of $81.8 billion in U.S. imports was 27 percent
larger than that of U.S. exports, which increased by
$64.6 billion. Nonetheless, the ratio of exports to
total trade remained unchanged at 42 percent dur-
ing 1994-95.

Factors affecting U.S. trade performance in 1995
included increased consumer spending, which
spurred both U.S. production and imports; changes
in the relative level of interest rates between the
United States and its trading partners; investment
and financial market developments; diverse eco-
nomic trends in global economies; and structural
impediments in key markets. The expansion in the
U.S. trade deficit during 1995 was led by substan-
tial increases in imports of semiconductors, comput-
ers and computer peripheral equipment, motor ve-
hicles, crude petroleum, and wood pulp and waste-
paper. The trade deficit was further compounded by
a large reduction in U.S. exports of aircraft. In-
creased U.S. exports in certain industry/commodity
groups mitigated the widening of the deficit. These
groups included computers and computer peripheral
equipment, semiconductors, cereals (mostly corn
and wheat), wood pulp and wastepaper, certain

1 Both the amount and rate of the increase in U.S. exports
in 1995 exceeded those for 1994, as compared with 1993,
when exports increased by $42.6 billion (10 percent). In con-
trast, both the amount and rate of increase in U.S. imports in
1994 were larger than those in 1995, as imports rose by $83.0
billion (14 percent) in 1994.

1995

machinery, miscellaneous organic chemicals, steel
mill products, motor-vehicle parts, various instru-
ments, and telecommunications equipment.

U.S. imports rose in every major industry/commod-
ity sector during 1995 (figure 2-2), with three-quar-
ters of the annual increase accounted for by elec-
tronic products (up by $31.4 billion, or 22 percent);
chemicals and related products (up by $8.8 billion,
or 20 percent); machinery (up by $7.8 billion, or
15 percent); transportation equipment (up by $7.2
billion, or 6 percent); and minerals and metals (up
by $6.2 billion, or 11 percent). Meanwhile, U.S.
exports grew in all major sectors except transporta-
tion equipment, which recorded an export decline
of $231 million (0.2 percent) in 1995. Agricultural
products, chemicals and related products, and min-
erals and metals were the only major sectors in
which there was improvement in the U.S. balance
of trade in 1995 ($7.3 billion, or 36 percent; $1.5
billion, or 11 percent; and $618 million, or 3 per-
cent, respectively). For agriculture and chemicals,
the yearend surplus rose to $27.6 billion and $15.0
billion, respectively. For minerals and metals, the
yearend deficit narrowed to $23.7 billion; this was
a significant turnaround from 1994, when the defi-
cit expanded by $10.9 billion (82 percent).

The principal factor driving increased import de-
mand for products within the electronic products
sector was continued strong consumer spending on
personal computers and peripheral equipment. This
in turn, stimulated increased imports of semicon-
ductor devices incorporated in this equipment. U.S.
imports of semiconductor devices climbed by $13.1
billion (51 percent) to $39.2 billion, while imports
of computers, computer peripheral equipment, and
parts increased by $10. 1 billion (22 percent) to
$56.3 billion in 1995. Similarly, in the transporta-
tion equipment sector, strong consumer demand for
motor vehicles resulted in a $5.1 billion rise (7 per-
cent) in imports to $84.4 billion and an associated
increase in imports of internal combustion piston
engines of $965 million (13 percent) to $8.4 bil-
lion.



Table 2-1

U.S. exports of domestic merchandise, imports for consumption, and merchandise trade balance, by major
industry/commodity sectors, 1994 and 19951

Change, 1995 from 1994

Item 1994 1995 Amount Percent
Million dollars
U.S. exports of domestic merchandise:
Agricultural products ........ ..o e 55,350 65,431 10,081 18.2
Forestproducts .........ovviiiiiiiiii i e 22,386 27,461 5,075 22.7
Chemicals and related products ...................ccoonut. 57,188 67,463 ) 10,275 18.0
Energy-relatedproducts ............. ... ... o 11,470 12,842 1,373 12.0
Textilesandapparel ..ot e 13,033 15,123 2,089 16.0
Footwear ...t 646 671 25 3.8
Mineralsandmetals ............ ..., 32,487 39,350 6,863 211
Machinery ..... ... i 49,844 57,049 7,206 14.5
Transportation equipment ...ttt 104,255 104,025 -231 -0.2
Electronic products ........... ...l 109,176 129,529 20,352 18.6
Miscellaneous manufactures ................ ... ... ... 10,769 11,300 532 49
Special provisions ............ e 15,283 16,221 938 6.1
Total L. 481,887 546,465 64,578 13.4
U.S. imports for consumption:
Agricultural products . ... ... oo e e 35,049 37,807 2,757 7.9
Forestproducts ........ ... 24,037 29,155 5,117 213
Chemicals and related products ........................... 43,683 52,452 8,769 20.1
Energy-relatedproducts ................ ..o 57,344 60,336 2,993 5.2
Textilesandapparel ........ ..ot 46,574 50,201 3,627 7.8
Footwear ... ... ... 11,714 12,095 381 3.3
Mineralsandmetals ............................... .. 56,778 63,024 6,245 11.0
Machinery ..........ciiiiiiiiiiiiiii i, .. 52,440 60,220 7,781 14.8
Transportation equipment ..............ciiiiiiiiiiiini.n. 128,446 135,608 7,163 5.6
Electronic products ........... ... o i 145,657 177,060 31,402 21.6
Miscellaneous manufactures ................ ... ... ...... 35,346 38,583 3,237 9.2
Special Provisions ..........oiiiiii i 20,816 23,120 ) 2,304 1.1
Total ... e e 657,885 739,660 81,776 124
U.S. merchandise trade balance:
Agricultural products . ......... i e 20,301 27,625 7,324 36.1
Forestproducts .. ... -1,652 -1,694 -42 -2.5
Chemicals and related products ....................coouut. 13,505 15,011 1,506 11.2
Energy-related products ............ ...t .. -45,874 -47,494 -1,620 -3.5
Textilesandapparel ....... ... -33,541 -35,078 -1,537 -4.6
Footwear ................... e e -11,068 -11,424 -357 -3.2
Mineralsandmetals ...l -24,292 -23,674 618 25
Machinery ... -2,596 -3,171 -575 -22.41
Transportation equipment ....... ..., -24,190 -31,583 -7,393 -30.6
Electronicproducts ........... ... -36,481 -47,531 -11,050 -30.3
Miscellaneous manufactures ................... ... ... -24,577 -27,283 -2,705 -11.0
Special provisions . ...t -5,5633 -6,899 -1,366 -24.6
Total .o e e -175,997 -193,195 -17,198 -9.8

1 Import values are based on Customs value; export values are based on f.a.s value, U.S. port of export.
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, 1991-95
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Source: Compiled from official statistics of the U.S. Department of Commerce.

With regard to the chemicals and related products
sector, increased economic growth, especially in
U.S. manufacturing, led to substantially higher im-
ports of certain organic chemicals and related prod-
ucts, pharmaceuticals, and plastics and rubber. U.S.
imports of general organic chemicals grew by $2.1
billion (26 percent) to $9.9 billion, pharmaceuticals
increased by $1.7 billion (24 percent) to $8.7 bil-
lion, raw materials for plastics and rubber rose by
$1.6 billion (32 percent) to $6.4 billion, and fin-
ished or semifabricated products of plastics and
rubber expanded by $1.3 billion (11 percent) to
$13.0 billion.

The major factor affecting import demand for ma-
chinery-sector products in 1995 was the continued
expansion of the U.S. automotive market, which in
conjunction with sustained low interest rates bol-
stered capital equipment purchases and U.S.
construction activity. As a result, U.S. imports of
certain industrial machinery and parts, especially
elevators, cranes, hoists, casting machines, semicon-
ductor manufacturing equipment, and parts for such
machinery, expanded by $1.6 billion (20 percent) to
$9.7 billion; low-voltage lamp ballasts, power sup-
plies, transformers, and inductors increased by $824

million (30 percent) to $3.5 billion; electric dis-
charge machines and related metal-cutting machine
tools and parts grew by $777 million (28 percent)
to $3.5 billion; and ignition wiring harnesses for
motor vehicles rose by $588 million (12 percent) to
$ 5.4 billion. '

With respect to the minerals and metals sector,
higher average unit prices accounted for nearly all
the increased U.S. imports of certain base metals
and chemical elements (primarily nickel, cobalt,
and tin) and copper and related articles. The former
increased by $816 million (47 percent) to $2.5 bil-
lion, and the latter rose by $746 million (28 per-
cent) to $3.4 billion. Use of gold and platinum-
group metals as industrial and automotive catalysts
strengthened demand for certain precious metals
and related articles, which rose by $643 million (16
percent) to $4.7 billion. Although U.S. imports of
aluminum mill products increased from nearly all
major country suppliers, the largest increase oc-
curred primarily in certain lower unit-value prod-
ucts from Russia. Imports of aluminum products
from all sources increased by $602 million (42 per-
cent) to $2.0 billion.



Figure 2-2
U.S. exports of domestic merchandise, imports for consumption, and merchandise trade
balance, by major commodity sectors, 1994 and 1995
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Source: Compiled by the staff of the U.S. International Trade Commission (USITC) from official statistics of the
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Only one significant decline in U.S. exports of do-
mestic merchandise dampened an otherwise favor-
able year for domestic shippers and acted to exac-
erbate the trade balance impact of rising U.S.
imports. Overall U.S. exports of aircraft, spacecraft,
and related equipment dropped by $4.7 billion
(17 percent) to $23.8 billion in 1995, which was
largely attributable to the financial difficulties of
foreign air carriers. This development was led by a
$5.7 billion (38-percent) decrease in U.S. exports of
new large civil aircraft to $10.6 billion.2

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 19953
The bilateral U.S. trade deficits with Japan of $61.4
billion, by far the largest with any country, and
China of $33.8 billion accounted for nearly half of
the total U.S. trade deficit in 1995 (table 2-2 and
figure 2-3). Although the U.S. trade deficit with
Canada ($31.6 billion) nearly matched the deficit
with China, U.S. exports to Canada in 1995 were
78 percent as large as U.S. imports from Canada.
The comparable ratios for Japan and China were
only 50 percent and 26 percent, respectively.*

The U.S. economy grew in 1995 at a less rapid
rate than in 1994, while many economies in Europe
were in a state of accelerating recovery, causing the
growth in U.S. exports to the European Union (EU)
to exceed the rise in imports from the EU. This
resulted in a $1.8 billion (11-percent) decrease in
the U.S. trade deficit with the EU, to $14.5 billion
in 1995. Further, U.S. exports to the EU were 89
percent as large as U.S. imports from this region.

The United States recorded expanding trade deficits
with each of its top 10 trading partners in 1995,
except for Japan, Korea, and France. The trade def-
icit with Japan fell from $66.5 billion to $61.4 bil-
lion, or by 8 percent ($5.0 billion) (table 2-2). U.S.
exports to Japan increased because of a small in-
crease in the rate of growth in Japan, the strength
of the yen, the U.S.-Japan Auto Agreement within
the Framework talks,® implementation of past mar-

2 The next three largest U.S. export declines included a
$261 million (21-percent) decrease in nuclear materials to
$965 million, a $195 million (4-percent) reduction in ciga-
rettes to $4.8 billion, and a $191 million (6-percent) decline in
edible preparations to $2.9 billion in 1995.

3 See Office of the United States Trade Representative
(USTR), 1996 National Trade Estimate Report on Foreign
Trade Barriers, pp. 45-62 and 171-212.

4 See the writeups below on Japan and China for more
details on structural impediments to U.S. exports to those
markets. See also USITC, U.S. Trade Shifts in Selected Indus-
tries: Merchandise, 1994 Annual Report (investigation No.
332-245), USITC publication 2924, Sept. 1995, pp. 2-22ff.
and pp. 2-25ff.

5 See footnote number 48 on p. 2-27.

ket-opening agreements, relatively low costs of pro-
duction in the United States for a variety of goods,
and the sales of goods to Japan from the U.S. fac-
tories of Japanese companies. The trade deficit with
Korea shifted from a deficit of $2.0 billion to a
surplus of $457 million, a $2.5 billion change. The
trade deficit with France decreased by $366 million
(10 percent) to $3.2 billion in 1995. At yearend,
Korea was the only top-10 trading partner with
which the United States registered a trade surplus.
The United States also had a trade surplus—$2.3
billion—with countries eligible for tariff preferences
under the Caribbean Basin Economic Recovery Act
(CBERA). The trade surplus recorded with Latin
America in 1994 ($2.3 billion) shifted to a deficit
in 1995 ($10.7 billion) primarily because of the
$17.4 billion decline in the bilateral trade balance
with Mexico, following the devaluation of the peso
in December 1994.6

In the second year since implementation of the
North American Free-Trade Agreement (NAFTA),
Canada and Mexico accounted for 36 percent
($29.2 billion) of the total rise in U.S. imports, but
only 8 percent ($5.4 billion) of the growth in U.S.
exports,” mainly attributable to the $4.3 billion
(9 percent) drop to $44.9 billion in U.S. exports to
Mexico in 1995. Total U.S. trade with Canada
climbed by $25.7 billion (11 percent) to $258.1 bil-
lion, while trade with Mexico increased by $8.9
billion (9 percent) to $106.6 billion in 1995.

Imports from Japan expanded by $4.9 billion to
$122.4 billion in 1995, but grew only 4 percent,
compared with the rise in imports from all sources
that year of 12 percent. Exhibiting much faster
growth rates were imports from Malaysia (25 per-
cent), Korea (23 percent), the Philippines (22 per-
cent), Singapore (21 percent), and China (18 per-
cent). The combined $19.3 billion (21-percent)
increase to $112.3 billion from these five Asian
suppliers accounted for 24 percent of the total rise
in U.S. imports in 1995. The total value of imports
from these countries approached the total from Ja-
pan. The growth in imports from all of these coun-
tries, except Korea, was concentrated in labor-inten-
sive electronic products, as high relative labor costs
in Japan, Taiwan, and Hong Kong encouraged new
investment in nearby locations with lower produc-
tion costs. The high value of the yen has encour-
aged manufacturers in Japan, which represent the
dominant economic force in the region, to invest
heavily elsewhere in Asia. Further, the high value
of the yen made certain articles from Korea such as

6 For a detailed description of the Mexican peso crisis, see
Edwin M. Truman, “The Mexican Peso Crisis: Implications
for International Finance,” Federal Reserve Bulletin, vol. 82:3
(Mar. 1996), pp. 199-209.

7 For a detailed treatment of NAFTAs second year of
operation, see USITC, ch. 3 in Year in Trade: Operation of the
Trade Agreements Program, 1995, USITC publication 2971,
Aug. 1996.



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, 1994 and 1995!

Change, 1995 from 1994
Item 1994 1995 Amount Percent
Million dollars
U.S. exports of domestic merchandise:
Canada ... 103,643 113,261 9,618 9.3
JAPaAN L e 51,061 60,962 9,900 19.4
MeXICO .ttt e 49,136 44,881 -4,255 -8.7
GeImMANY ...ttt e e 18,181 21,175 2,994 16.5
ChiNa ..ot e 9,178 11,613 2,435 26.5
United Kingdom ...t 24,755 26,320 1,565 6.3
KOrBa L e 17,499 24,483 6,984 39.9
TAIWAN .. 16,240 18,036 1,795 11.1
SINGAPOrE ...t e e s 11,714 13,648 1,934 16.5
France ... e 12,731 13,296 564 4.4
Allother ... e 167,749 198,793 31,044 18.5
Total o e 481,887 546,465 64,578 13.4
EU-15 L e 101,313 116,316 15,003 14.8
OPEC .. ittt e e e 17,447 18,948 1,501 8.6
Latin America ........ ..ot 88,643 92,746 4,103 4.6
CBERA e e e 12,822 14,870 2,048 16.0
AsianPacificRim ........... . oot 145,126 176,566 31,440 21.7
ASEAN L. e e 29,856 36,471 6,615 22.2
Central and Eastern Europe ..............coiiiiiiiiinnt, 1,979 2,152 173 8.8
U.S. imports for consumption:
Canada ....... ..ot e 128,753 144,882 16,129 125
JAPAN L s 117,532 122,402 4,871 4.1
MEXICO ..ttt e e 48,605 61,721 13,116 27.0
GeMMANY ..ottt e 31,566 37,126 5,560 17.6
China ... 38,572 45,370 6,797 17.6
UnitedKingdom ........ ... 24,529 26,594 2,065 8.4
Korea o e 19,547 24,026 4,479 22.9
TaIWAN ..ttt e e 26,586 28,875 2,289 8.6
SINGAPOre ..ot e 15,287 18,493 3,206 21.0
France .........iiiiii i e e 16,299 16,497 199 1.2
Allother .. ... e 190,609 213,676 23,066 12.1
Total o e e 657,885 739,660 81,776 124
EU-15 L e e e 117,644 130,835 13,191 11.2
OPEC ..ttt e e e e 31,571 34,674 3,103 9.8
Latin America .......oouuiiiiii i 86,323 103,447 17,123 19.8
CBERA e 11,200 12,550 1,350 12.1
AsianPacific Rim ........... ... i 269,082 298,464 29,382 10.9
ASEAN . e e e 51,614 61,599 9,985 19.3
Centraland EasternEurope ..........ccovviiiiiiiiiiint, 2,424 2,576 152 6.3
U.S. merchandise trade balance
Canada ... e -25,110 -31,621 -6,510 -25.9
JAPAN L. e -66,470 -61,441 5,029 7.6
MeXICO .ttt e 531 -16,840 -17,371 ®)
GeImMAaNY ...ttt e e -13,385 -15,951 -2,666 -19.2
ChiNa ..o e e e e, -29,395 -33,757 -4,363 -14.8
United Kingdom -274 -500 2
KOTBA + ot ettt ettt e e e 457 2,505 2)
TaAWAN .. e -10,839 -494 -4.8
Singapore -4,845 -1,272 -35.6
France ............. -3,201 366 10.3
AlLOther .. e e e -14,883 7,977 34.9
Total -193,195 -17,198 -9.8
EU-15 -14,519 1,812 11.1
OPEC -15,726 -1,603 -11.3
Latin America .... -10,701 -13,020 ®
CBERA 2,320 698 43.1
Asian Pacific Rim -121,898 2,058 1.7
ASEAN -25,128 -3,370 -15.5
Central and Eastern Europe -424 21 47

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 1995.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Figure 2-3
U.S. exports of domestic merchandise, imports for consumption, and merchandise trade
balance, by major trading partners, 1994 and 1995
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semiconductors, steel, and automobiles, which are
close substitutes for Japanese products, more com-
petitive in the U.S. market.

In absolute terms, Japan was the fastest growing
market for U.S. exports in 1995, as U.S. exports
expanded by $9.9 billion to $61.0 billion. In per-
centage terms, the 19-percent increase in exports to
Japan was notably higher than the 13-percent rise
to all markets. U.S. exports to Brazil expanded by
41 percent ($3.1 billion) to $10.8 billion, powered
by fiscal policies in Brazil that loosely tied Brazil’s
new currency to the U.S. dollar, brought inflation
under control, and significantly reduced trade barri-
ers. U.S. exports to Korea rose by 40 percent ($7.0
billion) to $24.5 billion, fueled mainly by strong
demand for machinery, equipment, raw materials,
parts, and agricultural products. U.S. exports to
China grew by 27 percent ($2.4 billion) to $11.6
billion, driven by demand for more food than that
country could produce and the need for machinery
and equipment to expand and modernize its com-
munications infrastructure and production capacity.

The significant shifts in the merchandise trade bal-
ance 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. mer-
chandise trade deficit was equal to 2.7 percent of
the nominal U.S. GDP in 1995, while the bilateral
deficit with Japan represented 0.9 percent of nomi-
nal U.S. GDP in 1995. Figure 2-4 indicates the
leading U.S. exports to major markets in 1995, and
figure 2-5 shows the leading U.S. imports from ma-
jor sources in 1995.

Exchange Rate Shifts

Exchange rate shifts are an important factor that
can affect trade flows. This section describes the
interactions between exchange rates and trade
flows. It explains how changes in exchange rates
may lead to changes in trade flows, how trade
changes may in turn affect exchange rates, and how
other such factors as interest rates and national in-
come may affect the relationship. Finally, it illus-
trates various influences of changes in the exchange
rate of the U.S. dollar against currencies of certain
major trading partners and groups of partners in
1995.

An exchange rate is the price of one currency in
terms of another currency. Theoretically the “mar-
ket” or “nominal” exchange rate between two free-
ly convertible currencies is determined by interac-
tion of supply of and demand for each of the
currencies in the foreign exchange market, which
reflects supply of and demand for goods, services,
and assets.® The ‘“real” exchange rate is derived

8 The terms market rate and nominal rate are used inter-
changeably in this section. The term exchange rate generally
refers to a nominal exchange rate, unless stated otherwise.
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from the nominal rate, with an adjustment for infla-
tion.” Movements in exchange rates may affect
trade between countries through their effects on
prices. In general, if nothing else changes in the
marketplace, depreciation of the dollar will reduce
the price that foreigners pay for U.S. exports, and
increase the price that U.S. consumers pay for im-
ports. As a result, the quantity of U.S. exports de-
manded throughout the world will increase, and the
quantity of imports demanded in the United States
will drop, implying an improvement in the trade
balance. This generally happens, assuming that
nothing else changes in events that affect markets.
This effect will follow a time-lag to allow for price
and market adjustments, and possibly a short-term
deterioration in the trade balance.l9 For any single-
year period, the long-run relationship between an
exchange rate depreciation and an improved trade
balance may be obscured by demands for curren-
cies in financial markets, differences in rates of
economic growth between countries, and the time-
lag between currency movements and changes in
trade patterns. The effectiveness of an exchange-
rate adjustment on a country’s balance of bilateral
trade varies, depending on the composi-

8__Cont.
Both the nominal exchange rate and the real exchange rate are
used to evaluate the price competitiveness of countries in in-
ternational markets. The supply and demand for currencies
might be generated to some extent, by a country’s monetary
authorities if they are “intervening” to influence the exchange
rate. For background material on exchange rates, see USITC,
Floating Exchange Rates and U.S. Competitiveness, USITC
publication 1332, 1982, pp. 1-21.

9 A real exchange-rate index deflates changes in nominal
exchange rates by changes in relative price levels. That is,
where the nominal exchange rate is expressed as units of for-
eign currency per unit of domestic currency, the real exchange
rate index is defined mathematically as: real exchange-rate
index = nominal exchange-rate index x (domestic price index/
foreign price index). The foreign and domestic price indexes
have the same base period as the exchange-rate index. This
definition was derived from the purchasing power parity
theory, which implies that a country with a relatively higher
inflation rate than has its trading partner, has to depreciate the
value of its currency against the currency of its trading partner
in order to maintain the purchasing power parity between the
two currencies. For example, if country A has an inflation rate
of 5 percent and country B has no inflation, country A has to
depreciate the nominal exchange rate between the two curren-
cies by 5 percent in order to maintain a constant real exchange
rate. Conceptually, the real exchange rate can be also defined
in other ways, for example as the relative price of tradable
goods with respect to nontradable goods. Then the real ex-
change rate = price of tradable goods/price of nontradable
goods. For more details on definitions of the real exchange
rate, see Sebastian Edwards, “Alternative Definitions of the
Real Exchange Rate,” appendix in Exchange Rate Misalign-
ment in Developing Countries, New Series, No. 2 (World
Bank Occasional Papers, 1988), pp. 47-49.

10 For simplicity, let us assume that exchange-rate
changes directly affect the price of goods on the world market.
However, producers may choose to change their export prices
to absorb part or all of the effect of the price change induced
by the exchange-rate change.



Table 2-3
U.S. bilateral merchandise trade balances with major partners, in dollars and as a ratio to U.S. gross domestic
product (GDP), 1995

Ratio of the mer-
U.S. merchandise chandise trade

u.s. u.s. trade balance to U.S.
Partner GDP exports Imports balance GDP
Billion
dollars ————  Million dollars—————— Percent

United States ............... 7,246 546,465 739,660 -193,195 -2.67
Canada .................... 568 113,261 144,882 -31,621 -0.44
Mexico ..............oial 261 44,881 61,721 -16,840 -0.23
Japan................ll 5,086 60,962 122,402 -61,441 -0.85
Korea .............ooiiit 457 24,483 24,026 457 0.01

China ...............ooil 600 11,613 45,370 -33,757 -0.47
Germany ................... 2,111 21,175 37,126 -15,951 -0.22
Singapore .................. 80 13,648 18,493 -4,845 -0.07
Malaysia ................... 85 8,191 17,401 -9,210 -0.13
Taiwan ..................... 262 18,036 28,875 -10,839 -0.15
United Kingdom ............. 936 26,320 26,594 -274 "
faly ... 1,070 8,450 16,339 -7,889 -0.10
Netherlands ................ 350 15,984 6,309 9,675 0.13
Brazil ............... ... ... 560 10,757 8,989 1,768 0.02
HongKong ................. 147 12,705 10,232 2,473 0.03
Philippines ................. 74 5,072 6,990 -1,919 -0.03

1 Less than 0.005 percent.

Source: U.S. trade data compiled from official statistics of the U.S. Department of Commerce; estimated GDP data for
Mexico, Japan, Korea, China, Germany, Singapore, Malaysia, Taiwan, United Kingdom, Italy, Netherlands, Brazil,
Hong Kong, and the Philipé)ines are from U.S. Department of State, Country Reports on Economic Policy and Trade
Practices (Washington, DC: GPO, 1996), pp. 40, 48, 60, 67, 74, 86, 94, 99, 186, 206, 235, 310, 338, and 401. GDP
data for the United States and Canada from International Monetary Fund, International Financial Statistics (Washing-
ton, DC: IMF Publications Services, June 1996).

Figure 2-4
Leading U.S. exports, by major markets, and overall percentage change, 1994-95
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Figure 2-5

Leading U.S. imports, by major sources, and overall percentage change, 1994-95
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Source: Derived from official statistics of the U.S. Department of Commerce.

tion of its exports to, and imports from, its trade
partners. Different commodities may have different-
sensitivities to price changes induced by a change
in exchange rates. The greater the sensitivity of a
commodity’s imports and exports to price changes,
the more influence the exchange-rate adjustments
exert on a country’s balance of trade.

Different compositions and price sensitivities of
tradable goods can explain, to some degree, the dif-
fering effects of exchange-rate adjustments in dif-
ferent geographic areas. The effects of exchange-
rate changes on trade can vary widely, but it is also
true that the exchange rates themselves are in-
fluenced by a variety of such factors as current ac-
count and trade balances, government deficits, and
national income. The complex relation between ex-
change rates and trade works in both directions;
that is, the exchange rates affect trade flows and
balances, which in turn affect exchange rates. Other
factors, like national income and changes in income
relative to other countries have their primary effect
initially on trade flows, and then on exchange rates.

Since 1982, the United States has had sizable defi-
cits in both its overall current account and mer-
chandise trade balances. Nevertheless, the foreign
exchange value of the U.S. dollar has depreciated
very gradually, relative to foreign currencies since
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1984, reversing the sharp appreciation of the early
1980s. This can happen because the willingness of
foreigners to purchase and hold U.S. financial as-
sets has supported the dollar at a higher level than
it would have been without these capital flows, and
because of the market intervention of the U.S. and
foreign governments. A change in the interest-rate
level in the United States may also have changed
foreign demand for U.S. financial assets. In 1995,
interest rates in the United States rose slightly,
while the interest rates in some major developed
countries, including Germany and Japan, dropped
moderately. Relatively higher U.S. interest rates
contributed to increased foreign demand for U.S.
financial assets, limiting the depreciation of the
dollar in 1995.

In addition to the trade deficit, U.S. Federal budget
deficits have had an adverse effect on the foreign-
exchange value of the dollar.!l The need of the
Government to borrow dollars to finance the budget
deficit drains savings capital from the economy that
could otherwise be used by the private sector to

11 Federal Reserve Board Chairman Alan Greenspan ex-
pressed this view in a statement to Congress. For a more de-
tailed discussion of Chairman Greenspan’s statement before
the Committee on the Budget, U.S. House of Representatives,
Mar. 8, 1995, see USITC, U.S. Trade Shifts, USITC publica-
tion 2924, pp. 2-7 and 2-8.



finance investment and presumably increase the
long-term potential for economic growth. An in-
creasing hesitancy of foreigners to continue to fi-
nance U.S. budget deficits may have partly caused
(or been caused by) the relatively weakened value
of the dollar in 1995.

After the appreciation and subsequent depreciation
of the dollar during much of the 1980s, the overall
real value of the dollar has fluctuated within a nar-
row band since 1988. In the long run, with all oth-
er factors unchanged, dollar appreciations should be
expected to lead to a worsening of the U.S. trade
balance, and dollar depreciations should lead to an
improvement in the balance of trade. However, the
short-run fluctuations in the exchange rate during
the past few years are not likely to be reflected in
significant changes in the trade balance. As men-
tioned above, other factors may also affect the
trade balance and the exchange rate.

For example, changes in a country’s income can
affect its import demand. In general, an increase in
a country’s gross domestic product (GDP) will re-
sult in an increase in its import demand. Growth in
import demand, in turn, will affect the country’s
demand for foreign currencies. If domestic growth
exceeds foreign growth, there will be downward
pressure on the domestic currency. A current study
contends that the key factor explaining year-to-year
changes in the overall U.S. trade balance in recent
years has been the relative rates of growth in real
GDP in the United States compared with rates of
growth of its major trading partners.!2 But, the dol-
lar’s value was kept from falling to the extent sug-
gested by the level of the deficit because foreign
investors were willing to continue investing in the
United States.

In 1995, the U.S. economy continued its recovery.
Although the real U.S. GDP growth rate declined
from 3.5 percent in 1994 to 2.0 percent in 1995,
the 1995 rate was still higher than those of several
major U.S. trading partners.!3 This relatively higher
growth rate in the U.S. economy resulted in an in-
creased demand for imports. At the same time,
slower economic growth rates for these major trad-
ing partners weakened the overall demand in those

12 The study shows that this relationship was strongest
during the 1970s and the 1990s, when an index of real ex-
change rates with the U.S. dollar was relatively stable for cer-
tain developed and developing countries. The relationship was
not nearly so strong during the 1980s, when large swings in
the real foreign-exchange value of the dollar occurred, sug-
gesting that the exchange rate played a larger role in explain-
ing annual changes in the overall U.S. trade balance. For more
details on this study, see Charles P. Thomas, “U.S. Internation-
al Transactions in 1994,” Federal Reserve Bulletin, vol. 81,
No. 5 (May 1995), pp. 408-410.

13 The 1994 and 1995 U.S. real GDP growth rates are
from the news release of May 30, 1996, No. BEA 96-14, from
the U.S. Department of Commerce. Both are revised rates. An

markets, restraining U.S. export growth to, for ex-
ample, Japan and Europe.!4 In 1995, the merchan-
dise trade deficit amounted to $193.2 billion, 9.8
percent higher than the 1994 deficit. The rising
U.S. trade deficit increased the supply of dollars in
the foreign-exchange market, leading to downward
pressure on the U.S. dollar.

The average value of the U.S. dollar showed a
small depreciation against world currencies in
199515, in terms of real exchange rates, as ex-
pressed by the trade-weighted values of the dollar
prepared by the Federal Reserve Bank of Dallas.!6
The average depreciation of the dollar is reflected
in the moderate appreciations of currencies of most
major trading partners of the U.S. The average real
value of the dollar with respect to all foreign

13__Cont.
earlier release of the U.S. growth rates for these 2 years from
the same source were 4.1 percent and 2.2 percent, respectively.
According to the OECD estimates, the 1995 real GDP growth
rates of Japan, Germany, and Mexico were 0.9 percent, 1.9
percent, and -6.0 percent, respectively. For the 1995 growth
rates of other OECD member countries, see OECD Economic
Outlook, 58, (Paris: Head of Publication Service, Organization
for Economic Cooperation and Development, Dec. 1995)

p- A4.

14 This was the case despite the real depreciation of the
dollar against the yen and a basket of European currencies.

15 Evaluating exchange-rate movements becomes more
complex when one considers many exchange-rate shifts si-
multaneously. This discussion is generally focused on the
exchange rate between the U.S. dollar and another foreign
currency. Although an exchange rate exists between every pair
of currencies traded in the world market, a weighted average
of bilateral changes must be used to express the change in the
value of a currency against more than one other currency. For
example, if the U.S. dollar were to appreciate by 25 percent
against the Mexican peso, depreciate by 5 percent against the
German mark, and depreciate by 10 percent against the Japa-
nese yen, what would be the change in the overall value of the
dollar? An average of bilateral exchange rates is used, in
which the exchange rate with each partner is weighted by the
share of trade with that partner. The “real” average exchange-
rate index is derived from the average nominal exchange rate,
adjusting for inflation rates of trade partners. Real average
exchange rates can vary in many ways, depending on the
number of countries used to compute the averages, on the base
year used to determine the weights, on price deflators or in-
dexes, and on the transactions included in the trade definition
(merchandise trade only or merchandise and services).

16 The indexes of trade-weighted values of the dollar used
in this section are provided by the Federal Reserve Bank of
Dallas. These indexes are readily available, are more compre-
hensive than many other indexes, and include regional group-
ings. These trade-weighted indexes may differ from those
published by other institutions. The Dallas Federal Reserve
Bank’s real and nominal exchange-rate indexes are revised
and adjusted occasionally. These are average exchange-rate
indexes and are trade-weighted value indexes. The bank has
used consumer price indexes of the United States and foreign
countries to convert a nominal exchange-rate index to a real
exchange-rate index. At present, the first quarter of 1985 is
used as the base (100) of these nominal and real exchange-rate
indexes. In 1995, the real exchange-rate indexes were
weighted by U.S. bilateral trade with 103 countries. In addi-
tion to average annual exchange rates, the Bank also
constructs and publishes average monthly exchange-rate in-
dexes of major U.S. trading partners in both nominal and real
terms.
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currencies in 1995 decreased by 1.63 percent, as
the average real exchange-rate index number de-
creased from 77.95 in 1994 to 76.68 in 1995 (table
2-4).

The value of the dollar against currencies of indi-
vidual U.S. major trading partners has shown a
mixed pattern, as seen in table 2.4. For example, in
1995 both the average annual nominal and real val-
ues of the dollar depreciated against the Japanese
yen. On a quarterly basis (not shown in the table),
the average nominal rate between the dollar and the
yen initially dropped from 96.26 yen per dollar in
the first quarter to 84.43 yen per dollar (by 12.29
percent) in the second quarter, and then it rose to
94.09 in the third quarter and to 101.46 in the
fourth quarter.!” During the first 4 months of 1995,
the New York market rate of the dollar against the
yen and also the German mark depreciated rapidly.
According to the Federal Reserve Bank of New
York, the lowest daily market value of the dollar
against the yen was recorded at 79.75 on April 19,
1995.18 On the same day, the market value of the
dollar against the mark also reached a period low
of 1.3472—<lose to the historic low of 1.3438
reached on March 8, 1995. To prevent the value of
the dollar, with respect to these two major curren-
cies, from falling to an undesirable level, U.S.
monetary authorities intervened in the foreign ex-
change market during the first three quarters of
1995. These interventions included purchasing U.S.
dollars with marks and yen in the market. In some
cases, the German and the Japanese Governments
also intervened in their markets in support of U.S.
actions. As a consequence, the dollar started to re-
bound in relation to these two currencies. The daily
market rates of the dollar against the yen recovered
to 104.12 on November 2, 1995. The exchange rate
of the dollar against the mark also reached 1.4550
on December 8, 1995.19

In contrast, the value of the dollar appreciated with
respect to the currencies of two other major U.S.
trade partners, the Canadian dollar and the Mexican
peso. The average annual market rate between U.S.
and Canadian dollars increased slightly from 1.3656
(Canadian dollars per U.S. dollar) in 1994 to
1.3724 in 1995, representing a one-half of 1 per-
cent appreciation of the U.S. dollar20 In 1995, the

17 All percentage-change figures are calculated using the
link relative formula: percentage change = {[(the second peri-
od figure/the first period figure) - 1] x 100}. All monthly and
quarterly data on nominal exchange rates used in this section
are from the International Monetary Fund, International Fi-
nancial Statistics (Washington, DC: IMF Publications Ser-
vices, May 1996), country tables, except as noted.

18 Federal Reserve Bank of New York, Annual Report,
1995 (New York, Apr. 1996), p. 54.

19 Ibid., p.87.

20 During the first quarter of 1995, the Canadian dollar
reached a 9-year low rate of 1.4272, before recovering late in
the quarter to close relatively unchanged at 1.3990. The cur-
rency continuously recovered in the second and third quarters
and reached a rate of 1.3561 in the fourth quarter of 1995.
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average annual real rate showed a 1.12-percent ap-
preciation of the U.S. dollar. However, the changes
in the exchange rates between the U.S. and the Ca-
nadian dollar were relatively small, compared with
those of most other major U.S. trade partners.

" The average annual nominal value of the U.S. dol-

lar against the Mexican peso increased substantially
from 3.3751 (pesos per dollar) in 1994 to 6.4194 in
1995, representing a 90.20-percent appreciation of
the dollar2! The average monthly nominal rate
changed rapidly from 3.9308 (pesos per dollar) in
December 1994 to 5.5133 in January 1995, repre-
senting a 40.26-percent appreciation of the dollar
according to International Monetary Fund statistics.
In 1995, the average annual real value of the dollar
against the peso appreciated by 45.61 percent,
compared with the 1994 value. The corresponding
devaluation of the peso and the subsequent eco-
nomic restructuring in Mexico have had some ad-
verse short-term effects on Mexico’s economic
growth and on the U.S. balance of trade with Mex-
ico.

In 1995, the average annual real value of the U.S.
dollar depreciated in relation to the basket of cur-
rencies of the newly industrialized countries (NICs)
of the Pacific by 3.80 percent. The trade weights
for these currencies, used by the Federal Reserve
Bank of Dallas to calculate its exchange rate in-
dexes, have increased in recent years as a result of
the increase in trans-Pacific trade flows.23 There-

21 On Dec. 22, 1994, the Mexican Government decided
to let the peso float freely, resulting in a large devaluation of
the peso and prompting a financial crisis. The market value of
the peso declined continuously and reached a low point of
7.65 on Mar. 9, 1995. The value of the peso had rebounded to
5.97 by May 15, 1995. By the end of the year, the exchange
rate was 7.70, according to the Federal Reserve Bank of New
York. The large initial devaluation of the peso had little effect
on the 1994 average exchange rate, because it occurred on
Dec. 22.

22 After the Dec. 1994 devaluation, the United States
began importing more Mexican goods, which became cheaper
as a result of the devaluation; whereas, Mexico imported few-
er American goods, which had become more expensive to
Mexican consumers. According to official U.S. trade statistics,
U.S. exports to Mexico decreased from $49.1 billion in 1994
to $44.9 billion in 1995; whereas, U.S. imports increased from
$48.6 billion to $61.7 billion. The U.S. trade balance with
Mexico changed from a surplus of $531 million in 1994 to a
deficit of $16.8 billion in 1995. Two of the major factors con-
tributing to the bilateral trade change were the devaluation of
the peso and the negative growth rate of the Mexican econo-
my. The 1995 growth rate of the Mexican real GDP was -6.0
percent. For more detailed discussion on the effects of the
1994 Mexican peso devaluation, see USITC, U.S. Trade
Shifts, USITC publication 2924, pp. 2-10, 2-12.

23 Four of the NICs (China, Taiwan, Korea, and Singa-
pore) were on the list of the top 10 U.S. trade partners. Two-
way trade volume between the United States and the four
countries increased rapidly from $154.6 billion in 1994 to
$184.5 billion in 1995, or by 19 percent; whereas, their share
of total U.S. trade rose from 13.6 percent to 14.3 percent.
Based on two-way trade, Malaysia was the 11th-largest U.S.
trade partner, and Hong Kong was the 13th-largest in 1995. If
the currencies in the NICs, relative to other countries, general-
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fore, the depreciation of the dollar against these
currencies has had an increasing effect on the over-
all trade-weighted-average exchange rate of the dol-
lar. The market values of the dollar, as well as the
real values, with respect to currencies of individual
NICs, also depreciated.

As has been noted above, the effect of exchange-
rate changes on the balance of trade may take
some time to be felt.24 Also, the factors other than
exchange rates mentioned above affect a country’s
import demand. Although a depreciation of a coun-
try’s currency may affect the country’s balance of
trade, it does not mean that the exchange-rate ad-
justment will always improve the balance of trade.
Among all the factors that can affect a country’s
balance of trade, some may operate in the same
" direction as the exchange rate, and some may oper-
ate in the opposite direction. The net effect on
trade balances may or may not be in agreement
with the effect expected from the exchange-rate
change alone.

Consistent with this, there was no simple, systemat-
ic relationship between small year-to-year bilateral
currency movements between 1994 and 1995 with
major trading partners and changes in U.S. bilateral
trade balances during 1994-95.25 In some cases, as
would be expected, the U.S. trade balances with
countries against whose currencies the dollar rose,
grew worse or stabilized. The U.S. trade deficit
with Canada and the real value of the U.S. dollar
against the Canadian dollar increased simultaneous-
ly during 1992-95. The trade deficit with Japan im-
proved simultaneously with a real depreciation of
the U.S. dollar against the yen. In other cases,
trade balances grew worse with countries against
whose currencies the dollar has depreciated. The
U.S. trade deficit with Germany increased as the
U.S. dollar depreciated against the mark in 1995,
although the amount and rate of an increase in the
deficit were smaller than in 1994. Also, the U.S.
trade surplus with Mexico diminished during
1992-93, whereas, the real value of the U.S. dollar
depreciated. In contrast, however, the U.S. trade

Z_Cont.
ly appreciated with respect to the dollar, the increased trade-
flow weights further accentuated the depreciation of the dollar.

24 Exchange rate changes, like other price changes, will
affect different industries differently. Those industries that
require proportionately more imported inputs will probably
need to adjust their pricing and production plans more quickly
in response to an exchange rate change. Others (like the Mexi-
can tomato industry, which requires few import inputs) may
not be so responsive to an exchange rate change.

25 Economists recognize that short-term trade balances
are notoriously variable and difficult to interpret, and therefore
should be largely ignored. Therefore, analysts should more
appropriately be concerned with long term trends only.
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deficit with Mexico increased rapidly in 1995, as
would be expected, when the real value of the dol-
lar against the peso also increased substantially.26

James Tsao
(202) 205-3226

Summaries of Significant
Commodity Shifts

Within each of the major industrial sectors that
have been previously noted, significant shifts in
trade occurred during 1995. These shifts are dis-
cussed in greater detail in chapters 3 through 12. In
addition, tables 2-5 through 2-10 below summarize
the most notable of the shifts that were registered
during 1994-95. These latter movements are com-
piled in rank order according to changes in absolute
value and in percentage terms for U.S. export
growth and declines, U.S. import growth and de-
clines, and U.S. trade balance improvements and
declines between 1994 and 1995.

Significant Bilateral
Shifts

A large percentage of the major shifts in bilateral
U.S. trade during 1995 were import increases. Such
increases generally reflected the more rapid expan-
sion, though slowing in 1995 compared to 1994, of
the U.S. economy vis-a-vis some major U.S. trad-
ing partners. The increases also resulted from the
continued rationalization of U.S. production opera-
tions abroad. On the other hand, some notable ma-
jor shifts, both increases and decreases, in exports
occurred. These were affected by a number of for-
eign economic growth rates that were faster than
the U.S. rate, by an acceleration in the rates of
economic expansion of some major trading partners
with rates of growth slower than that in the United
States, by tariff and nontariff barriers that continued
to exist in certain foreign markets, and, to a lesser
degree, by changes in the value of the dollar rela-
tive to the currencies of several major trading part-
ners. Table 2-11 below lists the 15 U.S. trading
partners that accounted for the largest shifts in bi-
lateral U.S. trade during 1995. The countries are
ranked according to the absolute value of the total
change (positive or negative) in the value of both
U.S. imports and exports. The change that occurred
in the U.S. trade balance with each of these major
U.S. trading partners during 1995 is also provided
in the table.

26 The U.S. dollar became strong in the first quarter of
1996, with the real value of the dollar against currencies of
most major U.S. trade partners appreciating. However, the
U.S. dollar depreciated against the Mexican peso in the first
quarter of 1996, as shown in table 2-4.



Table 2-5
Domestic export growth: Ranking of top 20 industry/commodity groups, 1994 and 1995

USITC U.S. exports Change, 1995 from 1994
code Industry/commodity group 1994 1995 Absolute Percent
Million dollars

Rank order based on change in absolute value growth:
ST018 Automatic data processing machines ....... P 29,102 34,476 5,374 18.5
STO016 Diodes, transistors, integrated

circuits and similar semiconductor

solid-state devices .......... ... il 18,098 23,317 5,219 28.8
AG030 CerealsS ... e e 10,088 14,870 4,782 47.4
AG054 Wood pulp and wastepaper ..................ia.... 3,816 6,241 2,425 63.5
MTO023 Semiconductor equipment, robots, and

othermachinery ................. ..ol 9,292 11,612 2,220 23.9
CHoO12 Miscellaneous organic chemicals ..................... 5,890 8,013 2,123 36.0
MMO025 Steel mill products, allgrades ........................ 3,029 4,665 1,636 54.0
MT039 Certain motor-vehicleparts .......................... 20,685 22,265 1,580 7.6
STO031 Measuring, testing, controlling, and

analyzinginstruments ............ ... ... 10,060 11,672 1,512 15.0
ST002 Telephone and telegraph apparatus ................... 6,724 8,203 1,479 22.0
ST007 Radio transmission and reception

apparatus, and combinations thereof ................ 5,166 6,604 1,438 27.8
AGO056 Industrial papers and paperboards .................... 3,827 5,085 1,258 32.9
AG032 Oilseeds . .....ciiiiii 4,537 5,661 1,124 24.8
ST013 Apparatus for making, breaking,

protecting, or connecting electrical

CITCUItS . ..ottt e et 7,502 1,031 15.9
AG064 Cotton, not carded or combed 3,681 1,028 38.7
ST024 Medical goods ...........ccoiiiiiiiiii i 8,966 969 121
MMO036 Copperand related articles .......................... 2,708 895 49.4
CHO003 Coal,coke, and related chemicals

PrOdUCES ...t e 3,464 4,328 864 24.9
MTO012 Construction and mining equipment ................... 6,947 7,773 826 11.9
MMO038 Aluminummill products  .......... ...l 2,177 2,974 797 36.6
Rank order based on change in percentage growth:
MMO007 Certain ores, concentrates, ash,

andresidues ... e 301 704 403 133.9
MTO022 Non-metalworking machine tools and

partsthereof ........ ...l 861 1,456 595 69.1
AG054 Wood pulp and wastepaper ...............oiiiiin, 3,816 6,241 2,425 63.5
CHO001 Electricalenergy ............ ..ol 30 47 17 56.7
MMO10 Industrial ceramics .......... ..o i 411 635 224 54.5
MMO025 Steel mill products, allgrades ........................ 3,029 4,665 1,636 54.0
AGO003 Swineand pork ..........iiiiiiiiiiii i 486 748 262 53.9
CHO16 Chlor-alkalichemicals ...................coiina... 594 899 305 51.3
CHO080 Otherwearing apparel ................ccooiiin 603 910 307 50.9
CHO009 Primary aromatics ........... ..o 138 208 70 50.7
MMO036 Copper and related articles .......................... 1,813 2,708 895 49.4
ST010 Television apparatus (except

receivers and monitors), including

cameras, camcorders, and

cableapparatus .............ciiiiiii i 427 637 210 49.2
AG030 Cereals ... e 10,088 14,870 4,782 47.4
CHO035 Polypropylene resins in primary forms ................. 449 660 21 47.0
CHO010 Benzenoid commodity chemicals ..................... 1,655 2,258 703 45.2
MMO037 Unwroughtaluminum ............. ... ... iiiaa... 896 1,294 398 44.4
MMO002 Certain miscellaneous mineral

SUDbSIANCES ...t e 5 7 2 40.0
AG064 Cotton, notcarded orcombed ........................ 2,653 3,681 1,028 38.7
AGO033 Animal or vegetable fatsand oils ..................... 1,851 2,529 678 36.6
MMO038 Aluminummill products ..., 2,177 2,974 797 36.6

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Table 2-6
Domestic export declines: Ranking of top 20 industry/commodity groups, 1994 and 1995

USITC U.S. exports Change, 1995 from 1994
code Industry/commodity group 1994 1995 Absolute Percent
Million dollars

Rank order based on change in absoulte value decline:
MT042 Aircraft, spacecraft, and related equipment ............ 28,576 23,839 -4,737 -16.6
CHO002 Nuclearmaterials ............. ... ..o, 1,226 965 -261 -21.3
AG043 Cigarettes ........ ..ot 4,965 4,770 -195 -3.9
AG034 Edible preparations ................co i, 3,062 2,871 -191 -6.2
AG009 Shelifish ... ... 904 788 -116 -12.8
MMO066 Miscellaneous articles .............. ..., 1,624 1,420 -104 -6.8
MTO033 Ignition, starting, lighting, and other

electrical equipment ........ ... ... it 1,409 1,336 -73 -5.2
AG023 Deciduous fruit ........... ... i, 774 718 -56 7.2
MMO020 Precious metals and related articles .................. 6,531 6,475 -56 -.9
MTO019 Metal rolling mills and parts thereof ................... 287 235 -52 -18.1
STO008 Radio navigational aid, radar, and remote

control apparatus  ............c..oiiiiiiiiiian.. .. 1,242 1,198 -44 -3.5
CH004 Crudepetroleum ...t 44 1 -43 -97.7
CHO060 Carpetsandrugs ..............ooviiiiiiiiino.n. 713 686 -27 -3.8
MT034 Flashlights and other similar electric lights,

light bulbs and fluorescent tubes; arc

lampPs . 811 786 -25 -3.1
ST026 Watches ..ot 163 139 -24 -14.7
MMO024 Abrasive and ferrous powders .............. ...l 432 410 -22 -5.1
ST015 Special-purpose tubes ................ 171 150 -21 -12.3
AGO035 Cocoa, chocolate, and confectionery 545 524 -21 -3.9
AG004 Sheepand meatofsheep .........................L. 37 19 -18 -48.6
CH020 Synthetic organic pigments ........... ...l 299 283 -16 -5.4
Rank order based on change in percentage decline:
CHO004 Crudepetroleum ..............ciiiiiiiiiiiiiian.. 44 1 -43 -97.7
MMO008 Precious metal ores and concentrates ................ 16 8 -8 -50.0
AGO004 Sheepand meatofsheep ................. ... .l 37 19 -18 -48.6
CHO002 Nuclearmaterials .............. ..., 1,226 965 -261 -21.3
MTO19 Metal rolling mills and parts thereof ................... 287 235 -52 -18.1
MMO051 Silverware and certain other articles

of precious metal or metal clad with

preciousmetal ........... ...l 89 74 -15 -16.9
MT042 Aircraft, spacecraft, and related equipment ............ 28,576 23,839 -4,737 -16.6
ST026 Watches ...... ..ot 163 139 -24 -14.7
AGO009 Shellfish ... oo 904 788 -116 -12.8
ST015 Special-purposetubes .......... ..., 171 150 -21 -12.3
AGO029 OPICES .t ittt e 52 46 -6 -11.5
ST020 Exposed photographic plates, film, and

PAPEI i 110 98 -12 -10.9
CHO023 Natural tanning and dyeing materials ................. 19 17 -2 -10.5
CHO063 Men’s and boys’ coats and jackets .................... 136 125 -11 -8.1
CHO043 Othertires ........cciiiiiiiiiiiiiiiiiiiiiiinans 73 -6 -7.6
AG023 Deciduous fruit ......... e . 718 -56 . 7.2
MMO066 Miscellaneous articles 1,420 -104 -6.8
AG034 Edible preparations ...t 2,871 -191 -6.2
AG045 Furskins ... e 1 157 -10 -6.0
MMO013 Ceramic household articles .......................... 105 99 -6 -5.7

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Table 2-7
Domestic import growth: Ranking of top 20 industry/commodity groups, 1994 and 1995

uSsITC U.S. exports Change, 1995 from 1994
code Industry/commodity group 1994 1995 Absolute Percent
Million dollars

Rank order based on change in absolute value growth:
STO016 Diodes, transistors, integrated circuits and

similar semiconductor solid-state devices ............ 26,020 39,168 13,148 50.5
ST018 Automatic data processing machines ................. 46,161 56,308 10,147 22.0
MT038 Automobiles, trucks, buses, and bodies

and chassis of the foregoing ....................... 79,240 84,384 5,144 6.5
CH004 Crudepetroleum ..........c.cciiiiiiiiiininnnnnn.. 38,530 42,077 3,547 9.2
MTO023 Semiconductor equipment, robots,

and othermachinery .................. ... ..ol 8,121 9,711 1,690 19.6
AGO054 Wood pulp and wastepaper ...............cooieiln 2,329 3,845 1,516 65.1
CHO027 Medicinal chemicals, except antibiotics ................ 5,691 7,075 1,384 24.3
AGO058 Printing and writing papers ............... ... 2,831 4,192 1,361 48.1

ST013 Apparatus for making, breaking,
protecting, or connecting electrical

CITCUItS ... oottt e e 7,380 8,528 1,148 15.6
CHO066 Shitsandblouses .............. ..o i, 10,840 11,986 1,146 10.6
AGO057 Newsprint ... ... 3,333 4,418 1,085 32.6
MT002 Internal combustion piston engines,

otherthanforaircraft ............................. 7,424 8,389 965 13.0
STO031 Measuring, testing, controlling, and

analyzinginstruments ............ ... ...l 5,727 6,665 938 16.4
CHO11 Benzenoid specialty chemicals ....................... 2,281 3,179 898 39.4
MT029 Electrical transformers, static

converters, and inductors  ................ ... ... 2,713 3,537 824 304
MMO041 Certain base metals and chemical

elements .......... ... i 1,720 2,536 816 47.4
MMO055 Furniture and selected furnishings .................... 7,638 8,423 785 10.3
MTO020 Machine tools for cutting metal and

parts; tool holders, work holders;

dividing heads and other special

attachments for machinetools ..................... 2,735 3,512 777 28.4
AG028 Coffeeandtea ...........coviiiiiiiiiii i, 2,655 3,427 772 29.1
ST007 Radio transmission and reception

apparatus, and combinations thereof ................ 7,764 8,528 764 9.8
Rank order based on change in percentage growth:
CHO010 Benzenoid commodity chemicals ..................... 392 813 421 107.4
MMO008 Precious metal ores and concentrates ................ 49 87 38 77.6
CHO007 Major primaryolefins .......... ... ..ol 289 496 207 71.6
CHO049 Naturalrubber ........ .. .. .. Lt 965 1,629 664 68.8
AGO054 Wood pulp and wastepaper ................ il 2,329 3,845 1,516 65.1
MMO022 Ferroalloys ...........ccoiiiiiiiiiiiiiii i 777 1,245 468 60.2
CHO009 Primaryaromatics ...........ccciiiiiiiiiiii 158 246 88 55.7
CHO034 Polyethylene resins in primary forms .................. 783 1,192 409 52.2
STO16 Diodes, transistors, integrated circuits

and similar semiconductor solid-state .

ABVICES ...ttt e 26,020 39,168 13,148 50.5
ST021 Optical fibers, optical fiber bundles

andcables ........... ... il 104 154 50 48.1
AGO058 Printing and writing papers  ............ .. ..ol 2,831 4,192 1,361 48.1
MMO041 Certain base metals and chemical

elements ...... ... e 1,720 2,536 816 47.4
CH059 Sacks and bags of textile materials ................... 52 76 24 46.2
AG004 Sheepand meatofsheep .................... ...t 59 85 26 441
AG064 Cotton, not carded orcombed ........................ 7 10 3 42.9
MTO013 Mineral processing machinery ....................... 260 371 11 42.7
MMO028 Metal construction components  ...................... 181 258 77 425
MMO038 Aluminummill products .......... ... ool 1,446 2,048 602 41.6
CHO016 Chlor-alkalichemicals .................... ... 149 210 61 40.9
MT043 Ships, tugs, pleasure boats, and

similarvessels .......... ... il 653 919 266 40.7

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Table 2-8
Domestic import declines: Ranking of top 20 industry/commodity groups, 1994 and 1995

USITC U.S. imports Change, 1995 from 1994
code Industry/commodity group 1994 1995 Absolute Percent
Million dollars

Rank order based on change in absolute value decline:
CHO005 Petroleumproducts ............. ... .. i, 10,450 9,777 -673 -6.4
MMO025 Steel mill products, allgrades ........................ 12,435 11,786 -649 -5.2
AG047 Lumber ... 6,059 5,515 -544 -9.0
MTO001 Aircraft engines and gas turbines ..................... 5,825 5,285 -540 -9.3
CH067 SWeaters ... i 2,052 1,750 -302 -14.7
MT042 Aircraft, spacecraft, and related

equipment ... ... e 6,431 6,135 -296 -4.6
CHO076 Leather apparel and accessories ..................... 1,456 1,199 -257 -17.7
MMO051 Silverware and certain other articles

of precious metal or metal clad with

preciousmetal ......... ... i 317 139 -178 -56.2
AG030 COrealS ..ttt e 861 723 -138 -16.0
ST028 Arms and ammunition ........... . ..o, 777 657 -120 -15.4
CHO001 Electricalenergy .............. ... i, 960 856 -104 -10.8
AG002 Cattleandbeef .......... .. ... i 2,716 2,627 -89 -3.3
MMO062 Games and fairground amusements .................. 2,575 2,494 -81 -3.1
CHO063 Men’s and boys’ coats and jackets .................... 1,773 1,692 -81 -4.6
MTO018 Textile machineryandparts .......................... 1,833 1,752 -81 -4.4
MMO053 Costume jewelry and related articles .................. 567 493 -74 -13.1
AG041 Unmanufacturedtobacco ....................ooiuie 550 -63 -10.3
AG032 Qilseeds . .....oiiiii 221 -47 -17.5
CHO006 Natural gas and components  .......... 5,157 -44 -.8
CHo077 Fur apparel and other fur articles 146 -41 -21.9
Rank order based on change in percentage decline:
MMO051 Silverware and certain other articles

of precious metal or metal clad with

preciousmetal .......... ... il 317 139 -178 -56.2
AGO11 EQOS ot 30 20 -10 -33.3
AG043 Cigarettes .........oiiiii e e 73 51 -22 -30.1
MMO006 Zincoresandresidues ........... ..ot 18 13 -5 -27.8
CH077 Fur apparel and other furarticles ..................... 187 146 -41 -21.9
AG045 FUrSKINS ..o e e 109 87 -22 -20.2
CHO076 Leather apparel and accessories ..................... 1,456 1,199 -257 -17.7
AG032 Oilseeds .......coiiiii e 268 221 -47 -17.5
AG030 CerealsS ...t e 861 723 -138 -16.0
ST028 Arms and ammunition .......... ool 777 657 -120 -15.4
CHO067 Sweaters . ... 2,052 1,750 -302 -14.7
MMO053 Costume jewelry and related articles .................. 567 493 -74 -13.1
CHO001 Electricalenergy .................cciiiiiiiit 960 856 -104 -10.8
CHO023 Natural tanning and dyeing materials ................. 58 52 -6 -10.3
AGO041 Unmanufacturedtobacco ................ ... 613 550 -63 -10.3
MTO001 Aircraft engines and gas turbines ..................... 5,825 5,285 -540 -9.3
AG047 Lumber ... e 6,059 5,515 -544 -9.0
CHO005 Petroleumproducts ...............oiiiiie .., 10,450 9,777 -673 . -6.4
ST029 Balances of a sensitivity of 5 cgorbetter .............. 37 35 -2 -5.4
AGO13 Animalfeeds ............iiiiiiiii 613 580 -33 5.4

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Table 2-9

U.S. trade position improvements: Ranking of top 30 industry/commodity groups, 1994 and 1995

(Million dollars)
U.S. balance Absolute change from

usiTC
code Industry/commodity group 1994 1995 1994 to 1995
AG030 Cereals .......iiiii 9,227 14,147 4,920
MMO025 Steel mill products, allgrades ...................... -9,406 -7,121 2,285
CH012 Miscellaneous organic chemicals ................... 1,448 3,045 1,597
MTO039 Certain motor-vehicleparts ........................ 4,600 5,967 1,367
CHO005 Petroleumproducts ........................ ... -4,436 -3,194 1,242
ST002 Telephone and telegraph apparatus ... =724 461 1,185
AG032 Oilseeds .........coiviiiiiiiiiinnnnn. ... 4,269 5,440 1,171
AG064 Cotton, not carded orcombed ...................... 2,646 3,671 1,025
AG054 Wood pulp and wastepaper ........................ 1,487 2,396 909
CHO003 Coal,coke, and related chemicals products .......... 2,665 3,481 816
AGO056 Industrial papers and paperboards .................. 2,439 3,201 762
MT001 Aircraft engines and gas turbines ................... 2,642 3,356 714
ST007 Radio transmission and reception apparatus, and

combinations thereof .................. ... ... -2,598 -1,924 674
MTO012 Construction and mining equipment ................. 3,485 4,138 653
MT023 Semiconductor equipment, robots, and other

machinery ............ooeiiiiiiiiiiiniiennna... 1,171 1,801 630
ST031 Measuring, testing, controlling, and analyzing

instruments  ........ .. 4,333 4,907 574
ST028 Arms and ammunition ......... .. ..o, 1,435 2,005 570
AG047 Lumber .. ... -3,601 -3,068 533
CHO039 Other plastics in primaryforms ..................... 2,986 3,461 475
AGO033 Animal or vegetable fats and oils ................... 805 1,264 459
AGO005 Poultry . ... . 1,668 2,118 450
ST024 Medical goods ..............iiiiiiiiiiii 3,592 4,015 423
MT022 Non-metalworking machine tools and parts thereof ... 43 463 420
CHO050 Manmade fibers and filamentyarmns ................. 286 683 397
AGO002 Cattleandbeef ............ ..ot -355 21 376
AGO013 Animalfeeds ............ciiiiiiiiiiiiii 2,869 3,242 373
MM023 Iron and steel wasteandscrap ..................... 1,031 1,403 372
ST017 Electrical and electronic articles, apparatus, and

parts not elsewhere provided for 1,351 371
CHO067 SWEAtEIS .\ttt e e -1,718 304
CHO080 Otherwearing apparel ..................coiian. -1,387 302

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Table 2-10
U.S. trade position declines: Ranking of top 30 industry/commodity groups, 1994 and 1995

(Million dollars)
U.S. balance Absolute change from

USITC
code Industry/commodity group 1994 1995 1994 to 1995
ST016  Diodes, transistors, integrated circuits and

similar semiconductor solid-state devices ........... -7,922 -15,851 -7,929
ST018  Automatic data processing machines .................. -17,059 -21,832 -4,773
MT038 Automobiles, trucks, buses, and bodies and chassis

oftheforegoing ..............oo i, -57,875 -62,485 -4,610
MT042 Aircraft, spacecraft, and related equipment ............ 22,145 17,704 -4,441
CHO04 Crudepetroleum ...........cccviiiiiiiiennnnnenn... -38,486 -42,076 -3,590
AGO058 Printing and writing papers .............. ...l -1,685 -2,771 -1,086
CH027  Medicinal chemicals, except antibiotics ............... 395 -605 -1,000
AGO57  NewsPrnt .......outieiieiiieniiiiianneannns -2,852 -3,827 -975
CH066 Shirtsandblouses ..............cccoiiiiiiiniiin.. -9,819 -10,701 -882
MMO055  Furniture and selected furnishings .................... -4,338 -5,121 -783
AG028 Coffeeandtea ............ovvviiiiiiiiiiiiiinnnn. -2,424 -3,198 -774
MT020 Machine tools for cutting metal and parts; tool

holders, work holders; dividing heads and

other special attachments for machine tools ......... -1,082 -1,790 -708
MMO020 Precious metals and related articles .................. 2,498 1,799 -699
MMO066 Miscellaneous articles .............................. -2,925 -3,617 -692
CHO049 Naturalrubber .............ccoiiiiiiiiiiiiiina.... -932 -1,587 -655
CHO064 Men'sandboy’strousers .............c.cccvveveann... -2,095 -2,673 -578
MTO029 Electrical transformers, static converters, and

INAUCIOrS ... -963 -1,637 -574
MMO041 Certain base metals and chemical elements ........... -793 -1,346 . .-553
MT002 Internal combustion piston engines, other than for

aircraft ... 864 383 -481
MM061 Toysandmodels .............ccviiiiiiiininnnnnn... -3,482 -3,945 -463
MMO022 Ferroalloys ...........oiuiiiiiiiiiiii i -690 -1,131 -441
ST001 Officemachines ...........cccoviiiiiiiniinnenn... -4,004 -4,436 -432
CHO11  Benzenoid specialty chemicals ....................... 1,792 1,372 -420

STO10  Television apparatus (except receivers and
monitors), including cameras, camcorders, and

cableapparatus ............. ... ..o, -2,838 -3,244 -406
AGO034 Ediblepreparations ..............oiiiiiiiiiiiia.., 1,501 1,125 -376
CHO082 Footwear and footwearparts ................covvun... -11,068 -11,424 -356

ST004 Tape recorders, tape players, video cassette
recorders, turnTables, and compact disc

players ... e -5,643 -5,979 -336
CHO70 Robes, nightwear, and underwear .................... -1,628 -1,961 -333
CH047  Miscellaneous rubber or plastics products ............. -1,346 -1,661 -315
MTO036 Insulated electrical wire and cable, and conduit;

glass and ceramic insulators ....................... -1,5621 -1,832 -311

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

Table 2-11

Top absolute bilateral U.S. trade shifts (changes) in imports, exports, and total, and resulting change in U.S.
trade balance, by trading partners, during 1994-95

(Million dollars)
Change in
Rank Partner Exports Imports Total U.S. balance
1 Canada ..............coiiiiiiian., 9,618 16,129 25,747 -6,511
2 Mexico ... -4,255 13,116 17,371 -17,371
3 Japan ... 9,900 4,871 14,771 5,029
4 Korea .........cooiiiiiiiiiiiiin., 6,984 4,479 11,463 2,505
5 China .........oooiiiiiiiiiiiine.. 2,435 6,797 9,232 -4,362
6 Germany .........iiiiiiiiiiiian, 2,994 5,560 8,554 -2,566
7 Singapore ...l 1,934 3,206 5,140 -1,272
8 Malaysia .............. ... ...l 1,586 3,524 5,110 -1,938
9 TaWan ...ooi i e 1,795 2,289 4,084 -494
10 United Kingdom ...................... 1,565 2,065 3,630 -500
11 faly ... 1,586 1,767 3,353 -181
12 Netherlands ......................... 2,998 339 3,337 2,659
13 Brazil ........ ... .l 3,118 141 3,259 2,977
14 HongKong ..........o.ocvveiiiitn, 2,578 611 3,189 1,967
15 Philippines ............. ... il 1,321 1,279 2,600 42

Source: Compiled from official statistics of the U.S. Department of Commerce.
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U.S. trade with only six of these countries, Japan,
Brazil, the Netherlands, Korea, Hong Kong, and the
Philippines, had a positive affect on the U.S. trade
balance in 1995. The positive influence of the trade
with Japan is especially notable. The $5.0 billion
decrease in the U.S. trade deficit with Japan in
1995 contrasts sharply with the $6.4 billion increase
recorded in 1994. Trade with the remaining part-
ners, especially Mexico, Canada, and China, was
responsible for a $35.2 billion negative change in
the U.S. trade position during 1995. This amount
exceeded the overall $17.2 billion widening of the
trade deficit in 1995. Mexico was the standout
among these countries. The $531 million U.S.-Mex-
ico trade surplus in 1994 shifted to a $16.8 billion
deficit in 1995. An analysis of some of the under-
lying factors that influenced the shifts in bilateral
trade with each of these major trading partners is
provided below.

Canada

The U.S. trade deficit with Canada expanded by 26
percent ($6.5 billion) in 1995 to $31.6 billion and
was the third-largest of all U.S. bilateral trade defi-
cits (one-sixth of the total U.S. trade deficit). The
growth in U.S. exports to Canada, which rose by 9
percent ($9.6 billion) in 1995 to $113.3 billion, was
overshadowed by U.S. imports from Canada, which
rose by 13 percent ($16.1 billion) to $144.9 billion.
The United States was both the leading market for
Canadian exports (80 percent) in 1995 and the prin-
cipal source of imports (67 percent). Canada is also
the largest U.S. trading partner, accounting for
20 percent of total U.S. imports and exports in
1995. Such factors as geographical proximity, re-
source endowment, infrastructure, communication
and media linkages, similar cultures and language,
and integration of industries promote trade between
the two countries.

The increase in U.S. imports from Canada was
fueled by the sustained rate of growth of the U.S.
economy?8 and a favorable Canadian exchange rate.
Canadian demand for U.S. exports was tempered by
modest business, government, and consumer spend-
ing, and the exchange rate. Private-sector firms in

27 According to the U.S. Department of State publication,
Country Reports on Economic Policy and Trade Practices
(Washington, DC: GPO, Mar. 1996), p. 147, Canadian subsid-
iaries of U.S. companies account for a significant portion of
Canadian GDP. Roughly 40 percent of the assets of Canadian
manufacturing companies are foreign-owned; of this total,
about 75 percent belong to U.S. firms. The stock of total for-
eign direct investment in Canada in 1994 was US$108 billion,
of which US$ 70 billion, or 65 percent, was U.S. foreign di-
rect investment.

28 According to the Scotiabank: The Bank of Nova Sco-
tia, Global Economic Outlook (Nova Scotia, Canada, May
1996), p. 7, GDP growth for Canada is expected to fall below
2 percent in 1996, while that for the United States is projected
to be 2.2 percent.

Canada have cut back their expenditures in an ef-
fort to reduce the rate of inventory accumulation
and adjust to cutbacks in public spending at both
the federal and provincial level. Government spend-
ing continues to be constrained by debt service
cost. Despite years of budget cutting, government
debt will be equivalent to 74 percent of Canada’s
GDP in FY97/98. Debt service costs will reach
more than $50 billion, roughly 37 cents out of ev-
ery tax dollar sent to Ottawa. Consumer confidence
remains low because of employment uncertainty
caused by the ongoing restructuring in the Canadian
economy and the stagnation in the growth of dis-
posable income. When adjusted for inflation, Cana-
dian disposable income has shown no growth be-
tween 1990-96, well below the 4-percent average
annual increase over the previous 30 years.?? Ac-
cording to the Scotiabank of Canada, Canadian na-
tional employment rose by less than 90,000 during
199530 with gains concentrated in part-time posi-
tions.

The U.S. trade deficit with Canada in transportation
equipment, which totaled $11.2 billion in 1995, was
largely the result of value being added in Canada
(parts and labor) to U.S. origin parts during assem-
bly. Reflecting the integration of the motor-vehicle
industries in the United States and Canada, trans-
portation equipment accounted for nearly one-third
($82.5 billion) of the total trade between the two
countries in 1995. Canada’s trade advantage for for-
est products totaled $13.5 billion in 1995, that for
energy and related products (mostly petroleum and
natural gas) was $12.6 billion. Canada’s trade sur-
plus in minerals and metals reached $4 billion in
1995. The U.S. trade advantage for electronics
technology and machinery and equipment was
$12.5 billion.

U.S. exports of transportation articles to Canada
rose by 7 percent ($2.2 billion) in 1995 to
$35.7 billion, while imports of these products rose
by 6 percent ($2.7 billion) to $46.8 billion. Motor
vehicles and parts32 accounted for nearly one-half
of the trade in the transportation sector ($46 bil-
lion) and almost one-fifth of U.S.-Canada trade
overall. For the most part, the U.S. motor-vehicle
industry exports parts to Canada and imports fin-
ished vehicles. The United States had a $6.2 billion
trade surplus with Canada in motor vehicle parts in
1995 but a trade deficit of $21.9 billion in finished
vehicles.

29 Ibid.

30 Estimates provided by Scotiabank, Ibid., p.1, stated
that the severity of Canada’s labor market problems is further
highlighted by the sharp drop in labor force participation
(people looking for jobs) during 1990 and 1995. If the partici-
pation rate had stayed relatively stable—as it has in the United
States—Canada’s unemployment rate would still be above 13
percent.

31 Business Week, “This Turnaround Looks a Mite Tenta-
tive,” Dec. 18, 1995, p. 32.

32 Includes cars, buses, trucks, bodies and chassis of the
foregoing.
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North American motor-vehicle producers achieve
increased economies of scale by concentrating the
production of specific vehicle models at a single
location and limiting the number of sites at which
specific parts are manufactured. These locations
supply both the U.S. and Canadian markets. Since
Canada accounts for 18 percent of North American
car assembly capacity but only 7 percent of pur-
chases,33 the United States is expected to maintain
a significant trade deficit with Canada in finished
vehicles for many years to come. Principal U.S. ex-
ports of transportation products other than motor
vehicles and parts were internal combustion en-
gines, and aircraft, spacecraft and related articles
(principally large civil aircraft) (table 2-12).

The fastest growth in bilateral trade with Canada
among leading sectors in 1995 was accounted for
by forest products (principally pulp, paper, and
printed matter) as U.S. exports of sector products
rose by 19 percent ($1 billion) to $6.3 billion and
imports rose by 21 percent ($3.5 billion) to $19.9
billion. All sectors of the North American pulp and
paper industries experienced increasing demand for
their products in 1995. The market price for pulp
and paper began to rise in 1994 when a hardwood
pulp shortage developed in Europe because of the
earlier collapse of the former Soviet Union. The
disruption occurred at a time when the western Eu-
ropean, North American, and Asian economies were
beginning their economic recoveries that have
lasted through 1995. Products accounting for the
bulk of the increase in U.S. exports to Canada in
1995 were wood pulp and wastepaper; industrial
papers and paperboard, and printed matter. The in-
crease in U.S. imports of forest products from Can-
ada in 1995 was accounted for by shipments of
wood pulp and wastepaper, newsprint, and printing
and writing paper (table 2-13).

In contrast to the overall trend for forest products,
U.S. imports of lumber from Canada declined by
$606 million (11 percent) to $5.1 billion in 1995.
The decline was the result of a price correction, as
the volume of lumber imported actually increased
in 1995. Prices were unusually high in 1994 be-
cause of strong U.S. demand and some shortages in
the Western supply regions. Further, Canadian de-
mand for lumber in 1995 was tempered by a con-
tinuing decline in residential construction, as home-
builders concentrated their efforts on working off
high inventories of unsold homes.

U.S. exports of chemicals and related products to
Canada rose by 11 percent ($1.3 billion) to $13.3
billion in 1995; while imports rose almost twice as
fast, by 19 percent ($1.7 billion) to $10.5 billion.
Chemical products are used in a wide variety of

33 Scotiabank, Global Economic Outlook, p. 10.
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consumer items, including automobiles, building
materials, appliances, and clothing. Virtually all
U.S.-Canadian trade in chemical products entered
duty free under the NAFTA. U.S. exports to Cana-
da of chemicals and related products are largely of
specialty chemicals, while U.S. imports from Cana-
da are primarily of commodity chemicals. Canadian
commodity chemicals, particularly the ammonia and
petrochemicals subsectors, are highly competitive
because of the availability of competitively priced
oil and gas.34

U.S. exports of minerals and metals to Canada rose
by 12 percent ($1.2 billion) to $11.0 billion in
1995; imports rose at a slightly higher rate of 15
percent ($2.0 billion) to $15.0 billion. Canada is
the world’s leading exporter of minerals and metals
because it has both significant domestic sources of
metals including iron, copper, lead, zinc, and pre-
cious metals; and access to significant sources of
low-cost hydroelectric power to smelt alumina and
produce steel. Canadian metal producers have in-
vested more than $1 billion in new technology in
order to meet recent environmental regulations and
productivity challenges. Products accounting for the
bulk of the increase in U.S. exports were steel mill
products, aluminum mill products; and copper and
related products. On the import side, the same
products along with unwrought aluminum, ac-
counted for the bulk of the increase in 1995.

U.S. exports to Canada of electronic articles rose
by 14 percent ($2.1 billion) to $17.9 billion in
1995; while imports rose by 21 percent ($1.9 bil-
lion) to $10.9 billion. Canadian subsidiaries of
IBM, Digital, Hewlett Packard, and Unisys account
for most Canadian shipments of computers, elec-
tronic components, and telecommunication equip-
ment. Canadian-owned enterprises generally special-
ize in computer assembly and the manufacture of
computer subsystems and peripheral equipment. Al-
though a modest producer of electronic products
compared with the United States, Canada is an in-
ternationally competitive manufacturer of high-end
electronic components, owing to its highly educated
workforce and highly automated methods of pro-
duction. Canadian manufacturers are at the leading
edge of telecommunications technology and are be-
ginning to benefit from the creation of new wire-
less networks in the United States and Canada. The
most prominent growth in U.S. exports of electron-
ic articles in 1995 was for computers, semiconduc-
tor devices, and apparatus for electrical circuits.
U.S. imports of computers, and semiconductor de-
vices were also strong in 1995.

34 Industry Canada, Chemicals, Plastics and Advanced
Materials, The International Trade Business Plan 1995/96,
Canada’s Export Strategy (Ottawa, Ontario, Canada, Jan.
1996), p. 5.



Table 2-12

Leading increases in U.S. exports to Canada, 1994-95

Increase Change, 1995
Industry/product : 1994 1995 in 1995 from 1994
Million dollars Percent
Transportation equipment:
Motor-vehicleparts ......................... 11,833 12,619 786 7
Aircraft, spacecraft, and related equipment ..... 986 1,303 317 32
Forest products:
Wood pulp and wastepaper .................. 359 599 240 67
Industrial papers and paperboards ............ 834 1,060 226 27
Printedmatter ................ ... ..l 1,711 1,873 162 9
Minerals and metals:
Steelmillproducts ....................... ... 1,406 1,691 285 20
Aluminummill products ...................... 925 1,169 244 26
Copper and related articles . .................. 558 797 239 43
Electronic articles:
COmMPULEIS . ..ottt iiiieiieeeaeens 4,142 4,771 628 15
Semiconductordevices ...............o..o.. 1,763 2,376 612 35
Apparatus for electrical circuits ............... 1,818 2,058 240 13
Source: Compiled from official statistics of the U.S. Department of Commerce.
Table 2-13
Leading increases in U.S. imports from Canada, 1994-95
Increase Change, 1995
Industry/product 1994 1995 in 1995 from 1994
Million dollars Percent
Transportation equipment:
Automobiles, trucks, buses, and bodies
andchassis .........oviiiiiiiiniiiiie. 30,685 33,277 2,592 8
Forest products:
Wood pulp and wastepaper .................. 1,992 3,226 1,234 62
Newsprint.............oo i, 3,296 4,371 1,075 33
Printing and writing papers ................... 1,582 2,413 831 53
Minerals and metal: ‘
Unwroughtaluminum ........................ 2,334 2,836 502 22
Copper and related articles . .................. 979 1,452 473 48
Aluminummill products ...............0...... 734 920 186 25
Steelmillproducts .......................... 2,284 2,442 157 7
Electronic articles: )
COMPULETS . .o 3,149 4,057 908 29
Semiconductordevices ...................... 1,344 1,695 351 26
Telephone and telegraph apparatus ........... 1,055 1,292 237 22

Source: Compiled from official statistics of the U.S. Department of Commerce.
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U.S. imports of both crude petroleum and furniture
increased significantly in 1995. The value of U.S.
imports of crude petroleum from Canada increased
from $4.9 billion in 1994 to $6.1 billion in 1995,
or by 25 percent. However, in terms of quantity,
imports increased by only 9 percent, from 348 mil-
lion barrels in 1994, to 379 million barrels in 1995.
The per-barrel price of crude on the world market
increased by nearly $2.00 as non-OPEC producers,
which are traditionally higher priced producers,
gained a larger share of the world market.

U.S. imports of furniture rose by 21 percent ($417
million) to $2.4  billion. Canadian furniture
manufacturers have streamlined methods of produc-
tion and modernized their manufacturing equipment
in order to survive increased levels of U.S. com-
petition because of the implementation of the NAF-
TA. As a result, Canadian furniture manufacturers
have been increasingly competitive in U.S. markets.
A significant portion of the increase in U.S. im-
ports of furniture from Canada was accounted for
by motor vehicle seats and parts.

Josephine Spalding
(202) 205-3498

Mexico

Devaluation of the Mexican peso led the U.S.-Mex-
ico merchandise trade balance to slip from a $531
million surplus in 1994 to a $16.8 billion deficit in
1995. U.S. imports from Mexico rose by $13 bil-
lion (27 percent) to $62 billion in 1995, while U.S.
exports declined by $4.3 billion (9 percent) to $45
billion.

On December 20, 1994, the Mexican Government
devalued the peso and 2 days later allowed it to
float in foreign exchange markets for the first time
in 3 years, instead of pegging its value to the U.S.
dollar.3> Adverse political and social developments
during the year, combined with a large outflow of
capital that was exacerbated by rising U.S. interest
rates and the decision by the outgoing Salinas ad-
ministration to bolster the peso strength by deplet-
ing Mexico’s foreign reserves, culminated in the
Mexican peso crisis. Because the value of the peso
fell by nearly one-half, Mexican President Ernesto
Zedillo announced an economic austerity package
on March 9, 1995, in an attempt to stabilize the
Mexican economy and restore investor confi-
dence 36

35 For a detailed description of the Mexican peso crisis,
see Truman, “The Mexican Peso Crisis,” pp. 199-209.

36 U.S. Department of Commerce (USDOC), Internation-
al Trade Administration (ITA), U.S. Global Trade Outlook,
1995-2000: Selected Big Emerging Markets, Mexico, Mar.
1995, p. 90.
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The peso crisis precipitated the decline of U.S. ex-
ports to, and contributed to the rise of U.S. imports
from, Mexico by increasing the price of U.S.-made
goods in the Mexican market and lowering the
price of Mexican goods in the U.S. market. Real
Mexican GDP, which had grown by 3.5 percent in
1994, shrank by 6.0 percent in 199537 President
Zedillo’s austerity plan called for less government
spending, higher taxes, and increased prices on con-
sumer goods, all of which decreased demand for
many products in Mexico. As a result, U.S. exports
to Mexico declined substantially in most sectors in
1995, especially in nonsubsistence or consumer
goods such as automobiles, furniture, computers,
telephones, and stereo equipment (table 2-14).

As a result of the implementation of NAFTA in
199438 and the continued growth of the maquilado-
ra sector (the assembly of foreign components for
re—export39), U.S. exports to Mexico did increase in
three diverse areas in 1995: electronic components,
apparel, and oil and gas. Production in the maquila-
dora industry grew by an estimated 25 percent in
1995,40 leading to a 35-percent rise in U.S. exports
of electronic parts typically used in maquiladora as-
sembly processes (table 2-15).

Exports of these selected electronic components
amounted to $5.1 billion in 1995, 11 percent of
total U.S. exports to Mexico. Devaluation of the
peso reduced labor costs in the maquiladora indus-
try by an estimated 25 to 30 percent,*! which in
turn led to increased assembly in Mexico by U.S.
companies and a rise in exports of U.S. components
to Mexico for assembly into electronic products.
Additionally, NAFTA rules of origin encouraged
Japanese and Korean companies with television as-
sembly plants in Mexico to make greater use of
U.S.-made parts. Consequently, there was a 31-per-
cent ($209 million) increase in exports of picture
tubes to Mexico in 1995 (table 2-15).

NAFTA and the growth of the maquiladora industry
were also responsible for increased U.S. exports of
apparel and energy-related products. Duty-free treat-

“ment under NAFTA of apparel sewn in Mexico en-

tirely from U.S.-cut fabric led to a significant rise
in U.S. exports of apparel pieces to the maquilado-

37 Estimate made on data available through Oct. 1995,
U.S. Department of State, Key Economic Indicators: Mexico,
1995, p. 1.

38 The NAFTA eliminated Mexican quotas on U.S. tex-
tiles and apparel and granted zero-duty status for many cate-
gories of imported goods, including semiconductors, comput-
ers, telecommunications equipment, machine tools, medical
devices, and electronic equipment.

39 For more information on export processing in Mexico
see, USITC, Production Sharing: Use of U.S. Components
and Materials in Foreign Assembly Operations, 1991-94
(U.S. Imports Under Production Sharing Provisions of HTS
Heading 9802), USITC publication 2996, May 1996.

40 Estimated by Don Michie, Professor of Marketing,
University of Texas at El Paso, telephone interview with
USITC staff, May 2, 1996.

41 Ibid.



Table 2-14
Leading decreases in U.S. exports to Mexico, 1994-95

Decrease in 1995

Total value

Industry/product Value Percent in 1995

Million Million

dollars dollars
All agricultural goods . ...ttt 1,101 23 3,622
Autoparts ... ... e 1,089 25 3,325
Medical equipment .......... ... i e 489 27 1,295
Aircraft . ..o e 387 81 93
Motorvehicles .......... ..o 312 64 175
Furniture, including vehicleseats ............................. 238 26 682
COMPULEIS .ottt e i e 197 25 589
Telephone and telegraph apparatus ..................cooun... 195 33 398
Stereos and other radio equipment; pagers .................... 189 27 512
Allother .. e 907 3 33,340

Total .. 5,104 10 44,031

Source: Compiled from official statistics of the U.S. Department of Commerce.
Table 2-15
Leading increases in U.S. exports of electronic parts to Mexico, 1994-95

Increase in 1995

Total value

Product Value Percent in 1995

Million Million

dollars » dollars
Integrated circuits and other semiconductor devices ............. 445 39 1,573
Circuit breakers, printed circuitboards ......................... 438 29 1,932
Capacitorsand resistors . ............ccviiiiiieeniiiiinnn... 217 46 690
Cathode ray tubes for televisions and computer monitors ........ 209 31 ' 875

Total e 1,309 35 5,070

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

ra industry. This expanmsion was nearly offset by
lower exports of finished apparel resulting from re-
duced consumer purchasing power in Mexico fol-
lowing the peso devaluation. The net result was a
7-percent ($162 million) increase in U.S. exports of
all textile and apparel products to Mexico in 1995
to $2.4 billion (see table 7-1). U.S. exports of re-
fined petroleum and natural gas rose by 26 percent
($264 million) to $1.3 billion in 1995, in large part
to supply the maquiladora industry (the bulk of
which is located along the U.S.-Mexico border),
other export-oriented Mexican producers, and the
trucking companies used to transport Mexican ex-
ports to the United States. U.S. energy exports to
Mexico also benefited from eased access to the
Mexican market under NAFTA.

The substantial increase in U.S. imports from Mexi-
co was also caused by the peso devaluation which
substantially reduced the cost of Mexican labor
(contributing to cheaper Mexican exports overall)
and to the continued effects of the implementation
of NAFTA. U.S. imports of electronic assemblies
increased substantially, commensurate with the
aforementioned increase in U.S. exports to Mexico
in the electronic component sector. Leading exam-
ples included radio and television equipment, com-
puter equipment, and meters (table 2-16). U.S. im-
ports of selected motor vehicles and parts
assembled in Mexico (cars, trucks, engines, ignition
sets, and wiring harnesses) also rose sharply in
1995, increasing by $4.4 billion to $14.7 billion, a
rise of 42 percent.
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Table 2-16

Leading increases in U.S. imports from Mexico, 1994-95

Increase in 1995

Total value
Product/commodity Value Percent in 1995
Million Million
dollars dollars
Motorvehicles ... e 2,549 44 8,386
Textilesand apparel .......... ...l 1,273 52 3,704
Crude petroleum . ....... . ittt i 1,088 24 5,682
ENgINeS ..ot e e 726 83 1,605
Radio equipment, including stereo receivers and pagers ......... 613 95 1,259
Computerequipment ... ... ... 400 26 1,918
Wire harmesses .........coiiiiiiii i 368 12 3,327
Television apparatus ..............coiiiiiiiiiieiiniina., 278 53 805
Steelmillproducts ...t 275 47 865
Copperand related articles ................cccoiiiiiiinnn.. .. 264 120 484
Coffee i e 259 78 592
Meters and other measuring instruments ...................... 256 25 1,290
Transformers ..........oiiiii i e e 214 30 917
Television receivers and video monitors ....................... 207 7 3,022
Cattleandbeef....... ... oo 196 55 551
Vegetables ...t e 194 20 1,184
AlLOther . e s 3,955 18 26,130
Total .. e 13,116 27 61,721

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

U.S. imports of Mexican textiles and apparel also
benefitted from the NAFTA and peso devaluation,
increasing from $2.4 billion in 1994 to $3.7 billion
in 1995, a climb of 52 percent. Duty-free treatment
for Mexican apparel assembled from U.S.-cut mate-
rial and reduced labor costs in Mexico because of
the peso devaluation have made sewing operations
in Mexico more competitive with operations in
Central America, the Caribbean Basin, and Asia.
U.S. imports of apparel from Mexico in 1995 were
concentrated in shirts and blouses (an increase of
by $283 million, or 73 percent); men’s and boys’
trousers (an increase of $252 million, or 59 per-
cent); and women’s and girls’ trousers (an increase
of $173 million, or 63 percent).

Agricultural, mining, steel, and petroleum imports
from Mexico all increased significantly in 1995,
largely because of the major decrease in raw mate-
rial prices associated with the Mexican peso deval-
uation. As a whole, U.S. agricultural imports from
Mexico were up by 32 percent, an increase of $1.1
billion, to $4.4 billion in 1995, with the strongest
growth in coffee, 42 cattle and beef, and vegetables.
Imports of crude petroleum from Mexico rose by
24 percent ($1.1 billion) to $5.7 billion, while im-
ports of steel mill products climbed by 47 percent
to $865 million, and imports of copper and related
products more than doubled to $484 million (table
2-16).

42 The main reasons that U.S. imports of Mexican-pro-
duced coffee increased so substantially were because of de-
creased Brazilian production, the peso devaluation, and NAF-
TA benefits, according to the Institute for Agriculture and
Trade Policy, NAFTA & Inter-American Trade Monitor, vol
3:8, Apr. 19, 1996.
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The tight credit and fiscal policies implemented
through President Zedillo’s austerity plan are ex-
pected to limit inflation and correct the current ac-
count imbalance, while continuing to restrict do-
mestic demand for imports in the near future.
Moreover, industry sources report that Mexico has
been able to retain the confidence of investors that
are focused on long-term benefits. According to the
IMF, a growth rate of 3 percent is expected this
year;*3 and the Mexican economy has the strong
underpinnings (balanced budget; modern, open
economy; low predevaluation inflation base, and
enhanced investment environment*¥) necessary to
regain stability and continue on its previous path of
economic growth. As the Mexican economy gradu-
ally recovers over the next 5 years, U.S. exports to
Mexico are likely to increase, and the U.S. trade
deficit with Mexico is expected to decline.

Jennifer Rorke
(202) 205-3489

Japan

The U.S. merchandise trade deficit with Japan de-
clined for the first time since 1990, due largely to
a $3.3 billion decrease in the deficit in the motor-
vehicle sector. The $5.0 billion decline to
$61.4 billion, was an 8-percent decrease, nearly
matching the 1993 trade deficit of $60.1 billion

43 Debra Beachy, “Mexico’s Ambassador Says Mexico
Rebounding from Economic Crisis,” Houston Chronicle,
Apr. 19, 1996.

44 USDOC, ITA, U.S. Global Trade 1995-2000: Mexico,
p. 91.



(see tabulation). Total U.S. trade with Japan in-
creased by 9 percent in 1995; exports increased by
$9.9 billion (19 percent) to $61 billion and imports
by $4.9 billion (4 percent) to $122 billion. Japan is
the second-largest U.S. merchandise trading partner,
behind Canada. The slight narrowing of the U.S.-
Japan trade deficit during the period was also in
marked contrast to Japan’s soaring trade surplus
with Asia, which reached $71 billion in 1995,
highli§hting the country’s strong focus on regional
trade.®

Change in U.S. Total

trade deficit trade deficit
Year with Japan with Japan

(Billion (Billion

dollars) dollars)
1991 ......... 24 45.1
1992......... 4.6 49.7
1993......... 104 60.1
1994 ......... 6.4 66.5
1995......... -5.0 61.4

Explanations for the decline in the U.S.- Japan
trade deficit include more favorable exchange rates,
and a general, albeit small, improvement in the
Japanese economy, both of which have encouraged
domestic imports.*6 In addition, the strong yen and
changing structure of Japanese industry are reducing
Japanese exports to the United States. For example,
many Japanese companies, especially in the high-
technology sectors, have relocated operations off-
shore to lower production costs, and are exporting
from those facilities.

A decline in motor-vehicle imports from Japan was
the single largest contributor to the decrease in Ja-
pan’s trade surplus with the United States. Motor-
vehicle imports from Japan fell by $2.2 billion,
which accounted for 46 percent of the total $5.0
billion decrease in the U.S. trade deficit with Japan
(table 2-17). Roughly one-quarter of the total dollar
value of imports from Japan in 1995 was attribut-
able to autos and auto parts. One of the most direct
contributors to the reversal in U.S.-Japan trade
trends were the accords reached under the U.S.-Ja-
pan Auto Agreement.*’ Concluded in August 1995
as one of 13 agreements within the Framework

45 Economist, “Japan, The Shrinking Surplus,”
Feb. 3, 1996, p. 31. :

46 For the third consecutive year Japan experienced less
than 1-percent annual economic growth. For discussion of the
changing structure of the Japanese economy see Ibid.; and
U.S. Department of State, Country Reports, Mar. 1996,
pp. 60-67.

4TUSTR, Report to President Clinton of the Interagency
Enforcement Team Regarding the U.S.-Japan Agreement on
Autos and Auto Parts, Apr. 12, 1996.

talks,*8 provisions for improved market access for
U.S. autos and auto parts reportedly played a sub-
stantial role in the slightly improved trade bal-
ance.*® Motor vehicles (automobiles, trucks, and
buses) represent the largest single element of trade
between the United States and Japan, accounting
for 17 percent of total trade ($32 billion) in 1995.
Engines and selected other auto parts accounted for
4 percent ($8.2 billion).

Although no other consumer commodity group
approximated the importance of motor vehicles,
trade in certain high-tech commodities, the second-
most-significant group of declining imports in terms
of percentage of dollar value, also contributed to
the improved trade balance. For example, the trade
deficit in computers, related equipment, and parts
declined from $11.5 billion to $10.7 billion as U.S.
exports to Japan increased by $756 million, or 22
percent, and imports remained static. The trade def-
icit in telephone, radio, and stereo equipment (in-
cluding records, tapes, and compact discs), also
contracted in 1995 falling by $1.2 billion to $4.0
billion, reflecting a $581 million (30-percent) in-
crease in U.S. exports to Japan to $2.5 billion, and
a $624 million (9-percent) decrease in imports from
Japan to $6.5 billion.

Unlike the distribution of imports, rising U.S. ex-
ports to Japan were distributed more evenly among
commodities. Motor vehicles, computers, medical
goods, meters and other measuring instruments,
telephone apparatus, semiconductor devices, and
electronic parts of computers, office machines and
televisions and radio apparatus accounted for $3.7
billion (37 percent) of the $9.9 billion total increase
in U.S. exports to Japan (table 2-18). Corn, beef,
pork, and woodpulp and wastepaper accounted for
$1.4 billion (14 percent) of the increase.

While U.S. exports of motor vehicles may have
benefited from the direct intervention of the U.S.
Government to open markets and channels of dis-
tribution in Japan, U.S. exports of other manufac-
tured goods rose because of the sustained low value
of the U.S. dollar relative to the Japanese yen and
relatively low costs of production in the United
States for a variety of goods. Exports to Japan from
U.S. production facilities of Japanese-owned com-
panies also contributed to the overall rise in U.S.
exports of manufactured goods to Japan in 1995.

48 Generally, the Agreement gives U.S. automakers great-
er access to Japan’s dealership networks. It also insures in-
creased purchases of U.S.-made auto parts through pledges
from Japan’s Big Five automakers to purchase more North
American products and from a commitment from the Govern-
ment of Japan to deregulate the auto parts market and relax
certification criteria that effect the auto parts market. USTR as
reported in USITC: “Last Minute Trade Agreement Averts
U.S. Sanctions Against Japanese Luxury Cars,” International
Economic Review, July 1995, pp. 18-22.

49 USTR, Report to President Clinton of the Interagency
Enforcement Team.
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Table 2-17
Leading changes in U.S. imports from Japan, 1994-95

Change in 1995

Total value

Industry/product Value Percent in 1995
Million Million
dollars dollars

Semiconductor deviCes .. .. ..ottt 3,025 40 10,675

Machinetools ............. 421 32 1,734

Certain industrial machinery 401 18 2,675

Motor-vehicleengines . ............iiiiiiiiiiiii e 352 13 2,971

Camcorders and other television apparatus (except receivers) ...... 320 16 2,377

Copiers and other office machines .............................. 282 9 3,418

Meters and other measuring, testing, and controlling instruments . . . . 247 19 1,546

Printed circuit boards and other circuit controlling apparatus . ....... 244 14 2,027

Medicinal chemicals, except antibiotics .......................... 211 37 778

Cars, trucks, andbuses .......... ...t -2,246 -7 28,995

Telephoneapparatus .. .........ooviiiiiiiii it -442 -21 1,691

COMPULBIS ..ottt i e e -338 -3 10,266

Steelmillproducts ...t -274 -15 1,540

Video games . . ...t -257 -19 1,117

) - | 4,870 4 122,402

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

Table 2-18

Leading increases in U.S. exports to Japan, 1994-95
Increase in 1995

Total value

Product/commodity Value Percent in 1995
Million Million
dollars dollars

Automobiles, trucks, andbuses ............... ... ..ol 1,041 53 3,003

SemiconductordeviCes .. ...t e 666 48 2,058

GO e e 555 41 1,910

(0704470 TH ] (=1 = PP 452 22 2,485

Certain industrial machinery ........... ... ..o i, 420 56 1,168

Woodpulpandwastepaper . ............cooiiiiiiiiiiiiiiiine, 356 62 930

Parts for computers and other office machines ................... 333 24 1,717

Meters and other measuring, testing, and controlling instruments . . . 321 26 1,563

Electronic parts for television and radio apparatus 320 73 754

Beef ... e 307 48 952

Medical goods ... e 295 23 1,592

Telephoneapparatus .. .......covviiiiiiiii e eaaaan 243 41 833

Meat (POrK) . ..o o e 212 61 561

Allother ... e 4,279 11 44,435

Total e 9,900 19 60,962

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

U.S. exports of beef, which rose by $307 million
(48 percent) in 1995 to $952 million, benefited
from the market opening efforts of earlier years.
The $555 million increase in U.S. corn exports to
Japan (a 41-percent increase) to $1.9 billion reflects
a short supply situation in Asia. U.S. corn produc-
ers experienced diminished competition in Japan
when China reversed its trading position from being
a net corn exporter to a net corn importer in late
1994.50

50 USDA, Grain: World Markets and Trade, Oct. 1995
and USITC, “China’s Evolving Grain Trade Opens New Mar-
keting Opportunities for U.S. Exporters,” Industry Trade and
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Although the trade balance with Japan improved as
a whole, the U. S. trade position with respect to
some commodities declined. The U.S. trade balance
in semiconductor devices declined by $2.4 billion
(38 percent) to a deficit of $8.6 billion, as a $3
billion increase in imports of these commodities
outpaced a modest $666 million export increase.
Trade in integrated circuits was affected by the
U.S.-Japan Semiconductor Arrangement, which ex-

50_Cont.

Technology Review, USITC publication 2942, Dec. 1995, pp.
31-41. Also, see the article on cereals later in this report for a
discussion of factors affecting demand and supply for this
product.



pired in July 1996.5! The U.S. trade position with
respect to machine tools, motor vehicle engines,
and camcorders and television apparatus also de-
clined, primarily because of continued growth in
manufacturing in the United States that boosted de-
mand for machine tools; shipments of engines to
U.S. assembly plants of Japanese automobile pro-
ducers; and the absence of domestic competitors in
the U.S. camcorder market. U.S. aircraft sales to
Japan dipped by $487 million (15 percent) in 1995
to $2.8 billion because of belt-tightening measures
by Japanese airlines and the slow recovery of the
travel industry in Japan following a series of shocks
to consumer confidence.

Susan Lusi
(202) 205-2334

Korea

In 1995, Korea’s economy returned to a more typi-
cal level of performance after 3 years of subaver-
age growth.52 For the year, GDP grew by an esti-
mated 9.3 percent,53 fueled mainly by exports and
domestic investment in plant and equipment. Reju-
venated purchasing power in Korea spurred the
U.S. bilateral trade balance with Korea to shift
from a $2.0 billion deficit in 1994 to a $457 mil-
lion surplus in 1995, with imports and exports from
the U.S. rising by 23 percent ($4.5 billion) and 40
percent ($7.0 billion), respectively, to $24.0 billion
and $24.5 billion. The surplus was the largest regis-
tered among Asian major trading partners, and re-
flected the significance of the United States as a
source of investment and technology. Korea ranked
seventh in total bilateral U.S. trade, with imports
and exports ranking eighth and fifth, respectively,

51 The U.S.-Japan Semiconductor Arrangement, con-
cluded in 1986 and renewed in 1991, was negotiated to ad-
dress the difficulty that foreign semiconductor producers faced
in gaining access to Japan’s domestic market. The arrange-
ment targeted a 20-percent market share as a goal for foreign
producers; a 29.6-percent market share was reported in March
1996. A new set of bilateral agreements, one inter-governmen-
tal and one inter-industry, was signed on Aug. 2, 1996. The
agreements call for market access and openness but have elim-
inated provisions from the previous arrangements which had
set numerical targets for foreign market share of the Japanese
market. Joint Statement of the Government of Japan and the
Government of the United States Concerning Semiconductors
(Vancouver, Canada, Aug. 2, 1996) and Agreement Between
the Electronics Industries Association of Japan and the Semi-
conductor Industry Association (Vancouver, Canada,

Aug. 2, 1996), both of which are reprinted in Inside U.S.
Trade, special report, Aug. 5, 1996, pp. S-1 through S-6.

52 According to the OECD, the Korean economy aver-
aged an 8.7-percent per year GDP growth during 1963-90.

33 L. Gordon Flake, “Korean Economy in 1995,” Korea’s
Economy 1996, Korea Economic Institute of America, vol.
12, p. 6.

in 1995.54 According to Asia analysts, Korea’s in-
creasing merchandise trade with the United States
reflects the implementation of policy changes an-
nounced by the government of president Kim
Young-Sam in 1993 to liberalize and deregulate the
domestic economy.55 Growth in U.S.-Korea trade in
1995 was also fueled by strong GDP growth in
Asia and the United States, the high value of the
Japanese yen,® and by continued government poli-
cies to limit inflation in Korea. At the same time,
Korean GDP growth is largely attributable to heavy
investment in plant and equipment by producers in
the export sector, which in turn resulted in high
import levels of capital equipment and provided a
larger export foundation.

Total Korean exports rose by 30 percent to $125
billion, compared with $96 billion in 1994. Semi-
conductors led the surge by rising $13 billion (70
percent) to $22.1 billion, followed by textiles, auto-
mobiles, and ships. Not all sectors fared as well as
semiconductors, which offset declines in traditional
export sectors such as footwear, which fell $264
million (15 percent) to $1.5 billion in 1995. The
United States and Japan continue as the main ex-
port markets for Korean goods, accounting for more
than 40 percent of all Korean exports, although
their share relative to total exports declined in
1995. At the same time, Korean exports to develop-
ing countries continued to increase, accounting for
more than 50 percent of all exports.5’

Leading Korean exports to the United States were
semiconductor devices, computers, automobiles, and
telephone apparatus which accounted for nearly 60
percent of the total in 1995. For automobiles, in
particular, the $182 million increase (12 percent) to
$1.7 billion in exports is mostly attributed to in-
creases in Korean production capacity and the pres-
ence of a new Korean automaker in the U.S. auto-
mobile market in 1995. The increases in U.S.
imports from Korea of semiconductors, $3.1 billion
(79 percent) to $7 billion, of computers, $1.4 bil-
lion (56 percent) to $3.8 billion, and of telephone
apparatus, $97 million (23 percent) to $512 million,
were attributable to increased production capacity
and levels in Korea and to the continued aggressive
penetration of the U.S. market by Korean compa-
nies.

54 According to data compiled from official statistics of
the U.S. Department of Commerce, the six leading countries
were Canada, Japan, Mexico, Germany, China, and the United
Kingdom. In 1994, Korea ranked eighth in total U.S. bilateral
trade, sixth in exports, and eighth in imports.

35 Ann M. Kambane, “U.S.-Korean Economic Relations:
An American Perspective,” Korea’s Economy 1996, Korea
Economic Institute of America, vol. 12, pp. 45-49.

56 Because Korea produces many items such as semicon-
ductors, steel, and automobiles that are close substitutes to
some Japanese items, a stronger yen makes Korean products
more appealing.

57 U.S. Department of State telegram, “Korea’s 1995
Balance of Payments Results,” message reference No.
001291, Mar. 6, 1996.
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On the other hand, such traditional Korean exports
to the United States as footwear and apparel contin-
ued to decline, reflecting Korea’s continued shift
from labor-intensive to capital-intensive industries.
In addition, Korean companies have relocated their
manufacturing facilities to gain access to countries
with lower labor costs and/or to be closer to ex-
panding and traditional markets. In 1995, Korean
exports to the United States of radio equipment fell
by $180 million (37 percent) to $301 million, while
footwear and apparel fell by $173 million (25 per-
cent) to $515 million, and $269 million (40 per-
cent) to $415 million, respectively, in 1995.

As a result of steady export opportunities, Korean
imports of capital equipment and materials for use
in bolstering the export sector contributed to the
32-percent rise ($135.1 billion) in imports in 1995.
Imports of capital equipment, transportation equip-
ment, and electronic goods rose by more than
32 percent, while raw materials, which accounted
for more than 50 percent of imports, also rose at a
similar rate.’® The geographic distribution of im-
ports remained relatively unchanged in 1995, di-
vided between capital equipment from developed
economies and input materials from developing
economies. Developed economies accounted for
more than 60 percent of all imports, with the
United States and Japan accounting for approxi-
mately 40 percent; oil-rich countries in the Middle
East and Southeast Asia accounted for much of the
remainder.

Cereals (corn and wheat) accounted for the most
significant increase in U.S. exports to Korea in
1995, rising by $895 million (186 percent) to $1.4
billion, nearly twice the 1994 level (table 2-19).
China has been Korea’s traditional supplier of feed
grain. However, domestic demand in China has
forced a cutback in exports, allowing the United
States, the world’s largest grower, to fill the void.>?

Infrastructure development to support the demands
of the Korean industrial sector led to increases in
U.S. exports of industrial machinery, steel, chemi-
cals, motors, air-conditioning equipment, and pow-
er-generating equipment (gas turbines). At the same
time, strong investment in manufacturing technolo-
gy led to growth in U.S. exports of semiconductors
and nonmetalworking machine tools used in the
production of semiconductors. Other significant
U.S. export increases were registered in copper,
gold, and platinum, all input materials used in the
manufacturing of electronic articles.®® Increased

58 Ibid.

39 See article on cereals later in this report for a discussion
of factors affecting demand and supply for these products. See
also USDA, Grain, Oct. 1995 and USITC, “China’s Evolving
Grain Trade,” pp. 31-41.

60 See article on precious metals later in this report for a
discussion of factors affecting demand and supply for these
products.
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commercial activity and business travel also created
more demand for U.S. exports of wood pulp (to
make paper) and aircraft.

The country’s traditional economic policy of em-
phasizing trade, particularly exports, remains the
main engine for economic growth. In recent years,
however, the combination of strong international
competition, rising labor costs, and currency ap-
preciation has led Korea to shift its export indus-
trial base from labor-intensive to capital-intensive
production and to compete on product quality rather
than price. This has resulted in significant increases
in import and export levels, while leading to a de-
cline in traditional exports (labor-intensive products
such as footwear, textiles, garments, etc.) from
30 percent in 1993 to 23 percent in 1995. The de-
cline has, thus far, been attributed to the shift in
import and export shares of large industrial con-
cerns (chaebols) and small/medium sized busi-
nesses. As a result of these developments, the gov-
ernment is considering  structural  adjustment
assistance for small and medium, labor-intensive in-
dustries through several programs including a sepa-
rate administrative office, increased credit availabil-
ity, and funds for automation.6!

Korea has made significant progress towards trade
liberalization under current President Kim Young-
Sam; however, in light of the country’s strong eco-
nomic performance, these reforms fall short
compared to similar economies. Liberalization plans
for key sectors such as finance and trade have been
announced, yet, the sectors remain mostly govern-
ment controlled.52 Further, chaebols have thrived
under the existing financial and trade system, and
opening of the economy to imports of automobiles,
electronics, and other consumer goods would have
a deleterious effect on these concerns.®3 It thus ap-
pears that the economic success that has led to the
call for increased economic liberalization is also
making the government hesitate in implementing
further changes.

Felix Bello
(202) 205-3120

China

For the ninth consecutive year, the United States
registered a deficit in its merchandise trade with
China. The U.S. trade deficit with China, second
only to that of Japan, grew from $29.4 billion in

61 U.S. Department of State telegram, “1995 Trade Sum-
mary - Korea’s Spectacular Trade Growth Masks Long-Term
Problems,” message reference No. 001362, Mar. 7, 1996.

62 Joan Henry, “South Korea,” Country Briefing, Bank of
Ireland Group Treasury, Autumn 1995.

63 U.S. Department of State telegram, “Daily Seoul Press
Translations,” message reference No. 002977,

May 22, 1996.



Table 2-19
Leading increases in U.S. exports to Korea, 1994-95

Increase in 1995

Total value

Product/commodity Value Percent in 1995
Million Million
dollars dollars

Cereals (cornandwheat) ............coouiiiiiiiiinniiinnnnnn. 895 186 1,376

Certain industrial machinery ..., 556 77 1,282

Aircraft . ..o 502 30 2,188

Semiconductor deviCes . .. ......vii i 378 30 1,658

Miscellaneous organic chemicals .. 339 84 741

Computers .............iiian.. . 248 35 951

Wood pulp and wastepaper ....................... e 227 53 657

Aircraft engines (turbojets and turbopropellers) 222 105 434

Steelmill products ....... ... e 208 505 249

Non-metalworking machine tools .............................. 188 167 301

Iron and steel wasteandscrap ............ccvviiiiiii .. 167 47 524

Metering, measuring, testing, and controlling instruments ......... 131 24 667

Air-conditioning equipmentand parts ............. ..o il 119 63 307

Oilseeds (SOYDEANS) .. ....oouttte ittt 109 47 340

Certain motor-vehicle parts ...........c.oooiiiiiiiiiiiiiina., 105 35 403

Gold (non-monetagy) ......................................... 79 282 107

Copper andrelatedarticles ............. ..., 94 118 174

Beef(frozen) .......coviniiii e 92 41 319

Hides, skins, and leather ............ ... ..., 89 14 729

Steam turbines and other vapor turbines ........................ 74 44 242

AllOther .. s 2,932 37 10,780

Total o 6,984 40 24,483

Note.—Because of rounding, figures may not add to the totals shown.

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

1994 to $33.8 billion in 1995, or by 15 percent.54
During 1995, China continued to be one of the
world’s fastest growing major economies, with a
real growth rate of 9 percent, compared with an
average growth rate of 13 percent during 1992-94.
Despite China’s efforts to slow its overheated econ-
omy and reduce its high rate of price inflation, re-
tail sales grew by 10 percent and the rate of
growth in private consumption averaged from 6 to
7 percent in 1995.65

The U.S. trade deficit with China can be attributed
to a variety of factors, including the relative health
of the U.S. economy, strict credit controls by the

64 According to China’s official trade statistics, its 1995
trade surplus with the United States is much smaller at only
$7.4 billion. China maintains that the United States should not
count goods from U.S.- and other foreign-owned processing
and compensation ventures in China that are shipped to the
United States via Hong Kong as Chinese exports. China con-
siders these transshipments to be Hong Kong’s exports to the
United States. The Economist Intelligence Unit (EIU), “Politi-
cal Scene: Tensions Continue With the USA, ”Country Re-
port: China, Mar. 1, 1996.

65 In the third session of the Eighth National People’s
Congress (NPC) held during March 5-18, 1994, Premier Li
Peng pledged to hold national economic growth (GNP) below
double digits and to control inflation, which reached approxi-
mately 22 percent during 1994. Chinese leaders promised to
hold economic growth below 10 percent and pledged to keep
inflation below 15 percent. To accomplish this, the Chinese
Government initiated an austerity program of tight controls on
investment and credit, rigid price controls on essential goods,
and higher interest rates. Anne Stevenson-Yang, “NPC Ses-

Chinese Government, and selective Chinese import
controls. One of the more important factors, howev-
er, has been the ongoing shift of production from
Hong Kong, Taiwan, Korea, Japan, and Singapore
to China. These East Asian nations have relocated
export processing plants (in which imported inputs
are processed for export) to China’s special eco-
nomic zones in its eastern coastal regions to in-
crease their profits. Foreign-invested firms use Chi-
na as a base for assembly, processing, and
manufacturing for export. In many cases, Chinese
exports to the United States have taken the place of
exports that would have come from other East
Asian countries.®6 Consequently, as China’s trade
surplus with the United States expands, there is a
corresponding decline in the surpluses enjoyed by
other East Asian nations. Complete industries such
as footwear, clothing, and toys have been trans-
planted to China. East Asian manufacturers, as well
as a number of U.S. and European firms, are essen-
tially shipping the low-tech and low-wage jobs to
China, while retaining the higher skilled positions
at home. In 1995, Taiwan and Hong Kong ac-
counted for approximately 70 percent ($26.6 bil-
lion) of China’s direct foreign investment, which

65__Cont.
sion Highlights Economic Growth,” China Business Review,
May-June 1995, p. 4.

66 William Mann, “Imports Tip the Balance,” China
Trade Report, Apr. 1995, p. 6.
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totaled $38 billion.5’ China’s eastern coastal area,
its fastest growing region, accounted for a dispro-
portionate share of China’s imports and exports.
Nearly 67 percent of China’s exports and 75 per-
cent of its imports are accounted for by five prov-
inces (especially Guangdong) and municipalities
that rely on foreign investment.

Foreign-invested firms were responsible for 39 per-
cent, or $110 billion, of China’s total trade of
$280.9 billion in 1995. These firms accounted for
$63 billion (32 percent) of China’s total exports
and $47 billion (48 percent) of China’s total im-
ports.%8 These companies specialized in the produc-
tion of toys, clothing, and inexpensive electrical
£00ds.%% China exempts from import duties all im-
ported materials used by foreign-invested firms to
produce machinery and electrical appliances for ex-
port.

China was the 13th-largest U.S. export market in
1995. U.S. exports to China increased by $2.4 bil-
lion (27 percent) to $11.6 billion in 1995. Sustained
Chinese economic expansion and a reduction in
trade barriers to U.S. exports acted as a stimulant
to U.S. export growth. However, U.S. trade with
China continues to be restricted by an elaborate
system of import controls such as quotas, licensing
and registration requirements, restrictive product
standards and testing requirements, quarantine rules,
and import substitution policies.”® China persists in
denying access to certain U.S. goods, particularly
low-technology capital goods that have a compara-
tive advantage over domestic Chinese products.
These actions have effectively created a monopoly
environment for certain Chinese producers. As
shown in the tabulation in the next column, leading
U.S. export items to China, in terms of value, dur-
ing 1995 were agricultural products (especially cot-
ton, corn, wheat, and soybean oil); electronic prod-
ucts such as telephone equipment, computers, radio
and television transmission equipment, and parts for
radio and television equipment; machinery (espe-
cially industrial machinery); fertilizers; and aircraft.

China reported that its imports during 1995 con-
sisted principally of electric and nonelectric ma-
chinery, chemicals (especially fertilizers), food
products (mostly cereals), textiles, and base metals
(iron and steel). According to Chinese statistics,
China’s imports grew by 12 percent in 1995 to
$132.1 billion, equal to 20 percent of China’s GNP.
China’s imports consisted mainly of goods needed
for its modernization and development, infrastruc-
ture projects, and for its foreign-investment sector.

67 Business China, “Trade’s Importance for China: A
Stake in the World,” Jan. 8, 1996, pp. 8-9.

68 EIU, Country Report: China, “Foreign Trade, Invest-
ment & Debt: FIE’s Share of Trade Continues to Rise,”
Mar. 11, 1996.

69 In general, these products have a large import content,
which can run as high as 50 percent of the product’s value.

70 USDOC, ITA, Selected Big Emerging Markets-China,
IT USGO China, Mar. 2, 1996.
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Value of Percent
U.S. exports  of total
Sector/commodity to China U.S. exports
(Million
dollars)
Agricultural
products ........ 2,716 23
Electronic
machinery ....... 1,880 16
Machinery ......... 1,798 15
Fertilizers ......... 1,204 10
Aircraft ............ 1,024 9
Total .......... 8,622 74

The United States, according to Chinese trade sta-
tistics, was China’s second-leading source of im-
ports, behind Japan. Chinese trade statistics valued
U.S. exports to China at $16 billion, or 12 percent
of total 1995 imports.”! According to the Chinese,
the U.S. exports consisted principally of electrical
and nonelectrical machinery (32 percent), chemicals
(18 percent), food products (11 percent), textiles (8
percent), and transportation equipment (7 percent).
China removed import quotas and licenses on 367
products in July of 1995 and announced in Novem-
ber that it would further reduce tariffs on an addi-
tional 4,000 items during 1996.72

Growth in U.S. exports to China was driven by de-
mand for more food than that country could pro-
duce and the need for foreign machinery and equip-
ment to expand and modernize communications and
production in China. U.S. exports of agricultural
products to China more than doubled in 1995, ris-
ing by $1.6 billion to $2.7 billion, and accounted
for more than half of the total growth in U.S. ex-
ports to China in 1995 (table 2-20). Cereals led the
growth in agricultural exports, as exports of corn
jumped by $4 million in 1994 to $629 million in
1995; exports of wheat and soybean oil each more
than tripled, to $506 million and $341 million, re-
spectively. Significant growth was also reported in
exports of fertilizers, cotton, computers, plastics, ra-
dio transmission and reception apparatus, and a va-
riety of equipment and materials used for industrial
purposes. Transportation equipment was the only
sector to experience large decreases in U.S. exports
to China in 1995, as exports of aircraft and engines
fell by $861 million (43 percent) to $1.1 billion
and exports of motor vehicles dropped by $152
million (76 percent) to $49 million.

71 Various issues of the Economist Intelligence Unit.

72 Goods freed from both licenses and quotas during
1995 included: crude oil, timber, ABS resins, veneer board
(plywood) and wood pulp, chemical (man-made) fiber fabrics,
cigarette filters, fault imaging devices, and computers. Goods
receiving partial removal of license and quota restrictions
included: synthetic rubber; household freezers; vegetable oil,
liquor (wines); pesticides; and various tobacco products, air
conditioners, compressors, and automatic washing machines.
Goods freed from import quotas but still needing licences
included: grains, copiers, and soft drinks. P.T. Bangsberg,
“China Plans New Wave of Easing on Import Rules,” Journal
of Commerce, June 9, 1995, p. 9A.



Table 2-20
Leading increases in U.S. exports to China, 1994-95

Increase in 1995 over 1994

Product/commodity 1994 1995 Value Percent
Million dollars ———
COMN . e 4 629 626 17,387
Wheat .....cooiiniiii e 166 506 340 204
Fertilizers .........ccoiiiiiiiiiiiiiiiii 944 1,204 260 28
Soybeanoil .......... . 104 341 237 228
Radio transmission and reception apparatus ...... 310 541 231 75
Cotton ..o 648 833 185 28
Plastics and articles thereof ..................... 173 334 161 93
Boilers, turbines, and related equipment .......... 53 185 134 247
Steel millproducts ....................... ... ... 40 136 97 246
Wood pulp and wastepaper ..................... 107 191 84 79
Manmade fibersandyarns ...................... 107 187 81 76
COMPULEIS ...ttt 218 290 73 33
Semiconductordevices . ...t 27 94 67 245
Allother ... 6,277 6,142 -135 -2
Total ..o 9,178 11,613 2,435 27

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

China made the transition from being a net exporter
of agricultural products to a net importer in 1995.
Rising incomes and expanding population, com-
bined with an agricultural sector beset by serious
flooding and long-lasting droughts, forced China to
depend on imports to supplement its grain and ed-
ible oil production. Also, the loss of arable land to
industrial development and housing, price controls,
transportation bottlenecks, and rising per-capita con-
sumption have all combined to put tremendous
pressures on China’s agricultural sector.

In 1995, China imported approximately 10 percent
of the world’s grain exports and emerged as the
world’s second-largest grain importer behind Japan.
During January-October 1995, agricultural imports
rose abrugtly and China imported 14.4 million tons
of grain.’> Imports of corn, wheat, rice, and sugar
all increased greatly during 1995. Of the 32.2 mil-
lion tons of grain exported by the United States
during 1995, China accounted for approximately 11
percent of the total. China also purchased 3.5 mil-
lion tons of corn, including 7 percent of total U.S.
exports.”* To limit price rises and increase the
availability of grains, price controls were placed on
the sale of grain and other important agricultural
products. China also became a net importer of cot-
ton for the first time in 1995. Imports rose during
1995 because demand for cotton by China’s textile
and apparel producers exceeded local production,
which had declined.”>

The recent emergence of a strong middle class in
China has created an apparent demand for a wide
variety of consumer goods not previously accessible

73 Far Eastern Economic Review, “Grain Pains,” Dec. 14,
1995, p. 13.

74 Steve Mufson, “China’s Global Grain of Difference,”
Washington Post, Feb. 2, 1996, p. Al.

75 Journal of Commerce, “China Reviewing Textile Strat-
egy as Going Gets Tough,” Feb. 29, 1996, p. 21.

or affordable. Since the government partially
opened the retail sector to foreign investment in
1992, many foreign companies have rushed to enter
China’s underdeveloped consumer market.’® Joint-
venture, Chinese-operated department stores have
been established in almost every large Chinese city.
U.S. exports of electrical machinery, including con-
sumer electrical goods and appliances, increased by
38 percent in 1995 compared with 1994. Private
consumption is expected to increase by 6 to 7 per-
cent annually over the next few years. During
1995, sales of consumer goods grew by 11 percent
to $240 billion.”” Rising urban wages and one of
the highest private savings rates in Asia will also
drive demand for more expensive higher quality
consumer goods.

Several Chinese industries, particularly plastics and
power generation equipment, however, did experi-
ence problems and a resultant decline in import de-
mand during 1995. Plastics imports slumped in
1995 when the Chinese Government initiated an
antifraud campaign that froze imports of bulk plas-
tics in order to crack down on tax-evading import-
ers. Infractions such as underinvoicing, false invoic-
ing, as well as value-added tax (17 percent) and
import duty (15 percent) evasion, were pursued.
These actions precipitated a dramatic decline in
world plastics prices of almost 50 percent. Plastics
are used by China’s foreign-investment sector to
produce such export items as video and audio cas-
settes, toys, and electronic devices.”8 U.S. exports
of plastics to China declined by 37 percent in 1995
compared with 1994,

76 China recently partially opened its retail sector to for-
eign participation but still requires, by law, joint-venture ar-
rangements with Chinese firms.

71 Washington Post, “China Says Growth and Inflation
Eased in 1995,” Jan. 6, 1996, p. A34.

78 EIU, “Foreign Trade & Payments: China’s Role on
Key World Markets,” Country Report: China,

Feb. 27, 1995.
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China set strict limits on the rate of return allow-
able on foreign-invested power stations in 1994.
Since then, foreign firms have been reluctant to in-
vest in Chinese power stations. U.S. and other for-
eign companies, however, are competing to sell
power-generation equipment in China because it
represents one of the world’s last unexploited mar-
kets for major international electric power equip-
ment producers. Such exports may decrease in the
near future as joint-venture companies are formed
in China to produce such equipment. Westinghouse
Electric has entered into four joint ventures valued
at $377 million to produce electric power genera-
tion equipment. The joint ventures will manufacture
turbogenerators, electric generators, and auxiliary
generator sets.’’

China was the fourth-largest source for U.S. im-
ports in 1995. U.S. imports from China grew by
$6.8 billion (18 percent) to $45.4 billion during
1995. U.S. Government sources estimated that the
U.S. market absorbed as much as 40 percent of
China’s total exports during 1995.80 Chinese export-
ers were able to take advantage of falling U.S. tar-
iff rates during 1995. As shown in the following
tabulation, leading U.S. imports from China, by
value, included electronic products (such as com-
puters and radio and telephone receivers); apparel;
toys, games, and sporting goods; and luggage and
handbags.

Value of U.S. Percent
imports from of total

Sector/commodity China U.S. exports
(Million
dollars)
Electric products .... 9,678 21
Apparel ............ 7,048 16
Toys, games,
sportinggoods .... 6,212 13.
Footwear ........... 5,254 12
Luggage and
handbags ........ 1,596 4
Total ........... 29,788 66

China reported that its overall exports consisted pri-
marily of textile products (24 percent), electrical
and nonelectrical machinery (19 percent), food
products (8 percent), chemicals (8 percent), and
base metals and manufactures (8 percent). Exports
of capital and high-technology goods have become
more important as China attempts to move away
from traditional labor-intensive products such as
textiles for the first time in 1995. Exports of non-
traditional goods exceeded exports of textile prod-

79 Business China, “Power in China,” Oct. 30, 1995.

80 USTR, Trade in a New Era: Opportunities and Ob-
stacles, Statement of Ambassador Charlene Barshefsky, No-
vember 13, 1995, Hong Kong, Internet, http://www.ustr.gov/
speeches/barshefsky_1.html.
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ucts. According to Chinese trade statistics, China’s
exports increased by $27.8 billion (23 percent) to
$148.8 billion in 1995. China continues to rely on
exports as the main source of foreign exchange to
finance its imports and its $100 billion foreign
debt. Hong Kong (24 percent of total exports) was
China’s leading export market in 1995, followed by
Japan (19 percent of total exports) and the United
States (17 percent of total exports). Hong Kong, in
turn, re-exports the majority of these goods to ei-
ther the United States or the European Union. Chi-
nese trade statistics show that exports to the United
States increased to $24.7 billion, or by $3.2 billion
(15 percent) in 1995. China reported that its exports
to the United States consisted mainly of electrical
and nonelectrical machinery (22 percent), footwear
(14 percent), textile products (13 percent), toys (9
percent), and chemicals (7 percent).

The largest growth in U.S. imports from China in
1995 was in computer equipment, most of which
was assembled in China from components pur-
chased from suppliers located in other Asian coun-
tries. U.S. imports of computers from China nearly
doubled in 1995, expanding from $1.2 billion in
1994 to $2.2 billion in 1995 (table 2-21). Other
electronic products from China exhibiting substan-
tial growth in 1995 were copiers and other office
machines; turntables, tape recorders, VCRs, and
compact disc players; electric household appliances;
cameras; transformers; microphones, speakers, and
amplifiers; printed circuit boards; and semiconduc-
tor devices. Lower technology, labor-intensive ar-
ticles continued to show growth in imports from
China in 1995, including footwear, toys, dolls,
lamps, sporting goods, ceramic household articles,
and furniture. The only significant decrease in U.S.
imports from China in 1995 was a $302 million
(4-percent) contraction in imports of apparel and
other textile products to $7.0 billion. The leveling
off of apparel imports reflects both the effects of
import quotas on many categories of apparel and
China’s push toward relatively higher technology
products.

William Greene
(202) 205-3405

Germany

The German economy is the largest in Europe and
the third-largest in the world, with an estimated
GDP of $2.1 trillion in 1995, accounting for
approximately 30 percent of total EU production of
goods and services. Germany is the fourth-largest
trading partner of the United States behind Canada,
Japan, and Mexico, with total trade of $58 billion
in 1995. The United States has recorded trade defi-
cits with Germany during each of the past 10 years.
The increase in U.S. imports from Germany in



Table 2-21
Leading increases in U.S. imports from China, 1994-95

Product

Increase in 1995 over 1994

1994 1995 Value Percent
Million dollars

COMPULEIS ...ttt et 1,245 2,233 988 79
Footwear .......... 5,254 5,817 563 11
Toys and models ... 2,760 3,825 525 19
Officemachines ..................... 337 646 308 91
DOllS ..o 655 868 212 32
Christmas decorations, festive articles ............ 625 832 206 33
Turntables, VCRs, tape and compact dics players . . 672 875 202 30
Electric household appliances ................... ... 727 901 174 24
Sporting goods . .. ... 623 790 168 27
Camerasand equipment ............ccovieininennnnn 226 367 141 62
Transformers, converters, and inductors ............... 235 375 140 60
Ceramic household articles .......................... 392 523 131 33
Fumiture ... ... e 747 878 130 17
Microphones, loudspeakers, and amplifiers ............ 271 383 111 41
Semiconductordevices .. .......oeiiiiiiiiiiie . 45 150 105 233
Printed circuit boards and other circuit controllers ....... 296 401 105 36
Allother ... ... e e 23,502 25,506 2,004 9

Total .o e 38,572 45,370 6,797 18

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

1995 was led by motor vehicles ($1.5 billion, or 25
percent), certain industrial and printing machinery
($538 million, or 31 percent), certain medicinal
chemicals and/or heterocyclic compounds ($371
million, or 54 percent), semiconductor devices
($204. million, or 48 percent), and antibiotics ($146
million, or 436 percent) (table 2-22).

Although U.S. imports and exports with Germany
expanded at nearly identical rates in 1995 (18 per-
cent for imports and 17 percent for exports), im-
ports from Germany remained 75 percent larger
than exports to Germany. The $5.6 billion increase
in U.S. imports from Germany in 1995 to $37 bil-
lion was nearly twice as large as the $3.0 billion
expansion in U.S. exports to $21 billion, resulting
in a $2.6 billion (19-percent) increase in the U.S.
bilateral trade deficit with Germany in 1995 to $16
billion. Motor vehicles and certain medicinal chem-
icals topped U.S. imports from Germany, while
U.S. exports were spearheaded by computers and
certain industrial machinery.

Factors which fueled a resurgence in U.S. demand
for German-made passenger automobiles in 1995
included the continued growth of the U.S. economy
and the decision by German automakers to
introduce more competitively-priced automobile
models in foreign markets. This strategy by German
automakers was largely responsible for the $1.6 bil-
lion (29-percent) rise in the U.S. automotive trade
deficit with Germany in 1995 to $7.0 billion, ac-
counting for 44 percent of the total U.S. trade defi-
cit with Germany that year.

The rise in U.S. imports was partly the result of
newly established investments made by German
companies that were attracted by lower U.S. labor

costs3! to the southeastern section of the United
States (e.g., BMW in South Carolina). These green-
field sites have begun sourcing German parts and
accessories in 1995 to prestock and supply these
newly opened subsidiaries. In addition, German
automakers (particularly Mercedes and Audi) intro-
duced new model lines in 1995 that appealed to
both traditional and new U.S. consumers.

In the top 10 product categories of imports from
Germany, antibiotics and certain medicinal chemi-
cals rose most steeply, by 436 percent and 54 per-
cent, respectively. These increases can be partially
attributed to the pharmaceuticals and the intermedi-
ate chemicals for dyes concessions that were nego-
tiated under the General Agreement on Tariffs and
Trade in 1994. The agreements require duty-free
treatment for intermediate chemicals destined for
pharmaceutical use and for those chemicals made
into dyes and other coloring materials. According
to industry sources, another factor aiding stronger
German exports of pharmaceutical and chemical
products included a sudden appreciation of the U.S.
dollar against the German mark during the Summer
of 1995 (from about 1.40 DM to 1.48 DM). Ac-
cording to U.S. industry officials, all three major
chemical producers (BASF, Bayer, and Hoechst)
benefitted from the stronger dollar, which allowed
them to be more price competitive.82

81 Average hourly compensation cost for German produc-
tion workers in 1994 was $27.31, compared with $17.10 in
the United States. U.S. Bureau of Labor Statistics, Office of
Productivity and Technology, International Comparisons of
Hourly Compensation Costs for Production Workers in
Manufacturing, 1994, p. 5.

82 Chemical Marketing Reporter, “Stronger Dollar Helps
German Chemicals,” Sept. 4, 1995, p. 10.
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Table 2-22

Leading increases in U.S. imports from Germany, 1994-95

Increase in 1995

Total value
Industry/product Value Percent in 1995
Million Million
dollars dollars

Motorvehicles ...t 1,510 25 7,662
Certain industrial and printing machinery ........................ 538 31 2,299
Medicinal chemicals (except antibiotics) ........................ 371 54 1,060
Semiconductordevices . ........... il 204 48 632
Antibiotics .. ... . 146 436 180
Medical equipment ........... i e 129 14 1,062
COMPULEIS ..ottt et ei e et ia e enne e 126 19 787
Air-conditioningequipment ... 121 53 349
Electrical circuitry equipment ........... ..o 120 19 740
Certain motor-vehicleparts ...............ooiiiiiiiiii., 118 18 787
Measuring and controlling instruments .......................... 111 16 812
Misc. organicchemicals .................oooii il 101 20 602
Printingand writingpapers .......... ... 100 62 262
Machinetools ....... ... 93 25 469
AlLOther .. e 1,770 10 19,424

Total ..ot e 5,560 18 37,126

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

U.S. imports of other products such as printing and
other industrial machinery rose, in part, because of
pent-up U.S. demand for these products and be-
cause capital equipment from Germany was used to
expand U.S. manufacturing capacity in response to
continued growth of the U.S. economy. Expanded
two-way trade in computer and electronic products
reflected globalization in these industries and was
further stimulated by reduced trade barriers. For ex-
ample, while U.S. imports of computers from Ger-
many rose by $126 million (19 percent) in 1995 to
$787 million, U.S. exports of computers to Germa-
ny also increased, advancing by $670 million (28
percent) to $3.0 billion, by far the largest increase
of any U.S. export product category (tables 2-22
and 2-23).

Germany’s GDP grew for the second consecutive
year in 1995, at a rate of 2.5 percent, following the
end of a 3-year recession (1990-93). The economic
recovery in Germany was largely responsible for
the expansion in U.S. exports to Germany in 1995.
Economic dislocations and other costs associated
with the reunification of Germany®3 beginning in
1990 had inhibited U.S. exports to Germany in re-
cent years. Moreover, certain structural weaknesses
remain in the German economy that are likely to
serve as impediments to the future expansion of
U.S. exports. These include relatively high unem-
ployment (9.3 percent) fueled by comparatively
high wages and restrictive labor practices; a gov-
ernmental regulatory system that discourages new

83 According to German Embassy sources, Treuhandan-
stalt, the institution primarily responsible for privatizing state-
owned assets of the East German economy, largely imple-
mented its goals and ceased its activities at the end of 1994.
USITC staff telephone interview with an official of the Ger-
man Embassy in Washington, DC, Apr. 30, 1996.
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entrants, particularly in the social-services sector;
relatively high taxes and social costs of production;
and a shortage of venture capital for startup
firms.84

U.S. export growth to Germany was assisted by
pent-up German demand for jet aircraft and parts
and electronic products, such as computers, dupli-
cating machines, and other office machines (table
2-23). Many German firms had restricted such pur-
chases during Germany’s recent recession. U.S. ex-
ports of motor-vehicle parts also increased by $97
million (16 percent) in 1995 to $691 million, pri-
marily due to increased shipments of parts to the
Germany-based subsidiaries of General Motors and

Ford.

Adam Topolansky
(202) 205-3394

Singapore

A substantial growth in U.S. imports and a moder-
ate increase in U.S. exports during 1995 combined
to increase the U.S. bilateral trade deficit with
Singapore to $4.8 billion, its highest level in recent
years. U.S. imports from Singapore also reached a
record level of $18.5 billion in 1995, thereby sur-
passing the previous record level of $15.3 billion
reached in 1994. Compared with 1994 levels, im-
ports increased by 21 percent, while exports ad-
vanced by 17 percent. Although Singapore is a
small country, with only 3.2 million people and a

84 U.S. Department of State, Country Reports, Mar. 1996,
p. 187.



Table 2-23

Leading increases in U.S. exports to Germany, 1994-95

Increase in 1995

Total value

Industry/product Value Percent in 1995

Million Million

dollars dollars

COMIPUEBIS .ttt i it ittt it ii e i eaeanas 670 28 3,043
Certain industrial machinery ..............cccoviiiiininn.... 205 64 528
Microelectronic components .................ciiiiiiiiian... 154 34 604
Medical equipment .......... ... it 136 16 1,004
Measuring and controlling instruments .. ...................... 128 20 766
Aircraftengines ............... ... ... e 100 19 627
Certain motor-vehicleparts ............cccoiviiiiiiiieninann, 97 16 691
Wood pulp and wastepaper ..............oiiiiiiiiiiiian.. 93 43 309
Non-metalworking machinetools ............................ 84 163 135
Aircraft, spacecraft, and related equipment .................... 75 8 1,007
Farm and garden machinery ............ ... .. .o 68 37 249
Oilseeds . .........oiiiiii e 59 26 282
Officemachines .......... ..., 57 73 134
Industrial papersandboards ...............coiiiii .. 55 45 176
Coal, coke, and related chemicals ........................... 54 350 69
AllOther ... e 961 ) 8 11,549
Total .. 2,994 16 21,175

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

land area of 225 square miles, it was the United
States’ ninth-leading trading partner in 1995.

The U.S. trade deficit with Singapore continued to
increase despite the depreciation of the U.S. dollar
against the Singapore dollar and Singapore’s contin-
ued strong economic growth. Part of this continued
trade deficit can be explained by Singapore’s trade
dynamics and the small size of its population.
Singapore is an export-oriented economy that de-
pends heavily on foreign trade. Overall, Singapore
has a very open trade regime, where tariffs are im-
posed on only four categories of products (99 per-
cent of imports enter duty free) and other merchan-
dise nontariff trade barriers remain minimal.83
Singapore’s trade is characterized by imports of raw
materials and components and exports of finished
or further processed goods, of which the value add-
ed is greater than that of the imported inputs. For-
eign investment has played and continues to play a
significant role in Singapore’s economic develop-
ment and direction of foreign trade. Major multina-
tional firms have significant investment in Singa-
pore’s economy, especially in major manufacturing
industries—electronics (contributing to 12 ‘percent
of GDP) and petroleum/chemicals. The production
of these industries greatly exceeds the amount that
can be used by Singapore’s small population. U.S.
investment in these industries in Singapore is sub-
stantial at $2.1 billion in electronics and $2.2 bil-
lion in petroleum/chemicals, according to the latest
(1994) figures.86

85 USTR, 1996 National Trade Estimate, p. 301.

86 U.S. Department of State, Country Reports, Mar. 1996,
p. 98.

U.S. imports from Singapore climbed steadily dur-
ing the last 5-year period, reaching $18.5 billion in
1995, an increase of $3.2 billion (21 percent). The
majority of U.S. imports from Singapore are con-
centrated in the electronics and chemicals sectors.
The largest category of imports in 1995 was com-
puters and related equipment, which accounted for
45 percent of total imports. This was followed by
parts and accessories for computers (15 percent of
imports), integrated circuits (15 percent), and heter-
ocyclic chemical compounds (2 percent). The
growth of the top three import categories ($3.4 bil-
lion), accounted for more than the total rise ($3.2
billion) for all commodities in 1995. The specific
products contributing to the large increase in im-
ports were hard disk drives for computers with a
$1.7 billion increase, and ink jet printers with a
$546 million increase.

The electronics industry was also responsible for
the majority of shifts in the export trade with
Singapore in 1995; exports rose 17 percent to $13.6
billion. U.S. exports of parts and accessories for
computers rose $484 million (106 percent) to $941
million, integrated circuits increased by $354 mil-
lion (19 percent) to $2.2 billion, and unrecorded
magnetic discs increased by $240 million (74 per-
cent) to $563 million. In addition to these three
categories, the other major export category in 1995
was computers and related equipment with $827
million in exports. These four product categories
accounted for one-third of total U.S. exports to
Singapore in 1995.

As demonstrated by U.S. bilateral trade with Singa-
pore, the driving forces behind these shifts were
mainly decisions by multinational (mainly U.S.
based) corporations to source components or further
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process goods in Singapore, either through subsid-
iary firms, joint ventures, or from unrelated firms.
Given the large amount of investment from U.S.
sources in these sectors, many U.S. firms are trad-
ing with related firms in Singapore. Because of
trends and developments in the global electronics
industry, many unfinished or unmounted articles are
exported to Singapore for final assembly and then
either returned to the United States, or exported to
other world markets.

These trends in trade with Singapore are likely to
continue along the same path as many multinational
(mainly U.S.) firms have announced additional in-
vestments in manufacturing facilities in Singapore
in the near future. For example, in the electronics
sector, Singapore currently has four semiconductor
wafer manufacturing facilities, two more under
construction, and nine others in various stages of
development. According to a Singapore government
agency, the country could have as many as 25 wa-
fer fabrication plants in the next few years.8” In the
chemicals sectors, a second petrochemical complex
is currently being constructed (a $2.4 billion invest-
ment), while a third facility, valued at $1 billion, is
being considered.

Denby L. Misurelli
(202) 205-3362

Malaysia

The U.S. merchandise trade deficit with Malaysia
rose by 27 percent ($1.9 billion) in 1995 to $9.2
billion, as the growth in U.S. imports (up by $3.5
billion) outpaced the expansion of U.S. exports (up
by $1.6 billion). The value added to U.S. electronic
components during assembly in Malaysia accounted
for much of the increase in the U.S. bilateral trade
deficit with Malaysia in 1995. Electronic products
accounted for almost two-thirds of U.S. exports to
Malaysia in 1995, and more than three-quarters of
U.S. imports. The trade deficit in electronic prod-
ucts, which rose by 22 percent to $8.2 billion, ac-
counted for 89 percent of the total U.S. trade defi-
cit with Malaysia in 1995.

Multinational high-technology companies are at-
tracted to Malaysia as a location for relatively low-
cost assembly for several reasons: (1) Malaysia has
a stable government that has encouraged foreign in-
vestment; (2) the labor force exhibits a good bal-
ance between education and low-wage rates; (3) the
local economy is sound, with low inflation (3.4
percent in 1995), a stable currency,®® and strong

87 USDOC, ITA, Singapore-Semiconductor Wafer Pro-
duction Plan, by Chia Swee Hoon, Market Research Report,
Dec. 1995, p. 1.

88 The ringgit has remained relatively stable at around 2.5
to the dollar.
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GDP growth (gains of 9.2 percent in 1994 and 9.5

‘percent in 199589); and (4) foreign investors are

supplying the rapidly expanding Southeast Asian
market from factories in Malaysia, as well as re-
turning assembled products to industrialized coun-
tries from export processing zones.%0

U.S. imports from Malaysia increased by 25 per-
cent in 1995 to $17.4 billion, largely reflecting
growth in Malaysian exports of semiconductor de-
vices and consumer electronic products. A large
share of these imports is intracompany trade from
U.S. firms with assembly facilities in Malaysia.
U.S. imports from Malaysia of electronic products
rose by $2.9 billion (28 percent) in 1995 to $13.4
billion (see table 11-1). Within this sector, the ma-
jor increases in imports were in semiconductor de-
vices, up 45 percent ($1.6 billion) to $5.1 billion;
computers, up 38 percent ($906 million) to $3.3
billion; radio and telephone equipment (including
cellular phones, pagers, and stereo receivers), up 11
percent ($232 million) to $2.4 billion; and VCRs,
tape players, turntables, and compact disc players,
up 12 percent ($161 million) to $1.5 billion. The
strong U.S. market for computers in 1995 was re-
sponsible for the rapid growth in U.S. imports from
Malaysia of both semiconductors (used in the U.S.
production of computers) and assembled computer
equipment, such as disk drives, digital processing
units, keyboards, and monitors. Significant growth
in U.S. imports from Malaysia in 1995 was not re-
stricted to “high-tech” products. Imports of apparel
climbed by $110 million (27 percent) to $513 mil-
lion; imports of gloves rose by $108 million (26
percent) to $523 million; and imports of natural
rubber increased by $67 million (48 percent) to
$205 million.

U.S. exports to Malaysia rose by 24 percent, or
$1.6 billion to $8.2 billion in 1995. The electronics
sector accounted for 64 percent of the value in-
crease in U.S. exports to Malaysia in 1995. A large
percentage of the U.S. electronic exports to Malay-
sia are destined for final or intermediate assembly
operations of U.S. multinational corporations, where
value is added, and devices are subsequently re-ex-
ported, often back to the United States. U.S. ex-
ports of electronic products to Malaysia increased
by $1.5 billion (39 percent) in 1995 to $5.2 billion.
Among these, exports of semiconductor devices®!
climbed by $913 million (32 percent) to $3.8 bil-
lion. U.S. exports to Malaysia of computers contin-
ued to show strong growth in 1995, increasing by
$234 million (76 percent) to $540 million. Exports

89 S. Jayasankaran, “Strength in Numbers,” Economic
Monitor-Malaysia, Far Eastern Economic Review,
Apr. 4, 1996, p. 997.

90 Malaysia is a member of ASEAN and APEC.

91 Malaysia is the world’s third-largest producer of inte-
grated circuits.



of industrial ceramics (used primarily to make
printed circuit boards) jumped from $12 million in
1994 to $143 million in 1995 (a $131 million in-
crease). Exports of semiconductor manufacturing
equipment rose by $114 million (74 percent) to
$268 million; exports of measuring and controlling
instruments (also used in processes to produce
semiconductors and other high-tech articles)
climbed by $103 million (75 percent) to $241 mil-
lion; and exports of unrecorded media (used to
make recorded tapes and discs) rose by $85 million
(77 percent) to $195 million. Exports of certain
agricultural products also experienced strong growth
in 1995: corn rose by $186 million, up to $188
million from just $2 million in 1994; and exports
of soybeans more than doubled in 1995, climbing
by $70 million to $123 million.

The success of U.S. exports in the Malaysian mar-
ket in 1995 was tempered somewhat by a continued
reduction in exports of aircraft. U.S. exports of air-
craft, mainly large civilian aircraft, fell by $709
million (75 percent) to $231 million. This decline
was accompanied by a $97 million (59-percent)
drop in exports of aircraft engines to $66 million.
U.S. exports to Malaysia of new passenger transport
planes (nonmilitary) reached a high in 1993 of $1.4
billion, and decreased to $799 million in 1994. Ma-
laysian airlines experienced similar drops in passen-
ger traffic over the last few years, due to economic
conditions of the early 1990s, which have negative-
ly impacted their demand for additional aircraft.
U.S. exports of electric motors and generators also
fell in 1995, dropping by $99 million (77 percent)
to $30 million. At the same time, imports of mo-
tors and generators from Malaysia more than
tripled, rising by $50 million to $72 million. The
net result was a shift from a $106 million U.S.
bilateral surplus with Malaysia in motors and gen-
erators to a $42 million deficit.

Gail Burns
(202) 205-2501

Taiwan

The U.S. merchandise trade deficit with Taiwan
grew for the second consecutive year in 1995, ex-
panding by nearly 5 percent, from $10.3 billion in
1994 to $10.8 billion in 1995. This followed a
10-percent ($950 million) increase in 1994. Howev-
er, there had been 9-percent ($601 million) and
3-percent ($226 million) decreases, respectively, in
1993 and 1992. In 1995, U.S. imports from Taiwan
rose by almost 9 percent ($2.3 billion), and U.S.
exports increased by 11 percent ($1.8 billion). Also
for the second consecutive year, Taiwan was the
sixth-largest supplier of foreign goods to the United
States and the seventh-largest export market for
U.S. goods.

Historically, U.S. imports from Taiwan have con-
sisted of relatively low-technology goods such as
footwear, toys, and apparel. However, as the econo-
my of Taiwan has developed, much of its focus has
shifted to the high-tech sector. Taiwan now exports
a preponderance of information and telecommunica-
tions products and electronics, particularly to the
United States. This development also reflects grow-
ing U.S. demand for electronic components for use
in personal computers and other electronic equip-
ment. Computers, parts of computers and other of-
fice machines, and integrated circuits and microas-
semblies accounted for 34 percent ($9.9 billion) of
total U.S. imports from Taiwan in 1995, a 24-per-
cent increase over 1994, when these products ac-
counted for 29 percent ($7.6 billion) of U.S. im-
ports from Taiwan. This trend is consistent with the
direction and makeup of the total exports of Tai-
wan, which maintained strong annual growth in
1995, and were primarily composed of information
and telecommunications products and electronics.%?

Total imports of machinery and electrical and elec-
tronic equipment®3 equaled 54 percent ($15.7 bil-
lion) of U.S. imports from Taiwan in 1995. Imports
of selected major product categories from this
group as a percentage of total U.S. imports from
Taiwan, include: computers, parts of computers, and
other office machines, 25 percent ($7.1 billion); in-
tegrated circuits and microassemblies, 9 percent
($2.8 billion); and printed circuits boards, nearly 2
percent ($442 million). Other important product
sectors,”* as a percentage of total U.S. imports
from Taiwan in 1995, include: textiles and apparel,
10 percent ($2.8 billion); furniture and lamps, 5
percent ($1.4 billion); toys, games, and sporting
equipment, 4 percent ($1.2 billion); articles of iron
or steel, particularly industrial fasteners, 4 percent
($1.2 billion); and motor vehicles, bicycles, and
parts, 4 percent ($1.1 billion).

In terms of the change in the value of U.S. imports
from Taiwan in 1995, electronics and associated
products rose significantly (table 2-24). As U.S. de-
mand for electronic products fuels these increases,
Taiwan continues to shift more manufacturing to
higher-value-added products. Correspondingly, U.S.
imports from Taiwan of lower-value-added products,
such as furniture, sporting goods, and apparel are
declining. Imports of furniture declined by 11 per-
cent to $1.1 billion; imports of textiles and apparel
declined by 4 percent to $2.8 billion; imports of
footwear fell by 23 percent to $350 million; and
imports of sporting goods retreated by 8<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>