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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(h)), the U.S. Internationa Trade Commission (USITC) ingtituted investigation No. 332-345, Annual
Reports on U.S. Trade Shiftsin Selected Industries, for the purpose of preparing annual trade shifts reports.
The current report format was developed by the USITC in response to congressional interest in establishing a
systematic means of examining and reporting on the significance of major trade shifts, by product and with
leading U.S. trading partners, in the services 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 publishes two reports annually, one
entitled Shiftsin U.S. Merchandise Trade and the second entitled Recent Trendsin U.S. Services Trade. A
separate report covering services trade was ingtituted in order to provide more comprehensive coverage of U.S.
trade performance and overall economic competitiveness.

A dgnificant amount of the work contained in this recurring report is basic research required to maintain
aproficient level of trade expertise that the Commission has found essential in its statutory investigations and
in apprising its varied customer base of globa industry trends and competition issues. The information compiled
inthis report, such asimport, export, trade balance, and industry profile data (domestic consumption, production,
employment, and import penetration) for nearly 300 mgjor industry/commaodity groups, is not replicated
elsawhere in the Government.

The current report briefly summarizes and analyzes the major trade shifts that occurred in 1997 in terms
of both industries’commodities and the leading U.S. trading partners. It also discusses the following: certain
trade developments with countries or regions where there are current noteworthy U.S. trade interests, and factors
affecting trends in selected commodities where notable factors are affecting U.S. trade. This report also
summarizes trade information and profiles basic statistics of industry/commodity groups.

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

Visit the USITC'sInternet Server to find mor e information about
the agency and to download thisand other reports

http://www.usitc.gov
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CHAPTER 1
| ntroduction

Thetrade analysts of the U.S. International Trade Commission (USITC or the Commission) Office of
Industries routinely monitor trade developments in al agricultural and manufacturing industries, and in the
services sector, as part of the USITC mission. Trade monitoring at the major sector and subsector levels (referred
to asindustry/commodity groupsin this report) is afacet of the research and analysis undertaken by the Office
of Indugtriesin its responsihilities to provide advice and technica information on industry and trade issues. Trade
monitoring enables the USITC to better anticipate and address the issues of concern in its various roles under
U.S. trade statutes.! This annual report analyzes significant merchandise trade shifts on an aggregate basis, on
abilaera basis, and at the industry/commaodity-group level. This seriesis part of the Commission’srecurring
reports that facilitate the development of core competencies and expertise, and enable the Commission to provide
objective and in-depth anadlysis to the Congress, the public, and other agencies related to emerging and complex
trade and economic issues.

For trade-monitoring purposes, U.S. Harmonized Tariff Schedule (HTS) headings/subheadings, and the
corresponding export categories, are assigned to industry/commodity groups by the USITC.? These groups are
aggregated into sectors. Table 1-1 at the end of this chapter shows the major sectors, the industry/commodity
groups in the sector, and HTS coverage by chapter, for each sector.

This report does not analyze U.S. trade shifts in services, which, as noted in the Preface, is the subject
of acomplementary USITC annual report.® Thus, throughout this report (except in the lead paragraph of chapter
2), referencesto trade baances represent only U.S. balancesin merchandise trade. However, in assessing the U.S.
merchandise trade deficit in 1997, it is important to note that the United States recorded a trade surplus in
services of $85.3 billion, which, when added to the $219.2 billion merchandise trade deficit, reduced the tota
trade deficit to $133.9 billion.

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

2All import and export datain this report are official statistics of the U.S. Department of Commerce.

®See USITC, Recent Trendsin U.S. Services Trade (investigation No. 332-345), USITC publication 3105, May
1998.
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TRADE DATA NOTE

Although all import and export figures presented in this report are official statistics of the U.S.
Department of Commerce (Commerce), these figures may be substantially different from the figures
presented by other government agencies and private ingtitutions that cite Commerce as the source for
trade data. Possible reasons for these discrepancies are as follows:

» Figuresin this report include merchandise trade only; other reported figures may include
services.

» Figuresare not seasonally adjusted; the values of other reported figures may be so adjusted.
Imports are on an imports for consumption/customs value basis; other reported import
figures may be on a general imports/customs value basis.

» Exportsare on adomestic export/f.as. basis; other reported export figures may be on atotal
export/f.a.s. basis, which include re-exports of foreign merchandise.

» Imports and exports may not include all errata because certain errors may not be corrected
by Commercein timeto be included in this report.

» Figuresin this report may be adjusted for errors that are not of sufficient magnitude to be
changed in Commerce data.

» Thereare no adjustments for carryover (imports and exports received late or not processed
for any reason and then subsequently included in the following month's figures are
reassigned to the month of entry/exportation), and trade is reported as originally released
by Commerce. Other reported figures may adjust import/export trade for carryover.

» The commodity groupings contained in this report are developed by the USITC and may
differ from those used by other reporters.

Chapter 2 of the report summarizes U.S. merchandise trade that occurred in 1997, as compared with
levelsin 1996. Coverage of the individua merchandise sectors include data showing U.S. import, export, and
trade balance shifts by major industry/commodity sectors and shiftsin trade with magjor U.S. trading partners.
In addition, atabular summary details the most significant industry/commodity group year-to-year shifts that
occurred in the major industrial and agricultural sectors.*

Chapter 3 provides analysis of the important shiftsin U.S. trade with mgjor trading partners. In addition,
other current noteworthy trade developments involving specific countries or country groups are discussed.
Chapter 4 analyzesfactors affecting trends in selected industries’commodities that have been subject to specific
monitoring requirements or recent bilateral agreements; affected importantly by longer range trends; or have been
the subject of trade-remedy action.

Chapters 5 through 14 address specific mgjor industrial and agricultural sectors, with each chapter
providing both a general sector overview and in most cases, analyses of specific industry/commodity groups.
These chapters aso identify significant bilateral shifts in merchandise trade within each major sector. A
statistical summary table of industry/commodity groups follows each major sector analysis.

Thereport includes four appendixes. Appendix A liststhe specific industria and agricultural commodity
groups that the Commission monitors. Appendix B provides officia and estimated data for 1993-97 on domestic

“See ch. 3 of the 1993 annual report for long-range assessments of common factors affecting trends in selected
industry/commodity sectors. USITC, U.S. Trade Shiftsin Selected Industries: 1993 Annual Report (investigation No.
332-345), USITC publication 2805, Sept. 1994.



consumption, production, employment, trade, and import penetration for the nearly 300 industry/commodity
groups covered in this report. USITC international trade analysts have estimated certain components 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 liststhe political entities included in the country groupings
shown inthisreport. Appendix D discusses the effect of exchange rate shifts on trade, and summarizes the major
changes in exchange rates that occurred in 1997.

Table 1-1
USITC major sectors, HTS coverage, and code for industry/commodity groupings

USITC code for industry/

Major sector HTS chapters® commodity grouping?
Agricultural products ........... 1-24, 35, 41, 43,51,52 .... AG001-AG045, AG062-AG064
Forestproducts ............... 14,44-49 ............... AG046-AG061
Chemicals and related
products .................... 13-15, 22, 25, 27-40 CHO007-CHO047
Energy-related products ........ 27-29,34,36,38 ......... CHO001-CHO006
Textiles, apparel, and
footwear .................... 39, 40, 42,43,50-65 ...... CHO048-CHO079
Mineralsand metals ............ 25, 26, 68-76,78-84 ....... MMO001-MMO045
Machinery . ................... 84,85,87 .............. MTO003-MT010, MT013-MT024, MT026-MT029,
MTO031, MT032, MT034-MT036, MT045, MT046
Transportation equipment . ...... 84-89 ........ ... ... ... MTO001, MT002, MTO11, MT012, MT025, MT030,
MT033, MT037-MT044
Electronic products ............ 37,84,85,88,90,91 ..... ST001-STO030
Miscellaneous
manufactures ............... 42,66, 67,71, 87,92-97 ... MM046-MMO067
Special provisions . ............ 98-99 ... none

'Products in some chapters are divided between sectors; however, no products are in more than 1 sector. Chapter
77 of the HTS is not used (it is reserved for possible future use).

*This coding system is used by the U.S. International Trade Commission to identify major groupings of HTS
headings/subheadings and corresponding export categories for trade monitoring purposes. See app. A for a list and
title of each of these groupings, and app. B for industry and trade data for each grouping.
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Total U.S. merchandise and services trade (exports plus imports) grew by $180.0 billion (10 percent)
t0 $1,926.8 billion in 1997. Merchandise trade accounted for $1,505.6 hillion (78 percent) of total trade in 1997,
and amounted to 19 percent of U.S. GDP.

The U.S. merchandise trade deficit widened by $10.9 billion (5 percent) to $219.2 billion in 1997, up
from the $208.3 billion deficit recorded in 1996 (table 2-1 and figure 2-1). U.S. exports rose by $61.1 billion
(11 percent) to $643.2 hillion, while imports increased by $72.0 billion (9 percent) to $862.4 billion. Theratio
of exports and imports to total merchandise trade narrowed dightly to 43 and 57 percent, respectively.

Variousinternal and externa economic factors influenced U.S. merchandise trade performancein 1997.
The healthy U.S. economy boosted consumer confidence and encouraged an increase in consumer spending in
the United States, which in turn spurred both U.S. production and imports. Changes in the relative level of
interest rates and exchange rates between the United States and its trading partners also affected the merchandise
trade balance. The real exchange rate of the dollar continued its medium-term appreciation in 1997, tending to
induce a movement towards deficit in the U.S. merchandise trade balance. Other macroeconomic factors
influencing the merchandise trade deficit include the continued declinein the U.S. Government budget deficit,
which tended to induce a movement towards surplus in the merchandise trade balance. U.S. economic growth,
asmeasured by GDP, was close to the rate of global economic growth; thus, the effect of differing growth rates
on the aggregate merchandise trade balance was modest. The relatively small shift in the U.S. merchandise trade
balance in 1997 can be explained in part by these offsetting factors. However, for particular U.S. trading
partners, the effect of the above macroeconomic forces did induce a tendency for the merchandise trade balance
to shift to amore significant degree.!

Other economic factors, such as different growth rates in global economies and structural impediments
in key foreign markets, may have agreater direct influence on trade shiftsin particular product sectors within a
given year, aswell as on hilateral trade flows with particular partners. The East Asian financial crisis, which
beganin July 1997, was one of the important economic events of 1997; however, any effect on U.S. trade flows
will not be readily apparent until 19982 This report discusses a variety of product-specific developmentsin each
industrial and agricultural chapter, and highlights important bilateral or multilateral developments in trade
throughout the report.

See app. D for amore detailed discussion of the manner in which exchange rate shifts and other macroeconomic

factors affect trade flows.
{See ch. 3 for adiscussion of the Asian financial situation.
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The expansion inthe U.S. trade deficit during 1997 was led by substantial growth in the value of imports
of automatic data processing machines (computer hardware), motor vehicles, medicinal chemicals, petroleum
products, aircraft, and aircraft engines. Decreased exports of cereals, miscellaneous vehicles and equipment, and
precious metals also contributed to the growth of the trade deficit. However, increasesin U.S. exports of aircraft,
semiconductors, computer hardware, certain motor-vehicle parts, radio transmission and reception apparatus, and
aircraft engines served to minimize the expansion of the trade deficit. A sharp decrease in the value of U.S.

imports of crude petroleum also mitigated growth of the deficit.

Table 2-1

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

industry/commodity sectors, 1996 and 1997*

Change, 1997 from 1996

Item 1996 1997 Absolute Percent
Million dollars
U.S. exports of domestic merchandise:
Agricultural products . ....... .. 69,046 65,295 -3,752 5.4
Forest products . ......... ... 25,509 25,964 455 1.8
Chemicals and related products . ..................... 69,796 78,279 8,483 12.2
Ener_Py-reIated products . .......... .. 14,401 15,165 764 5.3
Textilesand apparel ....... ... ... .. . i 16,459 18,609 2,150 13.1
Footwear ..........c.. 761 802 42 55
Mineralsand metals ............ .. .. .. ... 40,392 43,103 2,711 6.7
Machinery . ...... e 60,966 69,654 8,688 14.3
Transportation equipment .............. ... ... ...... 115,829 134,949 19,120 16.5
Electronic products . ......... .. .. .. i 137,022 157,164 20,142 14.7
Miscellaneous manufactures . ........................ 14,393 15,658 1,265 8.8
Special provisions . . . ... ... 17,561 18,580 1,018 5.8
Total ... 582,137 643,222 61,085 10.5
U.S. imports for consumption:
Agricultural products .. ..... ... 41,526 45,839 4,313 10.4
Forest products . ......... ... 28,957 30,456 1,499 5.2
Chemicals and related products . ..................... 58,378 66,065 7,687 13.2
Energy-related products . .. .......... ... ... 75,499 74,017 -1,482 -2.0
Textilesand apparel ....... ... ... .. . i 52,268 60,794 8,527 16.3
Footwear ......... ... .. .. .. 12,708 13,951 1,243 9.8
Mineralsand metals ............ .. .. ... ... 66,191 73,209 7,018 10.6
Machinery . ...... e 63,115 68,731 5,616 8.9
Transportation equipment .............. ... .. ........ 142,822 155,836 13,014 9.1
Electronic products . ......... .. .. . i 180,543 195,699 15,156 8.4
Miscellaneous manufactures ......................... 42,515 48,954 6,440 15.1
Special provisions . . . ... ... 25,946 28,874 2,928 11.3
Total ... 790,470 862,426 71,957 9.1
U.S. merchandise trade balance:
Agricultural products . ........ . 27,520 19,455 -8,065 -29.3
Forest products . ......... ... -3,448 -4,492 -1,044 -30.3
Chemicals and related products . ..................... 11,418 12,214 796 7.0
Ener_Py-reIated products . ........... .. -61,098 -58,852 2,246 3.7
Textilesand apparel .......... ... .. . .. -35,809 -42,186 -6,376 -17.8
FOOtWear . ... . -11,948 -13,149 -1,201 -10.1
Mineralsand metals ............ .. .. .. ... -25,799 -30,106 -4,307 -16.7
Machinery . ...... e -2,149 923 3,072 (g
Transportation equipment ........................... -26,993 -20,887 6,106 22
Electronic products . ........ ... .. . i -43,521 -38,535 4,986 11.5
Miscellaneous manufactures ......................... -28,121 -33,296 -5,175 -18.4
Special provisions . . . ... ... -8,385 -10,294 -1,909 -22.8
Total ... -208,333 -219,204 -10,871 5.2

YIimport values are based on imports for consumption/customs value; export values are based on domestic export/f.a.s.

value, U.S. port of export.
“Not meaningful for purposes of comparison.

Note.--Calculations based on unrounded data.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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All major sectors except agricultural products, chemicals and related products, and machinery continued
to experience deficitsin 1997. For the first time since 1993, the machinery sector registered a trade surplus of
$923 million; in 1996 the sector experienced a $2.1 hillion deficit. The trade surplus in agricultural products
shrank considerably in 1997 by $8.1 hillion (29 percent) to $19.5 hillion, while the surplus in chemicals and
related products increased marginally by $796 million (7 percent) to $12.2 billion.

Besides the machinery sector, trangportation equipment, eectronic products, and energy-related products
experienced reductions in their respective U.S. sectoral deficit in 1997. The deficit reductions were as follows:
$6.1 hillion (23 percent) to $20.9 billion in transportation equipment; $5.0 billion (12 percent) to $38.5 billion
in eectronic products, and $2.2 billion (4 percent) to $58.9 hillion in energy-related products. The reductionin
the sectora deficit in dectronic products, transportation equipment, and machinery continues from 1996. Trade
in energy-related products improved in 1997 after a significant deficit increase in 1996. Beyond these four
sectors, the trade deficit in all other sectors expanded in 1997. Notable deficit increases were registered in the
textiles and apparel sector, which grew by $6.4 billion (18 percent) to $42.2 hillion; miscellaneous manufactures,
which expanded by $5.2 billion (18 percent) to $33.3 billion; and minerals and metals, which increased by $4.3
billion (17 percent) to $30.1 billion.

U.S. IMPORTS

U.S. importsrosein every mgjor industry/commodity sector during 1997, with the exception of energy-
related products, which decreased by $1.5 billion (2 percent) to $74.0 billion (table 2-1 and figure 2-2). Thefall
in U.S. imports of energy-related products was mainly attributable to the decline in the value of crude petroleum
imports due to an average $2 per barrel price decrease during 1997. A substantial portion of the $72.0 billion
increase in total imports was accounted for by higher importsin five major sectors: electronic products, up by
$15.2 hillion (8 percent) to $195.7 billion; transportation equipment, up by $13.0 billion (9 percent) to $155.8
billion; textiles and apparel, up by $8.5 billion (16 percent) to $60.8 hillion; chemicals and related products, up
by $7.7 billion (13 percent) to $66.1 billion; and minerals and metals, up by $7.0 billion (11 percent) to $73.2
billion. Together these sectors accounted for 64 percent ($551.6 billion) of total importsin 1997, and 71 percent
($51.4 billion) of the total increase.

The main product groups exhibiting growth in U.S. imports of electronic products included computer
hardware, which rose by $8.5 billion (14 percent) to $70.0 billion in 1997; apparatus for making, breaking,
protecting or connecting eectrica circuits, which grew by $1.1 billion (13 percent) to $10.0 billion; and telephone
and telegraph apparatus, which increased by acomparable amount, $1.1 billion (13 percent) to $9.3 billion. The
rise in imports of computer hardware reflects intense competition among U.S. computer vendors, which
contributed to significantly lower prices of computers and peripherals, thus fueling U.S. demand and increasing
the total value of imports. Expanding imports of apparatus for making, breaking, protecting or connecting
electricd circuits resulted from increased production sharing output (particularly from Mexico) aswell growing
imports from Taiwan and China. Rising telephone and telegraph apparatus imports in 1997 mirrored steady
growth in the U.S. telecommunications market.

The main product areas driving the increase in imports of transportation equipment were motor vehicles,
which grew by $5.9 hillion (7 percent) to $93.0 billion; aircraft, spacecraft, and related equipment, which rose
by $2.1 billion (29 percent) to $9.5 hillion; and aircraft engines and turbines, which increased by $2.1 billion (34
percent) to $8.4 billion in 1997. Imports of motor vehicles from the North American Free-Trade Agreement
(NAFTA) countries and Japan, the largest U.S. trading partners in this sector, led the growth as a result of
increasing integration of North American automobile production facilities, a depreciating yen against the U.S.
dollar, and the continuing Japanese recession that prompted Japanese automakers to export their excess capacity.
Increased civilian aircraft and aircraft parts imports were fueled by aggressive efforts by U.S. passenger airlines
to meet their fleet replacement needs. Likewise, growth inthe U.S. regional and
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business jet aircraft market spurred demand for aircraft engine imports. The transportation equipment and
eectronic products sectors continued to constitute the largest import categoriesin 1997, accounting for 18 and
23 percent of total imports, respectively.

The increase in U.S. imports of textile and apparel products, which led to a $6.4 billion (18 percent)
increase in the sectoral trade deficit ($42.2 billion in 1997), is largely aresult of the continued expansion of
production-sharing activity with Mexico and the Caribbean Basin countries. Also, rebounding imports from
Chinaand other Asian countries contributed significantly to theincreasein imports. Industry sources attribute
the growth to astrong U.S. economy and the appreciation of the dollar against Asian currencies. International
trade agreements and preferential programs have also impacted U.S. trade flows in textiles and apparel.
Particularly relevant to rising U.S. imports in textiles and apparel is the WTO Agreement on Textiles and
Clothing (ATC), which began a 10-year phase-out of textiles and apparel quotasin 1995.

Surplusinventory among European producers, the continuing effects of the elimination of duties on most
medicinal chemical products (pharmaceuticals) as a result of the Uruguay Round Agreement in 1995, and
increasing efforts by U.S. drug companies to outsource their production, all contributed to anincreasein U.S.
imports of pharmaceuticasin 1997, which represented the main product category fuding the growth in total U.S.
imports of the chemicals and related products sector. Imports of pharmaceuticals rose by $3.0 hillion (27
percent) to $14.2 billion in 1997. This rise also led to a significant expansion in the trade deficit in
pharmaceuticals, which expanded by $1.2 billion (45 percent) to $3.8 billionin 1997. Total sector imports also
increased as aresult of significant growth inimports of general organic chemicals, which rose by $2.1 hillion (18
percent) to $13.8 hillion, and plastic and rubber (raw materials and finished products), which increased by $1.5
billion (7 percent) to $21.2 billion.

Therisein U.S. imports of mineras and metas was driven primarily by increased imports of natural and
synthetic gemstones, which grew by $1.2 billion (16 percent) to $8.6 hillionin 1997. The continued strength of
the U.S. economy, which increased real disposable personal income and heightened consumer confidence, isthe
main reason for thisincrease in imports, as gemstones are considered luxury items. The growth in U.S. imports
in this product category wasled by particularly strong demand for diamonds at slightly higher pricesin 1997, as
well as increased imports of pearls, colored gemstones, and synthetic gemstone products. Lesser increasesin
imports of steel mill products, which grew by $846 million (7 percent) to $13.6 million; imports of chain and
miscellaneous products of base metal, which rose by $813 million (16 percent) to $5.9 billion; and imports of
precious metals and related articles, which increased by $539 million (10 percent) to $5.8 billion, aso fueled
sector imports.

U.S. EXPORTS

In 1997, U.S. exportsgrew in al major sectors except agricultural products, which recorded a decrease
of $3.8 hillion (5 percent) to $65.3 billion in 1997 (table 2-1 and figure 2-2). The bulk of the reductionin U.S.
exports of agricultural products was accounted for by cereals (mostly wheat and corn), exports of which fell by
$5.7 billion (34 percent) to $11.0 billion in 1997. A number of factors were responsible, including increased
foreign production to serve domestic markets, lower world grain prices due to plentiful global supplies, and shifts
to third country suppliers. The main export growth occurred in electronic products (up by $20.1 billion, or 15
percent, to $157.2 hillion), followed closely by transportation equipment (up by $19.1 billion, or 17 percent, to
$134.9 billion), which wasthe leading growth sector in 1996. Other sectors that experienced significant export
growth include machinery (up by $8.7 hillion, or 14 percent, to $69.7 billion) and chemicals and related products
(up by $8.5 hillion, or 12 percent, to $78.3 billion). These four sectors accounted for 68 percent ($440.0 billion)
of total exports and 92 percent ($56.4 billion) of the total increase in exportsin 1997.

The growth in éectronic product exports was fueled by large increases in the following product areas:
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diodes, transistors, integrated circuits, and similar semiconductor solid-state devices (semiconductors) (up $4.9
billion, or 20 percent, to $29.0 billion); computer hardware (up $3.8 billion, or 10 percent, to $41.8 hillion);
measuring, testing, controlling and analyzing instruments (certain measuring instruments) (up $2.0 billion, or 16
percent, to $14.6 billion); and medical goods (up $1.0 billion, or 10 percent, to $11.2 billion). The surge in
semiconductor exportsis largely afunction of increasing global demand for computer and telecommunications
equipment. The growth in computer hardware exports reflects strong international demand for U.S.-made
computer products (an areawhere U.S. producers excel), aggressive pricing by U.S. distributors, and increased
Internet usage worldwide. Exports of certain measuring instruments rose on the strength of increased spending
in emerging industrial nations on research and devel opment projects, capital equipment, and construction and
increased demand for high-quality, leading-edge technology instruments from U.S. manufacturers to improve
productivity. Finally, while exports of medical goods increased, the rise was not as significant as in past years,
largely because fiscal concerns in Japan (the United States’ largest export market for medical goods) have
resulted in smaller alocations of the nationa budget to hedlth care, thus diminishing Japanese demand for imports
of these products.

The surge in exports of transportation equipment in 1997 was caused mainly by arise in aircraft exports,
which increased by $7.9 billion (26 percent) to $38.7 hillion; motor-vehicle parts, which grew by $3.5 billion (16
percent) to $26.3 billion; and aircraft engines, which rose by $2.6 billion (29 percent) to $11.6 billion. Therise
in aircraft exports represented the single largest shift in U.S. merchandise trade in 1997, in terms of value, among
all product categories. Increased earnings of foreign air carriers, coupled with airline projections showing an
increased demand for air-transport services by the general public, fueled demand for U.S. large civilian aircraft
in 1997, mainly in the United Kingdom, Japan, and Saudi Arabia. Exports of certain motor-vehicle parts
increased on the strength of U.S. exportsto the NAFTA partners, reflecting increased integration of the North
American automotive industry and production sharing relationships between the three countries. Electronic
products and transportation equipment continued to congtitute the largest export product categoriesin 1997,
representing 24 and 21 percent of total exports, respectively.

Therisein machinery exportsin 1997 wasfueed by farm and garden machinery, exports of which grew
by $1.0 billion (21 percent) to $5.9 hillion; air conditioner equipment and parts, which increased $738 million
(15 percent) to $5.7 billion; and miscellaneous machinery, up by $657 million (12 percent) to $6.1 hillion in
1997. Other significant increases were reported in exports of eectrical transformers, static converters and
inductors (up $557 million, or 29 percent, to $2.5 billion) as well asinsulated electrical wire and cable (up $556
million, or 14 percent, to $4.5 billion). A number of factors help explain the rise in machinery exports. North
American trade in machinery isextensive; rationalization of production operationsin Mexico by U.S. producers,
aswdll asthe high levd of integration between U.S. and Canadian companies (many of which are U.S. subsidiary
operations) have contributed to the rise in exports. Also, continued efforts by developing nations, particularly
inAsiaand Latin America, to implement infrastructure and industrial capacity improvements have intensified,
spurring increased machinery purchases from U.S. producers.

Exports of chemicals and related products rose in 1997 primarily on the strength of increased exports
of pharmaceuticals, which grew by $1.8 hillion (21 percent) to $10.3 billion. The U.S. pharmaceutical industry
benefitted from the release of alarge number of newly approved productsin 1997, which tended to command high
retail prices. The combination of higher drug prices, increased demand by aging populations, and an industry
environment conducive to trade, has contributed to the continued rise in U.S. exports, particularly to Japan.

U.S. BILATERAL TRADE



U.S. hilateral trade with the largest U.S. trading partnersin 1997 is shown in table 2-2 and figure 2-3.
Table 2-3 indicatesthe leading U.S. import and export products for the largest bilateral trading partners. While
trade deficitswith China, Japan, Germany, Taiwan, and France expanded in 1997, deficits narrowed with other
major trading partners, including Canada, Mexico, and Singapore. Among major trading partners, the United
States again registered a trade surplus with the United Kingdom and Korea. The trade position with the United
Kingdom increased for the second year inarow by $1.5 billion (1,414 percent) to $1.6 billionin 1997, led in part
by increasesin exports of aircraft, which grew by $2.8 billion (125 percent) to $5.1 billion. However, the trade
surplus with Korea declined by $1.6 billion (54 percent) to $1.3 hillion.

Four years after theimplementation of the NAFTA, total U.S. trade with Canada and Mexico continued
toincrease. Canadaremainsthe United States' primary trading partner with total trade of $302.7 billionin 1997.
Exports to Canada expanded by $15.7 billion (13 percent) to $134.8 hillion, while imports from Canada
increased by $11.6 billion (7 percent) to $167.9 billion. Mexico was the third-largest source of U.S. imports and
the second-largest U.S. export market in 1997. U.S. imports from Mexico rose by $10.8 billion (15 percent) to
$85.0 billion. Reflecting the Mexican economy’ s continued recovery from the peso devaluation of 1994-95, U.S.
exports to Mexico increased by $13.7 billion (25 percent) to $68.4 hillion.

The trade deficit with the Asian Pacific Rim countries® widened by $18.5 billion (16 percent) to $135.2
billion in 1997; expanding deficitswith Chinaand Japan were the mgjor contributors to the total U.S. trade deficit
with this group. The deficit with the European Union (EU) also grew in 1997, by $2.4 hillion (11 percent) to
$24.1 hillion. However, the U.S. trade deficit with Latin America narrowed substantially, by $9.3 billion (52
percent) to $8.4 billion in 1997, largely on the strength of increased U.S. exports to Mexico and Brazil. In
addition, the trade deficit with the Organization of Petroleum Exporting Countries (OPEC) decreased by $1.9
billion (10 percent) to $17.4 billion in 1997, primarily due to reductions in the price of crude petroleum.

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, 1996 and 1997*

®See app. C for alist of political entities considered part of the Asian Pacific Rim, aswell as other political
entities/countriesincluded in selected country groupings.
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Change, 1997 from 1996

Item 1996 1997 Absolute Percent
Million dollars
U.S. exports of domestic merchandise: . ..................
Canada . ... 119,123 134,794 15,671 13.2
JaPaAN . 63,58 62,091 -1,493 -2.3
MEXICO ..ttt 54,686 68,393 13,707 25.1
ChiNa ... 11,801 12,533 732 6.2
United Kingdom . ... ... ... ... .. 28,678 33,987 5,309 18.5
GEIMANY . . ottt et 22,191 23,136 945 4.3
TaIWAN . e 16,920 18,883 1,963 11.6
Korea .. 25,433 24,287 -1,146 -4.5
SINQAPOIE . . .o 14,677 15,697 1,020 7.0
France ......... . . 13,54 15,122 1,577 11.6
AllOther ... .. 211,498 234,298 22,801 10.8
Total . ..o 582,137 643,222 61,085 10.5
EU-15 .. 119,719 131,751 12,032 10.1
OPEC ... 21,555 24,826 3,271 15.2
Latin America .. ..... ..ttt e 105,056 128,815 23,759 22.6
RA 15,375 17,808 2,433 15.8
Asian PacificRim . ......... ... ... . 183,534 190,428 6,894 3.8
.......................................... 40,235 45,204 4,969 12.4
Central and Eastern Europe . ........... ... ... ... 2,485 3,043 558 22.4
U.S. imports for consumption:
Canada . ... 156,299 167,881 11,582 7.4
JaPaAN . 114,762 120,480 5,718 5.0
MEXICO ..ttt 74,17 85,005 10,826 14.6
ChiNa ... 51,209 61,996 10,787 21.1
United Kingdom . ... ... ... ... .. 28,574 32,412 3,838 13.4
GEIMANY . . ottt 39,215 42,793 3,578 9.1
TaIWAN . 29,797 32,474 2,677 9.0
Korea .. 22,532 22,939 407 1.8
SINQAPOIE . ..o 20,249 19,982 -267 -1.3
France ......... . . 17,91 20,126 2,211 12.3
AllOther ... ... 235,740 256,339 20,599 8.7
Total . ..o 790,470 862,426 71,957 9.1
EU-15....... 141,455 155,890 14,436 10.2
OPEC ......... 40,784 42,197 1,413 35
Latin America . ... 122,817 137,260 14,443 11.8
CBERA ........... 14,545 16,572 2,028 13.9
Asian Pacific Rim ......... . 300,270 325,618 25,348 8.4
ASEAN ... 65,955 70,336 4,381 6.6
Central and Eastern Europe 2,799 3,649 849 30.3
U.S. merchandise trade balance:
Canada . ... -37,176 -33,087 4,088 11.0
Japan ....... -51,177 -58,389 -7,211 -14.1
Mexico ........ -19,493 -16,612 2,882 14.8
China .......... -39,408 -49,462 -10,054 -25.5
United Kingdom . . 104 1,575 1,471 1,414.4
Germany ....... -17,024 -19,657 -2,634 -15.5
Taiwan ~...... -12,877 -13,591 -715 -5.6
Korea ....... 2,902 1,348 -1,553 -53.5
Singapore . ... . -5,572 -4,284 1,288 23.1
France .......... . . -4,370 -5,004 -634 -14.5
AllOther ... .. -24,242 -22,041 2,201 9.1
Total ... -208,333 -219,204 -10,871 -5.2
EU-15 .. -21,735 -24,139 -2,404 -11.1
OPEC ... -19,230 -17,372 1,858 9.7
Latin America .. ..... ..ttt e -17,761 -8,445 9,316 525
RA 83 1,235 406 48.9
Asian PacificRim . ........ . ... ... .. -116,736 -135,189 -18,453 -15.8
.......................................... -25,720 -25,132 588 2.3
Central and Eastern Europe . ........... ... ... ... .. -31 -606 -292 -93.0

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

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

plus exports) in 1997.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Table 2-3
Leading U.S. import and export products, by major partner, 1997

Partner Leading imports Leading exports
Canada....... Passenger cars Motor vehicle parts
Crude petroleum Passenger cars
Motor vehicle parts Computer hardware, excluding parts
Trucks Trucks
Japan ........ Passenger cars Computer hardware, excluding parts
Computer hardware, excluding parts Aircraft and spacecraft
Electronic integrated circuits, microassemblies, Electronic integrated circuits, microassemblies,
and parts and parts
Parts for office machines and computers Parts for office machines and computers
Mexico ....... Passenger cars Motor vehicle parts
Crude petroleum Electronic integrated circuits, microassemblies,
Insulated wire and cable and parts
Trucks Insulated wire and cable
Computers hardware, excluding parts
China ........ Certain toys Aircraft and spacecraft
Footwear Fertilizers
Computer hardware, excluding parts Cotton, not carded or combed
Reception apparatus for radiotelephony, radio Soybeans
telegraphy, and radio broadcasting
Germany ...... Passenger cars Computer hardware, excluding parts
Therapeutic/prophylactic medicaments, in dosages Parts for office machines and computers
Motor vehicle parts Aircraft and spacecraft
Turbojets, turbopropellers, other gas turbines, parts Passenger cars
United
Kingdom . . ... Turbojets, turbopropellers, other gas turbines, parts  Aircraft and spacecraft
Passenger cars Computer hardware, excluding parts
Computer hardware, excluding parts Parts for office machines and computers
Therapeutic/prophylactic medicaments, in dosages Turbojets, turbopropellers, other gas turbines, parts
Korea ....... Electronic integrated circuits, microassemblies, Electronic integrated circuits, microassemblies,
and parts and parts
Computer hardware, excluding parts Aircraft and spacecraft
Parts for office machines and computers Miscellaneous machinery and parts
Passenger cars Computer hardware, excluding parts
Taiwan ....... Computer hardware, excluding parts Electronic integrated circuits, microassemblies,
Parts for office machines and computers and parts
Electronic integrated circuits, microassemblies, Aircraft and spacecraft
and parts Miscellaneous machinery and parts
Iron or steel screws, bolts, nuts, washers, etc. Corn
Singapore . . ... Computer hardware, excluding parts Electronic integrated circuits, microassemblies,
Parts for office machines and computers and parts
Electronic integrated circuits, microassemblies, Aircraft and spacecraft
and parts Parts for office machines and computers
Heterocyclic compounds Prepared unrecorded media
France ....... Turbojets, turbopropellers, other gas turbines, parts ~ Turbojets, turbopropellers, other gas turbines, parts
Aircraft and spacecraft Parts for office machines and computers
Hand paintings and drawings Computer hardware, excluding parts
Wine Aircraft and spacecraft parts

Note.--Categories are 4-digit HTS headings/subheadings (or groups of 4-digit HTS headings/subheadings) and comparable export
categories. The countries shown are those with the largest total U.S. trade (U.S. imports plus exports) in 1997. Products are
ranked in decreasing order based on 1997 trade.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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International Trade and GDP

Table 2-4 showsthe relative sizes of the mgjor trading partner economies, U.S. trade, U.S. trade balance,
and the balance of the bilateral deficit or surplus as aratio to the U.S. GDP for the major partner countries. A
summary of the significant shiftsin trade with these countriesis presented in the following section of this chapter.
Thetotal U.S. merchandise trade deficit was equal to 2.7 percent of the nominal U.S. GDP in 1997, little changed
from theratio for 1996; the bilateral deficit with Japan (the largest for the United States) represented 0.7 percent
of nominal U.S. GDPin 1997.

Table 2-4
U.S. bilateral merchandise trade balances with major partners, in dollars and as a ratio to nominal U.S. gross
domestic product (GDP), 1997

Ratio of the
uU.S. merchandise

Nominal U.S. uU.S. merchandise trade balance to
Partner GDP imports exports trade balance  U.S. GDP

Billion

dollars ——— Million dollars——  Percent
United States .................. 8,083 862,426 643,222 -219,204 -2.71
Canada................c..oou.. 610 167,881 134,794 -33,087 -0.41
MeXiCO ........ccuvinininnan.. 410 85,005 68,393 -16,612 -0.21
China ........................ 893 61,996 12,533 -49,462 -0.61
United Kingdom ................ 1,092 32,412 33,987 1,575 0.02
Japan ... 4,215 120,480 62,091 -58,389 -0.72
Taiwan ...............co.... 288 32,474 18,883 -13,591 -0.17
Germany . ..........oeiiiiin... 2,108 42,793 23,136 -19,657 -0.24
France ....................... 1,376 20,126 15,122 5,004 -0.01
Brazil ............... .. ... ..... 790 9,510 15,001 5,491 0.07
Philippines . ................... 84 10,419 7,137 -3,282 -0.04

Source: U.S. trade data compiled from official statistics of the U.S. Department of Commerce; estimated GDP data for
Canada, Japan, Mexico, China, United Kingdom, Germany, Taiwan, France, Brazil and the Philippines are from U.S.
Department of State, Country Reports on Economic Policy and Trade Practices (Washington, DC: GPO, 1997), found at
Internet address http://www.state.gov/iwww/issues/economic/trade_reports/, retrieved Apr. 28, 1998. GDP data for the
United States are from International Monetary Fund, International Financial Statistics (Washington, DC: IMF Publication
Services, Mar. 1998).

Both U.S. import and U.S. export trade (merchandise and services) became alarger component of the
U.S. economy during 1993-97 (table 2-5). Thisreflectsgrowthintotal U.S. imports of 47 percent to $1.1 trillion
and total U.S. exports of 45 percent to $957 billion, while the nominal U.S. GDP rose 23 percent to $8.1 trillion
during the period.

2-11



Table 2-5

Components of U.S. GDP and trade as a share of GDP, 1993-97

Component 1993 1994 1995 1996 1997
Personal consumption expenditures Value (billion current dollars)
Goods 1,900.9 2,007.0 2,084.3 2,169.2 2,251.3
Services 2,558.4 2,709.1 2.873.4 3,038.4 3,234.5
Gross private domestic investment 876.2 1,007.9 1,038.2 1,116.5 1,242.5
Exports 658.6 721.2 818.4 870.9 957.1
Goods 439.3 481.9 546.5 582.1 643.2
Services 219.3 239.3 271.9 288.8 313.9
Imports (-) -719.3 -812.1 -904.5 -965.7 -1,058.1
Goods (-) -574.9 -657.9 -740.0 -790.5 -862.4
Services (-) -144.4 -154.2 -164.5 -175.2 -195.7
Government consumption
expenditures and gross investment 1,283.4 1,313.0 1,355.5 1,406.7 1,452.7
Gross Domestic Product 6,558.1 6,947.0 7,265.4 7,636.0 8,079.9
Percent
Imports as a share of GDP 11.0 11.7 12.4 12.6 131
Exports as a share of GDP 10.0 10.4 11.3 11.4 11.8

Source: Official statistics of the U.S. Department of Commerce, Bureau of Economic Analysis.

Comparing both total merchandiseimport and export trade as a share of GDP for the United States and
selected trading partnersindicates that each is a smaller component of GDP for the U.S. than it isfor major U.S.
trading partners, with the exception of Japanese merchandise imports (table 2-6). Global merchandise trade
accounts for asmaller portion of GDP for the United States and Japan, the two largest economies in the world,
than for Canada, Mexico, or Germany (table 2-6). While the ratio of merchandise importsto GDP was dightly
higher for the United States than for Japan in 1997 (10.7 percent compared with 8.1 percent), it was roughly one-
third the comparableratio for Canada (31.7 percent) and one half the ratio for Germany (20.4 percent). Interms
of exports asashare of GDP, the United States (8.0 percent) lagged significantly behind Canada (34.7 percent),
Germany (24.3 percent), and Mexico (16.1 percent). These U.S. trading partners each have benefitted from
sustained growth in the U.S. economy which provided a strong market for their exports in recent years.
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Table 2-6
Merchandise trade as a share of GDP for the United States and selected trading partners, 1993-97

(Percent)
Country 1993 1994 1995 1996 1997
Merchandise imports as a share of GDP:
United States 8.8 9.5 10.2 10.4 10.7
Canada 24.5 27.6 28.6 28.4 31.7
Mexico 12.2 14.5 15.7 17.7 17.6
Japan 5.6 5.9 6.5 7.6 8.1
Germany 17.6 18.3 18.7 19.0 204
Merchandise exports as a share of GDP:
United States 6.7 6.9 7.5 7.6 8.0
Canada 26.3 30.2 33.5 33.5 34.7
Mexico 7.5 8.2 16.5 17.7 16.1
Japan 8.5 8.4 8.6 8.9 10.0
Germany 20.0 20.9 21.7 22.3 24.3

Source: Compiled from official statistics of the U.S. Department of Commerce, Bureau of Economic Analysis, and statistics
of the International Monetary Fund, International Financial Statistics, vol. 51, No. 5, May 1998.

The decrease in Mexican exports as a share of GDP from 17.7 percent in 1996 to 16.1 percent in 1997
reflects the resurgence of the Mexican economy, which grew by 7.0 percent in 1997. Expanded demand in
Mexico helped boost U.S. exports to that country by 26 percent in 1997 over 1996, compared with an overall
growth in U.S. merchandise exports of 10.5 percent. However, the share of Mexican GDP that was exported
doubled in 1995 over 1994 as the deval uation of the peso rdlative to the U.S. dollar reduced labor costsin Mexico
and provided an incentive for expanded use of assembly plantsin Mexico by U.S. and other foreign investors
(table 2-6). That, in turn, contributed to the sharp risein Mexico’s exports to the United Statesin 1995.

A comparison of the cumulative percentage point growth in the share of each country’s merchandise
import and export trade to nominal GDP during 1993-97 is shown in the following tabulation, which reflects
smaller growth relative to U.S. GDP than for increases of these ratios relative to the GDP for selected major U.S.
trading partners (based on the nominal value of the country’s currency).

Per centage-point increasein theratio of each country’s
mer chandise trade to nominal GDP, 1993-97

Country Imports Exports
UnitedStates ............ccoiiiiininnn... 1.9 1.3
Canada . ......ooi 7.2 8.4
MEXICO .. ot 5.4 8.6
Japan ... 25 15
GEMANY ..o 2.8 43
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SUMMARIES OF SIGNIFICANT BILATERAL/MULTILATERAL SHIFTS

Among the 10 U.S. trading partnersthat accounted for the largest shiftsin bilateral trade during 1996-97
(table 2-7),* the United States experienced an improvement in its bilateral trade balance with Canada, Mexico,
Brazil, and the United Kingdom. The deficit with China represented the largest bilateral trade position decline
with any country in 1997, surging by $10.1 billion (26 percent) to $49.5 billion. After registering a significant
trade position improvement in 1996, the deficit with Japan widened by $7.2 billion (14 percent) to $58.4 billion
in 1997.

Taiwan, France, Brazil, and the Philippines appeared on thelist of 10 countries that registered the largest
shifts in 1997, displacing Venezuela, Saudi Arabia, Singapore, and Korea, which appeared on the 1996 list.
Large increasesin both imports from and exports to Taiwan, France, Brazil, and the Philippinesin 1997 merited
inclusion on thislist.

Table 2-7
Top absolute bilateral U.S. trade shifts (changes) in imports, exports, and total, and resulting change in U.S. trade
balance, by trading partner, during 1996-97

(Million dollars)

Change in Change in Total Change in bi-
Rank Partner exports imports change! lateral balance®
1 Canada ...............cooo... 15,671 11,582 27,253 4,088
2 MEXiCO . ... 13,707 10,826 24,533 2,882
3 China .............coiiiin.. 732 10,787 11,519 -10,054
4 United Kingdom .............. 5,309 3,838 9,147 1,471
5 Japan . ... -1,493 5,718 7,211 -7,211
6 Taiwan . .......iiiii 1,963 2,677 4,640 -715
7 Germany ..........o.iiiaan.. 945 3,578 4,523 -2,634
8 France .......... ... ... ... .. 1,577 2,211 3,789 -634
9 Brazil .............. ... ..., 3,081 639 3,720 2,442
10 Philippines ................... 1,314 2,245 3,559 -931

This equals the absolute value of the change in exports plus the absolute value of the change in imports.
*This equals the change in exports minus the change in imports.

Note.--Calculations based on unrounded data.

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

An analysis of the underlying factors and the leading products responsible for trade shifts for each of the
10 countries is provided in chapter 3. A summary of these analysesis provided in table 2-8. Chapter 3 also
contains an examination of three country groups that have not experienced alarge trade shift in 1997, but are
undergoing developments with potentially important implications for U.S. trade flows. The developments
impacting these country groups are as follows. (1) the East Asian financial crisis, which beganin July 1997, is
widely expected to impact U.S.-Asian trade flows in 1998; (2) the factors underlying steadily increasing U.S.

“The countries are ranked based on the absolute value of the total change in the value of both U.S. imports and
exports (i.e., the change in imports is added to the change in exports, disregarding the negative signs). The effect on the
bilateral trade balance with each country is also shown on the table (for example, if the change in imports from a certain
country was greater than the change in exportsto that country, then the bilateral effect would beto increasethe U.S.
trade deficit with the country).
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trade with the Mercosur countries;® and (3) sustained growth in U.S. trade with Sub-Saharan African countries.
Table 2-8
Summary of significant bilateral/multilateral shifts during 1996-97

CANADA
e Total U.S. trade with Canada in 1997 was $302.7 billion (20 percent of total U.S. merchandise trade).

»  The growing Canadian economy and sustained job creation in 1997 contributed to the decline in the U.S. trade deficit
with Canada, which decreased by $4.1 billion (11 percent) to $33.1 billion. Canadian economic growth was supported
by low interest rates, Canadian demand for housing and consumer durables, and economic growth in the United States
and the EU, which stimulated demand for Canadian exports.

»  The transportation sector accounted for 30 percent of the increase of U.S. imports from Canada in 1997. The U.S.-
Canadian auto industry is fully integrated, as U.S. automakers consider the United States and Canada to be a single
unit for production planning purposes. U.S. imports of civil aircraft increased to meet U.S. demand and reflects
Canada’s position as a notable world supplier.

e U.S. exports to Canada grew by $15.7 billion (13 percent) to $134.8 billion in 1997. Leading Canadian markets for U.S.
merchandise included motor vehicles, machinery and equipment, steel, gold, and electronic products. U.S. exports
were aided by increased Canadian demand as unemployment declined and the economy continued its recovery.

MEXICO
« Total U.S. trade with Mexico in 1997 was $153.4 billion (10 percent of total U.S. merchandise trade).

»  The U.S. trade balance with Mexico improved for the first time since 1992 as exports to Mexico again achieved record
growth in 1997 (up $13.7 billion, or 25 percent, to $68.4 billion). Imports from Mexico also increased ($10.8 billion, or
15 percent, to $85.8 billion), reflecting the continuing effects of the peso devaluation of 1994-95 which lowered the cost
of Mexican labor and Mexican exports.

»  Mexico was the third-largest source of U.S. imports in 1997. The NAFTA continued to facilitate two-way trade between
Mexico and the United States by reducing and/or eliminating tariffs. NAFTA's rules of origin encourage firms to use
U.S.-made components in order to qualify for duty-free entry to the United States. Sectors that gained the most included
electronic products, apparel, machinery, and transportation equipment.

» U.S. exports to Mexico are boosted by regional intra-industry trade and the continued growth of the maquiladora
industry, both of which contribute to demand for U.S. products. U.S. sector exports experiencing the greatest growth
included transportation equipment, electronic products, apparel, and petroleum products.

CHINA

e Total U.S. trade with China in 1997 was $74.5 billion (5 percent of total U.S. merchandise trade).

«  The United States registered a deficit in its merchandise trade balance with China for the 14" consecutive year in 1997,
as U.S. imports increased by $10.8 billion (21 percent), although U.S. exports increased by $732 million (6 percent).

» U.S. exports to China are constrained by Chinese policies that restrict imports and are inhibited by competition from
suppliers in the Asia Pacific Rim region. Such policies include the use of high tariffs and other taxes; nontariff measures,
and limitations on which enterprises can import. Some U.S. producers have established manufacturing operations in
China for technologically advanced goods in order to gain access to the Chinese market.

» Strong demand in the United States led to significant increases in U.S. imports of computer hardware, toys, apparel,
and footwear from China. The United States was China’s second-largest foreign market, after Japan, in 1997.

°Argentina, Brazil, Paraguay, and Uruguay.
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Table 2-8--Continued
Summary of significant bilateral/multilateral shifts during 1996-97

UNITED KINGDOM
e Total U.S. trade with the United Kingdom in 1997 was $66.4 billion (4 percent of total U.S. merchandise trade).

» Therise in trade between the United States and the United Kingdom was due in part to strong economic growth and
robust private demand in both countries. The improvement in the U.S. trade balance with the United Kingdom was
aided by the strengthening of the pound against the dollar.

» Imports and exports of aircraft, aircraft engines, computer hardware, and medicinal chemicals led the increase in trade
between the United States and the United Kingdom, reflecting the importance of intra-industry trade. The United States
maintained its position as the leading trading partner for the United Kingdom in 1997.

JAPAN
e Total U.S. trade with Japan in 1997 was $182.6 billion (12 percent of total U.S. merchandise trade).

»  The deterioration of the U.S. bilateral trade deficit with Japan in 1997, following the 1996 trade position improvement,
was the result of an increase in imports of $5.8 hillion (5 percent) to $120.5 billion, while exports decreased by $1.5
billion (2 percent) to $62.1 billion.

» Theoverallrise in U.S. imports, led by video and arcade games, reflected the continued strength of the U.S. economy
and the weakening of the yen against the dollar. Additional import growth occurred in the motor vehicles sector, as U.S.
demand for sport utility vehicles remained strong in 1997.

» Domestic demand in Japan remained weak in 1997, contributing in part to a slight decrease in U.S. exports. The
sectors experiencing the most significant declines include motor vehicles, lumber, and corn. However, exports of large
civil aircraft rose by $1.1 billion, as aircraft ordered in prior years were delivered.

» Ataxincrease in Japan on April 1, 1997 froze consumer spending and further hindered economic growth. After the
failure of several financial institutions, the Government of Japan initiated several measures late in 1997 designed to
stabilize the economy, including a $77 billion bank rescue plan and corporate and consumer tax cuts.

TAIWAN
e Total U.S. trade with Taiwan in 1997 was $51.4 billion (3 percent of total U.S. merchandise trade).

» U.S.imports from Taiwan in 1997 rose by $2.7 billion (9 percent) to $32.5 billion. Continuing the trend of recent years,
computer hardware and electronic integrated circuits, microassemblies, and parts accounted for 39 percent of this total
and 70 percent of the growth in U.S. imports from Taiwan in 1997. Other leading growth sectors included television
apparatus (except receivers and monitors), including cameras, camcorders, and cable apparatus; electric transformers,
static converters and inductors; and printed circuits.

» The increase in U.S. exports of aircraft to Taiwan reflected the expansion of Taiwan'’s civilian and military air fleets.
Exports of corn declined, as much of Taiwan’s hog population was destroyed due to an outbreak of foot-and-mouth
disease. Overall, U.S. exports to Taiwan increased by $2.0 billion (12 percent) to $18.9 billion in 1997.

GERMANY

e Total U.S. trade with Germany in 1997 was $65.9 billion (4 percent of total U.S. merchandise trade).

» The expansion of the U.S. bilateral trade deficit with Germany reflected the strengthening of the dollar against the
deutschemark and German efforts to use exports to improve the Germany economy. German unemployment hit record
post-war levels during 1997, dampening demand for U.S. exports as consumption stagnated.

» Trade between the U.S. and Germany continued to be dominated by U.S. imports of motor vehicles, which reached

$9.8 hillion in 1997. Other areas of significant growth included pharmaceuticals as U.S. companies turned to European
third-party sources of fine chemicals and custom manufacturing to supplement U.S. capabilities.
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Table 2-8--Continued
Summary of significant bilateral/multilateral shifts during 1996-97

FRANCE
Total U.S. trade with France in 1997 was $35.2 billion (2 percent of total U.S. merchandise trade).

The U.S. trade deficit with France increased by $634 million (15 percent) as the value of U.S. imports of French goods
outpaced U.S. exports to France. Overall, France is the 10th-largest trading partner of the United States.

Aircraft and aircraft parts are the single largest trade category between both nations, accounting for 20 percent of U.S.
imports from France and 17 percent of U.S. exports to France in 1997. This trend has emerged in recent years due
to the growing influence of Airbus Industrie and the joint U.S.-French ownership of aircraft engine manufacturer CFM
International.

BRAZIL
Total U.S. trade with Brazil in 1997 was $24.5 billion (1.6 percent of total U.S. merchandise trade).

Although U.S. imports from Brazil grew by just 7 percent, one-third of the increase was attributable to imports of coffee.
U.S. imports of Brazilian coffee expanded by $204 million (80 percent) to $459 million, due in part to higher prices. In
addition to primary products such as coffee, gold, and lumber, the United States imported from Brazil manufactured
products that included aircraft, motor vehicle engines, and footwear.

The U.S. trade surplus with Brazil in 1997 reflects Brazil's position as the 11th-leading destination for U.S. goods,
accounting for 2.3 percent of all U.S. exports in 1997 and 5 percent of the total increase in U.S. exports. Mechanical
and electrical equipment for Brazil's growing industrial base made up one-half of total U.S. exports to Brazil. Principal
sectors included the aircraft and automotive industries.

PHILIPPINES
Total U.S. trade with the Philippines in 1997 was $17.6 billion (1 percent of total U.S. merchandise trade).
A major portion of U.S. imports of computer hardware and semiconductors from the Philippines is intracompany trade
of U.S. firms with assembly facilities in the Philippines. U.S. imports of electronic products rose by $1.9 billion (41

percent) to $6.4 billion, accounting for 62 percent of total imports from the Philippines.

U.S. exports to the Philippines resemble imports, as U.S. electronic components are sent to U.S.-affiliated production
sharing operations for assembly and re-export. These trade flows reflect strong U.S. demand for electronic products.

Source: Compiled by the staff of the U.S. International Trade Commission.
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SUMMARIESOF SIGNIFICANT COMMODITY SHIFTS

Theindustry/commodity groupings with the most significant shifts during 1996-97 are summarized in
tables 2-9 through 2-14. These shifts are presented in rank order according to changes in absolute value and in
percentage terms between 1996 and 1997 for U.S. export growth and declines (tables 2-9 and 2-10), U.S. import
growth and declines (tables 2-11 and 2-12), and U.S. trade position increases and declines (tables 2-13 and 2-14).

The top three industry/commodity groupings contributing to the 1997 deficit continued to be
automohiles, trucks, buses, etc. (MT038), crude petroleum (CH004), and computer hardware (ST018).° In total,
these accounted for $134.4 billion (61 percent) of thetotal U.S. deficitin 1997. Thisisadlight decrease from
1996 when these products accounted for 63 percent of the total deficit. The top three groupings with trade
surplusesin 1997 were again aircraft, spacecraft, and related equipment (MT042), cereals (AG030), and oilseeds
(AG032), which together accounted for atotal of $46.7 billion, amost exactly the surplus registered in 1996.
These six groups not only were alarge component of the 1997 trade position, they also exhibited significant shifts
in U.S. exports and/or U.S. imports during 1996-97 which, among other industry/commodity groupings, are
discussed in greater detail in chapters 5-14.

®Codes such as ST018 are used by the USITC to identify magjor groupings of HT'S headings/subheadings and
corresponding export categories for trade monitoring purposes. See app. A for alist and title of each of these groupings.
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Table 2-9
Domestic export growth: Ranking of top 20 industry/commodity groups, 1996 and 1997

USITC U.S. exports Change, 1997 from 1996
code Industry/commodity group 1996 1997 Absolute Percent

) Million Dollars
Rank order based on change in absolute value growth:

MT042 Aircraft, spacecraft, and related equipment ........ 30,754 38,698 7,944 25.8
ST016 Diodes, transistors, integrated circuits, and similar

semiconductor solid-state devices .............. 24,135 29,037 4,902 20.3
ST018  Automatic data processing machines ............. 37,977 41,792 3,815 10.0
MT039 Certain motor-vehicleparts ..................... 22,793 26,324 3,531 15.5
MTO001 Aircraft engines and gas turbines ................ 8,963 11,594 2,630 29.3
ST030 Measuring, testing, controlling, and analyzing

instruments . ........... . ... 12,578 14,587 2,009 16.0
CHO026 Medicinalchemicals .......................... 8,546 10,344 1,798 21.0
MTO038 Automobiles, trucks, buses, and bodies and

chassis of the foregoing . ..................... 22,693 24,394 1,701 7.5
STO07 Radio transmission and reception apparatus, and

combinationsthereof ........................ 6,500 7,992 1,492 23.0
MT002 Internal combustion piston engines, other than

foraircraft ............ ... .. ... 9,167 10,625 1,457 15.9
MT012 Construction and mining equipment .. ............ 9,953 11,070 1,117 11.2
ST013  Apparatus for making, breaking, protecting, or

connecting electrical circuits .. ................ 8,200 9,268 1,068 13.0
ST024 Medicalgoods ...t 10,217 11,226 1,009 9.9
MT014 Farm and garden machinery and equipment ....... 4,848 5,855 1,007 20.8
MMO025 Steel mill products, allgrades ................... 4,076 4,843 768 18.8
CHO011 Benzenoid specialty chemicals .................. 4,827 5,587 761 15.8
CHO012 Miscellaneous organic chemicals ................ 7,031 7,780 749 10.6
ST002 Telephone and telegraph apparatus . .. ........... 8,630 9,370 740 8.6
MT004  Air-conditioning equipmentand parts . ............ 4,988 5,726 738 14.8
AGO034 Edible preparations . ............ ... .. ... 3,353 4,029 676 20.2

Rank order based on changes in percentage growth:

AG004 Sheepandmeatofsheep...................... 21 65 44 211.2
MMO008 Precious metal ores and concentrates ............ 9 21 12 143.7
CHOO01 Electricalenergy .............ccoiiiiiiieinan.. 69 124 55 78.6
CHO004 Crude petroleum ............ ... 460 780 320 69.6
MMO006 Zincoresandresidues ........................ 227 379 152 66.8
AGO051 Tools and tool handles ofwood ................. 24 37 13 54.8
CHO07 Major primaryolefins . ......................... 199 306 107 54.1
ST029 Drawing and mathematical calculating and

measuring instruments .. ........ ... . 275 400 125 45.5
MMO021 Primaryironproducts ................ ... ...... 13 19 6 45.4
MTO037 Rail locomotive and rolling stock . .. .............. 851 1,229 377 44.3
MTO035 Electric and gas welding and soldering equipment . . 534 762 229 42.9
CHO02 Nuclearmaterials..............ciiiiiinnn.. 1,047 1,444 397 37.9
MT013 Mineral processing machinery .................. 674 915 241 35.8
CHO14 Inorganicacids .................c.cuiiununn... 142 192 50 35.6

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

cableapparatus ............ .. ... . .. 726 969 243 33.5
MT031 Portable electrichandtools ..................... 333 443 111 33.2
ST014  Television picture tubes and other cathode-ray

UDES . .o 1,566 2,085 518 33.1
MT043  Ships, tugs, pleasure boats, and similar vessels .. .. 1,058 1,408 350 33.1
AGO050 Woodencontainers . ...........uvuiiiuunennnn. 85 112 27 32.2
MMO049 Umbrellas, whips, riding crops, and canes ......... 9 11 3 31.9

Note.--Calculations based on unrounded data.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Table 2-10
Domestic export declines: Ranking of top 20 industry/commodity groups, 1996 and 1997

USITC U.S. exports Change, 1997 from 1996
code Industry/commodity group 1996 1997 Absolute Percent

) ) Million Dollars
Rank order based on change in absolute value decline:

AGO30 Cereals ..........o i 16,751 11,106 -5,645 -33.7
MT041 Miscellaneous vehicles and transportation-related

equipment . . ... 3,980 3,166 -814 -20.4
MMO020 Precious metals and related articles .............. 7,886 7,149 -737 -9.3
AGO046 Logs and rough wood products ................. 2,909 2,420 -489 -16.8
AGO043 CigaretteS ... ...t 4,736 4,409 -326 -6.9
MMO067 Arms and ammunition . ........................ 2,606 2,395 -211 -8.1
CHO010 Benzenoid commodity chemicals ................ 1,487 1,283 -203 -13.7
AGO007 Frozenfish...... ... ... .. . . . . .. . . 1,557 1,371 -186 -11.9
CHO003 Coal, coke, and related chemical products ........ 4,452 4,276 -176 -4.0
AG020 Ediblenuts............ ... 1,666 1,491 -175 -10.5
AGO054 Wood pulp and wastepaper . ................... 4,059 3,893 -166 -4.1
CHO015 Chlor-alkalichemicals ......................... 967 824 -143 -14.8
MMO036 Copperandrelated articles .. ................... 2,370 2,228 -142 -6.0
AGO57 Newsprint . ... ... 652 522 -130 -19.9
AGO008 Canned fishand otherfish ..................... 426 326 -100 -23.5
MMO004 Copper ores and concentrates . ................. 287 211 -76 -26.6
AGO05 Poultry . ... 2,589 2,515 -74 -2.9
STO05 Unrecorded magnetic tapes, discs, and

othermedia ............. ... ... ... .. . . . . ... 2,670 2,603 -67 -2.5
AGO001 Certain miscellaneous animals and meats ......... 1,895 1,848 -47 -2.5
MMO032 Industrial fasteners ofbasemetal ................ 1,325 1,280 -44 -3.4

Rank order based on changes in percentage decline:

AGO30 Cereals .........ouiiiiii 16,751 11,106 -5,645 -33.7
MMO004 Copper ores and concentrates . ................. 287 211 -76 -26.6
CHOBS  Sweaters .. ... ...ttt 46 34 -12 -25.4
AGO008 Cannedfishandotherfish ..................... 426 326 -100 -23.5
MT041 Miscellaneous vehicles and transportation-related

equipment . . ... .. 3,980 3,166 -814 -20.4
AGO57  Newsprint .......... . 652 522 -130 -19.9
AGO046 Logs and rough wood products ................. 2,909 2,420 -489 -16.8
AGO063 Wool and other animalhair .. ................... 20 17 -3 -16.0
CHO015 Chlor-alkalichemicals ......................... 967 824 -143 -14.8
CHO010 Benzenoid commodity chemicals ................ 1,487 1,283 -203 -13.7
MMO033 Cooking and kitchenware ..................... 278 242 -36 -13.1
AGO038 Maltbeverages .......... ..ot 362 319 -44 -12.0
AGO07 Frozenfish........ .. ... i 1,557 1,371 -186 -11.9
CHO031 Explosives, propellant powders, and related items . . . 328 291 -36 -11.1
AGO021 Tropical fruit ... ......... ... .. 79 70 -9 -10.9
AG020 Ediblenuts.......... ... .. .. 1,666 1,491 -175 -10.5
CHO76 Rubber, plastic, and coated-fabric apparel ......... 97 88 -9 -9.4
MMO020 Precious metals and related articles .............. 7,886 7,149 -737 -9.3
CHO061 Men's and boys' coats and jackets . .............. 144 131 -13 -9.3
AGO006 Freshorchilledfish ........................... 263 238 -24 -9.3

Note.--Calculations based on unrounded data.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Table 2-11
Domestic import growth: Ranking of top 20 industry/commodity groups, 1996 and 1997

USITC U.S. imports Change, 1997 from 1996
code Industry/commodity group 1996 1997 Absolute Percent

) Million Dollars
Rank order based on change in absolute value growth:

ST018  Automatic data processing machines ............. 61,457 69,953 8,496 13.8
MTO038 Automobiles, trucks, buses, and bodies and

chassis of the foregoing . ..................... 87,116 92,988 5,872 6.7
CHO026 Medicinalchemicals .......................... 11,189 14,184 2,994 26.8
CHO05 Petroleumproducts .. ............ ..., 18,915 21,523 2,608 13.8
MTO001 Aircraft engines and gas turbines ................ 6,241 8,380 2,139 34.3
MT042 Aircraft, spacecraft, and related equipment ........ 7,353 9,459 2,106 28.6
CHO064 Shirtsandblouses............ ... ... 12,377 14,416 2,039 16.5
CHO006 Natural gas and components . .................. 8,253 10,215 1,961 23.8
MMO054  Furniture and selected furnishings ............... 9,497 11,224 1,726 18.2
MMO60 Toysandmodels ............. ... ... ... 5,481 6,728 1,247 22.8
CHO79 Footwear and footwear parts ................... 12,708 13,951 1,243 9.8
MMO019 Natural and synthetic gemstones ................ 7,412 8,564 1,152 15.5
MMO061 Games and fairground amusements ............. 2,881 4,033 1,152 40.0
CH063 Women's and girls' trousers .................... 3,948 5,097 1,149 29.1
ST013  Apparatus for making, breaking, protecting, or

connecting electrical circuits . ................. 8,829 9,965 1,137 12.9
AG028 Coffeeandtea..............cciiiiinn.n.. 2,958 4,071 1,113 37.6
ST002 Telephone and telegraph apparatus . .. ........... 8,202 9,261 1,059 12.9
MMO065 Miscellaneous articles ......................... 5,056 6,079 1,022 20.2
STO07 Radio transmission and reception apparatus,

and combinations thereof .................... 8,071 9,060 990 12.3
MT012 Construction and mining equipment .. ............ 3,928 4,884 956 24.3

Rank order based on changes in percentage growth:

MMO06 Zincoresandresidues ........................ 18 45 28 155.7
MMOO5 Leadoresandresidues........................ 2 6 3 137.2
AGO042 Cigars and certain other manufactured tobacco .. .. 207 419 212 102.1
CHO007 Major primaryolefins . ......................... 897 1,520 623 69.5
CHO036 Saturated polyesterresins . ..................... 230 355 125 54.2
CHO51 Knitfabrics ... ... 520 784 264 50.8
CHO009 Primaryaromatics ................coouiiinn.. 588 856 269 45.7
CHOB9  HOSIEIY . . .ottt 404 566 162 40.0
MMO57 Prefabricated buildings ........................ 92 129 37 40.0
MMO061 Games and fairground amusements ............. 2,881 4,033 1,152 40.0
AGO50 Woodencontainers . .............uuuuueinan... 253 348 95 37.8
AG028 Coffeeandtea............covuiiiuiinninnenn.. 2,958 4,071 1,113 37.6
AGO048 Moldings, millwork, and joinery . ................. 1,171 1,594 423 36.1
MMO040 Zinc and related articles . ...................... 979 1,328 349 35.6
CHO003 Coal, coke, and related chemical products ........ 1,253 1,688 434 34.7
MT001 Aircraft engines and gas turbines ................ 6,241 8,380 2,139 34.3
CHO034  Polyvinyl chloride resins in primary forms . ......... 203 271 67 33.0
ST025  Surveying and navigational instruments ........... 571 757 186 32.6
CHO076 Rubber, plastic, and coated-fabric apparel ......... 178 230 52 29.2
CH063 Women's and girls'trousers .................... 3,948 5,097 1,149 29.1

Note.--Calculations based on unrounded data.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Table 2-12
Domestic import declines: Ranking of top 20 industry/commodity groups, 1996 and 1997

USITC U.S. imports Change, 1997 from 1996
code Industry/commodity group 1996 1997 Absolute Percent

) ) Million Dollars
Rank order based on change in absolute value decline:

CHO004 Crudepetroleum ........... . ... 44,849 38,394 -6,455 -14.4
AGO57  Newsprint ...........c.coiuiinninnannn... 4,063 3,590 -473 -11.6
ST010 Television apparatus (except receivers and

monitors), including cameras, camcorders,

and cableapparatus . ... ....... ... ... 4,353 4,039 -314 -7.2
AG064 Cotton, notcardedorcombed .................. 283 3 -280 -98.9
CHO047 Naturalrubber ........... ... ... ... ... ... ... 1,468 1,229 -238 -16.2
MT043  Ships, tugs, pleasure boats, and similar vessels .. .. 1,130 924 -207 -18.3
MMO022 Ferroalloys . ...... ... 1,217 1,044 -174 -14.3
MTO027 Boilers, turbines, and related machinery .. ......... 499 345 -154 -30.9
MT004 Air-conditioningf equipmentandparts ............. 4,576 4,433 -143 -3.1
MT019 Metal rolling mills and parts thereof . .. ............ 533 394 -139 -26.1
ST014  Television picture tubes and other cathode-ray

tUDES . . 987 876 -111 -11.2
CHO02 Nuclearmaterials.............ciiiiiiinnnn.. 1,326 1,219 -107 -8.1
ST009 Television receivers, video monitors, and

combinations including television receivers .. ... .. 4,498 4,403 -95 2.1
AGO010 Dairyproduce ............c..iiiiiiiina 1,198 1,109 -89 -7.4
AGO012 Sugar and other sweeteners..................... 1,407 1,321 -87 -6.2
AGO036 Fruitand vegetable juices ...................... 929 856 -73 -7.9
MT016 Pulp, paper, and paperboard machinery .......... 1,178 1,105 -73 -6.2
MT008 Centrifuges and filtering and purifying equipment ... 1,353 1,291 -62 -4.6
MMO047 Certain other leathergoods . ................... 239 198 -41 -17.3
AGO062 Ethyl alcohol for nonbeverage purposes .......... 160 119 -41 -25.8
Rank order based on changes in percentage decline:
AG064 Cotton, notcardedorcombed .................. 283 3 -280 -98.9
MMO008 Precious metal ores and concentrates ............ 74 38 -36 -48.5
MTO027 Boilers, turbines, and related machinery .. ......... 499 345 -154 -30.9
MT019 Metal rolling mills and parts thereof . . .. ........... 533 394 -139 -26.1
AGO062 Ethyl alcohol for nonbeverage purposes .......... 160 119 -41 -25.8
AGOL1  EQOS .-ttt i it 24 19 -5 -20.2
MT043  Ships, tugs, pleasure boats, and similar vessels .. .. 1,130 924 -207 -18.3
MMO047 Certain other leathergoods . ................... 239 198 -41 -17.3
CHO047 Naturalrubber ......... ... ... ... ... ... .. ... 1,468 1,229 -238 -16.2
MMO039 Leadandrelatedarticles ....................... 240 201 -39 -16.2
CHO04 Crudepetroleum ............ .. i .. 44,849 38,394 -6,455 -14.4
MMO022 Ferroalloys . ...... ... 1,217 1,044 -174 -14.3
AGO57 Newsprint ................. i, 4,063 3,590 -473 -11.6
ST014  Television picture tubes and other cathode-ray

tUDES . . 987 876 -111 -11.2
CHO02 Nuclearmaterials..............ciiiiiinn.. 1,326 1,219 -107 -8.1
AGO036 Fruitand vegetable juices ...................... 929 856 -73 -7.9
AGO010 Dairy produce .............iuiiiiiiian 1,198 1,109 -89 -7.4

ST010 Television apparatus (except receivers and
monitors), including cameras, camcorders,

and cable apparatus . ... ....... ... L 4,353 4,039 -314 -7.2
MMO063 Smokers'articles . .............. ... ... .. 149 139 -10 -6.6
MMO50 Silverware and certain other articles of precious

metal . ........ . 83 78 -5 -6.4

Note.--Calculations based on unrounded data.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Table 2-13
U.S. trade position increases: Ranking of top 30 industry/commodity groups, 1996 and 1997

USITC U.S. balance Change, 1997 from 1996
code Industry/commodity group 1996 1997 Absolute Percent
Million Dollars

CHO004 Crude petroleum . ...... ... ... -44,389 -37,615 6,775 15.3
MT042 Aircraft, spacecraft, and related equipment ........ 23,401 29,239 5,837 24.9
ST016 Diodes, transistors, integrated circuits, and similar

semiconductor solid-state devices .............. -12,636 -7,841 4,795 37.9
MT039 Certain motor-vehicleparts ..................... 5,927 8,520 2,593 43.8
ST030 Measuring, testing, controlling, and analyzing

instruments . .......... .. ... 5,442 6,498 1,056 19.4
MT002 Internal combustion piston engines, other than

foraircraft ........... ... . ... ... ... -366 638 1,004 ®
MT004  Air-conditioning equipmentand parts . ............ 412 1,294 882 213.9
ST014  Television picture tubes and other cathode-ray

tubes .. ... 579 1,209 629 108.7

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

and cable apparatus . . ......... ... . -3,627 -3,070 557 15.3
MT043  Ships, tugs, pleasure boats, and similar vessels .. .. -72 485 557 (3
MT008 Centrifuges and filtering and purifying equipment ... 1,036 1,554 518 50.
CHO002 Nuclearmaterials . ............... ... .. ... ..... -279 225 504 ®
STO07 Radio transmission and reception apparatus, and

combinationsthereof ........................ -1,571 -1,068 503 32.0
MT014 Farm and garden machinery and equipment ....... 1,465 1,967 502 34.2
MTO001 Aircraft engines and gas turbines ................ 2,722 3,213 491 18.0
ST024 Medical goods . ...... ..o 4,850 5,331 482 9.9
AGO034 Edible preparations ............. ... ... ... 1,410 1,890 480 34.1
MTO05 Certain industrial thermal-processing equipment

andcertainfurnaces . ........................ 857 1,324 467 54.5
AGO013 Animalfeeds .......... .. ..o 3,595 4,054 459 12.8
MTO027 Boilers, turbines, and related machinery .. ......... 1,060 1,519 458 43.2
CHO045 Miscellaneous rubber or plastic products .......... -1,358 -958 400 295
CHO037 Other plastics in primary forms .................. 3,472 3,860 389 11.2
ST009 Television receivers, video monitors, and

combinations including television receivers .. ... .. -3,230 -2,861 369 11.4
ST006 Records, tapes, compact discs, computer

software, and other recorded media ............ 2,459 2,804 345 14.0
AGO57  NeWSPINt . ...t -3,411 -3,068 343 10.1
CHO013 Miscellaneous inorganic chemicals .. ............. -593 -259 334 56.4
MT003 Pumpsforliquids............. ... ... ... ...... 443 775 332 75.1
MT045 Miscellaneous machinery ...................... 1,097 1,416 319 29.1
MTO037 Rail locomotive and rolling stock . .. .............. -461 -143 317 68.9
AGO033 Animal or vegetable fatsand oils ................ 346 656 310 89.4

'Not meaningful for purposes of comparison.
Note.--Calculations based on unrounded data.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Table 2-14
U.S. trade position declines: Ranking of top 30 industry/commodity groups, 1996 and 1997

USITC U.S. balance Change, 1997 from 1996
code Industry/commodity group 1996 1997 Absolute Percent
Million Dollars

AGO30 Cereals .......... i 15,961 10,122 -5,839 -36.6
ST018  Automatic data processing machines ............. -23,480 -28,161 -4,681 -19.9
MTO038 Automobiles, trucks, buses, and bodies and

chassis of the foregoing . .. ................... -64,423 -68,594 -4,171 -6.5
CHO005 Petroleumproducts . ............. ... ... ... -11,312 -13,794 -2,483 -21.9
CHO006 Natural gas and components . .................. -7,484 -9,401 -1,917 -25.6
CHO064 Shirtsandblouses............. ... .. -10,975 -12,759 -1,784 -16.3
MMO020 Precious metals and related articles .............. 2,556 1,280 -1,276 -49.9
MMO60 Toysandmodels ............. ... ... oo, -4,884 -6,102 -1,217 -24.9
CHO079 Footwear and footwearparts ................... -11,948 -13,149 -1,201 -10.1
CHO026 Medicinalchemicals .......................... -2,643 -3,840 -1,197 -45.3
MMO019 Natural and synthetic gemstones ................ -7,165 -8,333 -1,168 -16.3
MMO061 Games and fairground amusements ............. -1,792 -2,889 -1,097 -61.2
AG028 Coffeeandtea...............cciiiiininn. -2,721 -3,816 -1,095 -40.2
MMO54  Furniture and selected furnishings ............... -5,978 -7,066 -1,088 -18.2
CH063 Women's and girls'trousers .. .................. -3,378 -4,460 -1,082 -32.0
MT041 Miscellaneous vehicles and transportation-related

equipment . . .. .. 2,562 1,645 -918 -35.8
MMO065 Miscellaneous articles ......................... -3,803 -4,566 -763 -20.1
AGO009 Shellfish ..... ... .. ... . -3,003 -3,752 -749 -25.0
CH062 Men'sandboys'trousers ...................... -2,850 -3,569 -719 -25.2
CHO003 Coal, coke, and related chemical products ........ 3,198 2,588 -610 -19.1
MMO37  Unwrought aluminum ......................... -2,772 -3,366 -594 -21.4
CHO007 Major primaryolefins . ......................... -698 -1,214 -516 -73.9
AGO046 Logs and rough wood products ................. 2,490 1,993 -498 -20.0
CHOB5  SWEAerS . ...ttt -1,719 -2,204 -486 -28.3
CHO068 Robes, nig]htwear, andunderwear ............... -2,134 -2,619 -486 -22.8
CHO061 Men's and boys' coats and jackets . .............. -1,639 -2,099 -460 -28.1

MT020 Machine tools for cutting metal and parts; tool
holders, work holders; dividing heads and other

special attachments for machine tools . .. ........ -1,652 -2,092 -440 -26.6
AGO47 Lumber . ... -4,399 -4,828 -429 -9.8
MMO031 Chain and miscellaneous products of base metal . .. -798 -1,221 -423 -53.0
MMO036 Copperandrelated articles .. ................... -1,102 -1,516 -414 -37.5

Note.--Calculations based on unrounded data.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Figure 2-1
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U.S. merchandise trade with the world: Exports, imports, and trade balance, 1993-97
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Figure 2-2
U.S. exports of domestic merchandise, imports for consumption, and merchandise trade balance, by
major commodity sectors, 1996 and 1997
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Figure 2-3
U.S. exports of domestic merchandise, imports for consumption, and merchandise trade balance, by
major trading countries and country groups, 1996 and 1997

Billion dollars Exports
200
180 ]
160 1996 1
140 11997 |
120 H
100 ]
80 H
60 H
40 i
20 H
0 - |
Canada Japan Mexico China United Germany Taiwan Korea EU-15  Latin Asian
Kingdom America Pacific
Rim
Billion dollars Imports
320 —
280 H
1996
240 31997 i
200 H
160 1
120 H
80 H
0 | B (aw
Canada Japan Mexico China United Germany Taiwan Korea EU-15 Latin Asian
Kingdom America Pacific
Rim

Billion dollars Trade balance

20

-20 1
-40 1
-60 1
1996
-80 1
1997
-100 H
-120 | H
-140
Canada Japan Mexico  China United Germany Taiwan Korea EU-15 Latin Asian
Kingdom America Pacific
Rim

Source: Compiled by the staff of the U.S. International Trade Commission from official statistics of the U.S.
Department of Commerce.

2-10




CHAPTER 3
Significant Bilateral Shifts
and Other Trade Developments

SIGNIFICANT BILATERAL SHIFTS
Canada

Total U.S. merchandise trade with Canada grew by $27.3 billion (10 percent) to $302.7 billion (20
percent of total U.S. merchandise trade) in 1997.1 Driven by strong Canadian demand, the U.S. merchandise
trade deficit with Canada shrank by $4.1 billion (11 percent) in 1997 to $33.1 billion. The declinein the deficit
with Canadain 1997 was a sharp contrast to 1996 when the trade deficit with Canada expanded by $5.6 billion
(18 percent) to $37.2 billion from 1995 levels. Trade between the United States and Canada continues to be
characterized by a high level of intra-industry trade, reflecting integration and specialization between U.S. and
Canadian firms.?

A growing Canadian economy and sustained rates of job creation resulted in asignificant increase in
Canadian demand for U.S.-made goods in 1997. The Canadian economy has been growing at an average rate
of over 3 percent since the end of 1996. Canadian economic growth was supported by low interest rates,
Canadian demand for housing and consumer durables, and economic growth in the United States and the EU,
which stimulated demand for Canadian exports. Since December 1995, over 360,000 jobs have been created in
the private sector.®> The unemployment rate fell to 9.6 percent in the first quarter of 1997, down from 9.9 percent
inthelast quarter of 1996.4 The private sector is expected to pick-up over 600,000 new positions over the next
two years® Capital spending on productivity enhancing equipment and infrastructure is estimated to have risen
by 17 percent in 1997, underpinned by low long-term borrowing costs and expanding foreign investment.®
Capital expenditures are highest among firms in the energy, manufacturing, and construction sectors.

The Asian financia crisisis expected to have a minor, though two-staged effect on future Canadian
economic growth. Theimpact on exportswill likely be minor because Asian nations accounted for only 6 percent
of Canadian exportsin 1997. However, U.S. manufacturers that export to Asia are an important market for
Canadian component producers. With the linkages of Canadian suppliersto U.S. exports of manufactured goods
to Asia, the Bank of Nova Scotia estimates that about 2 percent of Canada' s GDP is derived from exports to

Canada has the world’ s seventh-largest market economy. The U.S.-Canada trading relationship is the largest
intheworld. Approximately 80 percent of Canada’ s merchandise exports are destined for the United States, while
merchandise imports from the U.S. comprised 77 percent of thetotal in 1997. U.S. Department of State, Canada:
Economic Policy and Trade Practices Report 1997, submitted to the Senate Committees on Foreign Relations and on
Finance, and to the House Committees on Foreign Affairs and on Ways and Means, Jan. 1998, p. 1, found at Internet
address http://www.state.gov/www/issues/ec...orts/europe_canadad7, retrieved Apr. 14, 1998.

The stock of total foreign direct investment in Canadain 1996 was US$132.3 hillion, of which US$90 billion
or 68 percent was U.S.-owned. Roughly 40 percent of the assets of Canadian manufacturing companies are foreign-
owned; of thistotal, about 75 percent belongsto U.S. firms. Ibid., p. 1.

*Bank of Canada Review, “Recent Economic and Financial Developments,” summer 1997, p. 11.

“Ibid., p. 12.

The Scotia Bank, Global Economic Outlook (Nova Scotia, Canada, July 1997), p. 1.

The Scotia Bank, Global Economic Outlook, Jan. 1998, p. 6.
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Asia’

U.S.imports

U.S. importsfrom Canadarose by $11.6 billion (7 percent) in 1997 to $167.9 billion (table 3-1). The
transportation equipment sector accounted for $3.5 billion (30 percent) of the increase in U.S. imports from
Canadain 1997 (figure 3-1). Collectively, imports of motor vehicles, engines, and parts from Canada grew by
$3.0 billion (7 percent) in 1997 to $46.0 billion. Imports of finished vehicles from Canada accounted for 21
percent of total imports from Canadain 1997 and 4 percent of total U.S. imports from all sourcesthat year. The
U.S.-Canadian auto indugtry isfully integrated, and the U.S. Big Three automakers --General Motors, Ford, and
Chryder--consider the United States and Canada as a single unit for production planning purposes. Moreover,
most Canadian automotive production is for export, primarily to the United States.® Rising imports of vehicles,
engines, and auto parts from Canada reflected the growth of the North American automotive market.’

Theincreasein imports of aircraft, spacecraft, and related equipment (aircraft) from Canada was largely
accounted for by multi-engined, propeller-powered, civil aircraft'® over 4,536 kg and not exceeding 15,000 kg,
which rose by $121 million (54 percent) in 1997 to $345 million. Imports of multi-engined, jet-powered, civil
aircraft over 4,536 kg and not exceeding 15,000 kg, rose by $76 million (10 percent) in 1997 to $810 million.
U.S. importsof partsfor civil aircraft from Canada grew as well in 1997, rising by $238 million (32 percent) to
$1.0 hillion. Canada has become a significant supplier of commuter aircraft in recent years, competing directly
with aircraft from traditional suppliers such as Brazil in world markets.

The $1.4 billion (12 percent) increase in U.S. imports from Canada of chemicals and related products
in 1997 to $12.5 hillion occurred across a broad range of products; the most prominent increase was accounted
for by medicina chemicals (pharmaceuticals) (table 3-1).1! U.S. trade with Canada in pharmaceuticals is
characterized by high levels of integration which result in asignificant level of intra-company transfers. Trade
inthese productsis further encouraged by low tariffs, as most pharmaceutical products are duty-free as provided
under the Uruguay Round Agreement, or the Canada Free-Trade Agreement (CFTA) and the NAFTA.
Additionally, there is a continuing trend in the pharmaceutical industry toward outsourcing production of bulk
active ingredients; chemicals such as those imported from Canada are typically produced in highly specialized
processes that only alimited number of facilities are equipped to perform.

U.S. imports of natural gas and components from Canada rose by $1.0 billion (18 percent) in 1997 to
$6.7 billion. Canada accountsfor over 95 percent of U.S. imports of natural gas. In terms of quantity, the United
States imported 2.88 quadrillion cubic feet of gas from Canadain 1997, which was 97 percent of total U.S. gas
imports of 2.97 quadrillion cubic feet of gas. Average prices for wellhead natural gas increased significantly
during 1996-97, from $2.17 to about $2.45 per thousand cubic feet,"® owing to increased demand from a
sustained cold spell during the winter of 1995-96.2

Ibid., p. 2.

®Madellon Lopes, “ Canada - Automotive Sales Up 18 Percent - IM1980121,” Market Research Reports, Jan.
21, 1998, found at Internet address http://www.stat-usa.gov, retrieved Apr. 8, 1998.

°For more details on the dynamics behind U.S. import and export trade in transportation equipment with
Canada, see ch. 12.

90 1997, U.S. markets for business and commuter aircraft expanded, driven by increased U.S. demand for
business and commuter passenger travel. U.S. imports of these aircraft are essential for both fleet replacement and
business expansion.

"These products include active pharmaceutical ingredients, and finished products in dosage form.

2U.S. Department of Energy, Monthly Energy Review, Feb. 1998, p. 12.

13¢Gas Price Volatility: Of Winters Past and Futures Markets,” Public Utilities Fortnightly, Mar. 15, 1998.
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U.S. imports of furniture from Canada rose significantly in 1997 (table 3-1). Imports of household and
office furniture from Canada were encouraged by proximity of Canadian producers to the United States,
eliminated duties, and strong markets in the United States. Imports of office furniture grew by $249 million (36
percent) to $946 million, while imports of wood household furniture dimbed by $191 million (22 percent) to $1.1
billion.

U.S. imports of natural gas and components from Canada rose by $1.0 billion (18 percent) in 1997 to
$6.7 billion. Canada accountsfor over 95 percent of U.S. imports of natural gas. In terms of quantity, the United
States imported 2.88 quadrillion cubic feet of gas from Canadain 1997, which was 97 percent of total U.S. gas
imports of 2.97 quadrillion cubic feet of gas. Average pricesfor wellhead natural gas

Table 3-1
Leading changes in U.S. imports from Canada, 1996-97

Change, 1997 from 1996

Sector/commodity 1996 1997 Absolute Percent
Million dollars
Increases:
Transportation equipment:
Automobiles, trucks, and buses (MT038) ......... 33,676 35,884 2,208 7
Certain motor-vehicle parts (MT039) ............. 6,753 7,335 582 9
Aircraft (MTO42) .. ... 2,191 2,738 547 25
Motor vehicle engines and parts (MT002) ......... 2,554 2,755 201 8
Other:
Natural gas and components (CHO06) ........... 5,684 6,711 1,027 18
Furniture (MMO54) .. ... . i 2,903 3,458 556 19
Aluminum and aluminum mill
products (MM037 and MM038) ............... 3,374 3,846 472 14
Lumber (AGO47) ... .o 6,378 6,769 391 6
Moldings, millwork, and joinery (AG048) .......... 454 688 234 52
Medicinal chemicals (CH026) .................. 458 676 218 48
Builders hardware, except locks (HTS 8302) ...... 470 660 190 40
Printing and writing papers (AG058) ............. 2,216 2,398 182 8
Line telephony and line
telegraphy equipment (HTS 8517) ............. 1,696 1,876 180 11
Farm and garden machinery (MT014) ........... 835 1,013 178 21
Decreases:
Newsprint (AGO57) . ..., 4,019 3,488 -531 -13
Ships, tugs, pleasure boats, and
similar vessels (MT043) ..................... 636 465 -171 -27
Boilers, turbines, and related machinery (MT027) ... 301 145 -156 -52
Allother ... ... 81,701 86,976 5,275 6
Total .. 156,299 167,881 11,582 7

Note.--Calculations based on unrounded data.

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

increased significantly during 1996-97, from $2.17 to about $2.45 per thousand cubic feet,* owing to increased
demand from a sustained cold spell during the winter of 1995-96.%°

1U.S. Department of Energy, Monthly Energy Review, Feb. 1998, p. 12.
15¢Gas Price Volatility: Of Winters Past and Futures Markets,” Public Utilities Fortnightly, Mar. 15, 1998.
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U.S. imports of furniture from Canada rose significantly in 1997 (table 3-1). Imports of household and
office furniture from Canada were encouraged by proximity of Canadian producers to the United States,
eliminated duties, and strong markets in the United States. Imports of office furniture grew by $249 million (36

percent) to $946 million, while imports of wood household furniture dimbed by $191 million (22 percent) to $1.1
billion.

Figure 3-1
U.S. imports from Canada by major sector: Portion of absolute value increase in 1997
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Source: Compiled from official statistics of the Department of Commerce.

Forest products

The growth in U.S. imports of wood products such as molding, millwork, and joinery from Canada was
the result of expanded demand for use of these products in housing and nonresidential construction in the United
States. U.S. imports of molding, millwork, and joinery from Canada grew by $234 million (52 percent) in 1997
to $688 million. In contrast, all of the increase in the value of U.S. imports of lumber from Canadain 1997, by
$391 million (6 percent) to $6.8 billion, can be attributed to an 8-percent rise in the price of lumber. The quantity
of lumber imported from Canadafell by 2 percent in 1997 to 17,260 MMbf .26

U.S. imports of aluminum and aluminum mill products from Canada rose by $472 million (14 percent)
in 1997 to $3.8 hillion. All of the five major North American producers of aluminum (Alcan, Alcoa, Alumax,
Kaiser, and Reynolds) consider the United States and Canada as a single market because each of these companies
has asignificant portion of their production accounted for by across-the-border subsidiaries. Asaresult, shifts
intrade are generally characterized by intercompany transfers in response to strong North American economic
growth.

The principal decline in U.S. imports from Canada in 1997 occurred in newsprint (table 3-1). The
declinein value; however, wasthe result of adrop in price. The transaction price for newsprint fell by $250 per

¥Million board feet.
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metric ton (33 percent) in late 1996, reaching alow of $500 per metric ton in the beginning of 1997. Although
the demand for newsprint rose during 1997, and the transaction price increased somewhat to $565 per metric ton,
the value of trade in 1997 was less than in 1996."

U.S. exports

U.S. exports to Canada grew by $15.7 hillion (13 percent) to $134.8 billionin 1997. U.S. exports of
motor vehicles, engines, and partsto Canadarose by $4.2 billion (14 percent) in 1997 to $34.0 billion (table 3-2).
Exports of these products to Canada accounted for one-quarter of total exportsto Canadain 1997 and 5 percent
of tota U.S. exportsto dl marketsin that year. Theincreasein exports of motor vehicle equipment was largely
attributable to the continued rebound in consumer spending in Canada after a 12-year low recorded in 1995, as
well as exports of partsfor usein the Canadian assembly of vehicles and engines for export to the United States.
Canada s motor vehicle sector included five production facilities that accounted for 17 percent of U.S.-Canadian
productionin 1997.% Canadian auto parts suppliers accounted for 11 percent of the North American market in
this year.’

The expanding Canadian economy provided market opportunitiesto U.S. suppliersin other ssgments
of the transportation equipment sector in 1997. Significant growth was recorded in U.S. exports of vehiclesfor
mining and congtruction, rail locomatives and rolling stock, and aircraft engines. Altogether, the transportation
sector accounted for $5.4 billion (35 percent) of the total growth in U.S. exportsto Canadain 1997 (figure 3-2).

U.S. exports of machinery to Canadarose by $2.4 billion (18 percent) in 1997 to $15.8 hillion. The most
prominent increases in U.S. exports in this year occurred in semiconductor manufacturing equipment and
robotics, farm and garden machinery, nonpowered hand tools, air-conditioning equipment and parts, and taps,
cocks, and valves (table 3-2). The continued strength of the Canadian economy, favorable interest rates, and the
extensive linkages between U.S. and Canadian companies (many of which are subsidiary operations) bolstered
the upward trend in exports.

Theincreasein U.S. exports of sted to Canadareflected rising Canadian demand for motor vehicles and
other consumer durables, along with increasing construction activities including highways, bridgework, and
nonresidential construction. Exports of steel were chiefly in such product lines as sheet and strip (including
galvanized forms of these products), plate, bars and rods, and tubular products. Canadian

steelmakers are already operating at high levels of capacity utilization,®® and could not meet rising Canadian

YGreg Rudder, “Newsprint: Consumption Uptick Drives Rebound in North American Newsprint Market,”
Pulp and Paper, Dec. 1997, p. 13.

8The Scotia Bank, Global Economic Outlook, Jan. 1998, p. 10.

®The Scotia Bank, Global Economic Outlook, July 1997, p. 10.

A ccording to the Canadian Steel Producers Association, steel makers were operating at close to 90-percent
capacity during the fourth quarter of 1997 and achieved records in terms of production and shipments for the year.
“ Steel--the Quarterly Newsletter of the Canadian Steel Industry,” winter 1998, found at Internet address
http://www.canadiansteel .ca/association/newsl etter_winter_1998.shtml, retrieved on Apr. 28, 1998. Capacity utilization
of 90 percent is considered to be at or near full effective capacity in the steel industry.
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demand in the automotive, construction,?* machinery, and equipment sectors.

Table 3-2
Leading increases in U.S. exports to Canada, 1996-97

Change, 1997 from 1996

Sector/commodity 1996 1997 Absolute Percentage

Million dollars
Transportation equipment:

Automobiles, trucks, and buses (MT038) ......... 12,039 14,213 2,174 18
Certain motor-vehicle parts (MT039) ............. 12,774 14,206 1,432 11
Motor vehicle engines and parts (MT002) ......... 5,027 5,616 589 12
Construction and mining equipment (MT012) ..... 1,177 1,553 376 32
Rail locomotives and rolling stock (MT037) ... .. ... 428 711 283 66
Aircraft engines (MTO01) ...................... 1,158 1,341 184 16
Electronic products:
Certain measuring instruments(ST030) .......... 2,005 2,487 482 24
Computer hardware, excluding parts (HTS 8471) .. 3,580 3,968 388 11
Telephone and telegraph apparatus (ST002) ... ... 1,580 1,922 342 22
Machinery:
Semiconductor manufacturing equipment
and robotics (MT023) .......... ... ..., 421 838 417 929
Farm and garden machinery/equipment(MT014) . .. 1,531 1,935 404 26
Nonpowered handtools(MT042) ................ 571 840 269 47
Air-conditioning equipment and parts (MT004) . . ... 1,544 1,731 188 12
Taps, cocks, valves, and similar devices (MT024) .. 802 972 170 21
Other:
Steel (MMO25) .. ... o 1,695 2,383 688 41
Gold (HTS7108) ..ot 279 535 256 92
Furniture (MMO54) . . ... .. 1,458 1,680 222 15
Allother ... ... 71,054 77,863 6,809 10
Total ... 119,123 134,794 15,671 13

Note.--Calculations based on unrounded data.

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

Exports of gold to Canada nearly doubled in 1997 (table 3-2). These exports to Canada were chiefly
of nonmonetary, unwrought gold bullion, which is a primary input for products such as jewelry, electronic
products, and dentistry.

2\With regard to construction, projectsin Canadainclude the Hibernia energy development project, major
pipeline projects and public infrastructure (bridges and roads), commercial building construction, and residential
construction. These markets utilize steel in various forms including pipe and tube, concrete reinforcing bar, beams and
angles, shapes, and sheet.
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Figure 3-2
U.S. exports to Canada by major sector: Portion of absolute value increase in 1997

‘ Transportation equipment ‘

Mineral and metals
All other
o [ Al other |
‘ Chemicals and related products ‘ Electronic products

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

U.S. exports of dectronic products to Canada rose by $1.8 billion (9 percent) to $20.7 billion in 1997.
The principa products accounting for the increase were computer hardware, excluding parts and measuring,
testing, controlling, and analyzing instruments (certain measuring instruments). Both product groups are key
components to the expansion and upgrading of Canada's manufacturing and service sectors. Therisein U.S.
exports was commensurate with the growth in the sectors of the Canadian economy in 1997. Exports of
telephone and telegraph apparatus also increased by $342 million (22 percent) to $1.9 billionin 1997. Led by
Northern Telecom, Ltd., Canada has emerged as a major domestic and world supplier of sophisticated routing
and switching equipment, as well as other apparatus for the telecommunications industry. Manufacturing of
telecommuni cations equipment is integrated throughout North America, with significant cross border trade as
well as rationalization of production among the three NAFTA partners.?

Josephine Spalding
(202) 205-3498
spalding@usitc.gov

2gcotiabank, Global Economic Outlook, July 1997, p. 10.
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Mexico

Total U.S. merchandise trade with Mexico expanded by $24.5 billion (19 percent) in 1997 to $153.4
billion (10 percent of total U.S. merchandisetrade). The U.S. trade deficit with Mexico declined for the first time
since 1992, by $2.9 hillion (15 percent) in 1997 to $16.6 billion. Therisein U.S. imports from Mexico of $10.8
billion (15 percent) to $85.0 hillion was surpassed by the $13.7 billion (25 percent) growth in U.S. exports to
Mexico to $68.4 hillion. Thiswasthe second year in arow that U.S. exports to Mexico exceeded an increase of
20 percent.

The Mexican economy continued its steady recovery from the effects of the peso devaluation in 1994-95
and subsequent recession. Since then, the Mexican Government has implemented higher taxes, reduced
government spending, and liberdized investment laws.2 Asaresult, real economic growth reached 7 percent in
1997, whileinflation and interest rates, although till rlatively high, continued to fall.** Signs of greater political
openness, stemming from electoral changes, combined with Mexico's improving economy, reportedly led
domestic and foreign investor confidence to reach new levels as evidenced by the rise of both foreign direct
investment ($10.0 billion in 1997) and the Mexican stock market.*® However, serious political and social
chalenges reportedly remain regarding corruption and violence.?® Although Mexico reportedly has reduced its
nontariff barriers, its use of mandatory standards and antidumping regulations has expanded, and export supports
in the manufacturing sector have persisted.?’ Rea wages remain low,?® moderating demand in Mexico for
consumer goods.

The Asian financia crisis, which began in July 1997 (discussed later in chapter 3), may also present
problemsfor Mexico in the form of gtiffer competition in all markets from cheaper imports from Asia, and lower
demand in Asiafor Mexican productsin the near future.?® However, reduced exports to Asian markets of goods
assembled in Mexico are expected to be mitigated by the continued strength of the U.S. market and further
integration of manufacturing throughout North America.

U.S.imports

Mexico wasthe third-largest source of U.S. importsin 1997, following Canada and Japan, accounting
for 10 percent of the total. Mexican exports are still benefiting from the peso devaluation that reduced the cost
of Mexican labor, making exports more competitive. The NAFTA has also continued to facilitate two-way trade
between Mexico and the United States by reducing and/or eliminating tariffs. Foreign companies, particularly

ZMexico'sliberalization of key sectorsin the past 4 years, such as telecommunications, air transport, ports,
financia services, transportation and distribution, and railway, led the WTO Secretariat to conclude that Mexico was
one of the world’'s most open countries for foreign service suppliers. World Trade Organization (WTO) Trade Policy
Review Body, Mexico: Report by the Secretariat, press release, Oct. 2, 1997, p. 5.

#International Monetary Fund, World Economic Outlook (Washington, DC: IMF, May 1998), and Mary Sutter
and Kevin G. Hall, “Mexican Growth Shows Recovery from Devaluation,” The Journal of Commerce, Dec. 19, 1997,
p. 3A.

%sam Dillon, “After the Vote, Brighter Mexican Prospects,” New York Times, July 12, 1997, pp. A25 and
A27.

%pid., p. 39, and John Ward Anderson and William Branigin, “Flood of Contraband Hard to Stop,”
Washington Post, Nov. 2, 1997, pp. 1 and 31-32.

WTO, “Mexico’ s Regional Agreements Stimulate Liberalization But Complicate Trade Regime,” press
release, Oct. 2, 1997, p. 2. Export supports such as tariff concession programs (i.e. maguiladoraregime) are to be
phased out under NAFTA. lbid., p. 7.

%Brendan M. Case, “Mexico in Transition: The Challenges,” Latin Trade, Oct. 1997, p. 39.

®Sergio R. Bustos and Joachim Bamrud, “Weathering the Storm,” Latin Trade, Apr. 1998, p. 36.
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Asian, also have located or expanded assembly plantsin Mexico to take advantage of relatively low-cost Mexican
labor, close proximity to the U.S. market, and NAFTA provisions. NAFTA rulesof origin, in particular, have
encouraged the mgjority of these firms, often maguiladoras,* to increase their use of U.S.-made componentsin
order to qualify for duty-free entry to the United States, either through purchasing from U.S. component suppliers
or persuading their Asian component suppliersto relocate production facilities to North America.

The sectors experiencing the grestest growth in 1997 imports from Mexico included electronic products,
apparel, machinery, and transportation equipment (table 3-3). U.S. imports of electronic products remained
strong, and were linked to U.S. exportsto Mexico of components for assembly and re-export to the United States.
Mogt sector products are manufactured in assembly plants along the U.S./Mexican border because of the border
region’s relatively developed infrastructure and proximity to the electronics and computer industries in
California,®* combined with the region’s higher degree of labor skills and educationa level.*> The most
significant growth in U.S. électronic product imports from Mexico in 1997 was in automatic data processing
machines (computer hardware), up by $1.6 billion (52 percent) to $4.7 billion, followed by radio transmission
and reception apparatus, which rose by $458 million (34 percent) to $1.8 billion. Television transmission
apparatus was the only type of eectronic product to show a significant decline in imports from Mexico in 1997,
falling by $364 million (34 percent) to $717 million.

Mexico was the second-leading source of U.S. imports of apparel in 1997, after China, supplying 11
percent ($5.4 billion) of thetotal.*®* Apparel manufacturing in Mexico has continued to take advantage of HTS
9802.00.90 (created as aresult of NAFTA), which allows garments sewn or assembled in Mexico from fabric
that waswholly formed and cut in the United Statesto enter free of duty and quota. This provision, in addition
to the peso devaluation, has provided a strong boost to the Mexican apparel industry, partly at the expense of
suppliersin Asia and certain sources in the Caribbean Basin, such as Jamaica and CostaRica®* U.S. imports
of apparel from Mexico rose by $1.5 hillion (40 percent) in 1997, while such imports from the Caribbean Basin®
grew by $1.6 billion (26 percent) to $7.7 billion.*®* U.S. imports of shirts and blouses, women’'s and girls
trousers, and men's and boys' trousers from Mexico experienced the most significant increasesin 1997.

Table 3-3
Leading changes in U.S. imports from Mexico, 1996-97

*For more information on the maguiladora industry and export processing in Mexico, see U. S. International
Trade Commission (USITC), Production Sharing: Use of U.S. Components and Materialsin Foreign Assembly
Operations, 1993-96 (U.S. Imports Under the Production-Sharing Provisions of Harmonized Tariff Schedule Chapter
98), USITC publication 3077, Dec. 1997.

*Asian firms, in particular, have increased investment in Baja California, Mexico, largely to gain close
proximity to the electronic and computer industriesin California. See Joel Millman, “ Asian Investment Floods Into
Mexican Border Region: Accessto U.S. Market Draws Makers of Televisions, Toys; and Shabu-Shabu,” The Wall
Street Journal, Sept. 6, 1996; and Tim Coone, “The Aztec-Asian Connection,” Latin Trade, Sept. 1996, p. 17.

*Guadalgjara, however, isthe center for production of computer hardware and tel ecommunications equipment
in Mexico, expanding on a base of foreign-owned assembly plants established over two decades ago to supply office
equipment to the Mexican market during a period of high tariffs.

*U.S. imports of apparel from Mexico surpassed those from Hong Kong for the first timein 1997.

U.S. imports from the Caribbean Basin and Central America, Mexico's biggest competitors, are entered
under HTS 9802.00.80 and are till subject to the duty on the value added offshore, while apparel from Asia, which does
not use U.S.-formed and -cut fabric, is subject to full duties and restrictions.

*Caribbean Basin is defined as the CBERA countries -- members of the Caribbean Basin Economic Recovery
Act.

*In the apparel sector, 82 percent of all imports from Mexico in 1997 entered under either HTS subheadings
9802.00.80 or 9802.00.90, and 42 percent of total imports from CBERA-€ligible countries entered under HTS
9802.00.80.
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Change, 1997 from 1996

Sector/commodity 1996 1997 Absolute Percent
Million dollars
Increases:
Electronic products:
Computer hardware (ST018) .................. 3,061 4,655 1,594 52
Radio transmission and reception
apparatus (STO07) . ... oo it 1,337 1,795 458 34
Electrical circuit apparatus (STO13) . ............. 1,817 2,143 326 18
Certain measuring instruments (ST030) .......... 1,291 1,562 271 21
Telephone and telegraph apparatus (ST002) .. .... 742 913 171 23
Electrical capacitors and resistors (ST012) ... ..... 329 477 147 45
Apparel (CHO60-CHO78) .. ..., 3,850 5,350 1,500 40
Machinery:
Wiring harnesses'(MT036) .................... 3,761 4,490 729 19
Electrical transformers and inductors (MT029) .. ... 1,052 1,394 342 33
Electric motors and generators (MT028) .......... 1,017 1,288 271 27
Transportation equipment:
Motor vehicles (MT038) . ...................... 11,714 12,270 556 5
Certain motor-vehicle parts (MT039) ............. 2,500 2,981 481 19
Engines for motor vehicles (MT002) ............. 1,716 1,911 195 11
Other:
Furniture? (MMOS54) ... 1,525 1,919 395 26
Taps, cocks, valves, and similar devices (MT024) .. 492 770 278 57
Petroleum products (CHO05) .................. 583 789 206 35
Steel (MMO25) . ... ... 1,029 1,206 177 17
Decreases:
Crude petroleum (CHO04) . .................... 7,033 6,565 -468 -7
Television transmission apparatus® .............. 1,080 717 -364 -34
Precious metals and related articles (MMO020) .. ... 358 281 =77 -21
Allother ... ... 27,892 31,529 3,638 13
Total .. 74,179 85,005 10,826 15

IChiefly for use in motor vehicles.

2U.S. imports of seats for motor vehicles (assembled in Mexico from U.S. components) rose by $232 million (25 percent)
in 1997 to $1.2 billion.

®HTS 8525.10.10, 8525.10.20, and 8525.10.30.

Note.--Calculations based on unrounded data.

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

U.S. imports of motor vehicles and parts, including wiring harnesses and engines, grew by $2.0 billion
(20 percent) in 1997 to $21.7 billion and accounted for 26 percent of total U.S. imports from Mexico in 1997
(table 3-3). The motor vehicle and auto parts assembly industry in Mexico benefited from the strong automotive
market in the United States in 1997. The majority of motor vehicle and parts imports are produced by
subsidiaries of U.S. firms, with a much smaller portion coming from Japan-owned auto parts assembly plants,
which themsdvesrdy principaly on U.S.-made components. A large portion of such imports were entered under
both NAFTA and the production-sharing provisions of HTS chapter 98 in 1997. The implementation of NAFTA
forced the Mexican auto parts industry to dramatically improve quality, modernize, and consolidate in order to
survive an open and free transportation market in North America.® However, U.S.-owned assembly plants
continue to account for the bulk of Mexico' sexportsin thissector. The production of wiring harnesses for motor

¥Guillermo Lira, “Vital Parts,” Business Mexico, Oct. 1997, pp. 26-31.
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vehiclesis especidly labor-intensive. Consequently, thefina assembly process has moved from the United States
to Mexico, with U.S. imports of wiring harnesses rising by $729 million (19 percent) in 1997 to $4.5 billion.

The only substantial U.S. import category from Mexico besides television transmission apparatus to
experience adeclinein 1997 was crude petroleum, down by $468 million (7 percent) to $6.6 billion. Theworld
price for crude petroleum decreased by an average of about $2 per barrel during 1997, resulting in the decrease
in the value of Mexico's exports. In terms of quantity, a more accurate measure of crude petroleum trade,
Mexico's exports to the United States and Europe increased by about 2 percent in 1997.

U.S. exports

A recovering Mexican economy and vigorous intra-industry trade combined to boost U.S. exports to
$68.4 hillion, making Mexico the second-largest market for U.S. exportsin 1997, surpassing Japan. Mexico
accounted for 11 percent of total U.S. exports. Tariffsand quotas continue to be reduced and/or phased out under
the NAFTA, easing accessfor U.S. exports. At the sametime, regional intra-industry trade and the continued
growth of the maquiladora industry contributed to demand for many U.S. products. U.S. sector exports
experiencing the greatest growth included transportation equipment, electronic products, apparel, and petroleum
products (table 3-4).

High demand for motor vehicles in the United States, combined with rising demand in Mexico, led to
an increase of $2.8 hillion (38 percent) to $10.3 billion in U.S. exports of al motor vehicle equipment and parts
(including engines and wiring harnesses) to Mexico in 1997. With many plantsin Mexico running at full capacity
to satisfy demand,® U.S. exports of certain motor-vehicle parts, internal combustion piston engines, and tires
increased by 36 percent, 48 percent, and 74 percent, respectively (table 3-4). Producers of engines and parts also
expanded their production capacity in Mexico. A NAFTA-related change in the maquiladora law further
encouraged investment in assembly plantsin Mexico aswell as additional exports of U.S.-made parts.®*® Changes
in the law also improved access to the Mexico market for replacement parts. The reduction of quantitative
restrictions and export performance specifications, liberalized investment rules, and preferential rules of origin
required by NAFTA,* combined with an improvement in the purchasing power of many Mexicans, aso boosted
direct U.S. exports of motor vehicles by $778 million (67 percent) in 1997 to $1.9 billion.

Mexico was one of the largest U.S. trading partnersin eectronic productsin 1997, in addition to Canada
and Japan,** mainly because of a high volume of intra-industry trade, much of it under Mexico’s Maquiladora
Program. A number of U.S,, Canadian, European, and Asian electronics firms have invested in Mexican
assembly plants in recent years to reduce their labor costs and improve their price competitiveness. The peso
devauation, by lowering the cost of Mexican labor, furthered thistrend. Asian firms, in particular, were attracted
to Mexico by its proximity to the dectronics and computer industriesin California, Arizona, and Texas--sources
of components, capital equipment, and engineers and manageria staff.

Table 3-4
Leading changes in U.S. exports to Mexico, 1996-97

®Maria Carlino, “ Auto Parts Revving Up U.S. Exports to Mexico,” The Journal of Commerce, Oct. 22, 1997,
p. 4C.

*This change permitted a higher percentage of auto parts assembled in Mexico from U.S. components to be
sold directly to motor vehicle assembly plantsin Mexico without being shipped back to the United Statesfirst.

“¢ Auto Industry Thriving in NAFTA Marketplace,” NAFTA Works, vol. 2, No. 9, Sept. 1997, pp. 1, 2, and 5.

““NAFTA Leadsto Record U.S.-Mexico Tradein Electrical Products Industry,” NAFTA Works, val. 2, No. 9,
Sept. 1997, p. 2.
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Change, 1997 from 1996

Sector/commodity 1996 1997 Absolute Percent
Million dollars
Increases:
Transportation equipment:
Certain motor-vehicle parts (MT039) ............. 3,725 5,074 1,350 36
Motor vehicles (MT038) . ...................... 1,159 1,938 778 67
Internal combustion piston engines® (MT002) . . . ... 987 1,462 475 48
Electronic products:
Semiconductors (STO16) ..................... 2,091 2,660 569 27
Computer hardware (ST018) .................. 1,947 2,479 532 27
Electrical circuit apparatus (STO13) .. ............ 2,424 2,944 520 22
Television picture tubes (ST014) ................ 988 1,334 345 35
Certain measuring instruments (ST030) .......... 781 1,102 320 41
Electrical capacitors and resistors (ST012) ... ..... 907 1,217 310 34
Telephone and telegraph apparatus (ST002) .. .... 589 862 273 46
Radio transmission and reception
apparatus (STO07) . ... oo it e 492 660 168 34
Apparel (CHO60-CHO78) .............cccovvn... 1,699 2,205 506 30
Other:
Petroleum products (CHO05) .................. 1,082 1,521 439 41
Electrical transformers, converters, and
inductors (MT029) ............ .. ..covnin... 556 777 221 40
Miscellaneous rubber and plastic
products (CHO45) ........ ... .. ... .coiin... 1,103 1,324 220 20
Pneumatic tires and rubbers (new)! (CH040) . .. ... 293 511 217 74
Wiring harnesses and parts' (MT036) ............ 1,623 1,832 209 13
Cattle and beef (AG002) . .............vvn... 204 407 203 99
Miscellaneous organic chemicals (CH012) ........ 591 792 201 34
Air conditioning equipment and parts (MT004) . . ... 494 676 182 37
Decreases:
Cereals (AG0O30) .......coviiiiiiiiiinenn. 1,812 880 -933 -52
Industrial fasteners of base metal (MM032) ....... 514 298 -216 -42
Allother ... ... 28,625 35,438 6,813 24
Total ... 54,686 68,393 13,707 25

IChiefly for use in motor vehicles.

Note.--Calculations based on unrounded data.

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

U.S. exports of semiconductors, used in a wide range of electronic products such as computers,
communi cations equipment, and automotive parts, experienced the most significant sector increase, rising by
$569 million (27 percent) to $2.7 billion in 1997. Exports of apparatus for making, breaking, protecting, or
connecting electrical circuits (electrical circuit apparatus), electrical capacitors and resistors, and computer
hardware exhibited smilar percentageincreasesin 1997 for many of the same reasons. U.S. exports of partsfor
use in the assembly of telephone and telegraph apparatus and radio transmission and reception apparatus also
experienced sharp increasesin 1997. With an estimated $20 billion to be spent on Mexico’ s telecommunications
infrastructure, demand for U.S. exports of finished tel ecommunications equipment as well as parts for assembly
should continue to rise*? U.S. exports of television picture tubes to Mexico also increased substantially in 1997,
in part, reflecting the requirement that tel evisions imported from Mexico have a North-American-made picture

“21.S. Department of Commerce, U.S. Industry and Trade Outlook ‘ 98, “ Telecommunications and Navigation

Equipment” (New Y ork: McGraw-Hill, 1998), pp. 31-37.
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tube in order to qualify for duty-free entry under NAFTA.#

Theonly substantial declinein U.S. exports to Mexico in 1997 was in cereals, which dropped by $933
million (52 percent) to $880 million. A severe drought in Mexico during 1995-96 reduced production of cereals
there and generated sharply increased demand for U.S. exports of corn, wheat, and soybeansin 1996. The $679
million (66 percent) declinein U.S. exports of corn in 1997, accounting for 73 percent of that declinein cereals,
is indicative of the recovery in Mexican production after the drought. Another serious drought in early 1998
associated with El Nino islikely to boost U.S. exports of these cerealsin 1998.

Jennifer Rorke
(202) 205-3489
rorke@usitc.gov

“Tijuanais considered to be the television capital of North America. Many of the world' s largest television
manufacturers, such as Daewoo, JV C, Matsushita, Sony, and Sanyo, have manufacturing facilitiesin this border town.
Mary Sutter, “Maquiladoras Face Loss of Advantage,” The Journal of Commerce, Dec. 19, 1997, pp. 1A and 7A.
Thomson Consumer Electronics (RCA), Zenith, and Philips (Magnavox) assemble televisions in Juarez, Reynosa, and
Matamoros.
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China

Tota U.S. merchandise trade with Chinaincreased by $11.5 billion (18 percent) to $74.5 billion in 1997
(5 percent of total U.S. merchandise trade). The U.S. hilateral merchandise trade deficit with China grew by
$10.1 billion (26 percent) to $49.5 billion* in 1997. Therisein the trade deficit with China nearly matched the
increasein the U.S. merchandise trade deficit with dl other countriesin 1997 ($10.9 billion) and more than offset
the reduction in the trade deficit with Latin Americathat year ($9.3 billion). The United States registered a deficit
in its merchandise trade with China for the 14" consecutive year in 1997, as the $10.8 billion (21 percent) growth
in U.S. imports from China dwarfed the $732 million (6 percent) increase in U.S. exports. At $62.0 billion,
imports from China were nearly five times as large as U.S. exports to that country ($12.5 hillion). China
accounted for 7 percent of total U.S. importsin 1997, but only 2 percent of U.S. exports.

China continued to be one of theworld' sfastest growing major economies during 1997, with areal GDP
growth rate of 8.8 percent.*® During 1996-97, the Chinese Government was able to engineer a“ soft landing-soft
take-off” for its economy, achieving retail and consumer priceinflation rates of less than 4 percent, agrowing
trade surplus, and sustained economic growth.*® China reported that its foreign trade grew to $325.1 billion in
1997, representing an increase of 12 percent over 1996.%” The growth in the Chinese economy, however, has not
trandlated into a commensurate expansion in U.S. exports to China. While China exports a broad variety of
articlesto the United States, particularly consumer goods that are manufactured in labor-intensive processes, U.S.
exportsto China have been inhibited by Chinese policies that restrict imports and by competition from suppliers
in the Asian Pacific Rim region.

The United States Trade Representative (USTR) reported that China “maintains one of the most
protectionist trade regimes in the world” and its markets remained relatively closed to U.S. importsin 1997.%8
China continued to restrict imports through a variety of mechanisms including high tariffs and other taxes,
nontariff measures (NTMSs), limitations on which enterprises can import, and other barriers.*® The USTR also
asarted that aslong as China continues to use exports and foreign investment to foster growth, while protecting
sdlected export-oriented industries, “U.S. exportswill be deprived of alevel playing field on which to compete.”*

Chinese palicies have a so pressured producersin industrialized countries, such as the United States and
Japan, to establish manufacturing operationsin China for technologically advanced goods in order to gain access
to the Chinese market. Production from these Chinese factories displaces imports from the United States and
other industrialized nations and export performance requirements often associated with these investments lead
to increased Chinese exports to the United States and third countries. Another factor contributing to the
increasing U.S. trade deficit with China is the on-going relocation of low-wage and low-tech production of

“According to China' s official trade statistics, its 1997 trade surplus with the United States is much smaller
than the $49.5 billion recorded in official U.S. statistics. China maintained that the United States should not count goods
from U.S.- and other foreign-owned processing venturesin Chinathat are shipped to the United States via Hong Kong
as Chinese exports. China considers these transshipments to be Hong Kong's exports to the United States. See USITC,
Shiftsin U.S Merchandise Trade in 1996, USITC publication 3051, July 1997, p. 3-19.

“*China’ s Economic Development in 1997, prepared by Embassy of the People’ s Republic of China-USA,
Mar. 9, 1998, found at Internet address http://www.china-embassy.org, retrieved Mar. 19, 1998.

“84.S. Department of State, People's Republic of China, 1997 Country Reports on Economic Policy and Trade
Practices, Jan. 1998, found at Internet address http://www.state.gov, retrieved Mar. 17, 1998.

“"China’ s Economic Development in 1997, prepared by Embassy of the People' s Republic of China.

“USTR, House Ways & Means Trade Subcommittee Hearing, Renewal of MFN Status for China, Statement of
United States Trade Representative Charlene Barshefsky, June 17, 1997.

“Chinaleviesa VAT tax, ranging between 13 percent and 17 percent, on the sum of the import duty plus all
other applicable consumption taxes.

Testimony of Susan G. Esserman, General Counsel, USTR, before the House Ways and Means Committee,
Subcommittee on Trade, Nov. 4, 1997.
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products such as toys, clothing, and inexpensive electrical goods from Taiwan, Japan, and Koreato China!

U.S.imports

China accounted for the third-largest bilateral increase in U.S. imports in 1997, behind Canada and
Mexico. Chinese exporters were able to take advantage of arobust U.S. economy, high consumer demand and
purchasing power, and falling U.S. tariff ratesin 1997. The U.S. trade deficit with China swelled as Chinese
exporters reportedly sold excess inventories into the international market and as they waged an aggressive price
campaign in 1997 to remain competitive in the U.S. and other foreign markets.>

Asthefallowing tabulation shows, U.S. demand for consumer and some industrial products from China
remained strong in 1997. Theleading U.S. imports from China consisted of electrical machinery (particularly
telecommunications equipment, audio and video equipment, household appliances, and transformers); toys,
games, and sporting goods; footwear; machinery and mechanical appliances (especially computer hardware); and
textiles and apparel.

Valueof U.S. Per cent of all

importsfrom U.S.imports

Sector description® China from China

(million dollars)

Electrical machinery and equipment (HTS85) .................. 10,426 17
Toys, games, and sporting goods (HTS95) .................... 9,363 15
Footwear (HTS64) ... .o 7,354 12
Non-electrical machinery and mechanical appliances (HTS84) .. .. 5,970 10
Textilesand apparel (CHO48-CHO78) ..............ccin.... 8,813 14
Total . 41,926 68

Sector description may not be inclusive of all the products covered in these groupings.

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

According to official Chinese Customs statistics, the United States became China s second-largest
foreign market in 1997, behind Japan, accounting for 18 percent of its total merchandise exports during the

5 Petering Out in the U.S. Market,” Business Korea, Sept. 1997, p. 11. For more details, see USITC, Shifts
in U.S. Merchandise Trade in 1995, USITC publication 2992, Sept. 1996, pp. 2-31 through 2-32.

*2William J. Holstein with Brian Palmer, “Slow Boat in China,” U.S. News & World Report, Dec. 15, 1997,
found at Internet address http://www.usnews.com, retrieved Mar. 13, 1998. “Outlook for 1997-98: Soft Landing
Continues,” Country Reports: China, Economist Intelligence Unit (EIU), Aug. 21, 1997.
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January-September period of 1997.5 With the exception of certain electronic products, China s exports to the
United States during 1997 consisted principally of low-cost, labor-intensive goods.>

Products experiencing the largest increasesin U.S. imports from Chinain 1997 were textiles and apparel,
computer hardware, toys, and footwear (table 3-5). Other important increases were registered in furniture, radio
reception apparatus, office machines (excluding computers), and luggage, handbags, and, flat goods.

Table 3-5
Leading increases in U.S. imports from China, 1996-97

Change, 1997 from 1996

Sector/commodity 1996 1997 Absolute Percent

Million dollars

Textiles and apparel (CH048-CHO78) . ............. 7,378 8,813 1,435 19
Computer hardware (ST018) .................... 3,030 4,307 1,277 42
Toys and models (MMO60) ...................... 4,142 5,364 1,223 30
Footwear and footwear parts (CH079) ............. 6,367 7,354 987 16
Furniture (MMO54) . . ... . 1,110 1,546 436 39
Radio reception apparatus (HTS 8527) ............ 1,562 1,943 382 24
Office machines (excluding computers) (ST001) ..... 802 1,122 320 40
Luggage, handbags, and flatgoods (MMO046) . ... .. .. 1,665 1,917 252 15
Games (MMOBL) .........ouuiiiiiiaennnn 634 853 219 35
Telephone and telegraph apparatus (ST002) .. ...... 1,134 1,332 198 18
Electrical circuit apparatus (ST013) 501 696 195 39
Dolls (MMO59) . ...t 1,082 1,273 191 18
Electrical household appliances; certain heating

equipment (MTOO7) .. ... ..o viiiiinennn 1,027 1,195 169 16
Lamps and lighting fittings (MM056) . .............. 1,285 1,447 162 13
Sporting goods (MM062) . .. ........ ... .. ... .. ... 857 1,016 159 19
Electrical transformers, static converters,

and inductors (MT029) ....................... 419 573 154 37
Allother ... ... 18,214 21,245 3,031 17

Total ... 51,209 61,996 10,787 21

Note.--Calculations based on unrounded data.

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

U.S. exports

As discussed earlier, U.S. exports to China grew only modestly in 1997 (table 3-6). Like many
developing nations, China' simports consist principally of goods needed to devel op its manufacturing base and
modernizeitsinfrastructure that cannot be manufactured domestically. A major proportion of China’'simports
from the United States was shipped to U.S. and other foreign-owned processing ventures operating in China's
specid enterprise zones. These companies import components for inclusion in goods manufactured for export.

3U.S. Department of State telegram No. 037986, “ Trade Surplus With U.S. up 61.6 Percent Y ear-On-Y ear:
China Customs Data,” prepared by U.S. Embassy, Beijing, Oct. 23, 1997.

5 Overseas Companies Boost China's Trade Surplus,” Asian Wall Street Journal, Apr. 8, 1997, U.S.
Department of Commerce, Nationa Trade Data Bank (NTDB), found at Internet address http://www.stat-usa.gov,
retrieved Mar. 17, 1998.
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In 1997, these companies reportedly accounted for nearly 75 percent of China stotal external trade.> Industry
sources reported that a dlip in China' s demand for industrial equipment during 1997 reflected aleveling off in
China s manufacturing sector.®® As China s economy began to slow during the fourth quarter of 1997, demand
for imports also declined as unemployment began to rise, inventories of inexpensive consumer goods started to
build, and disposable income and consumer demand began to stagnate.>’

Table 3-6
Leading changes in U.S. exports to China, 1996-97

Change, 1997 from 1996

Sector/commodity 1996 1997 Absolute Percent
Million dollars
Increases:
Aircraft and spacecraft (HTS8802) ............... 1,444 1,874 430 30
Certain motor-vehicle parts (MT039) .............. 67 239 172 258
Fertilizers (HTS3100) ...........coviirinnnn... 891 1,050 159 18
Construction and mining equipment (MT012) ...... 200 305 105 53
Crude petroleum (CHO04) . ..................... 16 119 102 623
Boilers, turbines, and related machinery (MT027) ... 134 227 94 69
Decreases:
Wheat (HTS 1001) ...........civiirininnn... 426 44 -383 -90
Cotton, not carded or combed (AG064) ........... 727 572 -155 -21
Unrecorded magnetic tapes, discs, and
other media (STO05) ......... ... ... 105 21 -84 -80
Allother ... ... 7,791 7,904 113 1
Total .. 11,801 12,355 732 6

Note.--Calculations based on unrounded data.

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

As shown in the following tabulation, the leading U.S. export sectorsto China during 1997 consisted
of high technology and specialized machinery items such as aircraft and parts; medical, scientific, and optical
equipment (such as optical fibers and fiber bundles, oscilloscopes, spectrum analyzers, hydrographic and
hydrological meters); and electrical machinery and equipment (electric motors and generators, electronic
integrated circuits, and parts). Technol ogy-intensive merchandise and resource commodities dominated China's
imports during 1997.® Other exports of importance included agricultural products (especially cotton, corn, and
soybeans); and chemicals and related products (notably fertilizers, plastics, and inorganic chemicals).

*U.S. Department of Commerce, NTDB, “Chinato Import More in 1998,” China Economic Information,
Dec. 12, 1997, found at Internet address http://www.stat-usa.gov, retrieved Mar. 17, 1998.

%6« Exports to Traditional Markets Rise Sharply,” Country Report: China, EIU, Dec. 2, 1997.

"Steven Mufson, “Economy of Chinais Cooling,” Washington Post, Nov. 29, 1997, p. Al.

%8¢ China' s Economic Development in 1997, prepared by Embassy of the People's Republic of China-USA,
Mar. 9, 1998, found at Internet address http://www.china-embassy.org, retrieved Mar. 19, 1998.
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Percent of all
Valueof U.S. U.S. exports
Sector description® exportsto China to China
(million dollars)

Non-electrical machinery and mechanical appliances (HTS84) .. .. 2,429 19
Aircraft, spacecraft, and parts(HTS88) ...t 2,121 17
Electrical machinery and equipment (HTS85) .................. 1,447 12
Fertilizers(HTS3L) ... e 1,050 8
Cotton (HTS52) ... e 577 5
Measuring and testing instruments (HTS90) ................... 572 5
Oilseeds and oleaginous fruits, etc. (HTS12) . .................. 428 3
PlasticS(HTS39) ... e 423 3

Total . 9,047 72

Sector description may not be inclusive of all the products covered in these groupings.

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

To offset its growing trade surplus with the United States, China has indicated its intention to elevate
itsimports of U.S. products ranging from aircraft and crude oil, to fertilizers, to electrical generation equipment.®®
Prior to the October 1997 summit between Presidents Clinton and Jiang Zemin, a Chinese trade delegation set
out on a presummit buying trip to the United States. Chinese officials sealed commercia contracts with Boeing
and other U.S. companies for goods and services valued at $4.0 billion.° Despite several good harvests during
1996-97, China also continued to import wheat, albeit in much lower levels, from the United States as away of
reducing itstrade deficit with the United States. The Chinese trade delegation pledged to purchase an additional
700,000 tons of wheat during 1997-98.5!

China also introduced a number of market-opening measures, including tariff reductions and the
elimination of, and reduction in, phase-out periods of sdected NTMs (barriers such as licenses, quotas, tendering)
in 1997 that further opened China' s market to U.S. exports.®? Progress was also made in addressing bilateral
issues of contention, such as intellectual property rights (IPR) protection and China's agricultural restrictions.®®
Chinalowered itsimport duties on 1,000 tariff linesin April 1997 and an additional 4,800 tariff linesin October
1997, thereby lowering the average leve of its nominal MFN tariff from 23 percent to 17 percent. The October
tariff adjustment affected about three-quarters of China's tariff schedule of approximately 6,600 lines and

*U.S. Department of State telegram No. 035618, “Pre-summit Chinese buying mission to the United States led
by SPC Vice-Chairman Zeng Peiyang,” prepared by U.S. Embassy, Beijing, Sept. 26, 1997.

8« Historic China Purchase Viewed as Bellwether,” Aviation Week & Space Technology, Nov. 3, 1997, p. 33.

% Chinato Buy U.S. Wheat and Boeing Planes,” prepared by Embassy of the People's Republic of China-
USA, Mar. 9, 1998, found at Internet address http://www.china-embassy.org, retrieved Mar. 19, 1998.

®2At the end of 1997, China still maintained NTMs, primarily import quotas, on 385 tariff lines. Vice Minister
Long asserted that Chinawould eliminate all WTO-illegal NTMs by 2020. In July 1997, China offered to phase out
NTMs on 385 products within an 8-year period of joining the WTO. U.S. Department of State telegram No. 151620,
“ChinaWTO Accession--July Working Party Meetings,” prepared by U.S. Department of State, Washington, DC, Aug.
13, 1997. U.S. Department of State telegram No. 159937, “ChinaWTO Accession,” prepared by U.S. Department of
State, Washington, DC, Aug. 31, 1997. U.S. Department of State telegram No. 164671, “ChinaWTO Accession -
Bilateral Meetingsin China,” prepared by U.S. Embassy, Beijing, Sept. 8, 1997.

3China and the United States successfully concluded market access agreements for textiles, grapes from four
California counties, and sweet cherriesin 1997. On May 13, 1997, USTR Barshefsky lauded the agreement as another
positive “step in our on-going efforts to increase market access for U.S. agricultura exports.” U.S. Department of State
telegram No. 015335, “USTR Trade Negotiator Scher Visit to China,” May 12-16, 1997, prepared by U.S. Embassy,
Beijing, May 6, 1997.
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officials of China’'s Customs Department noted that the categories
covered by these tariff adjustmentsincluded minerals, chemicals, machinery, textiles, and agricultural products.®

A $430 million (30-percent) increase in shipments of aircraft to $1.9 billion accounted for nearly three-
fifthsof thetotal growth in U.S. exportsto Chinain 1997 (table 3-6). A sharp risein exports of certain motor-
vehicle parts (from $67 million to $239 million) reflectsincreased shipments to vehicle assembly plantsin China
established by U.S. motor-vehicle producers to penetrate the local market. Other leading growth categories for
U.S. exportsto Chinain 1997 were fertilizers, construction and mining equipment, crude petroleum, and boilers,
turbines, and related machinery. At the sametime, there were sharp decreasesin exports of wheat (better weather
in China), cotton (competition from third-country suppliers), and unrecorded magnetic media (table 3-6). The
latter decline may reflect an effort by the Chinese government to crack down on the unauthorized production of
copyrighted music and video tapes and compact discs.

William Greene
(202) 205-3405
greene@usitc.gov

United Kingdom

Total U.S. merchandise trade with the United Kingdom grew by $9.1 billion (16 percent) in 1997 to
$66.4 billion (4 percent of totd U.S. merchandise trade). Among itstop 10 trading partnersin 1997, the United
States enjoyed a merchandise trade surplus with only the United Kingdom ($1.6 billion) and Korea ($1.3 hillion)
(table2-2). Growth in U.S. exportsto the United Kingdom of $5.3 billion (19 percent) outpaced arisein U.S.
imports from the United Kingdom of $3.8 hillion (13 percent), which were constrained by falling prices for crude
petroleum. The United Kingdom was the fourth-largest single-country market for U.S. exportsin 1997 and the
seventh-largest U.S. merchandise import source.

The United States maintained its position as the leading trading partner for the United Kingdom in 1997.
The United States received 13 percent of the value of total United Kingdom exports and supplied 14 percent of
the value of total imports that year.®® These shares were relatively stable compared with those of the previous
year, when they were 12 percent and 15 percent, respectively.

Strong economic growth and private demand in both countries contributed to the rise in trade between
the United States and the United Kingdom in 1997. Thereal GDP of the United Kingdom grew 3.4 percent in
1997, compared with 2.3 percent in 1996,% while that of the United States expanded 3.8 percent in 1997,
compared with 2.8 percent the previous year.®” Private consumption in the United Kingdom grew

®U.S. Department of State telegram No. 035993, “China’s October 1, 1997 Tariff Cuts,” prepared by U.S.
Embassy, Beijing, Sept. 30, 1997.

®Eurostat, External and Intra-European Union Trade, monthly statistics, Feb. 1998, pp. 168-169. Datafor
imports are through November 1997 and for exports through October 1997. Received viafacsimile from the Delegation
of the European Commission, Washington, DC, Apr. 2, 1998. Includes intra-EU trade.

%The Economist Intelligence Unit Limited (EIU), West European Business I ntelligence, Country Forecasts,
United Kingdom, “Data Summary,” Jan. 23, 1998, CD ROM.

7U.S. Department of Commerce, Bureau of Economic Analysis (BEA), National Accounts Data, found at
Internet address http://www. bea.doc.gov/bea/dn/niptbl-d.htm, retrieved Mar. 31, 1998.
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by 4.1 percent in 1997, compared with 3.6 percent in 1996.%¢ Growth in U.S. personal consumption stood at 2.0
percent in 1997, down from 2.8 percent the previous year.*®

Theimprovement inthe U.S. trade balance with the United Kingdom was augmented by exchange-rate
movements, with the United Kingdom’s pound appreciating relative to the U.S. dollar by nearly 5 percent in
1997.™ Strengthening of the pound againgt the dollar resulted from a combination of factors, including the policy
of the United Kingdom on European Monetary Union and expectations of a tight United Kingdom monetary
policy.”* However, the effect of the appreciation on the United Kingdom' s trade was mitigated by two major
factors. Firgt, exportersin the United Kingdom reportedly have accepted lower profit margins in export markets
in order to maintain market share.”” Also, exporters engaged in currency arbitrage for 1997 trade contracts
negotiated in advance back in 1996.”

A prominent feature of U.S.-United Kingdom trade is intra-industry trade, with many of the aggregate
product categories exhibiting significant trade shifts in 1997 being the same for both imports and exports.
Significant import and export growth was noted for trade in aircraft, aircraft engines, computer hardware, and
medicinal chemicals. Such intra-industry trade is common among industrialized trading partners.”

U.S.imports

The largest absolute gain in U.S. imports from the United Kingdom was registered by aircraft engines
and gasturbines, which rose by $1.1 hillion (68 percent) in 1997 to $2.7 hillion (table 3-7). Thisfollowed a 26-
percent increase the previous year. The United Kingdom accounted for one-third of total U.S. imports of aircraft
enginesand gasturbinesin 1997. Most of therise in importsin this category was accounted for by turbojets of
athrust exceeding 25 kilonewtons. Such imports rose by $784 million (90 percent) to $1.7 billion in 1997. The
United Kingdom, by far, isthe largest supplier of such imports and accounted for 71 percent of the total value
in 1997. These engines, manufactured by Rolls-Royce, are used for large civil aircraft (LCA). A sustained strong
global market for U.S.-produced LCA contributed to therisein U.S. imports of aircraft engines from the United
Kingdom. U.S. LCA shipmentsincreased by 39 percent, in terms of quantity, in 1997.” Contracts for export
sdes of LCA often require the U.S. aircraft producers to use certain parts manufactured in the country that the
arcraft customer isbased in. Many of the enginesimported from the United Kingdom in 1997 may have been
incorporated in U.S.-assembled aircraft that were exported to the United Kingdom that year. Such exports rose

by $2.8 billion in 1997.
Table 3-7
Leading changes in U.S. imports from the United Kingdom, 1996-97

®8E1U, Country Forecasts, United Kingdom.

®BEA, National Accounts Data.

"International Monetary Fund (IMF), International Financial Statistics, Mar., 1998, p. 714. Calculated based
on market rate “rh,” which represents the period average (in this case, annual), in U.S. dollars per United Kingdom
pound.

"EIU, Crosshorder Monitor, United Kingdom, “Business Outlook: UK,” Jan. 28, 1998, CD ROM; and, EIU,
Country Reports, United Kingdom, Jan. 23, 1998, CD ROM.

"2ElU, Country Reports, United Kingdom, “Foreign Trade and Payments: Trade Deficit Widens,” Oct. 27,
1997, CD ROM.

"|bid.

"Seg, for example, Paul R. Krugman, Rethinking International Trade (Cambridge, MA: The MIT Press,
1990), pp. 38-52.

"Aerospace Industries Association of America, Inc., 1997 Year-end Review and Forecast - An Analysis,
received by facsimile, Apr. 1, 1998. Datafor 1997 updated by telephone conversation with an official of the Aerospace
Industries Association of America, Inc., Apr. 1, 1998. Therise in shipments reflects orders generally made 18-24
monthsin the past. See “Aircraft Engines and Gas Turbines’ in ch. 12 for more information.
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Change, 1997 from 1996

Sector/commodity 1996 1997 Absolute Percent
Million dollars
Increases:
Aircraft engines and gas turbines (MT001) ......... 1,632 2,733 1,100 68
Medicinal chemicals (CH026) ................... 2,172 2,555 384 18
Aircraft (MTO42) . ... 935 1,188 253 27
Construction and mining equipment (MT012) ...... 434 679 245 56
Decreases:
Crude petroleum (CHO04) . ......... .. ... ....... 1,440 946 -494 -34
Petroleum products (CHO05) ................... 1,241 1,087 -154 -12
All Other ... . 20,720 23,224 2,504 12
Total .. 28,574 32,412 3,838 13

Note.--Calculations based on unrounded data.

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

U.S. imports of aircraft from the United Kingdom increased in value by $253 million (27 percent) to $1.2
billionin 1997 (table 3-7). Thiswasthethird-largest gain in terms of aggregate product categories. The United
Kingdom ranked fourth asaU.S. import supplier, falling a position from the previous year. The bulk of the gain
was accounted for by imports of parts of airplanes and helicopters (other than propellers, rotors, and
undercarriages). Such imports rose by $245 million (48 percent) in 1997. The United Kingdom was the third-
leading supplier of such imports that year, accounting for 17 percent of the total value.”

U.S. imports of medicinal chemicals from the United Kingdom increased by $384 million (18 percent)
in 1997 to $2.6 hillion (table 3-7). The United Kingdom maintained its position as the leading supplier of U.S.
imports of medicinal chemicals in 1997, accounting for 18 percent of the total value that year. Imports of
medicaments in dosage or retail form provided most of the gain. Such imports increased by $152 million (16
percent) to $1.1 hillionin 1997. The United Kingdom maintained its position as the second-leading U.S. import
source of such medicaments, accounting for 22 percent of the total value of U.S. importsin 1997. Continued
outsourcing of production by U.S. firmsto more efficient facilities located in the United Kingdom contributed
to thistrend.”

U.S. imports of construction and mining equipment from the United Kingdom rose by $245 million (56
percent) to $679 million in 1997 (table 3-7), as the United Kingdom became the second-leading supplier of such
imports. Substantial increases were registered by imports of self-propelled backhoes, shovels, clamshells,
draglines, and front-end loaders; vehicles and chassis for off-highway use; and parts for such equipment.
Continued U.S. growth in home building, commercia construction, and highway and other public works
construction, as well as depressed European markets in 1997, contributed to the rise.”

The greatest absolute decline in U.S. imports from the United Kingdom in 1997 was accounted for by
crude petroleum, which fell by $494 million (34 percent) to $946 million, and by petroleum products, which
dropped $154 million (12 percent) to $1.1 billion. The United Kingdom was the ninth-leading supplier of U.S.
crude petroleum importsin 1997 and the sixth-leading supplier of U.S. imports of petroleum products. Most of
the decline was accounted for by a combination of falling global crude- petroleum prices and the shutdown of

"°See “ Aircraft, Spacecraft, and Related Equipment” in ch. 12 for more information.
""See “Medicina Chemicals’ in ch. 7 for more information.
"8See “ Congtruction and Mining Equipment” in ch. 12 for more information.
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North Sea oil wells for routine maintenance.”

U.S. exports

Theleading product category showing an absolute gain in U.S. exports to the United Kingdom in 1997
was aircraft, spacecraft, and related equipment. Such exportsincreased in value by $2.8 billion (125 percent)
to $5.1 billion in 1997 (table 3-8). This followed an increase of 31 percent the previous year. The United
Kingdom overtook Japan to become the leading U.S. export market for this category in 1997. The share of the
total U.S. export market accounted for by the United Kingdom nearly doubled, from 7 percent in 1996 to 13
percent in 1997. Large civilian-aircraft accounted for the bulk of the rise, with U.S. exports to the United
Kingdom increasing by $2.5 billion (202 percent) to $3.8 billion in 1997. U.S. exports of aircraft parts (except
engines) to the United Kingdom also rose in 1997, by $216 million (23 percent) to $1.2 billion. Continued
strength of the airline industry in the United Kingdom was the principal factor in the increases.®

Table 3-8
Leading changes in U.S. exports to the United Kingdom, 1996-97

Change, 1997 from 1996

Sector/commodity 1996 1997 Absolute Percent
Million dollars
Increases:
Aircraft (MT042) .. ... 2,258 5,087 2,829 125
Computer hardware (ST018) ................... 3,348 4,181 833 25
Aircraft engines and gas turbines (MT001) ......... 1,011 1,238 227 23
Decreases:
Precious metals and related articles (MMO020) ...... 2,806 1,784 -1,022 -36
All Other ... ... ... . . . 19,255 21,697 2,442 13
Total ... 28,678 33,987 5,309 19

Note.--Calculations based on unrounded data.

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

U.S. exports of computer hardware to the United Kingdom expanded by $833 million (25 percent) in
1997 to $4.2 billion (table 3-8). Thisreversed adeclinein the 1996 level. The United Kingdom was the third-
leading U.S. export market in 1997, accounting for 10 percent of total exports. Most of the increase in value was
accounted for by printed circuit assemblies, which rose by $275 million (29 percent) to $1.2 billion in 1997;
mi scellaneous readers and transcribers, which grew by $188 million (238 percent) to $267 million in 1997;
computer storage units, which increased by $143 million (107 percent) to $277 million in 1997; and, computer
parts and accessories, which expanded by $133 million (29 percent) to $585 millionin 1997. The overall rise
in U.S. computer hardware exports to the United Kingdom in 1997 resulted from a combination of a strong
economy; increasing demand for and use of computers by government, businesses, and private households in the
United Kingdom and other marketsin continental Europe; and a proliferation of U.S. and Asian-owned assembly
plants for computers and peripherals to supply both the United Kingdom and continental European markets.®

"See “Crude Petroleum” and “Petroleum Products” in ch. 8 for more information.
85ee “ Aircraft, Spacecraft, and Related Equipment” in ch. 12 for more information.
#1See “ Automatic Data Processing Machines” in ch. 13 for more information.
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U.S. exports of aircraft engines and gas turbines rose by $227 million (23 percent) to $1.2 billion in 1997
(table 3-8). All of the increase was accounted for by parts of turbojets, turbopropellers, and gas turbines. U.S.
exports of such parts to the United Kingdom expanded in 1997 by $231 million (38 percent) to $834 million.
Robust demand for United Kingdom aircraft engines largely contributed to the increase.®

U.S. exports of precious metals and related articles to the United Kingdom contracted by $1.0 billion (36
percent) to $1.8 billionin 1997 (table 3-8). All of the decline was accounted for by nonmonetary unwrought gold
bullion, as such U.S. exports to the United Kingdom dropped by $1.2 billion (58 percent) to $909 million in
1997. Thisfollowed an increase of 286 percent the preceding year. Such annual fluctuations are not unusual and
generdly reflect transfers of gold held in foreign accounts by the U.S. Federal Reserve Bank and private accounts
of the Bank of England.®

Douglas E. Newman
(202) 205-3328
newman@usitc.gov

Japan

Tota U.S. merchandise trade with Japan increased by $4.3 billion (2 percent) to $182.6 billion in 1997
(12 percent of total U.S. merchandise trade). The U.S. merchandise trade deficit with Japan expanded by $7.2
billion (14 percent) in 1997 to $58.4 billion, after contracting by $10.3 hillion (17 percent) in 1996. The deficit
increased as U.S. imports of Japanese goods grew by $5.7 billion (5 percent) to $120.5 billion, led by video and
arcade games (table 3-9), and U.S. exports to Japan declined by $1.5 billion (2 percent) to $62.1 hillion, led by
motor vehicles, logs, and lumber (table 3-10). The widening of the U.S.-Japan trade imbal ance reflected Japan's
traditional reliance on export-led economic growth, particularly during difficult economic times.

Asthe U.S. economy remained strong throughout 1997, the Japanese economy became progressively
weaker. Japan'sinability to recover from a prolonged recession was aggravated by recent economic events,
including the failure of severa banks due to the accumulation of bad loans issued and the failure of severa
financial and trading firms dueto bad investments. These events were symptomatic of a host of related economic
effects including a weakening yen, a severe drop in consumer confidence, an all-time high rate of bankruptcy
filings, and declining industrial output. In addition, the Asian financial crisis exacerbated Japan’'s economic
difficulties, which continued into 1998.84

Japan’s financial troubles preceded the Asian currency crisis, which began in July 1997. In 1996, the
world's second-largest economy appeared to be recovering from a 7-year recession as GDP grew 3.4 percent.®
However, Japan’ s economic growth fluctuated throughout 1997 due to consumer response to a national sales tax
and depressed demand resulting from diminished consumer confidence. In anticipation of the new sales tax,
robust spending by Japanese consumers drove economic growth to almost 6 percent in the first quarter of 1997.
Once the tax took effect on April 1, consumption froze and the Japanese economy contracted by 11 percent in
the second quarter. Third-quarter spending barely revived; and, by yearend, annual real GDP had grown by only
0.9 percent.

825ee “ Aircraft Engines and Gas Turbines’ in ch. 12 for more information.

#See “Precious Metals and Related Articles” in ch. 10 for more information.

#Southeast Asia (K orea, Taiwan, Thailand, Singapore, Malaysia, Brunei, Phillippines, Indonesia, and Hong
Kong) accounted for 30 percent of Japan’ stotal merchandise tradein 1997. If Chinawasincluded, this group would
have accounted for 38 percent of Japan’stotal merchandise trade in 1997. Japan Tariff Association, Japan Exports and
Imports, Commodity by Country, Dec. 1997.

®Economic Planning Agency Statistics, “Main Economic Indicators of Japan,” Apr. 1998.
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The extent of problems in the banking sector was demonstrated when four major financial institutions
closed in November 1997. The closings prompted the Japanese Government to recognize the need for
comprehensive economic reform. Some Western analysts were encouraged that, rather than prop up weak
financia ingtitutions, the Japanese Government alowed some to fail.% The resolve of U.S. Government officials
to support Japanese economic reform was strengthened in the weeks following the bank closings. The measures
taken by the Japanese Government in December 1997, including a $77 billion bank rescue plan and corporate
and consumer tax cuts, were intended to encourage economic growth. However, some Western officials called
the measures inadequate because the bank bail-out plan did not provide enough funds to address the problem,
and the tax cuts were only temporary. According to these officials, it was clear that a fundamental restructuring
of the Japanese economy and financial system was necessary.®’

President Clinton and Japanese Prime Minister Hashimoto signed an agreement in June 1997 titled the
Enhanced Initiative on Deregulation and Competition Policy. In it, the United States and Japan agreed to work
out concrete measures to increase market access for competitive foreign goods in Japan through structural and
sectord regulatory reforms® The reforms would address domestic business practices and Government policies
shidlding the Japanese market from foreign competition and reducing the impact of external market forces. The
removal of regulatory barriers that limit market access was expected to create a more dynamic Japanese market
because heightened competition and domestic demand would play a greater role in determining economic
growth.®® The need for deregulation and economic stimulation seemed more urgent as Japan experienced the
effects of its bank closings coupled with the Asian financia crisis. In May 1998, U.S. and Japanese officials
agreed to aplan for achieving the Enhanced Initiative goalsin four primary areas--telecommunications, housing,
financia services, and medica devices and pharmaceuticals.®® However, some outstanding issues remain and a
new “expert-level” group isto be established to discuss deregulation issuesin the energy sector.®

The U.S.-Japan trade balance also widened in 1997 because of the financial crisisin Southeast Asiaas
Japan’ s exports to Southeast Asian countriesfell, especialy during thefinal quarter of 1997.92 As Japan’s largest

#gpeculations on some of the reasons for the bank closingsincluded an excess of easy loans issued during the
boom years of the 1980s, alack of reforms after the collapse of the bubble economy in 1991 which left a fundamentally
weak banking system, and questionable bank reporting practices. For example, following the Yamaichi collapse, the
practice of keeping financial losses hidden was discovered by the legidative panel investigating the bank closure. See
“Bailing Out of the Bailout Game,” New York Times, Nov. 11, 1997, p. D1; “Japan’s Y amaichi Securities Considering
Shutdown: Regulators Set Tuesday Deadline,” Washington Post, Nov. 22, 1997, p. C1; “Big Japanese Securities Firm
Falls, Putting the System in Doubt,” New York Times, Nov. 24, 1997, p. A6; and “Ex-Y amaichi Official Knew of
Violations,” Washington Post, Nov. 28, 1997.

hid.

®The United States-Japan Framework for a New Economic Partnership, signed in 1993, was the basis for the
Enhanced Initiative. In addition to Japan’s own efforts to deregulate its economy, the Enhanced Initiative is aforum for
cooperation between U.S. and Japanese officials to discuss and agree on measures needed to be taken to achieve amore
open Japanese market. Theinitiative addresses sectoral reform for telecommunications, housing, medical devices and
pharmaceutical products, and financial services; and structural reforms concerning competition policy, market
distribution, and transparency. See USTR, “United States and Japan Reach Agreement of Deregulation Initiative,”
pressrelease, June 19, 1997. See USTR, 1998 National Trade Estimate on Foreign Trade Barriers (Washington DC:
USTR), 1998, pp. 193-242.

#U.S. officials encouraged Japan to stimulate domestic demand as the means to jump-start economic growth
rather than accumulating a greater trade surplus by implementing export-led growth, "In Letter, Rubin Warns Japan It
Must Bolster Limp Economy,” New York Times, Nov. 3, 1997, p. D1.

PUSTR, “U.S.-Japan Initiative Delivers Progress on Deregulation,” press release, May 15, 1998.

1U.S. Department of State telegram No. 097022, “U.S.-Japan Deregulation Initiative: First Year Results,”
prepared by U.S. Department of State, June 1, 1998.

2See Japanese Tariff Association, Japanese Exports and Imports Commodity by Country, Dec. 1996 and
1997.
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export market, the United States market absorbed some of the decline Japan experienced in Asian export sales.
Despite the urging of U.S. officials to refrain from exporting as a means to economic recovery, Japan's trade
surplus with the United States climbed steeply in the third quarter and steadily in the fourth.®

U.S.imports

U.S. imports from Japan grew by $5.7 billion (5 percent) to $120.5 billion in 1997 (table 3-9). The
largest change was a $1.1 hillion (79 percent) increase in imports of video gamesto $2.6 billion. The surgein
imports was due to the greater market demand for home video games that operate with advanced, 64-bit
technology once the price for the consoles on which the games are played dropped below $200 per unit early in
1997.%* All three of the leading producers of home video games (Nintendo, Sega, and Sony) are based in Japan;
there is no production of the game consoles in the United States.®

The growth of Japan’ s trade surplus with the United States was al so bolstered by arisein U.S. motor-
vehicle imports from Japan, which increased by $1.1 billion (4 percent) to $27.6 billion, reversing a 2-year
declinein U.S. importsin the sector. U.S. demand for sport utility vehicles produced in Japan remained strong
in 1997, and the strength of the U.S. economy contributed to high consumer confidence which encouraged
spending. Soft domestic demand for automobilesin Japan and the weak yen encouraged Japanese manufacturers
to sell overseas.® Continued strength in the U.S. economy coupled with lower prices contributed to a $852
million (9-percent) risein U.S. imports of computers from Japan to $10.3 hillion.

The largest absolute decline in U.S. imports from Japan occurred in eectronic integrated circuits,
microassemblies, and parts as imports in this sector fell by $992 million (13 percent) to $6.7 billion. This
followed a $2.0 billion decline in imports of semiconductors made in Japan in 1996. An agreement concluded
in 1996 may have contributed to this decline. The agreement varied from the 1991 U.S.-Japan semiconductor
trade arrangement that was primarily a government-monitored arrangement to increase the foreign share in
Japan’ s semiconductor market. Under the 1996 agreement, the Semiconductor Council was established by U.S.
and Japanese industries. The European Union and Koreajoined the Council in 1997. The partnership isaforum
for the exchange of information on topics such as market access, technological research, environmental and safety
standards, and manufacturing processes for the potentia benefit of the global semiconductor industry.”” The
$354 miillion (11-percent) contraction in U.S. imports of televisions and related parts and apparatus from Japan
in 1997 to $2.9 hillion may reflect a shift in the production of products destined for the U.S. market from Japan
to Mexico (television receivers) and the United States (picture tubes).®

Table 3-9
Leading changes in U.S. imports from Japan, 1996-97

Change, 1997 from 1996

Sector/commodity 1996 1997 Absolute Percent

%3See “Rubin Warns of Asia Trade Backlash,” New York Times, Sept. 21, 1997, p. 18.

*For more information on the sector, see “ Games and Fairground Amusements” in ch. 14.

U.S. production in the video game industry is limited to coin-operated arcade games and components and
software for home video games.

%« Upsurge in Japanese Exports Angers U.S. Carmakers,” Financial Times, July 18, 1997, p. 1.

See USTR, 1998 National Trade Estimate Report on Foreign Trade Barriers, pp. 241-242.

®Under NAFTA rules of origin, televisions assembled in Mexico can qudify for duty-free entry into the United
States if the picture tubeis of North American origin. Almost all “North American” picture tubes are made in the
United States.
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Million dollars

Increases:
Video games (HTS 9504) ..................... 1,438 2,576 1,138 79
Passenger vehicles (HTS 8703) ................ 26,443 27,565 1,122 4
Computer hardware, excluding
parts (HTS 8471) ......... ... i .. 9,411 10,263 852 9
Aircraft and spacecraft parts (HTS 8803) ......... 766 1,231 465 61
Certain measuring instruments (ST030) .......... 1,569 1,785 217 14
Molds and molding machinery (MT046) .......... 602 804 201 33
Benzenoid specialty chemicals (CHO11) .......... 835 1,032 196 24
Construction and mining equipment (MT012) ..... 999 1,192 193 19
Discrete semiconductors® (HTS 8541) ........... 966 1,158 192 20
Steel (MMO25) . ... ... 1,418 1,605 187 13
Decreases:
Electronic integrated circuits,
microassemblies, and parts (HTS 8542) ........ 7,665 6,673 -922 -13
Certain motor-vehicle parts (MT039) ............. 3,774 3,493 -281 -7
Television apparatus? ... ................oo.... 3,210 2,856 -354 -11
Air-conditioning equipment and parts (MT004) . . ... 855 710 -146 -17
AllOther ... . 54,811 57,537 2,726 5
Total .o 114,762 120,480 5,718 5

'Diodes, transistors, photosensitive semiconductor devices, light-emitting diodes, mounted piezoelectric crystals, similar
semiconductor devices, and parts thereof.

*Television apparatus includes receivers, monitors, picture tubes, cameras, camcorders, and cable apparatus (ST009,
ST010, ST014).

Note.--Calculations based on unrounded data.

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

U.S. exports

U.S. exportsto Japan dipped slightly in 1997, by $1.5 billion (2 percent) to $62.1 billion (table 3-10).
The decline was preceded by a$2.6 billion increase (4 percent) in exports between 1995 and 1996. Thisreversal
is indicative of the lack of Japanese demand for U.S. products due to the relatively weak yen and the almost
stagnant economic growth of the Japanese economy.

Table 3-10
Leading changes in U.S. exports to Japan, 1996-97

Change, 1997 from 1996

Sector/commodity 1996 1997 Absolute Percent
Million dollars
Increases:
Aircraft and spacecraft (HTS 8802) .............. 1,500 2,628 1,128 75



Certain motor-vehicle parts (MT039) ............. 1,050 1,337 286 27
Radioactive chemical elements

and isotopes (HTS2844) .................... 571 829 258 45
Medicinal chemicals (CH026) .................. 946 1,162 216 23
Parts for radio and television transmission

and reception equipment (HTS 8529) .......... 777 964 187 24
Electronic integrated circuits,

microassemblies, and parts (HTS 8542) ........ 2,111 2,294 183 9
Aircraft engines (HTS 8411) ................... 696 841 145 21
Aircraft and spacecraft parts (HTS 8803) ......... 1,456 1,592 136 9

Decreases:
Automobiles, trucks, and buses (MT038) ......... 2,562 1,559 -1,003 -39
Logs, roughwood products and lumber (AG046) . . . 2,990 2,189 -801 -27
Corn (HTS1005) .....oini e 2,462 1,920 -542 -22
Military weapons, munitions of war,
and ammunition (HTS 9301 and HTS 9306) ..... 435 240 -195 -45
Frozen fish (AGOO7) .......... .. ..., 1,136 943 -193 -17
Unrought aluminum (MMO37) . ................. 383 212 -172 -45
All Other ... .. 44,510 43,381 -1,129 -3
Total .o 63,585 62,091 -1,493 -2

Note.--Calculations based on unrounded data.

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

U.S. exports to Japan increased in 1997 in some sectors, although there was anet decline. Thesingle
largest increase was $1.1 billion (75 percent) in aircraft and spacecraft, which includes satellites (aircraft and
spacecraft), to $2.6 billion. The growth is attributable to orders for aircraft placed several years in advance,
inasmuch as it takes 18 to 24 months for delivery.®® U.S. exports of electronic integrated circuits,
microassemblies, and parts also increased in 1997.

The most pronounced drop in U.S. exportsto Japan was in motor vehicles, which fell by $1.0 billion (39
percent) to $1.6 billionin 1997. The steep decline was attributable to tight spending by Japanese consumers.'®
Not only was demand for U.S. products weak in the Japanese market, but demand for domestic products was also
very depressed. Thislowered demand further for U.S. exports to Japan.

U.S. exports of logs, rough wood products, and lumber declined by $801 million (27 percent) to $2.2
billionin 1997. Reduced leves of housing construction in Japan and excess inventories accounted for some of
the declinein lumber exports. Lower priced materials from Russia and Scandinavia also displaced U.S. exports
to Japan.’* Thevaue of U.S. exports of corn also declined as Japan turned to Chinato supply aless expensive
grain; however, the total volume of Japan’s corn imports did not change in 1997 (table 3-10). In addition, the
price of corn fell on the commodities market increasing the apparent decline in the value of total U.S. corn
exports.

Susan H. Lus
(202) 205-2334
lus @usitc.gov

®U.S. exports of several Boeing 747s account for the rise.

1%For more information on the sector, see “Motor Vehicles’ in ch. 12.

101See Export, the report on global markets for wood products, vol. 30, No. 24, Dec. 3, 1997; and Japan
Lumber Journal, vol. 38, No. 23, Dec. 20, 1997; and vol. 39, No. 2, Jan. 31, 1998 and Mar. 31, 1998.
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Taiwan

Tota U.S. merchandise trade with Taiwan increased by $4.6 billion (10 percent) to $51.4 billion in 1997
(3 percent of total U.S. merchandisetrade). The United States registered a $13.6 billion trade deficit with Taiwan
in 1997, up by $715 million (6 percent). U.S. exportsto Taiwan increased by $2.0 billion (12 percent) to $18.9
billionin 1997. U.S. importsfrom Taiwan rose by $2.7 billion (9 percent) to $32.5 billion. In 1997, the United
States was Taiwan's largest trading partner, followed closely by Hong Kong and Japan.’®* The expansion in
U.S.-Taiwan trade primarily reflected large increases in U.S. exports of aircraft, U.S. imports of computer
hardware, and two-way trade in semiconductors.

Taiwan's customary global trade surplus declined 44 percent in 1997, to $7.6 hillion, the lowest since
1983.1% Tawan'sgloba imports grew by 12 percent, to $114.4 billion, largely fueled by demand for electrical
machinery and precision instruments to upgrade domestic industries, as well as consumer demand for more, better
quality goods. Taiwan's real GDP grew by 6.9 percent in 1997, with industrial growth primarily in
petrochemicals, computers, €ectronic components, and consumer goods industries. Its exports to the world grew
by 6.7 percent to $123.7 billion.’** Most of the increase in Taiwan's exports was accounted for by
communication equipment, eectronics, and e ectrical machinery. Analysts believe that Taiwan's exports would
have risen even more had its shipments of pork, primarily to Japan, not been severely curtailed by an outbreak
of foot-and-mouth disease that necessitated destroying much of Taiwan's hog herd. Trade analysts believe that
Taiwan’'s trade in 1997 was not significantly affected by the Asian currency crisis because the crisis deepened
only in thefinal months of the year and because the countries most severely affected by the crisis are not among
Taiwan's major trading partners.

U.S. imports

Theleading growth areasin U.S. imports from Taiwan in 1997 were largely computer hardware, which
grew by $1.7 billion (21 percent) to $9.8 hillion, and electronic integrated circuits, microassemblies, and parts,
which grew by $216 million (8 percent) to $2.9 billion (table 3-11). Together imports in these two sectors
accounted for 39 percent of total 1997 imports from Taiwan, and were up by 17 percent from the previous year.
They accounted for $1.9 billion (81 percent) of total 1997 growth in U.S. imports from Taiwan. Other leading
growth sectorsin U.S. imports from Taiwan were television apparatus (except receivers and monitors), including
cameras, camcorders, and cable apparatus (television apparatus, except receivers and monitors); electric
transformers, static converters, and inductors; and printed circuits. Aswith the top two imported goods, these
had traditionally been important products imported from Taiwan and together accounted for $333 million (12
percent) of absolute import growth. Increased imports of cable apparatus were largely responsible for the 47-
percent risein imports of television apparatus in 1997 and reflected expanded penetration of cabletelevisionin
U.S homes. After several years of steady declines, textile and apparel imports from Taiwan increased by $187
million (7 percent) in 1997 to $3.0 billion.

U.S. imports of sporting goods, games, footwear, and luggage, handbags, and flat goods from Taiwan
al declined in 1997, collectively falling by $372 million (27 percent) to $1.0 billion (table 3-11). Thisdecline

19About 70 percent of Taiwan's trade with Hong Kong is believed to be goods shipped through Hong Kong to
or from China. U.S. Department of State, “ Taiwan Trade Trends,” Market Research Reports, Jan. 23, 1998, p. 4.

%1 bid., pp. 1-2.

193] nternational Monetary Fund, World Economic Outlook (Washington, DC: IMF, May 1998) ch. Il and
statistical index. Taiwan real GDP grew by 6.8 according to the Asian Development Bank. See Asian Devel opment
Bank, “Asian Financial Crisis Clouds Global Growth Prospects,” press release No. 26198, Apr. 23, 1998.

1%Y.S. Department of State, “ Taiwan: Economic Policy and Trade Practices Report (1997),” found at Internet
address http://www.state.gov/www/issuesec...e_reports/eastasiad7/taiwan97.html, retrieved Apr. 14, 1998.
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reflects along term shift in the production of these labor-intensive items from Taiwan to China and other lower
cost countries. Sporting goods and games were among the sectors leading the growth in U.S. imports from China
in 1997 (see the section on China earlier in this chapter).

Table 3-11
Leading changes in U.S. imports from Taiwan, 1996-97

Change, 1997 from 1996

Commodity 1996 1997 Absolute Percent
Million dollars
Increases:
Computer hardware (ST018) ................... 8,155 9,826 1,671 21
Electronic integrated circuits, microassemblies,
and parts (HTS8542) ........... ..., 2,728 2,943 216 8
Television apparatus, except receivers and
monitors (STO10) .. ...t 364 533 169 47
Textiles and apparel (CH048-CHO78) ............ 2,770 2,957 187 7
Electric transformers, static converters,
and inductors (HTS8504) ..................... 502 587 85 17
Printed circuits (HTS 8534) . .................... 506 586 79 16
Decreases:
Sporting goods (MM062) . .. .......... ... .. ..... 729 562 -168 -23
Footwear and parts (CHO79) .................. 256 183 -73 -28
Games (HTS9504) .......... ... 142 74 -68 -48
Luggage, handbags, and flat goods (MMO046) ... ... 246 184 -63 -25
AllOther ... . . . 14,103 14,830 727 5
Total ... 29,797 32,474 2,677 9

Note.--Calculations based on unrounded data.

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

U.S. exports

U.S. exports of aircraft and spacecraft to Taiwan more than doubled to $1.6 billion in 1997, after having
dropped by $443 million (36 percent) to $772 million in 1996 (table 3-12). The 1997 increase reflects the
expansion of Taiwan'scivilian and military air flegts, for which orders are placed on along term basis; the decline
in 1996 and the subsequent increase in 1997 do not reflect any significant long-term trade shifts.*®* Exports of
eectronic integrated circuits, microassemblies, and parts and semiconductor manufacturing equipment both rose
sharply in 1997, together growing by $705 million (33 percent) to $2.9 billion, accounting for 15 percent of total
U.S. exportsto Taiwan. Fuel for nuclear reactors accounted for the largest percentage increase of the top 20
exported goods, rising by 470 percent ($113 million) to $137 million, following the expansion of Taiwan's
nuclear power plant capacity.’®

101,S. Department of State, “ Taiwan--Commercial Aerospace Industry,” Market Research Reports, Aug. 10,
1997, pp. 1-2, and China Airline News, “China Airlines to Expand Fleet,” found at Internet address http://w3.china-
airlines.com/cnews/cnews97/cnww0530e.html, retrieved Apr. 10, 1998.

192 American Ingtitute in Taiwan, “General Electric Awarded Nuclear Power Plant Order,” press release, dated
May 25, 1996, found at Internet address http://www.ait.org.tw/ait/pr/pr9626e.htm, retrieved Apr. 10, 1998.
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Table 3-12
Leading changes in U.S. exports to Taiwan, 1996-97

Change, 1997 from 1996

Commodity 1996 1997 Absolute Percent
Million dollars
Increases:
Aircraft and spacecraft (HTS 8802) ............... 772 1,611 839 109
Electronic integrated circuits, microassemblies,
and parts (HTS8592) ........................ 1,582 2,019 437 28
Semiconductor manufacturing equipment
and robotics (MT023) ........... ... 570 838 268 47
Non-metalworking machine tools and
parts (MT022) ... ... 246 417 172 70
Parts for office machines
and computers (HTS 8473) ................... 272 414 142 52
Certain measuring instruments (ST030) ........... 498 636 138 28
Radioactive chemical elements and
isotopes (HTS2844) ......... ..., 24 137 113 470
Aircraft and spacecraft parts (HTS 8803) .......... 422 510 88 21
Decreases:
Corn (HTS1005) .....ovve i 962 693 -270 -28
Automobiles, trucks, and buses (MT038) .......... 544 336 -208 -38
Benzenoid commodity chemicals (CH010) ......... 371 186 -185 -50
Soybeans (HTS 1201) . ... 777 649 -128 -16
AllOther . ... . 9,880 10,437 557 6
Total .o 16,920 18,883 1,963 12

Note.--Calculations based on unrounded data.

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

The largest absolute decline in U.S. exports to Taiwan was of corn, down by $270 million (28 percent)
to $603 million. This decline was caused by the need to destroy most of Taiwan’'s hog population due to an
outbreak of foot-and-mouth disease and the subsequent declinein demand for feed.'® As Taiwan purchases a
considerable amount of U.S. corn, these exports are expected to rebound as Taiwan’s hog popul ation is brought
back to normal levels. Exportsto Taiwan of motor vehicles continued their steady decline since at least 1993,
dropping by $208 million (38 percent) to $336 million in 1997 and from $1.1 billion in 1993. This ongoing
decline reflects the increasing share of the Taiwanese automobile market accounted for by other sources,
particularly Japan and Korea.

Mary Elizabeth Sweet
(202) 205-3455
sweet @usitc.gov

1%3pyrdue University, Agricultural Extension Service, “ Foot-and-Mouth Disease Plagues Taiwan Swine
Industry,” found at Internet address http://www.aes.purdue.edu/aganswers/1997/4-04swine_disease.html, retrieved Apr.
10, 1998.
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Germany

Tota U.S. merchandise trade with Germany increased by $4.5 billion (7 percent) to $65.9 billion in 1997
(4 percent of total U.S. trade). The U.S. merchandise trade deficit with Germany grew by $2.6 billion (15
percent) in 1997 to $19.7 billion, in part reflecting the effects of the appreciation of the U.S. dollar against the
German deutschemark and German efforts to use exports to improve the German economy. U.S. imports from
Germany grew by $3.6 billion (9 percent) to $42.8 billion, while exports to Germany grew by $945 million (4
percent) to $23.1 billion. The United States imported nearly twice as much from Germany as it exported to
Germany in 1997.

The German economy struggled with unemployment of 11.5 percent in 1997 and a postwar high of 11.9
percent in December,® which, along with modest nominal wage gains and higher contributions to social
programs, added to depressed domestic demand. Public consumption continued to be constrained by the austerity
measures needed to meet the convergence criteriafor the economic and monetary union and a single European
currency.’® As companies downsized to maintain their global competitiveness, they contributed to
unemployment rather than creating new opportunities. The only industry that created employment in 1997 was
the services industry, which added nearly 170,000 new positions.'®

Real GDP growth of 2.2 percent'” resulted from improved productivity and increased German exports.
German producers were able to take advantage of the relative weakness of the German deutschemark against the
U.S. dollar to promote exports. Overall, Germany recorded itslargest trade surplus since reunification in 1990.1%
Germany is the largest economy in Europe and the third-largest in the world.

U.S.imports

Theincreasein U.S. imports from Germany in 1997 was led by motor vehicles, which accounted for two-
fifths of the total growth in U.S. imports from Germany, followed by medicina chemicals, aircraft engines,
machine tools, and semiconductor manufacturing equipment (table 3-13). Sales of German motor vehiclesto the
United States in 1997 rose by $1.4 billion (17 percent) to $9.8 billion, compared with a $686 million increase
in 1996. German automakers were aided by the continued strength of the U.S. economy, arise in domestic
demand for German luxury cars, and the relative weakness of the deutshemark against the dollar. During the
same period, imports of motor-vehicle parts decreased by $60 million (7 percent) to $812 million as German
automakers increased their purchases from U.S. suppliers for their U.S. and German production facilities.

U.S. imports of medicinal chemicals from Germany grew by $964 million (69 percent) to $2.4 billion.
Medicina chemicalsinclude chemicals presented for treating or preventing disease in humans or animals, in bulk
and dosage form. This shift reflectsagrowing trend among U.S. pharmaceutical companies to look to European
third-party sources of fine chemicals and custom manufacturings to supplement U.S. capabilities in certain

104 U.S. Department of State telegram No. 000973, “Financial and Economic Developments,” prepared by U.S.
Embassy, Bonn, Jan. 30, 1998.

1% The European Union is set to introduce a common European currency, the euro, on Jan. 1, 1999. In
preparation for the euro, all countries wishing to participate in Economic and Monetary Union must meet certain criteria,
including government deficits of not more than 3 percent of GDP. These criteria have resulted in atightening of fiscal
policy at the Federal, State, and locdl levels.

106 U.S. Department of State telegram No. 000733, “ German Economic Forecast: January 1998,” prepared by
U.S. Embassy, Bonn, Jan. 23, 1998.

9| nternational Monetary Fund, World Economic Outlook (Washington, DC: IMF, May 1998) ch. Il and
statistical index.

1%pPeter Norman, “ Germany Reports Record Trade Surplus,” Financial Times, Feb. 19, 1998, p. 2.
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processes.'® The leading German producers include BASF, Bayer, and Hoechst. Total trade with Germany in
medicina chemicals amounted to $3.5 billion, of which U.S. imports accounted for 68 percent.

Other sgnificant increasesin imports from Germany included machine tools for cutting metal and parts,
which grew by $142 million (28 percent) to $651 million, reflecting Germany’s status as the second- largest
producer of machine tools behind the United Kingdom and the United States' position as a major machine tool
market. Imports of semiconductor manufacturing equipment and robotics grew by $90 million (31 percent) to
$381 million and imports of nuclear materials, led by enriched uranium fluoride, increased by $59 million (215
percent) to $86 million.

Table 3-13
Leading changes in U.S. imports from Germany, 1996-97

Change, 1997 from 1996

Sector/commodity 1996 1997 Absolute Percent
Million dollars
Increases:
Motor vehicles (MT038) ........... ..., 8,346 9,761 1,415 17
Medicinal chemicals (CH026) ................... 1,391 2,355 964 69
Aircraft engines and gas turbines (MT001) ......... 686 852 166 24
Machine tools for cutting metal and parts (MT020) . . . 510 651 142 28
Semiconductors manufacturing equipment
and robotics (MT023) .......... ..., 290 381 920 31
Nuclear materials (CH002) ..................... 27 86 59 215
Decreases:
Metal rolling mills and parts thereof (MT019) ....... 150 70 -81 -54
Farm and garden machinery (MT014) ............ 418 347 -71 -17
Certain motor-vehicle parts (MT039) .............. 873 812 -60 -7
Fruit and vegetable juices (AG036) ............... 20 60 -30 -33
AllOther . ... . 26,434 27,418 984 4
Total .. 39,215 42,793 3,578 9

Note.--Calculations based on unrounded data.

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

The expansion of U.S. imports from Germany in 1997 was partially offset by reduced imports of metal
rolling mills and parts, farm and garden machinery, and fruit and vegetable juices. Imports of metal rolling mill
parts decreased by $81 miillion (54 percent) to $70 million as severa greenfield minimill plant construction and
brownfield integrated modification projects were completed in 1996 and 1997.1*° Farm and garden machinery
imports declined as Case Corp. closed its Neuss, Germany, tractor factory in 1997."'* The decreasein the fruit
and vegetable juice sector was led by areduction in imports of apple juice as the United States enjoyed alarge
domestic apple crop, and low demand from the fresh apples market resulted in more apples being pressed into
juice, putting downward pressure on the price of apple juice concentrate.*?

U.S. exports

1%Bruce Gain, “U.S. Lags Europe in Outsourcing Capability,” Chemical Week, Sept. 10, 1997, p. 44.

1OMinimills with new facilities include Gallatin Stedl, Tuscaloosa Stedl, IPSCO, Steel Dynamics, Nucor, Delta
Steel, and Trico. Integrated plants which have modified facilities include Geneva Steel, Armco Inc., and Acme Stedl.

MSee “Farm and Garden Machinery and Equipment,” in ch. 12 for more information.

2Tim Gibney, “Glut Weakens Apple Juice,” Foodnews, Dec. 12, 1997, p. 1.

3-33



Overdl, U.S. exportsto Germany increased by only 4 percent in 1997 as the dollar strengthened against
the deutschemark and the German economy faced restrained demand. However, aircraft and spacecraft exports
to Germany more than doubled, growing by $534 million to $1.0 billion (table 3-14). During 1997, L ufthansa
received ddivery of four Boeing 747-400s, reportedly one of the world’s most modern and fuel -efficient aircraft,
while other regiond airlines received seven Boeing 737-300 aircraft.!*® The growth in exports of finished aircraft
accounted for over one-half of thetotal risein U.S. exportsto Germany in 1997. Collectively, U.S. exports of
aircraft engines and aircraft parts rose by $130 million (10 percent) to $1.5 billion.

Table 3-14
Leading changes in U.S. exports to Germany, 1996-97

Change, 1997 from 1996

Sector/commodity 1996 1997 Absolute Percent
Million dollars
Increases:
Aircraft and spacecraft (HTS8802) ............... 497 1,031 534 107
Medicinal chemicals (CH026) ................... 1,025 1,133 108 11
Certain measuring instruments (ST030) ........... 809 917 108 13
Nuclear materials (CH002) ..................... 32 131 99 312
Aircraft engines and gas turbines (MT001) ......... 657 729 72 11
Internal combustion piston engines, other than
for aircraft (MT002) ......... ... .. ... oo .. 125 182 57 45
Aircraft and spacecraft parts (HTS 8803) .......... 693 751 57 8
Printing, typesetting, and bookbinding machinery
and printing plates (MTO17) . .................. 91 145 54 59
Electrical circuit apparatus (STO13) .. ............. 242 294 52 22
Decreases:
Computer hardware (ST018) ................... 3,278 2,681 -597 -18
Edible nuts (AG020) ............ i 303 225 -78 -26
Soybeans (HTS 1201) . ...y 389 330 -60 -15
Ammunition and munitions of war (HTS 9306) ... ... 131 74 -57 -44
Semiconductors (STO16) . ... .. 632 580 -53 -8
AllOther ... . 13,287 13,933 646 5
Total .. 22,191 23,136 945 4

Note.--Calculations based on unrounded data.

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

Additiond sectors with substantial export improvement included nuclear materials, primarily enriched
uranium oxide, which increased by $99 million (312 percent) to $131 million; auto engines, which grew by $57
million (45 percent) to $182 million; and printing machinery, led by the need for parts, which increased by $54
million (59 percent) to $145 million (table 3-14).

Theleading sectors that experienced adeclinein exportsto Germany included computer hardware, edible
nuts, soybeans, and ammunition and munitions of war (such as bombs, grenades, and rockets). U.S. exports of

3Boeing, “Commercia Airplanes Order and Delivery Summary,” found at Internet address
http://www.boei ng.com/commercial/info/orders, retrieved Apr. 6, 1998.
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computers were reduced in part by restrained demand in Germany and the establishment of U.S. assembly plants
in Central Europe to take advantage of the proximity and preferred access to major European markets and the
availability of a skilled workforce at lower labor costs.*** The change in the edible nuts sector occurred as
German demand for amonds was met by Spanish growers whose production doubled in 1997.1*% Exports of
ammunition and munitions of war decreased by $57 million (44 percent) to $74 million, primarily due to a
reduction in exports of guided missile parts.

Tracy Quilter
(202) 205-3437
tquilter @usitc.gov

France

U.S. merchandise trade with France rose by $3.8 billion (12 percent) to $35.2 billion in 1997 (2 percent
of total U.S. merchandise trade). The U.S. trade deficit with France increased by $634 million (15 percent) to
$5.0 billion in 1997, largely dueto a $2.2 billion (12 percent) increase in U.S. imports from France to $20.1
billion. U.S. exportsto France dso increased in 1997, rising by $1.6 billion (12 percent) to $15.1 billion. France
isthe 10th-largest trading partner of the United States, based on total trade of both imports and exports. Articles
related to the aircraft industry, including complete aircraft, aircraft engines, and aircraft parts, are the single
largest trade category between both nations, accounting for 20 percent of U.S. imports from France and 17
percent of U.S. exportsto Francein 1997. Growing trade in such products between the two nations has emerged
in recent years due to the growing influence of Airbus Industrie in world export markets and the joint U.S.-French
ownership of aircraft engine manufacturer, CFM International (CFMI).1¢

French real GDP grew at arate of 2.4 percent in 1997, a dight increase over the 1996 rate of 1.5
percent, while the underlying rate of inflation remained at 1 percent during 199718 Economic growth was largely
attributabl e to a strengthening of foreign demand for French goods resulting from the substantial depreciation
of thefranc relative to the Italian lire, the British pound, and the U.S. dollar.*® Overall, French exports grew 7
percent in 1997 over 1996 levels. However, the pace of economic growth in France was viewed as insufficient
to significantly reduce the country’s unemployment rate below the yearend level of 12.2 percent, without
additional steps to stimulate the domestic economy and without labor market reform to reduce labor costs to
levels comparable to those of foreign trading partners.?® In May 1998 the French Government

Drew Wilson, “Paving the Road to Central Europe,” Electronic Business, Nov. 1998, found at Internet
address http://www.eb-mag.com/registrd/issues/9711/1197east.htm., retrieved Apr. 9, 1998.

5 ndustry contact, telephone interview by USITC staff, Apr. 3, 1998.

8France’ s state-owned Aerospatiale owns a 37.9 percent stake in Airbus Industrie, which is also owned by
Daimler-Benz Aerospace (Germany), British Aerospace (United Kingdom), and CASA (Spain), while France's state-
owned SNECMA and General Electric Co., are equal partnersin CFM International .

Y| nternational Monetary Fund, World Economic Outlook (Washington, DC: IMF, May 1998) ch. Il and
statistical index.

18Country chapter on France, OECD Economic Outlook, Dec. 1997, p. 77.

9The foreign exchange value of the French franc declined 16 percent in average value versus the U.S. dollar
between 1996 and 1997 (International Financial Statistics, IMF, Nov. 1997).

120y.S. Department of State telegram No. 019620, “Forecast of the French Economy,” prepared by U.S.
Department of State, Washington, DC, Aug. 1997.
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adopted legidation to reduce the work week to 35 hours without reducing salaries; the impact of this development
on the French economy remains uncertain.'?

NTMs existed in 1997 in both wine and aerospace trade, as reported by the United States Trade
Representative (USTR). Current EU regulations require imported wines to be produced with only those
oenological practices (wine-treating materials and processes), which are authorized for the production of EU
wines.'??  Since the mid-1980s, U.S. wines have been permitted entry to EU markets through a series of
extensonsto temporary EU regulatory exemptions.’> Asaresult, entry to the EU market and export expansion
by U.S. wine producers depends on these arbitrary extensions. Government support for Airbus Industrie by
partner governments has facilitated the company’ s growth and has sheltered Airbus’ national partner companies
from commercial risks faced by U.S. manufacturers.?*

U.S.imports

The growth in U.S. imports from Francein 1997 was driven largely by an increase in imports of aircraft
equipment (including complete aircraft engines and aircraft parts), which accounted for 42 percent of the gain
(table 3-15). Theincrease in U.S. imports of aircraft-related items reflects the revitalization of the French
aerospace industry. A series of events, including an upturn in the commercial transport market, adoption of
productivity-enhancing and cost-reducing efforts by major French aircraft manufacturers, more favorable
exchange rates between the French franc and the currencies of major trading partners, and increased international
competitiveness of French aircraft products.’®® At the same time, the French aerospace industry benefited from
the strong sales performance of Airbus Industrie, which nearly doubled its annual aircraft production rate to 182
aircraft in 1997, partly in response to major contracts with US Airways and Northwest Airlines. French
aerogpace component sales also benefited from the activities of U.S.-French engine manufacturer CFMI, which
increased its production of CFM turbofan enginesto 730 in 1997 from 400 in 1996: 1998 production is expected
to increase to 1,000 engines.? CFMI engines are mainly designed for Boeing and Airbus narrow-body
transports.

Additional import increases included works of art, collectors' pieces, and antiques. Imports from this
group increased $406 million (44 percent) to $1.3 billion, largely related to auctions of the estates of U.S.
Ambassador to France, Pamela Harriman, and of the Duke and Duchess of Windsor; the bulk of these properties
wastitled in France.!® U.S. imports of farm and garden machinery from France increased by $189 miillionin
1997 (99 percent) to $381 million, due to increased supplies to the United States of track-laying type tractors for
farm and construction uses from production facilities of U.S. producersin France.*°

21T el ephone conversation with representative of Agence France-Presse, Washington, DC, June 10, 1998.

12STR, 1998 National Trade Estimate Report on Foreign Trade Barriers (Washington, DC: USTR, 1998),
p. 101.

1231.S. wine exports to France expanded by $3 million (89 percent) in 1997 to $6.3 million.

29USTR, 1998 National Trade Estimate Report on Foreign Trade Barriers (Washington, DC: USTR, 1998),
pp. 124-125.

»Pierre Sparaco, “French Industry Makes Efficiency Gains,” Aviation Week & Space Technology, June 9,
1997, pp. 62-64.

12810 1997, Airbus Industrie' s firm orders rose 50 percent to arecord 460 jets valued at $29.6 billion. Airbus
pressrelease found at Internet address http://www.airbus.com, retrieved Jan. 6, 1998.

2’Pierre Sparaco, “Brisk CFM56 Sales Boost Snecma s Position,” Aviation Week & Space Technology, Jan.
26, 1998, pp. 48-50.

28T elgphone interview by USITC staff with official of Sotheby International, Mar. 25, 1998.

129Gee “Farm and Garden Machinery and Equipment” in ch. 11 for more information.
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Table 3-15
Leading changes in U.S. imports from France, 1996-97

Change, 1997 from 1996

Sector/commodity 1996 1997 Absolute Percent
Million dollars
Increases:
Aircraft engines and gas turbines (MT001) ......... 1,297 1,890 593 46
Aircraft and spacecraft (HTS8802) ............... 1,525 1,811 286 19
Works of art, collector’s pieces, and
antigues (HTS97) ... 913 1,319 406 44
Farm and garden machinery and
equipment (MTO14) ....... ... ... .. 192 381 189 929
Wine (from grapes) (HTS2204) ................. 616 756 140 23
Medicinal chemicals (CH026) ................... 497 598 101 20
Miscellaneous organic chemicals (CH012) ......... 304 368 65 21
Pesticide products and formulations (CH024) ...... 132 191 59 44
Petroleum products (CHO05) ................... 214 270 56 26
Aircraft and spacecraft parts (HTS 8803) .......... 253 306 53 21
Decreases:
Semiconductors (STO16) ...................... 820 658 -163 -20
Nuclear materials (CH002) ..................... 268 153 -115 -43
Steel (MMO25) .. ... ... 692 621 -70 -10
Computer hardware, excluding parts (HTS 8471) ... 267 176 -91 -34
AllOther ... . 9,924 10,628 704 7
Total .. 17,914 20,126 2,212 12

Note.--Calculations based on unrounded data.

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

Finally, imports of wine from France increased by $140 million (23 percent) to $756 million, as
European wine producers experienced robust demand for their product. Growth was propelled by a strong U.S.
economy and favorable health news related to wine consumption, combined with selected shortages of California
wines.**

The most significant declinesin U.S. imports from Francein 1997 occurred in semiconductors, which
fell by $163 million (20 percent) to $658 million, and nuclear materials, which fell by $115 million (43 percent)
to $153 million. Franceisasignificant supplier of enriched uranium to public utilitiesin the United States, and
industry shipments are typically subject to 18-month or 24-month cycles, depending on electric utility
requirements for enriched fuel. The length and timing of the uranium-use cycle by utilities often causes large
annua fluctuations in nuclear deliveries.**

U.S. exports
The rise in U.S. exports to France in 1997 reflected the French economic recovery and the

competitiveness of certain U.S. products in world markets. The principal category responsible for the increase
in U.S. exportsto France was aircraft engines and aircraft and spacecraft parts, accounting for 43 percent of the

0Terri Allan, “Manic Timesfor U.S. Wineries,” Brandweek, June 30, 1997, pp. 23-24.
BT elgphone interview by USITC staff with industry officias of Cogemalnc., Apr. 2, 1998.
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total gain (table 3-16). The partnership between General Electric Aircraft Engines and SNECMA of France to
form CFMI, which produces CFM56 series engines, has generated strong annual increases in trade in engine
components between France and the United States. In 1996, Air France decided to order aircraft from Boeing
aswell asfrom Airbus Industrie, representing a potentially important long-term market for U.S. exports.**? Air
France anticipates spending nearly $6 billion over the next five years, largely dedicated to replacing its fleet of
Boeing 737-200 and 747-200 aircraft.'*

U.S. exportsto France of medica goods and medicind chemicals increased by $200 million (17 percent)
to $1.4 hillion, reflecting the competitive strength of U.S. manufacturersin these industries. Tradein medical
goods and medicina chemicaswas aso encouraged by the conclusion of the GATT Uruguay Round Agreements,
under which most industrialized countries agreed to reduce tariffs on the majority of such productsto zero.

U.S. exports of telephone and telegraph apparatus increased by $100 million (47 percent) to $315 million
in1997. In 1996, the French Government moved to fully deregulate its telecommunications industry by January
1, 1998, resulting in an increased number of foreign license holders in the French telecommunications sector.
The move to deregulate was taken to comply with EU policy and to promote tel ecommuni cations competition and
greater network usage in France.***

Table 3-16
Leading changes in U.S. exports to France, 1996-97

Change, 1997 from 1996

Sector/commodity 1996 1997 Absolute Percent
Million dollars
Increases:
Aircraft engines and gas turbines (MT001) ......... 1,182 1,656 474 40
Aircraft and spacecraft parts (HTS 8803) .......... 560 753 193 34
Medical goods (ST024) ........... ..., 635 755 120 19
Telephone and telegraph apparatus (ST002) ....... 215 312 97 45
Medicinal chemicals (CH026) ................... 537 618 80 15
Semiconductors (STO16) ...................... 321 401 80 25
Benzenoid specialty chemicals (CHO11) ........... 114 190 75 66
Photographic film in rolls, unexposed (HTS 3702) ... 89 148 59 67
Miscellaneous chemical products (CHO13) ......... 123 179 56 46
Decreases:
Waste and scrap of precious metals (HTS 7112) .. .. 381 156 -226 -59
Computer hardware (ST018) ................... 1,795 1,585 -209 -12
Aircraft and spacecraft (HTS8802) . .............. 208 150 -58 -28
Semiconductor manufacturing equipment and
robotics (MT023) . ... ... 252 199 -53 -21
Petroleum products (CHO05) ................... 172 122 -50 -29
AllOther ... . 6,970 7,898 928 13
Total .. 13,554 15,122 1,568 12

Note.--Calculations based on unrounded data.

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

%2Ronald D. Green, “Aircraft, Aircraft Engines, and Aircraft Parts,” U.S. Industry & Trade Outlook 1998,
U.S. Department of Commerce, pp. 21-23.

33Julian Moxon, “Air France Must ...  Spend More Money’ on New Aircraft,” Flight International, Dec. 3-9,
1998, p. 5.

¥Daniel W. Edwards, “ Telephone Services,” U.S. Industry & Trade Outlook 1998, U.S. Department of
Commerce, pp. 30-39.
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The most significant U.S. export declinesin 1997 occurred in waste and scrap of precious metals, which
fell by $226 million (59 percent) to $156 million, largely resulting from the decline in gold prices registered
during the second half of 1997, and adeclinein U.S. exports of computer hardware, which fell by $209 million
(12 percent) to $1.6 billion. Most of this latter decrease was accounted for by a drop in exports of parts of
computers, by $148 million (15 percent) to $826 million, largely attributable to weakening of computer hardware
pricesin certain market segments.

Vincent DeSapio
(202) 205-3435
vdesapio@usitc.gov

Brazil

Tota U.S. merchandise trade with Brazil rose by $3.7 billion (18 percent) in 1997 to $24.5 billion (1.6
percent of total U.S. trade). The U.S. trade surplus with Brazil expanded by $2.4 hillion (80 percent) to $5.5
billion due to increases in both exports to and imports from Brazil. U.S. exports climbed by $3.1 billion (26
percent) to $15.0 hillion in 1997, while U.S. importsincreased by $639 million (7 percent) to $9.5 billion.

The U.S. bilateral trade balance with Brazil shifted from a$1.4 billion deficit in 1993 to a $5.5 billion
surplusin 1997. The U.S. trade surplus with Brazil in 1997 was the third-largest U.S. bilateral trade surplus
(after the Netherlands and Australia). Brazil was the eleventh-leading destination for U.S. exports, accounting
for 2.3 percent of all U.S. exportsin 1997 and 5 percent of the total increasein U.S. exports.

Growing demand in Brazil for importsis being fueled in part by generally lower tariffs and reduced
NTMs* aswell as the strength of the Brazilian currency relative to the dollar.**” The Brazilian government’s
stabilization plan, referred to as the “Real Plan,” was introduced in mid-1994, and has succeeded in restraining
Brazil's chronically high inflation. The plan included the introduction of a new currency, the Real, and tied its
vauetothe U.S. dollar. Inflation has dropped from a 1993 high of 2300 percent to under 10 percent.®*® Brazil’s
total trade increased 80 percent in 4 years (1993-1997),"* and its overall trade balance has gone from $13.3
billion surplusin 1993 to $8.4 billion deficit in 1997.14°

U.S.imports

U.S. imports from Brazil consisted primarily of manufactured products; mechanical and electrical
machinery, footwear, iron and sted products, motor vehicles, aircraft products, and organic chemicals, accounting
for 51 percent of al imports. Major categories of primary products imported from Brazil included coffee, gold,
lumber, wood pulp, and tobacco.

%The average annual 1997 London Find fix for gold declined from $368 per troy ounce at the beginning of
1997 to aprice of $290 per troy ounce at the end of 1997. World Gold Council, Gold Demand Trends, No. 22, pp. 14-
15.

BUSTR, 1998 National Trade Estimate Report on Foreign Trade Barriers (Washington, DC: USTR, 1998),
p. 21.

¥7U.S. Foreign Commercial Service and U.S. Department of State, Country Commercial Guide-Brazl, Fiscal
Year 1997, Executive summary.

38Caspar W. Weinberger, “Brazil in 1997,” Forbes, July 28, 1997, p. 37.

3Central Bank of Brazil, Boletim do Banco Central do Brasil (Feb. 1998), table 1V.7.

101 bid.
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Coffeeimportsincreased by $204 million (80 percent) in 1997 to $459 million and accounted for nearly
one-third of the total growth in U.S. imports from Brazil (table 3-17). However, over one-half of the increase
in coffeeimports was due to higher prices as the average customs value per kilogram rose from $2.28 to $3.27
(44 percent). Coffeeimportsin 1996 had been reduced due to crop damage caused by frosts and drought. For
further discussion of coffee imports, refer to chapter 5.

Table 3-17
Leading changes in U.S. imports from Brazil, 1996-97

Change, 1997 from 1996

Sector/commodity 1996 1997 Absolute Percent

Million dollars
Increases:

Coffee (HTS0901) ..........covririniinnnanns 255 459 204 80
Aircraft and spacecraft (HTS 8802) . .............. 126 282 156 124
Gold (HTS 7108) . ... 229 351 122 53
Internal combustion engines for
motor vehicles (MT002) ....................... 370 459 89 24
Soybeans (HTS 1201) . ... .. 0 59 59 ®
Decreases:
Footwear (HTS6403) ...........coviirinnnn... 1,149 1,061 -88 -8
Fruit juice (HTS2009) . ..., 205 126 -79 -39
All Other ... . 6,537 6,713 176 3
Total .. 8,871 9,510 639 7

!Not meaningful for purposes of comparison.
Note.--Calculations based on unrounded data.

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

Increased U.S. imports of aircraft and spacecraft from Brazil reflect both the competitiveness of the
Brazilian aerospace industry and continued strong demand by the U.S. market. U.S. imports of aircraft and
spacecraft from Brazil grew by $156 million (53 percent) to $282 million in 1997. Empresa Brasileira de
Aeronatica SA (EMBRAER), the only civil jet aircraft manufacturer in Latin America, was privatized in 1995
and competes in the same markets as Canadian producer Bombardier. Since then EMBRAER has become a
major global supplier of 50-seqt jets for both private and commercial markets, including aircraft for Continental
Express and American Eagle.’*

Theincreased global output of gold, particularly from new cost-efficient minesin Peru, reduced gold
pricesby 14 percent in 1997. Responding to lower prices, U.S. imports of gold from Brazil and the rest of the
world increased. Imports from Brazil rose 78 percent in weight, and $122 million (53 percent) to $351 million
invalue (table 3-17). U.S. imports have been taking an increasing share of Brazil’s gold and represented about
one-half of Brazil’'s annual production of gold bullion in 1997. Although production by Brazil’ s established,
large-scale mining industry has been stable, output from the informal mining industry has fallen due to the
depletion of accessible near-surface reserves, lower local prices, and increasing government environmental
control.*#

“IEMBRAER, “EMBRAER RJ145 Fact Sheet,” press release found at Internet address
http://ww.embraer.com/ing/mar15.htm, retrieved June 25, 1998.
“2Earle Amey, “Gold” in Minerals Yearbook, Volume |, U.S. Geological Survey, 1997.
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U.S. imports of footwear fell by $87 million (8 percent) in 1997 to $1.1 billion, continuing a multiyear
trend of declining imports. Nevertheless, footwear accounted for 11 percent of total U.S. imports from Brazil
(table 3-17). The United Statesis the largest importer of footwear from Brazil, taking 64 percent of Brazil's
exportsin 1997.1** However, despite strong demand in the United States marked by an overall increase of 9
percent in imports and 7 percent in U.S. production, the Brazilian footwear industry lost U.S. market share,
primarily to China'#

Frozen orange juice is another large export category for Brazil. Europe, followed by the United States
and the Far Eagt, are the main export markets. The orange harvest in Florida increased 11 percent for the
1996/97 crop year over 1995/96 and was expected to increase another 12 percent for 1997/98.24°  Coupled with
near record production in Brazil, prices fell and the value of U.S. imports dropped.’*® U.S. imports of Brazilian
frozen orange juice dropped $78 million (43 percent) in 1997 to $104 million. Much of the decline was due to
lower prices, asthe average customs value dropped from $0.24 to $0.18 per liter*’ (27 percent), and the quantity
dropped 22 percent to 589 thousand liters.

The United States and Brazil are the two largest producers of soybeans in the world, with the United
States producing about one-half of the world’ s total, and Brazil producing about one-fifth. Soybeans and soy
products are the largest export crop of Brazil and, in 1997, accounted for 11 percent of its total exports. The
shipping seasons of the United States and Brazil peak at different times of the year. Brazil’s strong export
program, coupled with a growing domestic soybean crushing industry, supports U.S. imports of soybeanson a
seasond basis!® The United States provides a substantial part of this growing seasonal need, and increased its
exportsto Brazil by $106 million (201 percent) in 1997 to $158 million (table 3-18). However, in June 1997,
inan unusual move that shocked the soybean market, Cargill, amajor grain trader, imported several vessels of
soybeansto fulfill acommitment at the end of the U.S. season. At the time, soybean inventories were projected
to fall to 20-year lows, and Cargill indicated that the imports were needed to meet commitments to expanding
poultry and livestock operationsin the southeastern United States.**® Asaresult, U.S. imports of soybeans form
Brazil climbed from zero in 1996 to $59 million in 1997 (table 3-17). A Cargill spokesperson said, “We're going
to bring in the soybeansto get through thetight period. Then, after the projected good harvest, we will be selling
beans back to Brazil.”**°

U.S. exports

U.S. exportsto Brazil are dominated by shipments of capital goods to Brazil’ s rapidly growing industrial
base, particularly parts for Brazil’s expanding automative and aircraft industries. Mechanical and electrical
eguipment and various instruments made up about one-half of the U.S. exports to Brazil in 1997. Computer
hardware led thelist of categoriesincreasing in trade value, growing by $359 million (26 percent) to $1.7 billion,
as growth of computer use in Brazil followed the worldwide trend of double-digit growth (table 3-18). Exports
to Brazil of radio transmission and reception apparatus grew by $216 million (51 percent) to $640 million, while
television apparatus, except receivers and monitors climbed by $105 million (280 percent) in 1997 to $142

“Central Bank of Brazil, Boletim do Banco, table 1V.3.

USITC, Nonrubber Footwear Statistical Report, 1997, USITC publication 3094, 1998.

5Tim Gibney, “Florida Heading for Record Orange Crop,” Foodnews, Oct. 17, 1997.

1%8Tim Gibney, “ Orange Juice Prices Slump,” Foodnews, Nov. 29, 1996.

17Although frozen orange juice is shipped in concentrated form, the quantity is measured in units of
recongtituted juice.

1“8,S. Department of Agriculture, Foreign Agricultural Service, Oilseeds. World Markets and Trade, July
1997 and Jan. 1998.

1SCharles House, “Import Plans Drive Down Soybeans,” Feedstuffs, June 7, 1997, p. 1.
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million, accounting for a large portion of U.S. exports in the electronic products sector. Exports of engines and
other aircraft partsto Brazil’ s aircraft industry, which is globally competitive in the commuter aircraft market,
climbed by $227 million (62 percent) in 1997 to $591 million.

Table 3-18
Leading changes in U.S. exports to Brazil, 1996-97

Change, 1997 from 1996

Sector/commodity 1996 1997 Absolute Percent
Million dollars
Increases:
Computer hardware (ST018) ................... 1,389 1,749 359 26
Radio transmission and reception
apparatus (STO07) . .. .o v v 424 640 216 51
Aircraft (MTO42) .. ... 517 716 200 39
Aluminum mill products (MMO038) ................ 86 254 168 195
Aircraft engines and gas turbines (MT001) ......... 196 351 155 79
Parts for construction and mining
equipment (HTS 8431) ..............ccouivn... 308 438 131 43
Motor-vehicle parts (HTS 8708) ................. 295 404 108 37
Soybeans (HTS 1201) . ... 52 158 106 201
Television apparatus, except receivers
and monitors (STO10) ......... ..., 37 142 105 280
Decreases:
Refined petroleum products (HTS 2710) .......... 243 121 -122 -50
Wheat (HTS 1001) ...........civiiininnn... 174 ® -173 -100
AllOther . ... . 8,199 10,028 1,829 22
Total ... 11,920 15,001 3,081 26

!Less than $0.5 million.
Note.--Calculations based on unrounded data.

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

Aluminum mill product exports to Brazil grew by $168 million (195 percent) to $254 million in 1997.
Theincreases were primarily in flat-rolled aluminum can body and lid stock for the rapidly growing market for
beverage cans. Three U.S. aluminum beverage can producers'™* have opened new can plants in Brazil since
September 1996; all three areimporting nearly all their aluminum sheet from the United States.*>> The boom in
exports is likely to be short-lived, however, because Alcan Aluminum Ltd. has announced a $350 million
investment to boost aluminum sheet output in Brazil to 250,000 tons from 100,000 tons annually by the year
2000. When the expansion is complete, the can producers will likely buy most of their can body stock from the
local Alcan plant.™* U.S. exports of aluminum foil for the growing consumer market in Brazil also contributed
to the increase.

Brazil was once amajor market for U.S. wheat, but since the establishment of Mercosur most of Brazil’'s
wheat requirement have been met by its Mercosur partners, primarily Argentina. Brazil imports about 6 million

BlAmerican National Can, Ball (iin conjunction with the local BBM group), and Crown Cork & Seal (iin
conjunction with the local Petropar group).

2Michael Kepp, “Brazil Launches Ambitious UBC Recycling Program,” American Metal Market, May 26,
1997.
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tons of whest per year, of which about 4.5 million tons is from within Mercosur. The remaining 1.5 million tons
isimported primarily from Canada. Brazil recently imposed a ban on the import of U.S. wheat due to concerns
about TCK, asmut disease.®® U.S. exports fell from $174 million in 1996 to zero in 1997.

Gerald Houck
(202) 205-3392
ghouck @usitc.gov

Philippines

U.S. merchandise trade with the Philippines accel erated in 1997, rising by $3.6 billion (25 percent) over
the 1996 level to $17.6 hillion (1 percent of total U.S. trade). In 1996, total trade had grown by $1.9 billion (16
percent). The 1997 growth was accompanied by a substantial increase in the U.S. bilateral trade deficit, which
widened by $931 million (40 percent) to $3.3 billion, compared with an increase in the deficit of $432 million
(23 percent) in 1996. The widening of the bilateral trade deficit in 1997 resulted from asignificant increasein
U.S. imports, which outpaced the large gainin U.S. exports. Importsgrew by $2.2 billion (28 percent) to arecord
$10.4 billion and exports rose by $1.3 billion (23 percent) to a high of $7.1 billion. The United Statesis the
Philippines’ largest trading partner, accounting for about 35 percent of its exports and 20 percent of itsimports
in recent years.’™®

Philippine economic activity, after stagnating during 1990-92, accelerated for 4 consecutive years before
sowing down in 1997.1% The growth is partly aresult of economic reforms adopted by the Philippinesin the
early 1990sto, among other things, liberdize itstrade, foreign exchange, and investment regimes.*> A reduction
in most-favored-nation tariffs, from an average of 23.5 percent in 1993 to 13.4 percent in 1997, and other market
liberalization schemes spurred growth in trade, especially with other Asian nations.™® The 1997 economic
dowdown is partly attributable to competitive pressures arising from trade liberalization and global competition,
paticularly in labor-intensive industries such as apparel .*** The financia crisis that has engulfed Southeast Asia
since July 1997 and the El Nifio weather phenomenon, which has hit the Philippine agricultural sector especially
hard, also contributed to the economic slowdown. According to the Asian Development Bank (ADB), the
financial crisisand El Nifio will have their greatest impact on the Philippine

%U.S. Department of State, “Annual Report: Agricultura Situation,” AGR # BR9724A, U.S. Embassy,
Brasilia, Nov. 17, 1997.

1%5U.S. Department of State telegram No. 007953, “U.S.-Philippine Trade Doublesin Four Yearsto USD 13
Billion; U.S. Trade Gap Narrows to One Billion,” prepared by U.S. Embassy, Manila, July 2, 1997.

1%6The Philippine economy, as measured by GDP in constant 1985 prices, grew by 2.1 percent in 1993, 4.4
percent in 1994, 4.8 percent in 1995, 5.5 percent in 1996, and 5.1 percent in 1997. See the Asian Devel opment Bank
(ADB), “Economic and Social Statistics - Philippines,” found at Internet address http://internotes.asiandevbank.org/-
notes/phi /PHINACT .htm, and “ ADB Expects Philippine GNP Growth to Fall to 2.9 Percent,” press release No. 28/98,
Apr. 23, 1998, found at Internet address http://www.asiandevbank.org/
news98/- nr028-98.htm, retrieved May 26, 1998.

557U.S. Department of State telegram No. 012283, “Philippine Economic Outlook, September 1997, prepared
by U.S. Embassy, Manila, Oct. 1, 1997.

1%8.S. Department of State telegram No. 003820, “ Philippine Trade With Asia,” prepared by U.S. Embassy,
Manila, Mar. 30, 1998.

1%9U.S. Department of State telegram No. 012283, “ Philippine Economic Outlook, September 1997,”
prepared by U.S. Embassy, Manila, Oct. 1, 1997.
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economy in 1998.1° While acknowledging that the economic outlook for Southeast Asiais highly uncertain, the
ADB forecasts that the Philippine GDP will increase by 2.4 percent in 1998,%' compared with a decrease of 0.4
percent for Southeast Asia overall.’®?  Trade sources credit the economic reforms imposed by the IMF on the
Philippines during the 1980s to alleviate afinancial crisis with establishing a more solid economic foundation
than its neighbors.'®®

The dowing of the Philippines’ economy led to adowdown in the growth of itsimports, from 22 percent
in 1996 to 11 percent in 1997, when they totaled $35.9 billion.*®* Theimport slowdown is partly attributable
to atapering off of Philippine demand for capital equipment and to the devaluation of the Philippine peso, which
has led to higher financing rates and production costs, prompting manufacturers to defer import purchases and
to wait for more stable rates.’®® The peso devaluation, which has resulted in a considerable increase in import
costs, is expected to curb import growth further in 1998. Philippine industries such as electronics, one of the
country’s major sources of export earnings, rely heavily on imported inputs, components for electronic
manufactures accounted for 16 percent of Philippine importsin 1997.2” Also contributing to the 1997 import
slowdown, in value terms, were lower world prices for agricultural goods
such as wheat and corn'®® and manufactured goods like paper and paper products, and iron and steel.**°

Philippine exports accelerated in 1997, rising by 23 percent to $25.2 billion, compared with again of
18 percent in 1996.1° Exports consist mostly of high-technology goods, led by electronics. Philippine exports
of such goodsrose by 41 percent to $15 hillion in 1997, more than offsetting shortfallsin exports of coconut oil
and minera products and asmall declinein apparel exports.!™* Apparel isthe Philippines second-leading export
after electronics with exports of $2.4 billion in 1997, down by 2 percent from 1996. The Philippine

1%The ADB estimates that El Nifio, a phenomenon caused by the warming of the surface waters of the eastern
Pacific Ocean, will cut Philippine economic output by 1 percent in 1998. Seethe ADB, “Asian Financia Crisis Clouds
Global Growth Prospects,” news release No. 26/98, Apr. 23, 1998, found at I nternet address http://www.asiandevbank.-
org/news98/nr026-98.htm, retrieved May 26, 1998.

181Phjlippine GDP grew by 1.7 percent in the first quarter of 1998, as reported by G. Pierre Goad, “Weak
Economic Numbers Deepen Gloom Across Asia,” Wall Sreet Journal, June 1, 1998.

1%2ADB, Asian Development Report, released Apr. 23, 1998, as reported in U.S. Department of State telegram
No. 004982, “Philippine Financial Crisis Wrap-Up - Apr. 20-24, 1998,” prepared by U.S. Embassy, Manila, Apr. 24,
1998.

18E]U, Country Reports, “Philippines--Outlook for 1998-99: A Thai-Style Meltdown is Unlikely,” Oct. 1,
1997, CD ROM.

18U.S. Department of State telegram No. 003820, “ Philippine Trade With Asia,” prepared by U.S. Embassy,
Manila, Mar. 30, 1998.

1850.S. Department of State telegram No. 002875, “Biweekly Philippine Economic & Financial Update (Feb.
26 - Mar. 6, 1998),” prepared by U.S. Embassy, Manila, Mar. 9, 1998.

1%8From the end of June 1997 to the end of December 1997, the Philippine peso depreciated by 34 percent,
based on the nominal market exchange rate. See International Monetary Fund, International Financial Satistics,
Washington, DC, May 1998, p. 565.

1$7U.S. Department of State telegram No. 003820, “ Philippine Trade With Asia,” prepared by U.S. Embassy,
Manila, Mar. 30, 1998.

%8Prices fell by 27 percent for corn and 20 percent for wheat, as world suppliesimproved. See U.S.
Department of Commerce, Bureau of Economic Analysis, “U.S. International Transaction, Fourth Quarter and Y ear
1997," Survey of Current Business, Apr. 1998, p. 64.

19U.S. Department of State telegram No. 002875, “Biweekly Philippine Economic & Financial Update (Feb.
26 - Mar. 6, 1998),” prepared by U.S. Embassy, Manila, Mar. 9, 1998.

10.S. Department of State telegram No. 003820, “ Philippine Trade With Asia,” prepared by U.S. Embassy,
Manila, Mar. 30, 1998.

bid. See, also, U.S. Department of State telegram No. 002975, “Biweekly Philippine Economic &
Financial Update (Feb. 26 - Mar. 6, 1998),” prepared by U.S. Embassy, Manila, Mar. 9, 1998.
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apparel industry, which is heavily dependent on imported fabrics, is experiencing difficulty as a result of
structural problems and, more recently, the effects of the Asian financial crisis.!”

The pattern of U.S. trade with the Philippines largely reflects changesin the electronic products sector,
which accounted for dmost 60 percent of total trade and for 88 percent of the overall increasein tradein 1997.
Two-way trade in electronic products in 1997 grew by $3.1 billion (34 percent) over the 1996 level to $10.4
billion, as U.S. exports grew by $1.2 billion (46 percent) to $4.0 billion and U.S. imports rose by a dlightly larger
$1.9 hillion (41 percent) to $6.4 billion. Asaresult, the U.S. bilatera trade deficit in electronic goods widened
by $630 million (34 percent) to $2.5 billion, or three-fourths of the overall U.S. trade deficit with the Philippines
in1997. Theremainder of the U.S. bilateral trade deficit was concentrated in textiles and appardl, the deficit for
which widened by $84 million (5 percent) to $1.7 billion.

U.S. trade with the Philippines in electronic products largely involves production-sharing activity in
semiconductors, in which U.S. firms ship the unfinished article to the Philippines for assembly, and either market
the assembled article in the region or re-export it to the United States. Intense competition in the global
electronics market has spurred anumber of U.S. producersin the el ectronics sector, as well as other multinational
firms, to set up assembly operations in the Philippines to reduce production costs and also to gain access to the
growing market in the Asia Pacific Rim. The Philippines offersrelatively low labor costs; alarge semi-skilled
workforce; adeveloped infrastructure, including new industrial parks and port facilities at Subic Bay; improved
political stability; increasingly liberd trade and investment regulations; and greater proximity to the United States
than competing Asian export-processing countries.’

U.S.imports

Most of the 1997 increase in U.S. imports from the Philippines occurred in electronic products, which
accounted for 62 percent of total imports from that country. The leading imports from the Philippines are
semiconductors and computer hardware. In 1997, imports of semiconductors and related devices grew by $806
million (32 percent) to $3.3 hillion and imports of computer hardware rose by $869 million (94 percent) to $1.8
billion (table 3-19). The growth in Philippine shipments of semiconductors and computer hardware (e.q., disk
drives, digital processing units, keyboards, and monitors) reflected continued strong U.S. demand for computers
in1997. Thethird-largest dectronicsimport from the Philippines, telephone and telegraph apparatus, also grew
significantly in 1997 by $169 million (42 percent) to $571 million, as the U.S. market for these products
continued to expand rapidly.

U.S. apparel imports from the Philippines, as well as other products manufactured with mature
technologies, grew much sower than ectronic product importsin 1997, rising by $81 million (5 percent) to $1.7
billion in 1997. In March 1997, the United States increased quotas for selected apparel articles from the
Philippines™ U.S. imports of agricultural products from the Philippines rose by $64 million (9 percent) to $771
millionin 1997. Much of thisincrease cameinimports of canned fish, which rose by $19 million to $86 million;
shllfish, by $15 million to $47 million; and fats and cils, by $14 million to $292 million. Imports of luggage,
handbags, footwear, and certain other lesther goods rose by acombined $59 million (25 percent) to $297 million.
Imports of furniture grew by $28 million (16 percent) to $197 million.

172.S. Department of State telegram No. 007023, “Working Conditionsin the Philippine Apparel Industry,”
prepared by U.S. Embassy, Manila, June 10, 1998.

7K eith B. Richburg, “ Philippines Thriving Amid Asia s Economic Wreckage,” Washington Post, Feb. 22,
1998, p. A26.

The United Statesis the principal market for Philippine exports of apparel, accounting for 62 percent of the
total, or $1.5 hillion, in 1996. See U.S. Department of State telegram No. 007953, “U.S.-Philippine Trade Doublesin
Four Years...,” prepared by U.S. Embassy, Manila, July 2, 1997.

3-45



Table 3-19
Leading increases in U.S. imports from the Philippines, 1996-97

Change, 1997 from 1996

Sector/commodity 1996 1997 Absolute Percent
—————— Million dollars

Computer hardware (ST018) .................... 926 1,795 869 94

Semiconductors (STO16) ....................... 2,507 3,312 806 32

Telephone and telegraph apparatus (ST002) .. ...... 402 571 169 42

Apparel (CHO60-CHO78) .. ........ccvvuieinnan.. 1,569 1,650 81 5

Allother ... ... . 2,770 3,091 320 12
Total .. 8,174 10,419 2,245 28

Note.--Calculations based on unrounded data.

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

U.S. exports

U.S. exports of eectronic products accounted for al but a small part of the total increase in U.S.
shipments to the Philippines in 1997, rising by $1.2 billion (46 percent) to almost $4.0 billion. A substantial
share of the el ectronic exports consisted of semiconductors for assembly there and subsequent re-export, often
back to the United States. U.S. exports of semiconductors rose by $994 million (49 percent) to $3.0 billion (table
3-20). Other éectronic products showing significant export gains included certain measuring instruments (used
in processes to produce semiconductors and other high-tech products), which increased by $92 million (101
percent) to $184 million; radio transmission and reception apparatus, which expanded by $54 million (52
percent) to $157 million; and computer hardware, which rose by $57 million (37 percent) to $215 million. Other
notable export gains were semiconductor manufacturing equipment and robotics, which grew by $56 million (88
percent) to $120 million, and boilers, turbines, and related machinery, which grew by $81 million (572 percent)
to $95 million.

Significant declinesin U.S. exportsto the Philippines occurred in aircraft ($139 million), energy products
($72 million), and agricultural goods ($33 million) in 1997. U.S. exports of aircraft to the Philippines have
fluctuated widely during the past 5 years, ranging from alow of $28 million in 1994 to a high of $368 million
in 1993. In 1997, aircraft exports dropped by 59 percent from the 1996 level to $98 million (table 3-20), as
shipments of large civil aircraft fell from $145 million to $5 million. The decline in exports of energy-related
products to the Philippines was concentrated in petroleum products, exports of which fell by $66 million (69
percent) to $30 million.
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Table 3-20
Leading changes in U.S. exports to the Philippines, 1996-97

Change, 1997 from 1996

Sector/commodity 1996 1997 Absolute Percent
Million dollars
Increases:
Semiconductors (STO16) ...................... 2,043 3,036 994 49
Certain measuring instruments (ST030) ........... 92 184 92 101
Boilers, turbines, and related machinery (MT027) ... 14 95 81 572
Computer hardware (ST018) ................... 157 215 57 37
Semiconductor manufacturing equipment
and robotics (MT023) ..., 64 120 56 88
Radio transmission and
reception apparatus (STO07) .................. 103 157 54 52
Decreases:
Aircraft (MTO42) .. ... 237 98 -139 -59
Petroleum products (CHO05) ................... 96 30 -66 -69
Cereals (AG030) .........iviiiiiiinannn 405 325 -80 -20
Allother ... ... 2,612 2,870 258 10
Total .. 5,823 7,137 1,314 23

Note.--Calculations based on unrounded data.

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

The declinein agricultural exportsto the Philippines of 4 percent, to $878 million, resulted mainly from
smaller shipments of ceredls, the principal agricultural export to that market with 37 percent of the total in 1997,
down from 45 percent a year earlier. Cereal exportsfell by $80 million (20 percent) to $325 million, reflecting
declinesin corn shipments of $58 million (83 percent) to $12 million, and wheat sales of $17 million (5 percent)
to $308 million. U.S. grain shipments to the Philippines may rebound in 1998 because of that country’s need
to import more grainsas aresult of El Nifio. Exports of animal feeds to the Philippines, by contrast, grew by $27
million (19 percent) to $167 million.

Jozlyn Kalchthaler

(202) 205-3457
jkalchthale@usitc.gov
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OTHER TRADE DEVELOPMENTS
TheEast Asian Financial Crisis

As 1997 began, the East Asian “economic miracle’ appeared as healthy asever. Growth in the region
over the last three decades averaged almost 8 percent ayear.”® Originaly limited to the four “tigers’--Hong
Kong, Singapore, Taiwan, and K orea--the economic expansion had spread to other countriesin theregion. For
example, in 1996 GDP grew by 8 percent in Malaysia, 6 percent in Thailand, 8 percent in Indonesia, and 6
percent in the Philippines™ However, the growth of exports of certain East Asian countries slowed dramatically
during 1995-96 compared with the early 1990s.*”” Then beginning in July 1997, awave of currency depreciations
swept across East Asia. This discussion of the East Asian financial crisiswill focus on the five most affected
countries: Indonesia, Korea, Malaysia, Philippines, and Thailand.

During the 1990s, trade between the United States and East Asian countries rose along with theregion’'s
economic boom. Combined U.S. exportsto Korea, Indonesia, Malaysia, the Philippines, and Thailand rose by
$2.7 billion (8 percent) to $55.2 billion from 1996-97. Both imports from and exports to these 5 countries
accounted for 8 percent of the U.S. total (table 3-21). Combined U.S. imports from these same countries
increased by $5.2 billion (5 percent) to $73.4 billion. Asashare of nominal U.S. GDP, U.S. exportsto thesefive
countries amounted to 0.66 percent and U.S. imports 0.91 percent in 1997.

Table 3-21
U.S. trade with Indonesia, Korea, Malaysia, the Philippines, and Thailand, 1997, by value and percent, in current
dollars

U.S. exports Percent U.S. imports Percent

(million of total (million of total

Country dollars) exports dollars) imports
Indonesia ............. ... ... ... .... 4,430 0.7 9,055 1.0
Korea ..........c i 24,287 3.8 22,939 2.7
Malaysia ........... ... .. ... ... ..., 10,331 1.6 17,888 2.1
Philippines . ........ ... ... L. 7,137 1.1 10,419 1.2
Thailand .......... ... ... ... .. ..... 7,160 1.1 12,546 15
Total ........ .. .. 53,345 8.3 72,847 8.4

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

™ Tigers Adrift,” in “Frozen Miracle,” Economist, asurvey, Mar. 7, 1997, p. 3.

8USDOC, Country Commercial Guides for Maaysia, Thailand, Indonesia, and the Philippines, found at
Internet address http://www.stat-usa.gov/BEN/ebb2/ccg/ccg.html, retrieved Apr. 15, 1998.

7 Based upon data from the International Monetary Fund's International Financial Statistics, for example,
Thailand' s exports rose by only 0.5 percent during 1995-96, compared with double-digit growth from 1991-95. Other
countries that showed a dramatic slowdown in export growth during 1995-96 were China, Hong Kong, Indonesia,
Korea, Malalysia, and Singapore.
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Background of thefinancial crisis

The Thai baht wasthefirgt to fall, followed by the Philippine peso, the Indonesian rupiah, the Malaysian
ringitt, and the Korean won.*® From January 1996 through January 1998, the currencies of these five countries
depreciated between 38 and 76 percent in nominal terms (figure 3-3).2"° However, it isthe real exchange rate--
which accounts for inflation--that affects trade flows.®® The real depreciations were probably dightly lessthan
thenominal depreciations due to higher inflation in the East Asian economies; however, data on inflation rates
in East Asia for 1997 are unreliable given the dramatic changes in foreign exchange rates, interest rates, and
consumer prices.

Figure 3-3: Indices of nominal exchange rates of U.S. dollar per foreign currency unit, monthly average,
Jan. 1996-Jan. 1998
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Source:
Compiled from data from the International Monetary Fund, International Financial Statistics.

8T he Japanese yen, the Singapore dollar, and the New Taiwan dollar also depreciated, though to alesser
extent.

The nominal exchange rate isthe price of one currency in terms of another. Exchange rates quoted in the
financial press are referred to as nominal exchangerates. Data compiled by USITC staff from International Monetary
Fund's International Financial Statistics for monthly averages of nominal exchange rates.

®The red exchange rate is ameasure of the purchasing power of a currency in terms of goods and services,
correcting for relative price differences between countries. See app. D for adetailed analysis of how exchange rates
affect trade flows.
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There are differing opinions as to the cause of the financia crisisin East Asia. Some analysts believe
that afinancia panic developed with the devauation of the Thai baht, which spread throughout the region. They
opine that the situation was exacerbated by Asian government policy mistakes, and “poorly designed” rescue
programs by the International Monetary Fund (IMF) and theinternational financial community.*®* These analysts
aso believethat the depth and extent of the financial crisis were beyond what would have been expected solely
on the basis of weak and imbalanced macro- and microeconomic fundamentals.

Another view suggests that the crisisreflected a deterioration of macroeconomic fundamentals and poor
economic policiesin the countriesin the region.*® In this view, overreaction and financial panic caused by the
markets led to an exaggerated plungein East Asian foreign exchange rates and asset prices that were larger than
would be expected given the performances of the affected economiesin early 1997.

The IMF states that private sector expenditures and financing decisionsled to the crisis, and not primarily
the macroeconomic imbalances.’® The IMF believes that the crisis was worsened by government participation
in the private sector and the lack of financial and economic data availability and transparency for investors, and
further, that weaknessesin thefinancial systems of these countries drew in foreign capital that was used in poor-
quality investments. 8

Korea, Indonesia, Maaysia, the Philippines, and Thailand are often treated as a group. However, clear
differences existed among these countries' financial situationsin 1997. First, the countries had varying levels
of short-term debt'®® as a percentage of foreign exchange reserves. As of June 1997, Malaysia stood at 80
percent, the Philippines 90 percent, Thailand 160 percent, Indonesia 180 percent, and Korea 340 percent.®
Second, certain countries regulated their banking systems more rigorously than others. For example, the
Philippines had been relatively strict, Thailand relatively more lax.’®” Third, the type of investment undertaken
differed by country: speculative real estate ventures were common in Thailand; government-directed industrial
loans were prevalent in Korea.

U.S. importsand exports
The East Asian financial crisis may directly affect up to about 8 percent of either U.S. importsor U.S.

exports (seetable 3-21). Thecrisisispredicted to affect U.S. tradein two ways. First, U.S. exports are expected
to fall dueto sharp economic downturns in the East Asian economies. Slower East Asian growth will trandate

Blgteven Radelet and Jeffery Sachs, Harvard Ingtitute for International Development, “The Onset of the East
Asian Financial Crisis,” Mar. 30, 1998, found at Internet address http://www.hiid.harvard.edu/pub/other/eaonset2.pdf,
retrieved June 25, 1998.

182Giancarlo Corsetti, Paolo Pesenti, and Nouriel Roubini, “What Caused the Asian Currency and Financial
Crisis?’, Mar. 1998, found at Internet address http://www.stern.nyu.edu/~nroubini/asia/ AsianCrisis.pdf, retrieved June
23,1998. For another view consistent with the above, see Paul Krugman, “What Happened to Asia?’ found at Internet
address http://web.mit.edu/krugman/www/DISINTER.html, retrieved June 23, 1998.

183 nternational Monetary Fund, “The IMF s Response to the Asian Crisis,” Apr. 1998, found at I nternet
address http://www.imf.org/External/np/exr/facts/asiaHTM, retrieved June 24, 1998.

18 For amore detailed discussion of the Asian crisis, see International Monetary Fund, World Economic
Outlook 1998, May 1998, found at Internet address http://www.imf.org/external/pubs/ft/weo/weo0598/index.htm,
retrieved June 25, 1998.

185 Japanese banks lent the most to the five Asian countries ($97.2 billion), followed by German ($32.7 hillion),
French ($24.6 billion), and American banks ($23.8 billion). See Shawn Tulley, “Despite Asia’ s Woes, U.S. Banks are
Standing Tall,” Fortune, Feb. 16, 1998, found at Internet address http://www.pathfinder.com/fortune/
1998/980216/fst2.html, retrieved Feb. 18, 1998.

1884 On the Rocks?" in “Frozen Miracle,” Economist, Chart 5in asurvey, Mar. 7, 1997, p. 6.

7| bid.
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into lower demand for U.S. products in those East Asian economies directly affected by currency devaluations.
Second, at the sametime, U.S. exports are expected to fall while their pricesrise as aresult of the real dollar
appreciating againgt these currenciesin late 1997 and early 1998. The real appreciation of the dollar against the
East Asian currencieswill render U.S. exports rdatively more expensive for East Asian consumers and some East
Asian exports relatively less expensive for U.S. consumers. However, East Asian exports may not become as
cheap as expected because while labor costs have become significantly lower for some East Asian industries,
other costs for these firms, such as interest payments on foreign debt and imported product inputs--usually
denominated in U.S. dollars-have risen dramatically.’® These trade effects stemming from the Asian crisis have
not beenimmediate. The economic downturnsin East Asialagged behind the currency depreciations. Thefive
Asian countries current account balances may actually worsen in the short term due to the lag that occurs asfirms
adjust their export prices as expressed in foreign currencies to account for the exchange rate changes.*®°

U.S. importsfrom Indonesia, Korea, Mdaysia, the Philippines, and Thailand are quite diverse. However,
the largest import category by far, when considered collectively, is semiconductors and computer hardware,
reflecting the large amount of lower-end processing undertaken in East Asia (table 3-22). The value of these two
import categories totaled $28.7 billion or 39 percent of total imports from these countriesin 1997.

ZZZ?tl:ir?:féected U.S. imports from Indonesia, Korea, Malaysia, the Philippines, and Thailand in 1997
U.S. imports

Sector/commodity (million dollars)
Semiconductors (STOLB) ... ...t e 15,740
Computer hardware (STOL8) .. .. ..ot 12,971
Tape recorders, tape players, VCRs, turntables, and CD players (ST004) ............... 2,413
Shirts and blouses (CHOB4) . .. ... .. o e 2,222
Telephone and telegraph apparatus (STO02) ... ... ..ottt e 2,028
Automobiles, trucks, and buses (MTO38) . ... ... ..t 1,901
Radio transmission and reception apparatus (STO07) . ...... ..ot 1,812
Footwear and footwear parts (CHO79) . ... ... i i 1,808
Shellfish (AGO09) . . . . .o e 1,254
Natural rubber (CHOA7) . . ..o 1,155
Al O Ner . 29,543

TOtal 72,847

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

In 1997, U.S. imports from these five countries together generally exceeded 1996 levels (figure 3-4).
However, the last quarter of 1997 showsonly adight risein, and not a dramatic surge of, imports from these five
countries as compared with the corresponding period of 1996. During the fourth quarter of 1997, total U.S.

188 John P. Sweeny, policy analyst, The Heritage Foundation, written statement for a hearing before the
Subcommittee on Trade, House Committee on Ways and Means, U.S. House of Representatives, Feb. 25, 1998, p. 2.

®nitially, when foreign exchange rates move and firms have not yet adjusted their prices, the merchandise
trade balance may move in the opposite direction to itslonger run tendency. For adiscussion of this phenomenon known
asthe*“j-curve,” see app. D.
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imports from these five countries fell by $559 million (8 percent) to $6.3 billion. Comparing the fourth quarter
of 1996 ($17.7 billion) with the fourth quarter of 1997 ($19.2 billion), total U.S. imports from these five
countries rose by 8 percent. From September 1997 to October 1997, U.S. imports remained nearly constant (from
$6.87 hillion to $6.86 hillion). In November 1997, U.S. imports actually fell by 12 percent to $6.04 billion.
Then in December 1997, U.S. imports rose by 9 percent to $6.31 billion.

Several affected Asian countries faced a disruption of trade due to financing difficulties. Some Asian
firms, for example, had trouble obtaining letters of credit. Moreover, letters of credit from Asian banks were
viewed somewhat warily abroad. As aresult, the affected countries struggled to import essential inputs and
capital equipment for export industries.!® On February 21, 1998, the Group of Seven (G-7) export credit
agencies (ECAS) announced a concerted initiative to “ continue provision of, and where appropriate expand, short-
term insurance, guarantees, and reinsurance to creditworthy buyersin theregion.”*** Theinitiative received the
support of ECAs from 12 other countries. According to Export-Import Bank Chairman James Harmon, the
Export-Import Bank of the United States could commit up to $3 billion in additional short-term financing for the
purchase of U.S. products by Indonesia, Korea, and Thailand.*?

Figure 3-4: U.S.imports from Indonesia, Korea, Malaysia, the Philippines, and Thailand, 1996 and 1997
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Source: Compiled by the staff of the U.S. International Trade Commission from official statistics of the U.S. Department of
Commerce.

Looking toward 1998, the effect of the Asan currency depreciations on U.S. imports is expected to focus
primarily on two sectors: electronic products, and textiles and apparel. Korea, Malaysia, the Philippines,

1%Nancy Dunne and Peter Mantagnon, “Export Finance: U.S. Plan Aimsto Ease Asian Credit Squeeze,”
Financial Times, Feb. 5, 1998, found at Internet address http://www.ft.com, retrieved Feb. 10, 1998.

¥Export-Import Bank of the United States, press release, Feb. 21, 1998, found at Internet address
http://www.exim.gov/press/feb2198.html, retrieved Apr. 9, 1998.

%2Export-Import Bank of the United States, press release, Feb. 23, 1998, found at Internet address
http://www.exim.gov/press/feb2398.html, retrieved Apr. 9, 1998.
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Thailand, and Indonesiadl produce far more el ectronic products than they consume. Asaresult, they are highly
export-oriented. Faced with shrinking domestic markets, Asian firms are expected to increase exports to the
United States. U.S. firms may dso shift more production to the region to profit from lower labor costs. Aslead
times for textile and gpparel shipmentsto the United States are roughly 6 to 8 months, U.S. trade sources believe
that import increases attributabl e to the Asian currency depreciations would appear in the third quarter of 1998.
However, U.S. imports of textiles from Indonesia, Korea, Malaysia, the Philippines, and Thailand are subject to
guotas under the Multifiber Agreement. These quotas are expected to temper any significant increases in sector
imports.*®

U.S. exportsto Indonesia, Korea, Mdaysia, the Philippines, and Thailand were principally capital goods
and agricultural products. Semiconductors represent the largest export category, totaling $10.8 hillion (20
percent) in 1997 (table 3-23). Thereisagreat ded of intrarindustry trade in semiconductors. The preponderance
of U.S. semiconductors are fabricated in the United States but are assembled and tested in East Asia, particularly
inMdaysia. Other major export categories included aircraft and computer hardware. Cereals and oilseeds were
the main agricultural products exported to these five countries.

ZZZ?tl:ir?-zglected U.S. exports to Indonesia, Korea, Malaysia, the Philippines, and Thailand in 1997
U.S. exports

Commaodity/sector (million dollars)
Semiconductors (STOLB) ... ...ttt 10,840
Aircraft (MTO42) . .o e e e 5,326
Computer hardware (STOL8) . ... ..ot e 2,670
Certain measuring instruments (STO30) . . ... ..ottt 1,640
Semiconductor manufacturing equipment (MTO023) . ... ... .. i 1,143
Cereals (AGO30) ...ttt et e e e 1,109
Telephone and telegraph apparatus (STO02) .. ... ..ottt e 966
Oilseeds (AGOB2) ...t 932
Radio transmission and reception apparatus (STO07) . ...... ..ottt 906
Hides, skins, and leather (AGO44) . . . .. ... 741
Al O Ner . 27,072

Total .. 53,345

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

The initial effect of the Asian crisis on U.S. exports appeared in November and December 1997,
departing from an otherwise strong year relative to 1996 (figure 3-5). From October 1997 through December
1997, U.S. exportsto Indonesia, Korea, Maaysia, the Philippines, and Thailand fell by $840 million (17 percent)

198 Jennifer Owens, “AsiaWoes' Effect On U.S. Unsure, Says AAMA Panel,” Women's Wear Daily, Mar. 10,
1998.
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to $4.0 billion. Comparing the fourth quarter of 1996 ($13.5 billion) with the fourth quarter of 1997 ($13.0
billion), total U.S. exports to the five countries declined by 4 percent.

Figure 3-5: U.S. exports to Indonesia, Korea, Malaysia, the Philippines, and Thailand, 1996 and 1997
7
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Source: Compiled by the staff of the U.S. International Trade Commission from official statistics of the U.S. Department of
Commerce.

Looking at the fourth quarter of 1996 and 1997, the greatest declines in U.S. export trade with these
economies occurred in several product categories. Exports of aircraft and spacecraft (HTS 8802) fell by $300
million (22 percent) to $1.1 billion. Civilian aircraft exports are often volatile, but salesto East Asiaare widely
expected to dow. Boeing, for example, has noted that as many as 60 orders from Asian airlines could be delayed
over thenext 3years. Asian airlines currently account for 20 percent of Boeing's scheduled ddliveries between
1998 and 2000.'** U.S. exports of transmission apparatus for radiotelephony, radiotelegraphy, radio
broadcasting or television (HTS 8525) also declined by $115 million (47 percent) to $131 million. East Asian
economies have been aggressively modernizing their telecommunications infrastructure. With the onset of the
crisis, governments began reducing purchases. For example, Qualcomm received a partial cancellation or
postponement of two large K orean second-quarter orders for application specific integrated circuits (ASICs); the
company also concluded that a previously announced order for 1800 MHZ Q™ phones will not be fulfilled.*®

U.S. export declines were also registered in certain agricultural products, including corn, cotton, meat,
and apples. Comparing the final quarter of 1996 and 1997, U.S. corn exports (HTS 1005) to the five countries
fell by $416 million (85 percent) to $75 million. Cotton exports (HTS 5201) decreased by $211 million (60

1%9Phil Condit, Chairman and CEO of Boeing, Testimony before the House Ways & Means Committeg,
Subcommittee on Trade, Feb. 24, 1998.

1%5¢ Qualcomm Provides Update on K orean Market Impact and Other Events - Company Expects Reduction in
Second Quarter Earnings from Prior Quarter,” press release, Feb. 5, 1998, found at Internet address
http://www.newsedge.com, retrieved Apr. 8, 1998.
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percent) to $140 million. Bovine meat exports (HTS 0201) dropped by $7 million (54 percent) to $6 million.
Apple exports (HTS 0808) decreased by $12 million (51 percent) to $11 million. Asaresult of the financial
criss, U.S. exports of both bulk items (corn, cotton, wheat, soybeans) and “high valug”’ items (meat, fruit, nuts,
processed foods) have begun to dow. However, the high value items may face a greater declinein 1998 as Asian
consumers revise their spending habits.*%

Outlook

In response to the financial crisis, the IMF signed financial aid agreements with the Governments of
Thailand ($17 billion), Indonesia ($35 hillion), and Korea ($57 billion). The IMF takes the lead in such
negotiations but the Fund itself provides only part of each financial package; the World Bank, multilateral
development banks, and individua country contributions supply theremainder. These packages are meant to give
the countriestime to implement necessary structural reforms'®” while maintaining monetary and fiscal austerity.

However, the IMF intervention is not without controversy. Criticism of the IMF has come from many
(sometimes contradictory) directions, and generally may be divided into three categories:'*® (1) efficiency of
financial markets--financial markets are seen to work best either without any government intervention or with
stricter multilateral regulation; (2) U.S. funding of bailouts--these concerns either focus on moral hazard™® or
the belief that the United States should not bailout its competitors; and (3) bad conditionality--the IMF is
criticized for having imposed excessive fiscal and monetary austerity while lacking expertise in structural reform.
IMF supporters counter that hindsight always reveals some imperfections, but contend the assistance packages
remain the best available policy option to revive the East Asian economies. East Asiawould then be able to
purchase more U.S. goods and services, supporting U.S. job growth and strengthening the U.S. economy.*®

Tradeliberdization is continuing in East Asia despite the financial crisis. The IMF packages for Korea
and Indonesia, for example, include severa provisionson tradereform. Highlights of these reforms are contained
in table 3-24.

Table 3-24
Indonesian and Korean provisions for trade reform

Country Trade reform provision

%Michele Kayal, “ Exports Down, Down on the Farm,” Journal of Commerce, Feb. 12, 1998, p. 9.

¥gtructura reformsinclude better regulation of the banking system, bankruptcy reform, and increased
transparency.

1% Jeffrey Frankel, Council of Economic Advisers, seminar at the USITC on Apr. 16, 1998.

Moral hazard isthe notion that people will behave irresponsibly if they do not bear the consequences of their
actions. The moral hazard debate has focused on international investors aswell as East Asian governments.

20_awrence Summers, Deputy Secretary of the Treasury, testimony before the Senate Finance Committee, Feb.
4,1998.
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Indonesia® . Import monopolies have been eliminated for wheat and wheat flour, soybeans, and garlic.

. All special tax, customs, or credit privileges granted to the National Car Program are to be
eliminated. Indonesia will implement quickly the ruling of the WTO dispute panel.” (The
National Car Program has been challenged in the WTO by the United States, the European
Union, and Japan.)

. The local content program for motor vehicles will be phased out by 2000.
. Tariffs on all food items have been cut to a maximum of 5 percent.
. Punitive export taxes, including those on leather, cork, and ores, will be phased out.

Four trade-related subsidies are to be abolished.

The economic rationale of all existing subsidy programs will be reviewed.

All 113 items included in the Import Diversification Program are to be liberalized.
The number of items subject to “adjustment tariffs” are to be reduced from 62 to 38.
Import certification procedures are to conform with international practice.

The IMF agreement may be renegotiated due to the political uncertainty surrounding the resignation of President Suharto
in May 1998. Source: Jim Della-Giacoma, Reuters, “Habibie Sets Positive Tone for IMF Visit,” May 26, 1998, found at
Internet address http://dailynews.yahoo.com/headlin...526/news/stories/indonesia-71.html, retrieved May 26, 1998.

%0On March 26, 1998, USTR Charlene Barshefsky announced that the WTO had ruled against Indonesia. See USTR press
release 98-34, found at Internet address http://www.ustr.gov/releases/1998/index.html, retrieved Apr. 9, 1998.

Korea

Source: Indonesian Letter of Intent, dated Jan. 15, 1998, found at Internet address http://www.imf.org/external/
np/loi/011598.htm, retrieved Apr. 8, 1998; and Korean Letter of Intent, Feb. 7, 1998, found at Internet address
http://www.imf.org/external/np/loi/020798.htm, retrieved Apr. 8, 1998.

Indonesia, Korea, Mdaysia, the Philippines, and Thailand also have commitments to trade liberalization
through the Asia-Pacific Economic Cooperation (APEC) forum, of which al five countries are members. The
18 members of APEC? are currently engaged in Early Voluntary Sectoral Liberalization (EVSL). The EVSL
seeks to eliminate tariffs and nontariff measures on eight sectors. environmental goods and services, medical
equipment; forest products, fish and fish products; toys, gems and jewelry; chemicals, and energy commodities,
eguipment, and services. In addition, the APEC countries have agreed to work toward a Mutual Recognition
Agreement®® for telecommunications and information technology equipment. At the 1997 summit in Vancouver,
APEC heads of state pledged that the financial crisis would not lead to protectionism. Instead, members would
“continue to pursue trade and investment liberalization that fosters further growth.” 2%

The U.S. trade deficit iswidely expected to increasein 1998, largely as areflection of trade ripple effects
associated with the financial problems in Southeast Asia. However, the magnitude of the effect is not clear.
Much depends on how the East Asian countries themselves react individually to the crisis; swift reforms could
limit the slowdown. Another unknown is how much of the nominal depreciation will trandate into a rea
depreciation (the “pass-through” rate).?** The IMF projected in the December 1997 World Economic Outlook
that the U.S. current account deficit would reach $230.2 billion in 1998, up from $177.5 billion in 1997. The
IMF dso revised its projection for U.S. GDP growth in 1998 to 2.3 percent, a reduction of one-fourth to one-half
a percentage point due to the Asian crisis.

Robert Kaproth
(202) 205-3120

21Pery, Russia, and Vietnam may be seated at 1998 APEC Ministerial meeting in Kuala Lumpur, Malaysia.
Thiswould bring total membership to 21.

22A MRA allows equipment to be tested in the country of manufacture for the standards of the importing
country.

237 PEC Vancouver Leaders Declaration, Nov. 25, 1997, found at Internet address http://club.jpn.net/
infomofa/apecinfo/1997/rel ease25.html, retrieved Apr. 8, 1998.

24For adiscussion of the pass-through rate, see app. D.
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M er cosur?®

The Mercosur trading bloc, one of the largest integrated marketsin the developing world, encompasses
roughly 200 million people with a combined GDP greater than $1 trillion. In 1997, Mercosur accounted for
nearly one-third of Latin America stotal trade, 70 percent of South America's GDP, and roughly 55 percent of
U.S. tradewith South America. Total U.S. merchandise trade with the Mercosur trading bloc was $33.9 hillion
in 1997, or 2 percent of total U.S. trade. As shown in the following tabulation, the United States enjoyed atrade
surplus with Mercosur in each of the last 5 years; from 1996-97, it increased by $3.8 billion (62 percent) to $10.0
billion.2%

U.S.imports U.S. exports
from M er cosur to M er cosur Trade balance

million dollars

1993 o 9,267 9,909 642
1994 10,746 12,845 2,099
1995 . 10,972 16,038 5,066
1996 ..o 11,400 17,556 6,156
1997 o 11,974 21,923 9,949
1996/97 absolutechange . . . ........ 574 4,367 3,793

percent change

1996/97 ... 5 25 62

The growth in the U.S. trade surplus with the Mercosur bloc can be attributed to economic expansion
in the region that reflected a combination of factors, including reduced trade barriers, liberalized foreign
investment rules, privatization of government-owned industries, and efforts to modernize production facilities.
In addition, stable rates of currency exchange, lower rates of inflation, greater availability of consumer credit, and
pent-up demand all combined to expand domestic marketsin the Mercosur bloc and led to asignificant risein
imports from the United States and other countries outside the region.

25\ ercosur (the Spanish acronym for the Southern Common Market) is the customs union formed in 1991
joining Argentina, Brazil, Paraguay, and Uruguay. Mercosur reached full implementation in 1995 as a set of common
externa tariffs (CET) on imports from nonmembers was added to the intraregional free-trade policies adopted earlier.
Chile and Bolivia became associate members on Oct. 1, 1996 and Apr. 1, 1997, respectively.

26A ccording to Brazil's official trade statistics, its 1997 trade deficit with the United States was lower than that
reported by the United States. According to the U.S. Department of State, “Brazil’ simport and export statistics display
no consistent relationship to corresponding U.S. statistics.” In 1997, Brazilian data indicate a trade deficit with the
United States that is $1.3 billion lessthan U.S. dataindicate. U.S. Department of State telegram No. 000934,
“Perception and Reality: Comparison of U.S.-Brazil Trade Figures, 1992-97,” prepared by U.S. Embassy, Brasilia, Mar.
10, 1998.
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Mercosur isnot aunion of equals. Although Argentina has a higher per capita GDP, Brazil dominated
the Mercosur region in terms of economic activity (70 percent of bloc GDP), land area, population, and trade
volume. Consequently, Brazilian economic policiesinfluenced the pace of Mercosur’'s overall trade liberalization
program. Brazil's shift away from protectionist trade policies and implementation of market-oriented economic
reforms has been influenced by similar steps taken by Chile and Argentina. Lower barriers to trade and
investment and the privatization of state enterprises throughout Mercosur have also opened new areas of
economic activity to foreign participation.

M ercosur trade

Total foreign trade for Argenting, Brazil, and Uruguay increased to an estimated $170.6 billion in 1997,
representing an increase of 16 percent over 1996.2” These three bloc members also recorded an overal trade
deficit which increased by $11.0 billionin 1997, or by 19 percent from 1996. Since the inception of Mercosur,
intrabloc trade and cross-border investment has become increasingly more important to member nations. Intra-
Mercosur trade was considerably more important for Argentina than for Brazil, accounting for approximately
30 percent of Argentinas total foreign trade in 1997, but only 16 percent of Brazil’s total.>®

In 1997, Argentina, Brazil, and Uruguay posted real GDP growth rates of 8 percent, 3.2 percent, and 5
percent, respectively, while the economy of Paraguay contracted somewhat.?*® Whereas Brazil and Uruguay were
ableto lower their inflation rates to 4.7 percent and 16 percent, respectively, in 1997, Argentina enjoyed some
of the world’ s lowest interest rates as consumer prices increased by only 0.3 percent.?!°

Total Argentine, Brazilian, and Uruguayan exports increased by $8.9 billion (13 percent) in 1997 to
$79.8 hillion.?* In 1997, Braxzil reported that its total exports increased by 11 percent to $53 billion and that its
principal export markets during 1997 were the EU (27 percent), the United States (18 percent), and Mercosur
partners (17 percent).?*? Brazil’s fastest growing export destination in 1997 was the markets of its Mercosur
partners; their demand for Brazilian goods grew by 17 percent.?** Within Mercosur, Brazil’s shipments to
Argentinaincreased by 31 percent to $6.9 billion in 1997, with Argentina accounting for 13

percent of Brazil' stotal exports. Brazil’'s exports to the United States grew by $639 million (7 percent) in 1997
to $9.5 hillion.?* Manufactured goods dominated Brazil’ s imports in 1997, accounting for 55 percent of the
total. Brazilian products showing the most significant levels of export growth in 1997 included basic products
such as coffee and soybeans (22 percent), manufactured goods (11 percent), aircraft (140 percent), autos (136
percent), trucks (60 percent), and earthmoving machinery (40 percent).

27y, S, Department of State, Country Reports on Economic Policy and Trade Practices, 1997 & 1998, found
at Internet address http://www.tcc.nist.gov, retrieved Apr. 8, 1998. Data on Paraguay were not available.

208.S. Department of State telegram No. 000856, “ Argentine Trade Policy: Fast Track, Mercosur Integration
and the FTAA,” prepared by U.S. Embassy, Buenos Aires, Feb. 17, 1998. U.S. Department of State telegram No.
000512, “Brazil 1997 Trade Profile,” prepared by U.S. Embassy, Brasilia, Feb. 9, 1998.

2°The Government of Paraguay undertook measures to cut public and private spending in 1997 after asurgein
imports from Mercosur partners in 1996 depleted foreign exchange reserves.

20y S, Department of State telegram No. 000115, “Brazil Keeps Chugging Along the Right Track,” prepared
by U.S. Embassy, Brasilia, Jan. 13, 1998. U.S. Department of State telegram No. 00781, “ Argentina Economic Trends,
Feb. 1998,” prepared by U.S. Embassy, Buenos Aires, Feb. 10, 1998.

2.S. Department of State, Country Reports on Economic Policy and Trade Practices, 1997 & 1998.

#12.S. Department of State telegram, “Brazil 1997 Trade Profile,” Feb. 9, 1998.

23 hid.

24Based on data for U.S. imports for consumption, U.S. Department of Commerce.
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In 1997, exports accounted for less than 10 percent of Argentina stotal GDP. Argentine exports grew
by 9 percent to $29.5 billion in 1997.2*> Since the inception of Mercosur, Brazil has emerged as Argentina’'s
leading trading partner. Argentina' s exports to the United States were virtualy flat in 1997, falling by $31
million (1 percent) to 2.2 billion.?'® In 1997, high-value-added manufactured goods dominated Argentina's
exportsto Mercosur (51 percent), whereas they accounted for only 28 percent of Argentina’ s exports to the rest
of theworld.

Uruguay reported that its exports increased from $2.4 billion in 1996 to an estimated $2.7 billion in
1997, or by 13 percent. Uruguay’s exports to the United States, however, fell by $31 million (12 percent) in
1997 to $229 million,?*" and accounted for only 7 percent of Uruguay’ s total exportsin 1997.%% Paraguay’s
exports to the United States dropped by $2.7 million (6 percent) in 1997 to $40 million.

Brazil reported that its total importsincreased to an estimated $63.2 billion in 1997, or by 19 percent.?°
Brazil indicated that its principal suppliers for imports during 1997 were the United States (23 percent), the EU
(21 percent), and its Mercosur partners (16 percent). Raw and intermediate materials dominated Brazil’ s imports
accounting for 45 percent of thetotd. Products showing the most significant rates of import growth during 1997
included petroleum products (12 percent), consumer goods (15 percent), and machinery and mechanical
equipment (18 percent).

Argentina’ s economy continued to rebound in 1997, growing by 8 percent. Growth had slowed
considerably in 1995 following the devaluation of the Mexican peso amid fears that Argentina and other South
Americanationswould follow asimilar path (the “ Tequila Effect”). Austerity measures that reduced Argentine
importsin 1995 promoted investor confidence and permitted a strong recovery in imports the following 2 years.
Argentina reported that its total imports grew by $6.3 billion (27 percent) in 1997 to $30 billion.?® Uruguay
reported that itsimports increased by 18 percent to $3.3 billion in 1997. Argentinaand Uruguay indicated that
imports from the United States accounted for 17 percent and 13 percent, respectively, of their total importsin
1997.

U.S.imports

The Mercosur trade bloc was the United States' 13th-leading source of imports during 1997. U.S.
imports from the Mercosur bloc grew by $574 million (5 percent) to $12.0 billion in 1997.22 Mercosur exporters

25.S. Department of State telegram No. 000705, “ Argentina Economic Trends-February 1998, prepared by
U.S. Embassy, Buenos Aires, Feb. 9, 1998.

#%Based on data for U.S. imports for consumption, U.S. Department of Commerce.

2 pid.

288 ased on estimated exports from Uruguay.

29.S. Department of State, Country Reports on Economic Policy and Trade Practices, 1997 and 1998. U.S.
Department of State telegram, “Brazil 1997 Trade Profile,” Feb. 9, 1998.

20,S, Department of State telegram, “ Argentina Economic Trends-February 1998,” Feb. 9, 1998.

25ome analysts attribute the relatively modest growth in Mercosur exports to the United Statesin 1997 to
overvalued currencies in Argentina and Brazil, which made exports less competitive in world markets. Also, the rapid
growth in the domestic markets in the region may have influenced some Mercosur producers to shift their focus from

(continued...)
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were able to take advantage of a robust U.S. economy, characterized by high consumer demand and strong
purchasing power. As shown in the following tabulation, Brazil dominated total U.S. imports from Mercosur
in 1997.

(million dollars) (percent of total)
Argentina ... 2,195 18
Brazil ... 9,510 79
Paraguay .. ..ot 40 O
Uruguay . ....coiiieei i 229 _2
Total .. 11,974 100

Y_essthan 1 percent.

Note.--Because of rounding total may not equal 100.

Asthefollowing tabulation shows, U.S. imports from Mercosur consisted of awide range of industrial,
agricultural, and consumer goodsin 1997. U.S. imports consisted principally of agricultural products (especially
coffee, tobacco, fruit juices, sugar, nuts, and processed and frozen beef and seafood); non-electrical machinery
and mechanical appliances (principally engines, transmissions, and fuel pumps for the motor vehicle industry);
footwear; and iron and sted!.

Sector description® Selected U.S. imports from Mer cosur
(milliondollars)  (percent of total)

Agricultural products (AG001-045; AG062-064) ............... 2,709 23
Non-electrical machinery and mechanical appliances (HTS84) .. .. 1,277 11
Footwear (HTS64) ... .o e 1,167 10
[ronandsteel (HTS72) ... ..o 1,146 10
Mineral fuelsand 0ils(HTS27) ..., 709 6
Electrical machinery and equipment (HTS85) .................. 518 4
Wood and articlesof wood (HTS44) ..., 446 4
GOld (HTS7108) . ..o o et 394 3
Leather (HTS4104) ...t _ 366 4
Total . 8,732 73

Sector description may not be inclusive of all the products covered in these groupings.

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

Brazil was the only Mercosur country from which U.S. imports increased in 1997. Not surprisingly,
Brazil was responsible for most of the significant increases in U.S. imports of specific commodities from the
Mercosur bloc (coffee, aircraft, gold, motor-vehicle engines and parts, soybeans, and telecommunications
equipment). See the section of this report on bilateral trade with Brazil for adiscussion of important shiftsin
U.S. trade with Brazil. Argentina, however, with its large cattle industry, was responsible for ailmost all of the
$85 million (30 percent) risein U.S. imports of leather from the Mercosur bloc in 1997 to $366 million (table
3-25). Argentina, the largest Mercosur exporter of petroleum, was also responsible for virtually all of the $242

21(_, continued)
export markets to local consumers.
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million (37 percent) declinein U.S. imports of crude petroleum from the Mercosur bloc to $418 million. Most
of the decline, however, was the result of a drop in world prices for crude petroleum in 1997 rather than a
decrease in the volume of petroleum shipped from Argentina. Argentina also accounts for virtually all uncarded
cotton imported from the Mercosur bloc; such imports dropped from $86 million in 1996 to $1,000 in 1997
(table 3-25).

Table 3-25
Leading changes in U.S. imports from Mercosur, 1996-97

Change, 1997 from 1996

Sector/commodity 1996 1997 Absolute Percent
Million dollars
Increases:
Coffee (HTS0901) ..........coiiriniinnnanny 255 459 205 81
Aircraft and spacecraft (HTS8802) ............... 125 287 161 128
Gold (HTS 7108) ..ot 249 394 145 58
Motor vehicle engines and parts' (MT002) ......... 380 470 90 24
Leather (HTS4104) . ... ..o 281 366 85 30
Soybeans (HTS 1201) . ... ® 65 65 17,290
Radio transmission and
reception apparatus (STO07) .. ................. 227 280 52 23
Decreases:
Crude petroleum (CHO04) . ..................... 660 418 -242 -37
Cotton (AG064) . ... 86 ® -86 -100
Fruit and vegetable juices (AG036) . .............. 375 290 -84 -23
Footwear (CHO79) ........ ... ... 1,220 1,167 -54 -4
Allother ... ... .. 7,542 7,778 236 3
Total .. 11,400 11,974 574 5

'Parts accounted for about 70 percent of U.S. imports in this category in 1997; complete engines accounted for the
remaining 30 percent.
2 ess than $500,000.

Note.--Calculations based on unrounded data.

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

U.S. exports

Mercosur was the 11th-largest U.S. export market in 1997. U.S. exports to the Mercosur trading bloc
increased by $4.4 billion (25 percent) to $21.9 billion. Although Mercosur’s share of U.S. exports (tota value)
remained modest at 3 percent, U.S. exportsto the region grew significantly faster over 1996-97 than U.S. exports
to other important markets. The strong growth in U.S. exports to the Mercosur bloc can be attributed to an
overal market expansion resulting from trade liberalization, local government policies encouraging modernization
and improved competitiveness of domestic industries, reduced trade barriers, liberalized foreign investment rules,
and the privatization of government-owned industries>? Bloc imports also showed a strong demand for
consumer goods, especially automobiles, appliances, and electronic products, and capital goods which together
accounted for 44 percent of Argentina stotal importsin 1997. A significant portion of U.S. exportsto Argentina
and Brazil are in the form of parts for final assembly by subsidiaries or joint ventures of U.S. producers. The

221.S. Department of State telegram No. 000733, “1998 NTE Update-Brazil,” prepared by U.S. Embassy,
Brasilia, Feb. 25, 1998.
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finished goods are then distributed to markets throughout the region. As shown in the following tabulation, Brazil
was the leading destination for total U.S. exports to the Mercosur trade bloc in 1997.

U.S. exports
(million dollars) (percent of total)
Argentina ... 5,553 25
Brazil .......... 5,001 68
Paraguay . . ... 886 4
UNUguay . ..ot 514 _ 2
Total ... 21,954 100

Note.--Because of rounding total may not equal 100.

As shown in thefollowing tabulation that lists the leading U.S. export products to Mercosur, machinery
and equipment (both electrical and non-electrical) accounted for nearly one-half of U.S. exportsto Mercosur in
1997. Within these product groupings, the top performing export categories were computers ($1.4 billion) and
parts ($1.4 billion); transmission apparatus for radio-telecommunications ($780 million); parts for radio,
television, and telecommunication equipment ($533 million); parts for construction and mining equipment ($575
million); and aircraft engines ($418 million).

Sector description® Selected U.S. exportsto M er cosur
(milliondollars)  (percent of total)

Non-electrical machinery and mechanical appliances (HTS84) .. .. 6,262 29
Electrical machinery and equipment (HTS85) .................. 3,647 17
Organic chemicals(HTS29) ... 1,271 6
Measuring and testing instruments (HTS90) ................... 1,121 5
Motor vehicles(HTS87) .. ..o oo 1,120 5
Plastics and articles of plastic(HTS39) ....................... 1,025 5
Aircraft, spacecraft, and parts(HTS88) ...t 877 4
Mineral fuelsand 0ils(HTS27) ... i, 597 3
Miscellaneous chemical products (HTS38) .................... 576 3
TOtal . 16,495 75

Sector description may not be inclusive of all the products covered in these groupings.

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

Product areas experiencing the greatest increases in exports to Mercosur in 1997 were capital goods
(such as computer hardware, radio transmission and reception apparatus, aluminum mill products, and certain
measuring instruments); transportation equipment (including motor vehicles and parts, aircraft and parts, and
equipment and parts for construction and mining); and certain chemical products (especialy pesticides and
medicinal chemicals) (table 3-26). Significant growth also occurred in exports of television apparatus and
soybeans. The growth in demand for capital goods reflects a strong push on the part of Mercosur’ s governments
to modernize and improve the technological base of important industries.

Brazil accounted for much of the rapid expansion in U.S. exports to the Mercosur bloc in 1997, as
exportsto Brazil rose by $3.1 billion (26 percent) to $15.0 billion. See the section on Brazil for adiscussion of
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the factors responsible for the largest commaodity and sectoral increases in exports to Brazil. U.S. exports to
Argentinarose at an even faster ratein 1997, climbing by $1.2 billion (29 percent) to $5.6 billion. Exportsto
Uruguay grew at amore modest rate, $52 million (11 percent) in 1997 to $514 million; while exports to Paraguay
declined dightly, by $2 million (0.2 percent) to $886 million. Slower growth in exports to Uruguay and Paraguay
reflectsthe use of facilitiesin Brazil and Argentinaby U.S. firmsto produce or assemble goods (often from U.S.-
origin parts) for distribution throughout the region. For the most part, the portfolio of U.S. exportsto Argentina
mirrorsthat of exportsto Brazil. Topincreasesin U.S. exportsto Argentinain 1997 included soybeans, up from
$145,000 in 1996 to $125 million in 1997; telephone and tel egraph apparatus, up $143 million (162 percent)
to $231 million; computer hardware, up $93 million (20 percent) to $565 million; radio-telecommunications
transmission and reception apparatus, up $67 million (70 percent) to $163 million; and certain motor-vehicle
parts, up $82 million (121 percent) to $151 million.

Table 3-26
Leading changes in U.S. exports to Mercosur, 1996-97

Change, 1997 from 1996

Sector/commodity 1996 1997 Absolute Percent
Million dollars
Increases:
Computer hardware (ST018) ................... 2,282 2,745 463 20
Radio transmission and
reception apparatus (STO07) .. ................. 564 861 297 53
Aircraft (MTO42) .. ... 604 876 272 45
Soybeans (HTS 1201) . ... 53 283 231 438
Telephone and telegraph apparatus (ST002) ....... 427 722 295 69
Aircraft engines and gas turbines (MT001) ......... 241 426 185 77
Aluminum mill products (MMO038) ................ 129 306 177 137
Certain motor-vehicle parts (MT039) .............. 357 534 177 49
Construction and mining equipment (MT012) ...... 539 682 143 27
Television apparatus, except receivers and
monitors (STO10) . ... 64 183 119 187
Certain measuring instruments (ST030) ........... 283 397 114 40
Pesticide products and formulations (CH024) ...... 295 406 111 38
Motor vehicles (MT038) . .......... ...t 286 384 97 34
Medicinal chemicals (CH026) ................... 336 428 93 28
Decreases:
Wheat (HTS 1001) ...........civiiiinnnn.. 174 ® -174 -100
Petroleum products (CHO05) ................... 400 302 -99 -25
Allother ... ... 10,522 12,338 1,816 17
Total ... 17,556 21,923 4,367 25

Less than $500,000.
Note.--Calculations based on unrounded data.

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

In contrast to the trend in 1996-97, U.S. exportsto the region in 1998 may be affected by Mercosur’'s
3-percent tariff hike agreed to in the fourth quarter of 1997 on imports of goods from outside the bloc (common
external taiff), effectively raising the tariff ceiling from 20 percent to 23 percent.””® Reacting to a growing trade

2Exempted from the duty increase are goods that are zero-rated under the Mercosur CET, such as certain
agricultural products, capital goods, and petroleum products. U.S. Department of State telegram No. 05149, “Further
(continued...)
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deficit, precipitated in part by the Asian financial crisis, Brazil also implemented a series of austerity measures
to dow the flow of imports. Brazil placed new restrictions on import finance and consumer credit and expanded
the officia export credit program.?* The new measures required importers to procure foreign exchange to “ pay
for most imports upon importation or 180 days in advance, rather than when the payment is due under the
contract.”*® Some analysts, however, are “cautioudy optimistic” that Brazil’ s measures restricting spending and
import trade will be of short duration. They point to gains from privatization, growth in the motor vehicle and
telecommunications industries, control over inflation, and gains from intra-Mercosur trade as strengths that will
enable Brazil and the rest of the Mercosur bloc to weather the Asian financial crisis.®

William Greene
(202) 205-3405
greene@usitc.gov

Sub-Saharan African Countries

Trade, market, and foreign investment-policy reforms initiated by Sub-Saharan African (SSA)%’
countries since the late 1980s are beginning to affect trade flows with the region. Tota trade with al SSA
countries increased by $892 million (4 percent) to $22.1 billion in 1997. The U.S. trade deficit with all of the
SSA countries expanded by $844 million (9 percent) to $9.9 billionin 1997. A trade surplus with 19 countries
was reported in 1997. While U.S. exports essentially remained flat in 1997, U.S. imports from the region
increased dightly, especialy of energy-related products and minerals and metals, causing the U.S. trade position
to decline. Trade patterns continued to reflect U.S. reliance upon the region as a source of primary commodities
and the SSA countries' need for equipment and machinery, aswell as basic foodstuffs (table 3-27).

Growth in most countries is continuing the upward trend established in the past 3 years,??® with 31
countries experiencing increased per-capitaincome growth in 1996.2° Since 1995, regional economic growth
has increased at arate greater than the rate of the population, an indication of sustainable growth. Real GDP
growth averaged 3.4 percent in 1995, 5.6 percent in 1996, and is estimated at 4.5 percent for 1997.2° The
relationship between positive economic growth resulting from domestic and trade policy reforms became more
apparent in the trade flows of selected SSA countries. For example, Kenya and Ugandainitiated changes that

223, continued)

Study of Brazil’s Tariff Increases; List,” Nov. 21, 1997. Argentinawaited until January 1998 to implement the increase.

24.S. Department of State, Brazil - Country Reports on Economic Policy and Trade Practices, 1998.

5 bid.

263ergio R. Bustos, “Will Brazil Thrive?’ Latin Trade, June 1998, p. 30ff.

#1The 48 Sub-Saharan African countries are: Angola, Benin, Botswana, Burkina Faso, Burundi, Cameroon,
Cape Verde, Central African Republic, Chad, Comoros, Congo-Brazzaville, Congo-Kinshasa (formerly Zaire), Cote
d'Ivoire, Djibouti, Equatorial Guinea, Eritrea, Ethiopia, Gabon, Gambia, Ghana, Guinea, Guinea-Bissau, Kenya,
Lesotho, Liberia, Madagascar, Malawi, Mali, Mauritania, Mauritius, Mozambique, Namibia, Niger, Nigeria, Rwanda,
Sab Tomé and Principe, Senegal, Seychelles, Sierra Leone, Somadlia, South Africa, Sudan, Swaziland, Tanzania, Togo,
Uganda, Zambia, and Zimbabwe.

Z8Aswith most data, statistics, and some anecdotal information on SSA, the most current information is
frequently older than one year. Indl casesthe information used in this section is the most current available at the time of
publication.

Z9\W\orld Bank, International Trade Finance, Feb. 1998.

Z\World Bank, Annual Report, July 1997.
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improved export competitiveness, observed in increased trade between the United States and these two countries
in 1997.

U.S.imports

U.S. imports from the 48 SSA countries increased by $867 million (6 percent) to $16.0 billion in 1997.
The leading import product sectors from the region continued to be energy-related products and minerals and
metals (table 3-27). In 1997, imports of these products totaled $13.3 billion, or 83 percent of all U.S. imports
fromtheregion. Other significant sector imports from the region were agricultura products and chemicals and
related products. Increased U.S. imports of products in these sectors reflected continued U.S. reliance on the
region’senergy, mineral, and agricultural resources. Twenty-six countriesincreased their exports to the United
States at arate greater than the regional rate of 6 percent.

Energy-rlated products from SSA dominated the imports from the region, accounting for 69 percent of
total importsfrom SSA in 1997. Imports of petroleum and petroleum products from Nigeria, Angola, and Gabon
accounted for 35 percent of all U.S. imports in 1997, for a total of $10.5 billion; more than half the total
originated in Nigeria ($5.7 billion). Nigeriawas the fifth-largest worldwide source of U.S. petroleum imports,
followed by Angola®! Additional suppliers of crude petroleum and petroleum products included Congo-
Brazzaville, Congo-Kinshasa, Cote d’ Ivoire, and Cameroon. Recent discoveries of petroleum reserves made
Equatorial Guinea a minor supplier in the energy-related products sector in 1996 and 1997; however, imports
declined by $41 million (59 percent) to $29 million in 1997. Imports from Benin, Cameroon, and Guinea aso
declined in 1997. Togo more than tripled its exports of petroleum products to the United States in 1997,
increasing from $1 million in 1996 to $4 million in 1997. Imports of energy-related products from South Africa
rose by $4 million (9 percent) to $44 millionin 1997. However, the dominant productsin this sector from South
Africawere nuclear materials, followed by coke and coal, as opposed to the petroleum and petroleum products
supplied by most other SSA countries.

The second-largest import sector from SSA countries continued to be minerals and metals, especially
precious metals, diamonds, and bauixite. Sector imports grew by $91 million (4 percent) to $2.3 billion in 1997,
despite lower precious-metals prices, and accounted for 14 percent of all U.S. imports from the region. Minerals
and metals imports are dominated by one country, with 75 percent ($1.7 billion) of U.S. sector imports
originating in South Africa. Precious metals (primarily gold and platinum-group metals) were the predominant
imports from South Africa, accounting for 35 percent of all minerals and metals originating in the region. Ghana
wasthe only other significant source of precious metals, with atotal of $1.3 million. Gemstone imports accounted
for 17 percent of the value of this sector in 1997, up 1 percent from 1996, with South Africa, Ghana, and Congo-
Kinshasa being the dominant suppliers. Minor suppliersincluded Sierra Leone, Congo-Brazzaville, Botswana,
and Guinea. Bauxiteimports from the region increased $18 million (20 percent) to $109 million from the 1996
value with Guinea as the dominant supplier and South Africa as a secondary supplier.

Table 3-27
Sub-Saharan African countries: U.S. import and export trends by sector, 1996-97

Change, 1997 from 1996

Sector 1996 1997 Absolute Percent

Million dollars
Imports:

Z1.S. Department of Energy, Energy Information Administration, Feb. 1997. Venezuela, Canada, Saudi
Arabia, and Mexico rank asthefirst four suppliersto the United States.
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Agricultural products . ........ L L 858 915 57 7

Forestproducts ............. .. ... .. ... . ... 114 102 -12 -11
Chemicals and related products ............... 526 836 310 59
Energy-related products ..................... 10,694 11,014 320 3
Textilesand apparel . .......... .. ... ... ..... 396 471 76 19
FOOMWEAr ..........''oiiieiiiiaeaaennn.. 1 1 ® 35
Mineralsandmetals ......................... 2,178 2,269 91 4
Machinery . ... . . 79 68 -11 -14
Transportation equipment . ................... 71 80 9 13
Electronic products ............ ... ... ... ... 52 31 -21 -40
Miscellaneous manufactures . ................. 58 87 29 50
Special provisions . .......... . i 101 120 19 19

Total .o 15,128 15,996 867 6

Exports:

Agricultural products . ........ .. L 892 756 -136 -15
Forestproducts ............... ... .. ... ... 204 205 1 1
Chemicals and related products ............... 689 741 52 8
Energy-related products ..................... 241 224 -17 -7
Textilesand apparel . .......... .. ... ... ..... 201 205 4 2
Footwear .......... ... .. ... .. ... .. . ... ... 14 17 3 21
Mineralsand metals . ........................ 281 250 -30 -11
Machinery . ... ... . 763 815 52 7
Transportation equipment . ................... 1,707 1,728 21 1
Electronic products ............ ... ... ... ... 729 769 40 6
Miscellaneous manufactures . ................. 64 77 12 19
Special Provisions . .......... ... .. .. ... ..., 260 282 22 8

Total .o 6,046 6,069 24 ®

Less than $500,000.
?Less than one percent.

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

Agricultural imports increased by $57 million (7 percent) to $915 million, accounting for 6 percent of
total imports across product sectors from SSA. Significant shifts occurred in two product groupings -- coffee
and cocoa. Imports of coffeein 1997 more than doubled in value from 1996 levds, increasing from $91 million
to $185 million. In 1997 coffee accounted for 20 percent of al agricultural product imports from the region,
increasing from 11 percent in 1996. In contrast, cocoa imports from the region decreased. In 1996, cocoa
products accounted for 38 percent of all agricultural products, but declined to 25 percent in 1997. Imports from
Cote d' Ivoire and Ghana, the two largest suppliers, declined from $286 million and $29 million, respectively,
during 1996-97, to $208 million and $8 million, respectively, due to crop losses caused by adverse weather
conditions.

Chemicals and related product imports increased by $310 million (59 percent) to $836 millionin 1997,
accounting for 5 percent of total imports from the SSA region. The only notable shift in this grouping was the
riseof U.S. imports of primary aromatics, which increased $100 million (115 percent) to $187 million. Primary
aromatics accounted for 16 percent of the sector totalsin 1996, rising to 22 percent in 1997.

Nigeria, Angola, and Gabon ranked among the top four suppliers of U.S. imports as a result of their
petroleum reserves (table 3-28). South Africa, the third-leading SSA supplier to the U.S. market, is the most
economically developed of the 48 SSA countries, and has the most diverse export base. Congo-Brazzaville and
Congo-Kinshasa export smaller amounts of energy-related products to the United States; however, both countries
supply significant quantities of minerals and metals. Cote d' Ivoire has been atraditional supplier of coffee and
cocoato the United States and islikely to remain so. Mauritius, Ghana, and Zimbabwe were newer but important
suppliers of goods to the United States. Mauritius has steadily increased the products sent to the United States
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asit has diversfied its economy away from agriculture into manufactured goods, primarily apparel. Ghanaand
Zimbabwe have undergone cons derable domestic reforms, including privatization of state-owned companies and
market liberalization and economic growth for both countries.

Table 3-28
Sub-Saharan African countries: U.S. imports from top suppliers, by value, 1996-97

Change, 1997 from 1996

Country 1996 1997 Absolute Percent
Million dollars
NIgeria ..ot 5,877 6,000 123 2
ANGOla ... 2,693 2,925 232 9
SoUth Affica . ..o 2,320 2,495 175 8
Gabon ... 1,842 2,022 180 10
Congo-Brazzaville ........... ... ... .. ... ... 303 461 158 52
Coted'IVOire . ... .o 404 286 -118 -29
Congo-Kinshasa .............................. 263 263 1.0 ®
Mauritius . .. ..o 216 235 19 9
Ghana ......... 171 154 -17 -10
Zimbabwe . .. ... 124 134 10 8
Allother ... .. 915 1,021 106 12
Total ........ . 15,128 15,996 867 6

!Less than one percent.
Note.--Calculations based on unrounded data.

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

U.S. exports

U.S. exportsto SSA countries remained flat in 1997, increasing by $24 million (less than 1 percent) to
$6.1 billion. The largest export sector continued to be transportation equipment in 1997 (28 percent of total
exports to SSA), athough exports increased only dightly from 1996-97, by $21 million (1 percent) to $1.7
billion. U.S. exportsto Kenyaincreased by $83 million (366 percent) in this sector resulting from the purchase
of two commercial airplanes after the privatization of the Kenyan Airways in December 1996. Sad Tome
purchased commercial airline equipment as well, accounting for $11 millionin U.S. sales to that country.

The other main export categories are machinery, éectronic products, agricultural products, and chemicals
and related products (table 3-29). In 1997, exports of products in these five sectors totaled $4.8 hillion, or 79
percent, of al U.S. exportsto the region. Except for agricultural products, exports of these products increased
during 1996-97, which reflected ongoing efforts to meet the region’ s infrastructure devel opment needs and its
lack of adequate domestic production capacity in these sectors.

Table 3-29
Leading markets in Sub-Saharan Africa for U.S. exports by value, 1996-97

Change, 1997 from 1996

Country 1996 1997 Absolute Percent
Million dollars

SOUth Affica . ..o 3,057 2,926 -131 -4

Nigeria . ..... .. 796 811 15 2
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Ghana ......... .. 294 313 18 6

Angola ... . 265 279 14 5
Kenya . ... 101 223 122 120
Coted'Ivoire ............ i 140 150 9 7
Cameroon . ... 70 122 52 74
Ethiopia ........ .. 145 120 -25 -17
GUINBA ..o 87 82 -5 -5
Gabon . ... 56 81 25 46
Allother . ... .. . . . 1,035 962 -73 -7
Total ... 6,046 6,069 24 6]

!Less than one percent.

Note.--Calculations based on unrounded data.

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

U.S. exports of agricultural productsto SSA declined by $136 million (15 percent) to $756 million in
1997, accounting for the most significant drop in all sectors. Exports of agricultural products to the countries
of SSA are dominated by grains, primarily wheat, of which food aid is a component; food aid varies annually,
according to harvests, droughts, and emergencies. Aid continued to decline in 1997 due to good harvests
throughout most of the region and the decline in food aid needed by countries suffering from civil strife. Also,
exports of ceredlsto the two largest countries in the region, South Africaand Nigeria, declined by $154 million
from 1996 levels.

South Africa continuesto be the largest SSA market for U.S. exports, although exports fell dightly, by
$131 million (4 percent) to $2.9 billion in 1997 (table 3-29). Other significant U.S. export markets in SSA
include Nigeriaand Ghana.

Outlook

Opportunities for trade between the United States and SSA countries will likely increase as trade and
economic reform continues. Demoacratization, elections, and corruption remain key social issues, and for some
countries, barriers to expanded economic activity, including foreign trade, are prevalent. While supporters of
increased U.S. trade with SSA highlight the untapped economic potential of the region, challengesto increasing
trade with various SSA countriesinclude: the lack of quality information, fluctuating currencies, the extensive
bureaucracies, political instability, corruption, lack of infrastructure, lack of capital, and NTMsthat remainin
placein most SSA countries. However, structural adjustment programs established in 35 countries in conjunction
with the World Bank®?2 have begun to strengthen the economies of a number of SSA countries. Duty reductions
and privatization of state enterprises have increased trade in various sectors for a number of countries in the
region. Furthermore, as debt isreduced and economies grow, the composition and amount of trade will continue
to increase.”*

Regional trade groups continue to help promote devel opment, investment, and trade. Only 7.5 percent

221.S. Department of State, Bureau of African Affairs, “Africa: Macroeconomic Overview,” Mar. 28, 1998.
Z3For a sector-by-sector explanation, see USITC, U.S-Africa Trade Flows and Effects of the Uruguay Round
Agreements and U.S. Trade and Devel opment Policy, USITC publication 3067, Oct. 1997.
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of the African trade was intra-regional, while 80 percent iswith industrial countries. The most active regional
groups were the Common Market for Southern and Eastern Africa (COMESA),?** and the Southern African
Development Community (SADC)?* in the southern and central areas of SSA. In West Africa, the Economic
Community of West African States (ECOWAS),%® continued to seek ways of expanding trade for its member
countries. 1n 1996, SADC signed atrade protocol designed to establish a free-trade area within 8 years during
which time tariff and NTMswill be reduced. Since the signing of the protocal, little action has occurred but
discussions continue and the protocol holds promise for both intra-SADC trade, and stable markets for trade with
the United States. U.S. direct investment in SSA countries continued to grow in recent years, and has generated
highreturns. U.S. investment in African countries in the region at yearend 1995 stood at more than $5 billion,
with South Africa accounting for a quarter of thetotal. Accordingto USAID, in 1994, U.S. direct investment
by nonbank affiliates of U.S. companies generated a 30 percent return on book value, compared with 11 percent
worldwide. Since 1990, the average annual return on book value of U.S. direct investment in Africawas nearly
28 percent, three times the global rate of return.’

Emphasis continues to be placed on trade-related programs by the U.S. Government and multilateral
agencies. The U.S. House of Representatives passed |legidation entitled the African Growth and Opportunity
Act, H.R. 1432 on March 11, 1998; similar legidation is pending in the U.S. Senate (S. 778). This hill
complements the President’s Partnership for Economic Growth and Opportunity in Africa, which was
announced by the White House in December 1997. Under the President’s Partnership program, free-trade
agreements may be considered for countries with open market economies.

The African Growth and Opportunity Act would expand trade preferences to the mgjority of SSA
countries. The hill has various levels to the program under which countries can participate. The 42 SSA
countries eligible for the U.S. Generalized System of Preferences Program®® (GSP) would be dligible to
participate in the partnership’ s basic program (Levd 1) with expanded GSP concessions. Level 2 of the program
could provide additional economic incentives to countries with outstanding economic-reform records. Level 2
programswould include participation in an annual Cabinet-level Economic Cooperation Forum, potential debt-
forgiveness, expanded programs for technical assistance, economic policy reform, and agricultural market
liberalization. Additional concessions for duty-free and quota-free entry under the GSP program for various
sensitive products currently excluded under the GSP program would also be offered under Level 2.

The Multilateral Investment Guarantee Agency (MIGA) was created to supplement other World Bank
activitiesin an effort to provide investment risk insurance programs. Another World Bank program, the Heavily
Indebted Poor Countries (HIPC) trust fund, established in 1996, accorded the first debt-relief package to Uganda
inMarch 1998. Other countrieslikely to benefit from this program include Mozambique, Burkina Faso, and Cote
d Ivoire.

Jean Harman
(202) 205-3313
harman@usitc.gov

Z4COMESA members include Angola, Botswana, Congo-Kinshasa, Lesotho, Malawi, Mauritius, Mozambique,
Namibia, Swaziland, Seychelles, South Africa, Tanzania, Zambia, and Zimbabwe.

255ADC members include Angola, Burundi, Comoros, Congo-Kinshasa, Eritrea, Ethiopia, Kenya, Lesotho,
Madagascar, Malawi, Mauritius, Mozambique, Namibia, Rwanda, Sudan, Swaziland, Tanzania, Uganda, Zambia,
Zimbabwe.

ZECOWAS membersinclude Nigeria, Ghana, and members of the French West Africa group.

#7.S. Agency for International Development, Global Technology Network Newsletter, Apr. 13, 1998.

Z®Eritreaisin the GSP application process; Nigeria, Gabon, Sudan, Mauritania, and Liberia are not currently
eligible for the GSP program.
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CHAPTER 4
Factors Affecting Trends
In Selected IndustriessfCommodities

Important trade developments or trends have had a particular impact on certain industries’commodities.
Those addressed in this chapter have been affected by recent trade agreements between the United States and
certain mgor trading partners (beef with the North America Free-Trade Agreement (NAFTA) partners); subject
to special import access arrangements (flat glass with Japan); and subject to antidumping/countervailing duty
ordersinthe U.S. market (cut-to-length carbon steel plate and drill pipe). In addition, updates of certain articles
presented last year are included at the end of the chapter, including fresh-market tomatoes from Mexico, and
automobiles and automobile parts from Japan. Both products were subject to special bilateral agreements
negotiated by the United States and its respective trading partner. In addition, the textile and apparel sector,
subject to changes because of multilateral agreements, is also revisited. The purpose of these analysesisto
highlight trade shifts or other devel opments that have occurred in these product areas.



BEEF!

Recent trade agreements have affected the U.S. beef industry and were the subject of aUSITC study
completed in July 1997 under section 58 of the Miscellaneous Trade and Technical Corrections Act of 1996.2
This article examines trends and devel opments affecting the U.S. beef industry, as well as the outlook for U.S.
beef trade.

The Commission’s study assessed theimpact of the NAFTA and the Uruguay Round Agreements (URA)
on U.S. imports and exports of live cattle for slaughter and fresh, chilled, or frozen beef; the Commission also
analyzed the stepsthat have been taken by the United States, since the enactment of the NAFTA, to prevent the
transshipment of live cattle and fresh, chilled, or frozen beef through Mexico and Canada for importation into
the United States.

The Commission investigation found that, among other things, the NAFTA has enhanced U.S. exports
of beef to Mexico primarily asaresult of the preferential tariff rate treatment enjoyed by the United States under
the NAFTA. Also, primarily asaresult of trade liberalization associated with the United States-Canada Free-
Trade Agreement, the NAFTA does not appear to have resulted in measurable changesin U.S.-Canadian trade
inbeef. The Commission also noted that during the URA negotiations, the United States and K orea entered into
a Record of Understanding that included an immediate increase in Korea's globa beef import quota and
elimination of the quota by the year 2001.

Industry Trends And Developments

The U.S. cattle and beef sector is subject to the so-called “cattle cycle,” abusiness cycle that typically
lasts about 10 years. The expansion phase of the cattle cycle is characterized by several years of increasing cattle
numbers and restrained beef production as animals are kept for breeding purposes rather than slaughtered. The
contraction phase of the cattle cycleistypically characterized by afew years of contracting cattle numbers and
increased beef production. As of mid-1998 the United States appears to be in the contraction phase of the most
recent cattle cycle.

Beef is produced throughout the United States but production is concentrated in the Corn Belt and
Western States--Nebraska and Kansas combined accounted for 39 percent of cattle slaughter in 1996 and Texas
accounted for an additional 19 percent;® the beef industry employed approximately 84,000 people in 1996.°
Consumption of fresh, chilled, or frozen beef and veal” increased irregularly from 24.2 billion poundsin 1993
to 25.7 billion poundsin 1997 (table 4-1).

For purposes of this report, beef is defined as the fresh, chilled, or frozen edible muscle of bovine animals, except
bison, and is provided for in headings 0201 and 0202 of the Harmonized Tariff Schedule of the United Sates (HTS).

>The Commission ingtituted the investigation on November 6, 1996 (investigation No. 332-371) under section 332
(9) of the Tariff Act of 1930 (19 U.S.C. 1332 (g))-

SUSITC, Cattle and Beef: Impact of the NAFTA and Uruguay Round Agreements, investigation No. 332-371,
USITC publication 3048, July 1997.

“For adetailed discussion of the cattle cycle see USITC, The Competitive Position of Canadian Live Cattle and Beef
in U.S Markets, USITC publication 1996, July 1987, pp. 35-39.

*American Meat Ingtitute, (AMI), 1997 Meat & Poultry Facts, p. 17.

fUSITC egtimate based on the share of meat accounted for by fresh, chilled, or frozen beef and total employment in
the meat processing sector as reported by the U.S. Department of Commerce, Economics and Statistics Administration,
Bureau of the Census, Annual Survey of Manufactures, Statistics for Industry Groups and Industries.

"Almost al U.S. consumption, production, imports, and exports consisted of beef and will be referred to as beef in
subsequent text references.
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Table 4-1

Fresh, chilled, or frozen beef and veal: U.S. production, imports for consumption, exports of domestic
merchandise, and apparent consumption, by year, 1993-97

(million pounds, carcass-weight equivalent)

Exports of

Imports for domestic Apparent
Year Production consumption merchandise consumption
1993 ... .. 23,334 2,102 1,219 24,217
1994 ... 24,697 2,068 1,547 25,218
1995 ... 25,507 1,839 1,736 25,610
1996 ............ 25,903 1,808 1,742 25,969
1997 ............ 25,738 2,091 2,090 25,739

Source: Production derived from official statistics of the U.S. Department of Agriculture; imports and exports derived
from official statistics of the U.S. Department of Commerce.

The quantity of U.S. production of fresh, chilled, or frozen beef was relatively stable during 1995-97.
However, 1996 production, a 25.9 hillion pounds and 1997 production at 25.7 billion pounds, were both about
10 percent more than the 23.3 billion pounds produced in 1993 (table 4-1). The value of U.S. shipments of fresh,
chilled, or frozen beef was $25.1 billion® in 1996. Beef accounted for 53 percent of the total value of $47.1
billion of all U.S. shipments of fresh, chilled, or frozen meat in that year.®

Although the quantity of U.S. production of fresh, chilled, or frozen beef increased irregularly during
1993-97, the value of shipments declined as shown in the following tabulation:

Year Value of shipments
(million dollars)
1993 .............. 29,436.9
1994 .............. 27,087.0
1995 .............. 26,307.5
1996 .............. 25,083.1
1997 ... 125,000.0
!Egtimated

Source: Compiled from official statistics of the U.S. Department of
Commerce, except as noted.

The value of shipmentsin 1997 did not change significantly because the quantity of production in 1997
was nearly the same as 1996 and the price of boxed beef'°in 1997 was less than 1 percent more than that in 1996.
Rdatively large supplies of besf, in addition to relatively large supplies of pork and poultry, have put downward
pressure on beef prices.

The average annual price for boxed besf generaly declined during 1993-97; the trend is presented below:

8Fresh, chilled, or frozen beef (including veal) as reported by the U.S. Department of Commerce, Economics and
Statistics Administration, Bureau of the Census, Annual Survey of Manufactures, Value of Product Shipments.

°Pork accounted for most of the remainder; veal accounted for only about 1 percent of the value.

ynited States Department of Agriculture (USDA), Economic Research Service (ERS), Livestock, Dairy, and
Poultry Monthly, LDP-M-50, Feb. 19, 1998, p. 3.
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Average annual price

Year for boxed besef
(dollars per 100 Ibs.)

1993 ... 118.74

1994 ...l 108.47

1995 . ...l 106.68

1996 ...t 103.09

1997 .o 103.26

Source: Compiled from officia statistics of the U.S. Department of Agriculture.

The share of U.S. besef consumption supplied by imports declined from 8.7 percent in 1993 to 7.0 percent
in 1996 but increased to 8.1 percent in 1997. U.S. imports of fresh, chilled, or frozen beef declined from 2.1
billion pounds ($1.7 billion) in 1993 to 1.8 billion pounds ($1.1 billion) in 1996 (table 4-2). However, in 1997
such imports increased to 2.1 billion pounds, valued at $1.4 hillion, as rising imports from Canada, Australia,
and New Zedland more than offset declining imports from Central Americaand Mexico. Uruguay was granted
approval by the USDA to ship fresh, chilled, or frozen beef to the United States in mid-November 1995 and
Argentina was approved effective August 25, 1997. U.S. imports from Uruguay were 61 million pounds
(carcass-weight equivalent) in 1996 and 57 million poundsin 1997 and U.S. imports from Argentinawere 16
million poundsin 1997.

Most U.S. imports of beef consisted of lean meat derived from grass-fed cattle; whereas, most U.S.
exports consisted of beef derived from grain-fed animals. The types of beef imported and exported reflect, in
part, the comparative advantage that the United States has in the production of grain and the comparative
advantage some other countries (notably Australia and New Zealand) have in the production of grass. The
imported besf wastypicaly mixed with relatively high-fat content trimmings from domestic beef and processed
into beef patties.* U.S. beef imports, except such imports from NAFTA countries, are subject to atariff-rate
quota, and the tariff rates applicable to above-quota quantities are generally considered to be prohibitive.!?

Australiaand New Zedand have traditionally been the leading suppliers of U.S. imports of beef, but in
1996 and 1997 Canada was the leading supplier. 1n 1997 Canada supplied 43 percent of the value of the subject
imports, Australia supplied 25 percent, and New Zealand supplied 23 percent.

"YUSITC, Cattle and Beef, USITC publication 3048, p. 2-24.
|bid., ch. 6, for adetailed discussion of the tariff-rate quota system.
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Table 4-2
Fresh, chilled, or frozen beef and veal: U.S. imports for consumption, carcass weight-equivalent, by principal
sources, 1993-97

Country 1993 1994 1995 1996 1997
))))))) Quantity (1,000 Ibs. carcass weight-equivalent) ))))))

Canada...........coviiinnnnn... 396,679 447,319 439,420 579,530 704,477
Australia .......... ... ... .. ... 905,576 876,079 670,207 544,531 638,943
New Zealand ...................... 560,619 526,462 577,775 502,110 574,587
Uruguay® ... .. 0 0 381 60,808 57,046
CostaRica ........................ 68,398 65,239 58,366 54,196 33,161
Nicaragua .. ......ovvinniian. 59,479 60,369 51,348 35,810 40,158
Argentina® ........................ 0 0 0 0 16,285
Honduras ......................... 47,487 47,706 17,665 18,124 16,213
MEXICO ...t 3,207 2,775 5,631 10,295 8,831
Japan ... 13 71 19 17 24
Allother ....... ... ... ... ... .. ... 60,230 41,719 18,020 2,808 1,341

Total ... 2,101,688 2,067,739 1,838,832 1,808,229 2,091,066

NN NI Value (1,000 dollars))))))))NNINNNIINNIND.D

Canada...........ccoviiiinnnnn... 357,452 367,315 352,560 454,306 603,022
Australia .......... ... .. .. ... .. ... 685,702 604,198 385,565 281,735 353,576
New Zealand ...................... 457,671 412,562 357,378 269,626 327,570
Uruguay® .......... ... .. 0 0 257 35,446 37,598
CostaRica ........................ 60,396 53,755 45,154 37,950 26,807
Nicaragua .. .. ....ovvnii e 51,909 49,811 37,719 22,467 25,786
Argentina® . ........................ 0 0 0 0 13,622
Honduras ......................... 40,456 39,885 14,057 12,008 10,297
MEXICO ...t 2,565 3,198 5,915 8,760 7,440
Japan ... 327 449 425 460 678
Allother ....... ... ... ... ... ..... 48,729 34,209 15,249 3,564 1,747

Total ........ ... ... .. ... ..... 1,705,207 1,565,382 1,214,279 1,126,322 1,408,143

'USDA sanitary and phytosanitary regulations prohibited U.S. imports of fresh, chilled, or frozen beef from
Uruguay prior to 1995.

2USDA sanitary and phytosanitary regulations prohibited U.S. imports of fresh, chilled, or frozen beef from
Argentina prior to 1997.

Note.--Because of rounding, figures may not add to the total shown.

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

Canada accounted for 34 percent (704 million pounds) of the quantity of such imports, in 1997.
Canadian beef production increased in 1997 as the Canadian cattle industry, like its counterpart in the United
States, was in the contraction phase of the cattle cycle. Also, there was a shift from exporting live cattle to the
United States to exporting beef. The shift in product was likely influenced by additional cattle Slaughtering
capacity in two large-volume plantsin Alberta™ However, the shift was hindered by aworker strike at one of
the plantsin July 1997. There appear to be no significant changesin U.S. demand or consumption that have
influenced imports from Canada.

BUSDA, Foreign Agricultural Service (FAS), Livestock Annual, CA7042, Aug. 6, 1997, p. 4.
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Australia supplied 31 percent (639 million pounds) of U.S. imports of fresh, chilled, or frozen beef in
1997 and was the second-leading U.S. supplier. Drought in Austraia that contributed to increased cattle
daughter, adecrease in exports of live cattle to Indonesia associated with the Indonesian currency devaluation,
and adeclinein the Austrdian dollar in rdlation to the U.S. dollar all contributed to the increasein U.S. imports.**
Similarly, a decline in New Zealand sales of beef to Indonesia and a decrease in the New Zealand dollar
contributed to anincreasein U.S. imports.®® New Zedand accounted for 27 percent (575 million pounds) of U.S.
imports of fresh, chilled, or frozen beef and was the third-leading U.S. supplier.

U.S. exports of fresh, chilled, or frozen beef increased from 1.2 billion pounds ($1.9 billion) in 1993 to
2.1 billion pounds ($2.4 billion) in 1997 (table 4-3). Japan has been the leading U.S. export market for beef,
accounting for 56 percent of the total value in 1997. Other leading U.S. export markets include Mexico (12
percent), Korea (12 percent), and Canada (11 percent). A large share of theincreasein U.S. exportsin 1997
from 1996 occurred from increased shipments to Mexico that accounted for a 147-million-pound rise in U.S.
exports. Relatively low import tariffs associated with the NAFTA and reduced Mexican beef production
contributed to theincrease in U.S. exports of beef in 1997.1

Table 4-3
Fresh, chilled, or frozen beef and veal: U.S. exports, by principal markets, 1993-97
Country 1993 1994 1995 1996 1997
»))))) Quantity (1,000 Ibs., carcass weight-equivalent) )))))))
Japan ... 715,025 826,892 995,718 972,600 1,041,472
MEXICO ..t 103,986 201,393 84,702 163,739 310,352
Korea . ....ooiui 112,484 175,321 265,390 195,640 265,383
Canada..........ccviiiiiiiiiii. 219,775 259,076 282,843 264,158 258,277
Allother ....... ... ... . . . 67,375 84,154 107,455 146,313 214,968
Total ... 1,218,645 1,546,836 1,736,108 1,742,450 2,090,452
NN ) Value (1,000 dollars) ))))))INNNNNNNN)
Japan ... 1,228,578 1,328,841 1,680,332 1,489,794 1,368,674
MEXICO ..t 112,063 227,408 84,682 161,577 297,104
Korea . ....ooiui 151,134 226,975 319,239 243,104 290,964
Canada..........ccviiiiiiiiiii. 320,560 336,027 337,777 295,398 275,266
Allother ....... ... ... . . . 129,035 132,200 170,243 185,492 201,353
Total ....... .. ... 1,941,370 2,251,451 2592273 2,375,365 2,433,361

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

U.S. exportsto Japan and Koreaaso increased in 1997. U.S. exports to Japan and Koreain 1996 were
apparently restrained by perceived health concerns and K orean shelf-life regulations.t” In 1997, K orean imports
of beef were at the level that the United States and Korea agreed to in the previousdy mentioned Record of
Understanding, and in 1998 imports are projected to be limited to the amounts specified in the Record of

“USDA, FAS, Livestock Annual, AS8009, Feb. 2, 1998, p. 1.

BUSDA, FAS, Livestock Annual, NZ8003, Feb. 3, 1998, p. 6.

M eat Export Research Center, U.S. Meat Export Analysis and Trade News, vol. 6, No. 2, Feb. 1998, p. 6.
YUSITC, Cattle and Beef, USITC publication 3048, pp. 3-16 to 3-18.
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Understanding.®®
Outlook

Dedlinesin the economies of Asian countriesin 1997 are expected to have important direct and indirect
effectson U.S. tradein beef, likely causing adecreasein U.S. exports.’® However, the magnitude of the expected
drop in such exports is unclear. Diminished purchasing power in Korea and Japan, including that caused by
currency devaluations, is expected to limit demand. Also, the declineinthe Australian dollar in relation to the
U.S. dollar will afford Australian beef a comparative advantage over U.S. beef.?® Australian beef is the leading
competitor with U.S. beef in those markets.

In contrast, U.S. imports of beef from Australia and New Zealand are expected to increase in part
because beef that might otherwise go to Asian countries will be exported to the United States. Mexico is
projected to continue to be an increasingly important market for U.S. beef.

U.S. imports of fresh, chilled, or frozen beef are expected to increasein 1998.2* Australiais projected
toreclaim itsrole as the leading supplier of U.S. beef importsin 1997. The Australian Bureau of Agricultural
and Resource Economics (ABARE) predicts that U.S. imports from Australiawill increase modestly because of
tightening supplies of manufacturing beef?? in the United States and a depreciation of the Australian dollar
relative to the U.S. dollar.®

U.S. beef imports from New Zealand are expected to increase in 1998. Indeed, New Zealand has
reinstated a tariff-rate quota certification program in anticipation of supplying all of the quantity (about 470
million pounds, product weight) dligibleto receive the lower in-quota tariff rate as provided for under the URA .24
The certification program isintended to preclude above-quotaimports that would be charged the higher tariff rate.
However, there may be a moderate decline in U.S. imports from Canada, especialy if U.S. exports of beef to
Asan marketsdecline® A relatively large share of U.S. imports of beef from Canada consists of meat derived
from grain-fed animals. Consequently, adeclinein U.S. exports of such beef to Asian markets would be expected
to increase the U.S. supply, and reduce demand for Canadian besf.

U.S. export credit guarantees are expected to influence U.S. beef salesto Korea. The USDA Commodity
Credit Corporation administers export credit guarantee programs for commercial financing of U.S. exports of
beef. The National Cattlemen’s Beef Association, atrade association representing cattle farmers and ranchers,
contends that guarantees are of critical importance in supporting U.S. exports of beef.?® The program for fiscal
year 1998 provided guarantees for $100 million for meats, including beef.”

U.S. exports of fresh, chilled, or frozen beef to Canada are expected to be reduced from 1997 levels,
reflecting a reduction in the exchange rate of the Canadian dollar in relation to the U.S. dollar. Also, thetwo

BUSDA, FAS, Livestock Annual, KS8007, Jan. 9, 1998, p. 6.

BUSDA, ERS, Livestock, Dairy, and Poultry Monthly, LDP-M-50, Feb. 19, 1998, p. 4.

D bid.

ZUSDA, ERS, Livestock, Dairy, and Poultry Monthly, LDP-M-50, Feb. 19, 1998, p. 5.

2Manufacturing beef includes beef that is suitable for processing into beef patties.

BUSDA, FAS, Livestock Annual, AS8009, Feb. 2, 1998, p. 4.

#USITC staff interview with officias of the New Zealand Embassy in Washington, DC, and the New Zealand Meat
Producers Board, Feb. 7, 1998.

BUSDA, FAS, Livestock Annual, CA8009, Feb.10, 1998, p. 6.

*National Cattlemen’s Beef Association, news release, Exports depend on GSM, IMF, Fast Track, Feb. 20, 1998.

USDA, FAS, news release, USDA Increases Operational GSM-102 Credit Guaranteesto S. Korea, Mar. 17,
1998.
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plantsin Albertathat expanded beef production during 1997 are projected to increase marketings of boxed beef
to Eastern Canada which will compete with U.S. exports.?®

The previously noted relatively low Mexican import tariffs on beef associated with the NAFTA, and
reduced Mexican beef production that contributed to the increase in U.S. exports of beef in 1997, are projected
to contribute further to increased exportsin 1998.%° The United States enjoys a 20-percent ad valorem import
tariff advantage over non-NAFTA countries for fresh or chilled beef and a 25 percent ad valorem advantage for
frozen beef and supplies virtually all of Mexico’simports of the subject products.®* A drought that contributed
to depleted Mexican cattle inventories during the early and mid-1990s ended in the late 1990s, and Mexican
cattlemen have begun to rebuild cattle inventories in part by retaining cattle for breeding purposes that might
otherwise be sold for beef.3* The long-term outlook is that Mexico will continue to be an important market for
U.S. exports of beef.®

David Ludwick
(202) 205-3329
ludwick @usitc.gov

FLAT GLASS

In 1995, the United States and Japan reached agreement® on Japanese market access for imports of flat
glass®* The agreement continues until the end of 1999 and seeks to increase access through a variety of means,
such as increased adoption of nondiscriminatory technical and performance standards for construction
competition, and expanded promotion of the use of safety and insulating glass. One of the goals of the agreement
isto increase sales of foreign flat glassin Japan although the agreement specifies no numerical targets.®

The quantity of Japanese imports of flat glassfrom all countriesincreased by 79 percent in thefirst year
of the agreement, before declining by 9 percent from 1995-96 (figure 4-1). Japanese imports from the United
States grew steadlily during the 1994-96 period, more than doubling in volume to almost 6 million square meters
valued at $99.8 million.

At the second annual review of the U.S.-Japan Glass Agreement in Washington on May 14, 1997, the

BUSDA, FAS, Livestock Annual, CA8009, Feb.10, 1998, p. 7.

PYUSDA, FAS, Livestock Annual, MX 8010, Jan. 2, 1998, pp. 2-5.

®YSITC, Cattle and Beef, USITC publication 3048, p. 4-1.

*USDA, FAS, Livestock Annual, MX 8010, Jan. 2, 1998, pp. 2-5.

*|bid., appendix .

%M easures by the Government of Japan and the Government of the United States of America Regarding Flat Glass,”
U.S. Trade Representative (USTR), facsimile of agreement, received Feb. 2, 1995.

*Flat glassislargely unworked; it may be surface ground or polished and have an absorbent, reflecting or non-
reflecting coating, but it has not been tempered, laminated, bent, edge-worked, engraved, drilled, enameled, or otherwise
worked. Safety glass (tempered or laminated) and insulating glass are aso covered under the U.S.-Japanese agreement
on flat glass.

®U.S. producers have participated in the global trend to establish production facilities (primarily joint ventures) in
Asia, eg., Guardian Industries, Corp., hasinvested in plantsin India and Thailand, and PPG Industries, Inc., has
invested in plantsin China. Such facilities give firms the option of servicing the Japanese market from relatively nearby
countries.
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Figure 4-1
Japanese imports of flat glass, by quantity and value, from the United States and all countries, 1994-97
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Source: Compiled from official statistics of the Ministry of Trade and Industry, Japan.

United States rated the results over the past year (1996) as “poor,”*® citing little progress in opening Japan's
highly controlled glass distribution system, despite improved effortsby U.S. glassfirms. Asaresult, the USTR
warned that the United States was considering seeking another Japan Fair Trade Commission (JFTC)
investigation®” or citing the Japan glassissue in USTR’s super 301 report. In July 1997, 26 members of the
United States Senate and 53 members of the United States House of Representatives requested the President to
urge Japan to significantly improve its performance during the remainder of the 5-year U.S.-Japan Agreement
on Flat Glass.

The USTR subsequently did include thisissue in its 301 report, issued on October 1, 1997, citing the
low volume of foreign glass within the Japanese glass digtribution system, the virtual lack of growth in the overall
use of insulated glass, and a decline in the use of safety glass. The USTR indicated that it would continue to
pursue U.S. concerns on the matter in consultations with the Japanese in late October.

Discussions held in Tokyo in October 1997 failed to address U.S. concerns.®*® The U.S. Government
requested an examination of whether the relationship between Japanese glass manufacturers and distributors
constitutes a violation of anti-monopoly law; the Japanese saw no indication of such aviolation and did not
support such astudy. The Japanese pointed out that the share of all imports in the Japanese flat glass market
increased from 7.88 percent in 1994 to 14.23 percent in the first half of 1997, and the share of imports from the

%U.S. Department of State telegram No. 005113, “Glass: Second Annual Review of the Agreement,” prepared by
U.S. Embassy, Tokyo, June 12, 1997.

*"Previous reviews of the glass industry by the JFTC have not revealed antitrust behavior. 1bid.

BUSTR, “Identification of Trade Expansion Priorities Pursuant to Executive Order 12901,” found at Internet address
http://www.ustr.gov/reports/12901report97.pdf, retrieved Oct. 10, 1997.

*U.S. Department of State telegram No. 09261, “ Glass: Press on Review Meeting,” prepared by U.S. Embassy,
Tokyo, Oct. 23, 1997.
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United Statesincreased from 1.71 percent to 5.15 percent.* The U.S. Government responded that the share of
importsistill low, and while there has been an increase in imports by companies that have capital affiliation with
Japanese companies, there has been little increase in imports by U.S. companies without such ties.** Discussion
of this matter resumed at the annual session held in Washington, DC on May 27-28, 1998. At the review, Japan
opposed a U.S. proposa to open the Japanese market through encouraging the use of an anti-monopoly
compliance manual by Japanese manufacturers and distributors.

Although the quantity of Japanese imports of flat glassfrom all countries increased by 24 percent during
1996-97 and those from the United States increased by 50 percent to almost 9 million square meters ($135.9
million), demand for imported glass in the Japanese market is weakening, with both the depressed economy in
Japan and the Asian financia crisis likely contributing factors. The average monthly quantity and value of
Japanese imports from all countries changed during 1997; after increasing by 25 and 24 percent, respectively,
during the first 7 months of 1997, imports (quantity and value) decreased by less than 1 percent during the
August through December period. Japanese imports from the United States performed somewhat better than
average, increasing in quantity and value by 38 percent and 31 percent, respectively, during the first 7 months
of 1997, and continuing to increase by 8 percent and 4 percent during the remainder of 1997.

James J. Lukes
(202) 205-3426
lukes@usitc.gov

“Ibid.
“bid.
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CARBON STEEL PLATE®*

Shifts in commodity trade flows often follow the filing of antidumping (AD) and countervailing-duty
(CVD) petitions. Since 1992, the USITC and the USDOC have conducted two separate sets of investigations
of carbon sted cut-to-length plate (plate)*™® and changesin the overdl levels of plate imports and the import shares
of individua countries have followed each set of cases* These shifts occurred against a background of generally
rising import market share.

Domestic producers of plate filed the first set of these AD and CVD petitions against 14 countriesin
1992, resulting in AD and/or CV D orders on plate imports from 12 countries in 1993.*° Between 1992 and 1994,
imports from these 12 foreign producersfell from 677,290 metric tons (mt) to 266,975 mt (61 percent); imports
of plate from the 12 accounted for 80 percent of total U.S. importsin 1992, falling to 22 percent of the total in
1994. At the sametime, importsincreased from new sources and total U.S. imports of plate rose, from 844,107
mt in 1992 to 1,618,611 mt in 1996 (92 percent). Also, the total import share of consumption rose from 15.7
percent in 1994 to 23.2 percent in the first quarter of 1997.% Most of this U.S. import growth was accounted
for by China, Russia, South Africa, and Ukraine, as U.S. imports from these four countries increased from 84,579
mt to 1,146,138 mt during 1992-96, rising from 10 percent to 71 percent of total U.S. imports of plate (table 4-
4). Two U.S. producers filed a second set of petitions in November 1996, alleging that a U.S. industry was
materially injured or threatened with material injury by reason of LTFV imports of plate from China, Russia,
South Africa, and Ukraine. The Commission made preliminary affirmative determinationsin December 1996.47
In 1997, imports of plate declined sharply, as depicted in figure 4-2.

“?The information in this section is based on limited public sources and should not be viewed as indicating how the
Commission might analyze issues or might conclude in an investigation under the antidumping or countervailing duty
laws or any other statutory provision.

“**The definition of theimported product subject to the investigations (scope) was identical in the 1992-93 and 1996-
97 investigations. Cut-to-length carbon steel plate (plate) isahot-rolled, flat-rolled nonalloy steel product with a
minimum thickness of 4.75 millimeters (mm) or 4.0 mm if rolled on a universal mill and a minimum width exceeding
150 mm or a maximum width of 1,250 mm if rolled on a universal mill, with arectangular shape and solid cross section.
Included in this definition is plate that has been painted, varnished, or coated with plastics or other nonmetallic
substances. Floor plate, plate in coils, plate clad or coated with metal, and grade X-70 plate were excluded from the
scope of theinvestigations.

“In addition, Geneva Steel and Gulf States Steel are the plaintiffsin a private action filed Sept. 11, 1996 against the
defendants Ranger Steel Supply Corp. of Texas and Thyssen of Germany under the 1916 Antidumping Act in Federal
District Court in Utah. In June 1998, the European Union requested consultations under Article X X111 regarding the
consistency of the 1916 Act with respect to the United States WTO commitments.

*The Commission determined that the domestic industry was being injured or threatened with material injury by
reason of less than fair value (LTFV) or subsidized imports of plate from Belgium, Brazil, Canada, Finland, Germany,
Korea, Mexico, Poland, Romania, Spain, Sweden, and the United Kingdom. The Commission made negative
determinations with respect to imports from France and Italy. The USDOC cal culated margins of dumping or
subsidization ranging from 1.5 percent to 105.6 percent and from 0.5 percent to 44.7 percent (margins differed by
country and by company), respectively. See, USITC, Certain Flat-Rolled Carbon Seel Products from Argentina,
Australia, Austria, Belgium, Brazil, Canada, Finland, France, Germany, Italy, Japan, Korea, Mexico, the
Netherlands, New Zealand, Poland, Romania, Spain, Sweden, and the United Kingdom, Investigations Nos. 701-TA-
319-332, 334, 336-342, 344, and 347-353 (Final) and Investigations Nos. 731-TA-573-579, 581-592, 594-597, 599-
609, and 612-619 (Final), USITC publication 2664, Aug. 1993.

®USITC, Certain Carbon Seel Plate from China, Russia, South Africa, and Ukraine, Investigation Nos. 731-TA-
753-756 (Final), USITC publication 3076, Dec. 1997, p. C-11.

“USITC, Certain Carbon Seel Plate From China, Russia, South Africa, and Ukraine, Investigations Nos. 731-TA-
753-756 (Preliminary), USITC publication 3009, Dec. 1996.
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Figure 4-2: U.S. carbon steel plate imports by selected group, 1992-97
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Source: Compiled from official statistics of the U.S. Department of Commerce.

While these shiftsin trade were underway, several domestic plate producers took steps to modernize their
plate facilities and add new production capacity. 1PSCO began producing commercia quantities of both cut-to-
length and coiled plate at its new $360 million mill in Muscatine, IA by the end of 1997, and four other mills*®
took measuresto increase capacity or to modernize their existing mills. Also, three mills producing coiled plate
entered the market during 1994-96*° and a number of steel service centersinstalled cut-to-length linesin their
facilitieswhich can uncoil hot-rolled steel in certain plate thicknesses and transform it into cut-to-length plate.®
Despite these efforts to modernize facilities and improve competitiveness, the U.S. industry’s share of the
domestic market fell from 83 percent in 1994 to 73 percent in the first quarter of 1997, a period during which
U.S. consumption increased due to strong demand in the construction and equipment markets (table 4-4) .5

“Geneva Stedl (Provo, UT), Tuscaloosa Stedl (Tuscaloosa, AL), Oregon Steel Mills (Portland, OR), and Lukens, Inc.
(Coatesville, PA) modernized their plate mills. Some aging capacity was closed as well (Inland Steel halted production
at its East Chicago, IN, facility and Oregon Steel Mills closed its Fontana, CA, mill in 1995, for example).

“Nucor (Crawfordsville, IN), Gallatin Steel (Ghent, KY), and Steel Dynamics, Inc. (Butler, IN) entered the coil
market.

®In addition, IPSCO (Montpelier, 1A) and Oregon Steel Mills began production of coiled plate in the third quarter of
1997.

*Most carbon sted! plateis used in capital investment projects where mass and strength are of primary concern. The
construction industry, as well as manufacturers of storage tanks and pressure vessels, machinery, barges, and railcars are
significant consumers of carbon steel plate. According to data of the American Iron and Steel Ingtitute, plate

(continued...)
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Table 4-4
U.S. imports of carbon steel plate, 1993-97

Item 1993 1994 1995 1996 1997
Metric tons:

China................. 0 7,838 164,872 273,659 148,352

Russia ................ 28,591 208,796 212,515 228,972 143,800

South Africa ........... 93,176 104,752 50,902 73,975 7,208

Ukraine ............... 100,988 268,326 453,839 569,534 167,482

Total 4 subject 222,755 589,711 882,127 1,146,140 466,842

AllOther .............. 425,887 636,510 343,123 472,471 664,636

Total .. 648,642 1,226,221 1,225250 1,618,611 1,131,478

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

Theremovd of traditional import suppliers from the U.S. plate market, combined with a near-collapse
of steel demand in Russia and Ukraine following the breakup of the former Soviet Union, preceded the efforts
of producersin those countries to increase their participation in the U.S. market. In addition, certain barriersto
U.S. imports from Russia, Ukraine, and South Africa had recently been reduced. For example, imports from
Russian and Ukrainian mills gained most-favored nation duty status in 1992, resulting in large tariff reductions.
Sted plate imports from South Africa had been subject to prohibitions under the Comprehensive Anti-Apartheid
Act, which were lifted in July 1991. Although imports from China had not been subject to similar constraints,
Chinese producers increased exports for several reasons. Chinese producers reportedly wanted to verify the
quality of their plate in a competitive international market such as the United States, garner export earningsin
hard currency, and test the U.S. market for other, more technically demanding products such as cold-rolled stedl
sheet or galvanized stegl >

Discussionswith industry sourcesindicate that they believe that part of the 1996 increase in U.S. imports
was due to importers increasing their shipments in advance of the widely-rumored filing of the AD petition.
Imports of plate from the four countries in the fourth quarter of 1996 were more than 100 percent higher than
the same period in 1995, for example. Imports from Ukraine accounted for alarge share of the overall increase
and more than half of the U.S. plate imports from the four countries.> Although the petition was filed in
November 1996 and the Commission’ s affirmative preliminary determination was made in December 1996, the
first-quarter-1997 peak inimports represents ddliveries that had already been contracted for (the typical lead time
for offshore imports is approximately four months). On a monthly and quarterly basis, imports from the four
countries reached a high point during January-February 1997. However, imports fell significantly the following
month, from 100,138 mt in February 1997 to 5,327 mt in March 1997. Plate imports from the four countries
continued at arelatively low level throughout the remainder of 1997.54

5Y(...continued)
consumption in these infrastructure-related industries grew during 1994-97.

2Djiscussions with industry contacts, fall 1997.

SUkrainian industry representatives report that much of the production of platein the Ukraine was the result of
tolling operations whereby international metals trading firms supplied the raw material inputs and paid atolling fee to
Ukrainian steelmakersin return for receiving cut-to-length plate.

>While U.S. imports of coiled plate increased during 1996-97, areview of monthly import data indicates that of the
four countries, U.S. imports increased only from Russia. Also, these imports vary widely from month-to-month and
generally declined after April 1997.
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Astheinvestigations drew near to final
determinations, USDOC negotiated suspension
agreements (shaded box) with the governments
of China, Russia, and Ukraine (nonmarket
economy countries), and with Highveld and
Iscor (two steel companiesin South Africathat
accounted for substantially all of the exports
from that country) in October 1997. These
agreements set quantitative ceilings and
minimum prices for imports from the three
nonmarket countries and initiated quarterly
monitoring of South African imports.

Unlike some earlier suspension
agreements, the cases were continued at the
request of the domestic industry. Following
USDOC's finad dffirmative AD duty
determinations in November 1997, the USITC
madefind affirmative injury or threat of injury
determinations in December 1997. The fina
margins and certain details of the suspension
agreements are shown in table 4-5. Should
there be a violation of any suspension
agreement, the AD duties would be imposed
without reopening the investigation.

Table 4-5

Suspension Agreements

The USDOC may suspend a CVD investigation on the basis
of one of three types of agreements entered into with the foreign
government or with exporters who account for substantially all of the
imports under investigation. The three types of agreements are (1)
an agreement to eliminate the subsidy completely or to offset
completely the amount of the net countervailable subsidy within 6
months after suspension of the investigation; (2) an agreement to
cease exports of the subsidized merchandise to the United States
within 6 months of suspension of the investigation; and (3) an
agreement to eliminate completely the injurious effect of subsidized
exports to the United States (which, unlike under the AD law, may be
based on quantitative restrictions).

The USDOC may suspend an AD investigation on the basis
of one of three types of agreements entered into with exporters who
account for substantially all of the imports under investigation: (1) an
agreement to cease exports of the merchandise to the United States
within 6 months of suspension of the investigation; (2) an agreement
to revise prices to eliminate completely any sales at less than fair
value; and (3) an agreement to revise prices to eliminate completely
the injurious effect of exports of such merchandise to the United
States. Unlike CVD cases, AD investigations cannot generally be
suspended on the basis of quantitative restriction agreements. The
one exception is where the AD investigation involves imports from a
non-market economy country.

The USDOC may not, however, accept any suspension
agreement in either an AD or CVD investigation unless it is satisfied
that suspension of the investigation is in the public interest, and
effective monitoring of the agreement is practicable. When the
USDOC decides to suspend the investigation, the USITC also
suspends its investigation.

If, within 20 days after notice of suspension is published, the
USDOC receives a request for continuation of the investigation from
a domestic interested party or from exporters accounting for a
significant proportion of exports of the merchandise, then both the
USDOC and USITC must continue their investigations.

Source: U.S. House, Committee on Ways and Means, Overview
and Compilation of U.S. Trade Statues, 105th Cong., 1st sess.,
1997, WMCP 105-4, p. 74.

Carbon steel plate: Final antidumping margins and status of suspension agreements, by country
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Country Producer/Exporter Commerce Suspension Agreement

Margin export limit and reference
(Percent) price
China Anshan (AISCO/Anshan International/Sincerely Asia 30.68 | Export limit:
Ltd.) 150,000 mt of A36 grade
only; export limits specified for
Baoshan (Bao/Baoshan International/Bao Steel 34.44 | certain thicknesses.
Metals Trading Corp.)
Liaoning 17.33 | Reference price:
$350 per mt FOB.
Shanghai Pudong 38.16
WISCO (Wuhan/International 128.59
Economic and Trading Corp./Cheerwu Trader Ltd.)
All Others 128.59
Russia Severstal 53.81 | Export limit:
100,000 mt.
All Others 185.00 | Reference price(s):
Grade A36--$300 per mt and
Grade A572-$325 per mt,
both FOB.
South Highveld Steel and Vanadium Corp Ltd. 26.01 | Export limit and reference
Africa price: None specified,;
Iscor Ltd. 50.87 | quarterly monitoring in
order to prevent dumping.
All Others 38.36
Ukraine Azovstal 81.43 | Export limit:
158,000 mt; export limits
llyich 155.00 | specified for certain
thicknesses.
All others 237.91
Reference prices (by grade):
A36--$359,
A572--$387,
A516--$390,
API-2H--$530,
all per mt, FOB.

Source: U.S. Department of Commerce, Notice of Final Determination of Sales at Less than Fair Value: Certain Cut-to-
Length Carbon Steel Plate from China, Russia, Ukraine, and South Africa, Oct. 27, 1997; and Suspension of Antidumping
Duty Investigation: Certain Cut-to-Length Carbon Steel Plate from China, Russia, Ukraine, and South Africa, Oct. 27, 1997.

CharlesYost
(202) 205-3432
yost @usitc.gov
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DRILL PIPE®

Drill pipeisaspecia purpose sted tubular product used in the drilling of il and gaswells. It formsthe
connection between the drilling rig and the drill bit in the well. As drilling progresses and the hole becomes
deeper, lengths of drill pipe are added on at the top to allow drilling to progress. When drilling is complete, the
drill pipeisremoved from thewdll and later reused. Dirill pipeisone of three special tubular products: drill pipe,
casing, and tubing,* that are used in the drilling and completion of oil and gas wells. The three products are
collectively known as “oil country tubular goods’ (OCTG).

In August 1995, following final determinations by the USITC and the USDOC, the USDOC issued
antidumping orders on imports of drill pipe from three countries:>’

Country USDOC final margins
(percent)
Argentina 1.36
Japan 44.20
Mexico 23.79
Industry Trends

Sincetheimposition of AD duties, well-drilling activity for oil and gas hasincreased. Asshownin table
4-6, the average annual number of oil and gasrotary drilling rigsin service in the United States™ has increased
27 percent inthe last 2 years. During the last week of 1997, therig count stood at 1,007.

Growth in drilling activity increases demand for drill pipe. Significant increases in imports from
Singapore, the United Kingdom, Germany, the Netherlands, Brazil, China, France, and Indiawere registered from
1993 to 1997, contributing to an overall increase of $9.2 million (240-percent) to $13.0 million from 1993 to
1997. Despite the AD duty orders facing their products, Japanese and Mexican producers have continued to
export drill pipeto the United States. Imports for consumption from Japan were $2.6 million in 1997, equal to
their 1993 level, and imports for consumption from Mexico increased by $1.1 million (138 percent) to $1.9
million during 1993-97 (figure 4-3).%°

®Theinformation in this section is based on limited public sources and should not be viewed as indicating how the
Commission might analyze issues or might conclude in an investigation under the antidumping or countervailing duty
laws or any other statutory provision.

®Casing is used to line the inside of the well to prevent it from collapsing and to prevent ground water from leaking
into thewell. Tubing is placed in awell to convey the dil or gasto the surface.

"0n June 30, 1994, seven U.S. producers filed petitions with the USDOC and the USITC aleging that aU.S.
industry was materially injured and/or threatened with material injury by reason of subsidized imports of OCTG from
Austriaand Italy and imports at less than fair value from Argentina, Austria, Italy, Japan, Korea, Mexico, and Spain. In
June 1995, USDOC made final affirmative CVD duty and AD duty determinations on all the foregoing countries, and on
July 24, 1995, the USITC made final determinations of material injury or the threat of material injury by reason of
unfairly traded importsin al cases except Austria, Spain, and drill pipe from Italy and Korea.

*The highest U.S. rig count recorded since 1947 was 4,530 on Dec. 28, 1981. The lowest rig count was 596,
recorded on June 12, 1992. Source: Baker Hughes, North American Rig Count.

*®Significantly greater amounts of drill pipe were recorded as general imports. 1n 1997, general imports of drill pipe
from Japan were $9.5 million, and from Mexico were $2.3 million. The difference represents drill pipe that isre-
exported, often after being processed. All import datain this section refer to HTS numbers 7304.20.8030,
7304.20.8045, and 7304.20.8060 (1993 and 1994) and 7304.21.3000 and 7304.21.6030, 7304.21.6045, and

(continued...)
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Table 4-6

Drill pipe: Average U.S. rotary drilling rig count, U.S. imports, and U.S. exports, 1993-97
Year 1993 1994 1995 1996 1997
Average U.S. rotary rig count 751 774 722 774 919
U.S. trade in drill pipe: (million dollars)
Imports 4 6 3 4 13
Exports 63 59 90 121 115

Source: Baker Hughes North American Rig Count and official statistics of the U.S. Department of Commerce.

Worldwide drilling activity has a'so been strong, and the United States is aleading supplier of drill pipe
to the world market, with exports far exceeding imports. But in 1997, exports declined by $6 million (5 percent)
to $115 million. Because of higher prices, this change represented a decline of 17 percent in quantity. The
overall decline in exports was led by lower shipments to Venezuela, the leading U.S. market for drill pipe.
Exportsto the rest of the world, particularly to Canada, increased.

Figure 4-3
Drill pipe: U.S. imports for consumption, 1993-97
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D Total D Japan
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Source: Compiled from official statistics of the U.S. Department of Commerce.

%(...continued)
7304.21.6060 (1995-97). Corresponding export numbers are 7304.20.7000 and 7304.20.8000 (1993-95) and
7304.21.3000 and 7304.21.6000 (1996-97). Finished drill pipe with tool joints attached may be imported under HTS
number 8431.43.8010, which covers parts for oil and gas field machinery.

%The number of drill rigsin operation in the world, except Russia and onshore China, was 24 percent higher in 1997
compared to 1993. Source: Baker Hughes International Rig Count.
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Theincreasein drilling activity hasimproved businessfor U.S. drill pipe processors.®! These processors,
capable of manufacturing tool joints and welding them to unfinished drill pipe, are few in number. Grant-Prideco,
adivision of EVI, Inc., isthe largest producer of finished drill pipe in the world, with operationsin the United
States, Mexico, Canada, Scotland, Singapore, the Netherlands, and India.® Its production and sales of finished
drill pipe account for most of the U.S. production. The company’s sales of finished drill pipe increased from
$156.5 million in 1996 to $249.7 million (60 percent) in 1997.%% Its sales backlog for drill pipe and other tubular
products grew from $170 million on December 31, 1996, to $360 million on December 31, 1997, an increase of
112 percent.** The company states: “Market conditions for drill pipe have significantly improved over the past
2 years with the decline in excess inventories of used pipe and the associated increase in demand for new drill
pipe. Thisimprovement has resulted in higher sales, prices, and margins.”%

As implied by Grant-Prideco’s statement, an important part of the supply of drill pipe has been the
availahility of used drill pipe. Thethousands of drill rigsthat were taken out of service since the early 1980s were
stocked with drill pipe. The supply of used drill pipe from that source and from the repair of damaged pipe has
been a constraint on the market for new drill pipe for many years.

Other Developments

In June 1997, the Internationa Association of Drilling Contractors (IADC) asked the USDOC to remove
drill pipe from the AD order, stating that “Domestic oil and gas drilling contractors are not able to obtain their
drill pipe from domestic sources in a timely manner without interrupting drilling programs...”® An industry
source said that thereis acritical shortage of drill pipe, and drilling contractors must currently wait 18 months
for delivery.®’

On March 13, 1998, the USDOC replied to IADC that it was “unable to consider [your] request further
at thistime,” citing, among other reasons, plans by domestic processors to increase finishing capacity.®® Grant
Prideco, OMSCO Industries, the second-largest domestic producer, and Drill Tube International are all expanding
their capacity,® and John Gandy Corp., will start up anew drill tube finishing plant by late August 1998.”° On
May 8, 1998, the USDOC announced that it would initiate a“changed circumstances’ review of the AD order
with regard to drill pipe from Mexico. However, USDOC stated that it will not revoke the order unless domestic

®1n use, alength of drill pipe has atool joint welded on each end. These joints connect each length of pipeto the one
below it asthe well isdrilled. The manufacture of the tool joints and the welding of the toal joints on the ends of the
pipe are specialized operations performed by companies that have specia equipment and expertise. These“ processors’
convert an unfinished steel product (“green tubes’) into finished drill pipe. The drill pipe industry includes both tube
mills, which manufacture unfinished drill pipe, and processors, which manufacture finished drill pipe.

®2EV1, Inc., Annual Report on Form 10-K for the fiscal year ended December 31, 1997. The operationin Indiais
through an exclusive manufacturing arrangement with Oil Country Tubular Limited.

| hid.

*Ibid. and Energy Ventures, Inc., Annual Report on Form 10-K for the fiscal year ended December 31, 1996. (The
corporate nameto EVI, Inc., was changed in 1997.)

®EVI, Inc. 1997 Report.

®|_etter from Gary Green, Chairman, IADC Government Affairs Committee, to USDOC, quoted in Inside U.S.
Trade, Aug. 29, 1997.

% Commerce Mulls First New Request for Changed Circumstances Review,” Inside U.S. Trade, Aug. 29, 1997.

®8_etter from Robert S. LaRussa, Assistant Secretary of Commerce for Import Administration, U.S. Department of
Commerce, to Gary Green, Chairman, IADC Government Affairs Committee, reprinted in Inside U.S. Trade, Mar. 27,
1998.

&« Commerce Rejects Request for Review of Dumping Case on Drill Pipe,” Inside U.S. Trade, Mar. 27, 1998.

"Scott Robertson, “ Suppliers, Not Supply, Called Crucial Factor,” American Metal Market, Mar. 30, 1998, p. 1.
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producers accounting for substantially all of the like product have expressed lack of interest in maintaining it.”*

The U.S. rotary rig count had declined to 876 as of May 15, 1998, which should have reduced demand
somewhat. With reduced demand and the increased supply, lead times for delivery of drill pipe have aready
begun to drop.”

Gerald Houck
(202) 205-3392
ghouck @usitc.gov

FRESH-MARKET TOMATOES™

Tomatoes are one of the most important fresh-market vegetables, in terms of volume, sold in the United
States. Floridaand Mexico traditionally have been the only important suppliers of tomatoes during the months
of November to June. In recent years, fresh tomatoes have been the subject of a number of trade actions.™ In
May 1996, the Commission made an affirmative injury determination in the preliminary phase of an antidumping
investigation on fresh tomatoes from Mexico.” In October 1996, the U.S. Department of Commerce made a
preliminary affirmative finding of dumping againgt fresh-market tomatoes imported from Mexico. Subsequently,
Commerce and Mexican exporters signed an agreement suspending the antidumping investigation effective
November 1, 1996. As part of the suspension agreement, Commerce and exporters of Mexican tomatoes agreed
to a minimum f.0.b. wholesale price, assessed at the port of entry, of $5.17 per 25-pound carton for Mexican
fresh tomatoes entering the U.S. market.

Industry Developments Since The Suspension Agreement Was Signed

Monthly average unit values of 25-pound cartons imported from Mexico during November 1996-June
1997, thefirst full season immediately following the enactment of the suspension agreement, were consistently
below the unusually high values during nearly every corresponding month of the November 1995-June 1996
period. However, they were higher than many monthly import unit values during the November 1994-June 1995
period preceding the agreement and well above the $5.17 per carton unit value established in the agreement (table
4-7).

During November 1997-January 1998, monthly average unit values were significantly above unit values
during the corresponding months of 1996-97. Whereas some industry experts might point to rising unit values
as a definite link to the floor price, others point to reduced overall product availability at any given timein the

69 F.R. 25449, May 8, 1998.

25taff telephone interview with industry analyst, June 18, 1998 and EVI, Inc., Quarterly Report 10-Q for quarterly
period ended March 31, 1998.

"Theinformation in this section is based on limited public sources and should not be viewed as indicating how the
Commission might analyze issues or might conclude in an investigation under the antidumping or countervailing duty
laws or any other statutory provision.

"For additional information on recent Commission investigations on tomatoes, see USITC, Shiftsin U.S.
Merchandise Trade in 1996, USITC publication 3051, July 1997, pp. 4-1 to 4-5.

“USITC, Fresh Tomatoes from Mexico, Investigation No. 731-TA-747 (Preliminary), USITC publication 2967,
May 1996.
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marketplace as perhaps a more important factor.”® According to industry sources, a greater share of imports
accounted for by shipments of higher quality products may have resulted from the agreement, leading in turn to
higher unit values of product entered.”

Table 4-7
Fresh-market tomatoes: U.S. imports from Mexico, by month, Nov. 1994-Oct. 1995, Nov. 1995-Oct. 1996, Nov.
1996-Oct. 1997, and Nov. 1997-Jan. 1998

1994/95 1995/96 1996/97 1997/98
Volume Unit value | Volume Unit value | Volume Unit value | Volume Unit value
(1,000 (dollars (1,000 (dollars (1,000 (dollars (1,000 (dollars per
Month cartons) per cartons) per cartons) per cartons) carton)
carton) carton) carton)
November . . 1,138 9.35 2,824 6.61 3,055 6.52 2,953 8.70
December . . 2,431 11.25 4,699 11.22 4,712 6.95 5,183 11.49
January . ... 5,798 9.34 7,539 7.58 8,043 6.92 8,471 8.91
February . .. 8,023 10.67 9,126 6.66 9,873 7.16
March ... .. 8,405 6.14 9,429 6.62 10,830 12.67
April ... .. 6,159 6.31 8,527 17.75 5,283 8.46
May ....... 3,290 6.64 3,775 20.71 4,315 8.10
June ...... 3,505 6.40 2,748 18.03 3,703 7.91
July ....... 2,253 6.26 2,935 6.45 2,272 7.58
August 2,263 6.36 3,035 6.15 1,906 7.67
Sept ...... 2,636 6.18 2,685 5.34 1,881 6.84
October ... 2,442 6.30 2,923 6.36 2,013 7.24

Note.-- A carton holds 25 pounds (11.34 kilograms).
0702.00.

Imports include all products reported under HTS Subheading

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

U.S. imports of fresh tomatoes from Mexico during November 1995-June 1996, the season immediately
preceding enactment of the suspension agreement, amounted to 48.7 million cartons, up 26 percent from the level
in November 1994-June 1995 (table 4-7). During November 1996-June 1997, the first season following
enactment of the agreement, imports amounted to 49.8 million cartons, up by 2 percent from the level in the
preceding season. Importswere up by 5 percent during November 1997-January 1998 as compared with imports
during the corresponding period in 1996-97. The reference price appears to have had a dampening effect on the
quantity of imports entered from Mexico since November 1996.7 Florida tomato industry officials have recently
stated that the suspension agreement has been helpful to them in competing with imports from Mexico this

"6« Antidumping Investigations a Necessary Evil for Industry,” The Packer, vol. 105, No. 15 (Lenexa, KS: Vance
Publishing, Corp., Apr. 13, 1998), p. 1B.

hid.

8 Fresh Tomato Market Watch: Dosis por Dos,” NFAPP Newdletter, Mar. 1998, pp. 1-2.
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season.” In 1997, U.S. fresh-market tomato production amounted to $1.2 billion, up by 29 percent from the
1996 level and 40 percent over that in 1995. Florida production amounted to $610 million in 1997, up 36 percent
fromthat in 1996. Monthly prices for U.S.-grown tomatoes during the November 1996-June 1997 season were
above prices for most of the comparable months of 1995-96.° The tomato industriesin both Florida and Mexico
are believed to be continuing in their effortsto improve on existing technology and introduce new production and
handling methods.

Timothy McCarty
(202) 205-3324
mccar ty@usitc.gov

AUTOMOBILESAND AUTOMOBILE PARTS

The automobile and auto-parts industry was designated a priority sector in the 1993 U.S.-Japan
Framework Agreement, leading to extensive discussions between the two countries focusing on efforts to
liberalize access to the Japanese auto market for U.S. auto and auto-parts manufacturers. The United States and
Japan concluded their negotiations on June 28, 1995, with the signing of the U.S.-Japan Agreement on Autos and
Auto Parts (the Agreement) .8 As part of the Agreement, the Government of Japan made commitmentsin three
important areas. improving market access for foreign motor vehicles; eliminating regulations that limit U.S. auto
parts sales in Japan; and enhancing sales opportunities for U.S. original equipment (OE) parts producers with
Japanese automakers in the United States and Japan.®? The 10-member Compliance Group,® which evaluates
agreement achievements, publishesits findings every 6 monthsin areport to the President.®

The December 1997 status report to the President highlighted areas of progress that had been madein
bilateral automotive trade since the Agreement’simplementation as well as several trends requiring additional
effort. In particular, the report noted a 20-percent decline in sales of North American-produced Big Three
(General Motors, Ford, and Chrysler) maotor vehicles in Japan from January-September 1997 compared to the
same period in 1996,®° a 14-percent increase in U.S. exports of auto parts to Japan during January-June 1997 as
compared to January-June 1996, and the establishment of only 39 new sales outlets for U.S. motor vehicles
during the year.® In response to this performance, the report echoes the concerns that the U.S. Government
formally expressed during the October 1997 annual consultations on the Agreement regarding the lack of
progress in automotive sales, dealership growth, and aftermarket deregul ation.®”

"F|orida Tomato Review, Florida Tomato Committee, Orlando, FL, vol. 28, No. 8, Apr. 1998.

®USDA, Vegetables and Specialties: Stuation and Outlook Report (Washington, DC: USDA, Nov. 1997) VGS-
273, p. 3L

8 For more information, see USDOC and USTR, Report to President William Jefferson Clinton of the Interagency
Enforcement Team Regarding the U.S.-Japan Agreement on Autos and Auto Parts, Apr. 12, 1996 and Oct. 21, 1996.

#The agreement includes 15 quantitative and qualitative criteria specific to motor vehicles, OE parts, and aftermarket
parts, as well astwo genera qualitative criteria, al of which are designed to measure progressin reaching joint
objectivesin these sectors.

&The Compliance Group was established on Sept. 6, 1995 by the USTR and USDOC.

#The most recent analysis was submitted on Dec. 4, 1997.

®M easured by the number of import vehicle registrationsin Japan, by make and model, as compiled by the Japan
Automobile Manufacturers Association from data sources of the Japan Automobile Dealers Association and the Japan
Automobile Importers’ Association.

%As of December 1996, 103 new sales outlets had opened. Report to President William Jefferson Clinton, Dec. 4,
1997, pp. 1-2.

#hid., p. 3.

4-21



Since the third-quarter reporting period, new import vehicle registrations of U.S. passenger cars and
trucksin Japan recorded an overall decline of 31 percent from the 1996 level of 147,683 units to 102,226 units
in 19978 Regigrationsfor U.S. trucks fell by 25 percent, and registrations of U.S. passenger cars declined by
32 percent compared to the previousyear. |n contrast, the value of U.S. auto parts exported to Japan rose by 13
percent to $2.3 hillion in 1997, up from the 1996 level of $2 billion.2° Since the December 1997 review, the Big
Three auto manufacturers reported the addition of 27 new sales outlets through February 1998 for atotal of 177
dealershipsin Japan, according to the American Automobile Manufacturers Association.®

Inthe areaof deregulation, two new types of automotive repair facilities--Speciaized Certified Garages
and Special Designated Garages--were introduced to encourage competition and improve access for foreign
aftermarket parts suppliersin Japan. The U.S. Government asked that regulations regarding the certification of
mechanics employed by these garages be revised so that mechanics employed by these new facilities would only
need to be trained in the systems their garages are certified to repair.”* The failure to modify this certification
system has reportedly slowed the establishment of the new garages®* Since that time, the Ministry of
Transportation (MOT) held hearings in February 1998 on the establishment of a special certified mechanics
system and collected foreign and domestic industry views on the proposal. No date was set for afinal decision
on thisissue.®®* With respect to Japan’s “critical partslist,” no further deregulation was recorded inasmuch as
the Japanese Government did not remove any automotive parts from thelist in 1997. U.S. automotive interests
have indicated that removal of components from the critical parts list is a major focus for aftermarket parts
producers.®*

The deterioration of the dollar/yen exchange rate appearsto have played akey rolein the lack of progress
in some of the market access goals identified in the U.S.-Japan Agreement on Autos and Auto Parts, and
continues to be a concern for the U.S. automotive industry. Following a January 1998 U.S. automotive
industry/government meeting, U.S. parts and vehicle makers cited the current exchange rate situation as the
principa obstacleto greater salesin Japan.® U.S. automakers have also cited the weak Japanese economy as a
contributing factor in the failure to achieve greater gainsin the Japanese automotive market. Asaresult, the U.S.
automotive industry has supported the Bank of Japan’s intervention to bolster the Japanese yen and continues
to press for greater deregulation of the Japanese economy.*® The U.S. Government has also cited the need to
boost U.S. motor-vehicle sales in Japan, and is encouraging measures such as the liberalization of the Japanese

®Table entitled “1997 New Import-V ehicle Registrations, December & YTD,” Japan Automotive News, Feb. 1,
1998, p. 7.

#Although not a measurement criteria specified in the agreement, U.S. imports of auto parts from Japan fell by nearly
12 percent to $11.8 billion in 1997.

%« Jgpan’ s Economic Hesitation is Top Story of AAMA's*Global Automotive Trade Report’,” Mar. 20, 1998,
American Automobile Manufacturers Association, found at Internet address
http://mww.aama.com/new/GATRMAR.HTM, retrieved Apr. 23, 1998.

*'Report to President William Jefferson Clinton, Dec. 4, 1997, pp. 2 and 31.

%241.S. Auto Parts Associations Testify in Japan in Support of Further Deregulation,” Feb. 10, 1998, found at
Internet address http://www.newsedge, retrieved Feb. 17, 1998.

®3U.S. Department of State telegram No. 101100, “Autos. MOT Hearings on USG Mechanics Proposal,” prepared
by U.S. Embassy, Tokyo, Feb. 1998, and “U.S. Auto Parts Associations Testify in Japan,” Feb. 10, 1998.

% Japan to Review Aftermarket Mechanics Position,” The Autoparts Report, Nov. 3, 1997, p. 1.

% Auto Meeting Breaks Little New Ground in Pressing Japan on 1995 Pact,” Jan. 16, 1998, found at Internet address
http://www.insidetrade.com/sec-cgi/as web.exe?SEC_current+B-+trade9829%trade9829, retrieved Jan. 16, 1998.

%« AAMA Welcomes Bank of Japan’s Intervention to Strengthen Yen,” Apr. 9, 1998, found at Internet address
http://ww.aama.com/new/4998.html; “ Automakers Endorse G-7 Comments on Japan’s Economy,” Apr. 16, 1998,
found at Internet address http://www.aama.com/new/JAPAN416.HTM; and “ Japan Hesitates on Economy,
Deregulation,” Global Automotive Trade Report, vol. 1, No. 2, Mar. 1998, found at Internet address
http://www.aama.com/trade/martrade9d8.html, American Automobile Manufacturers Association, press rel eases,
retrieved Apr. 23, 1998.
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market and implementation of afiscal stimulus package to strengthen the flagging Japanese economy.®’

Deborah A. McNay
(202) 205-3425
mcnay @usitc.gov

TEXTILESAND APPAREL

Multilateral and bilateral agreements have historically had a particularly important impact on U.S. trade
intextilesand apparel. Inthe past these agreements tended to limit trade activity between the United States and
its partners. Recent agreements, however, such as the multilateral 1995 WTO Agreement on Textiles and
Clothing (ATC) and the bilateral 1997 Memorandum of Understanding with China opening the Chinese market
to U.S. exports of textiles and apparel, have been established and are being implemented to open and facilitate
trade. The specific effects of these agreements and other developments on 1997 sector trade and their influence
on shaping the future direction of sector trade are highlighted in the following discussion.

WTO Agreement on Textilesand Clothing

Significant shifts in the supply of U.S. sector imports and the markets for U.S. sector exports will
continue to occur as a result of the ATC, which became effective on January 1, 1995, as part of the WTO
agreements. The ATC replaced the international Multifiber Arrangement (MFA) system of quotas, which had
governed world textile and apparel trade since 1974. Under the ATC, the four WTO members that maintained
MFA quotas (Canada, the European Union (EU), Norway, and the United States), agreed to remove the quotas
over al10-year period that ends on January 1, 2005. At that time, all textiles and apparel will be “integrated” into
the GATT regime, that is, brought under GATT discipline and subject to the same trade rules as goods of other
sectors.

The quotas on textiles and appardl are being phased out in three stages. The first stage began on January
1, 1995, when WTO countries were required to integrate at least 16 percent of their sector trade into the GATT
regime, based on 1990 import volume. In addition, WTO countries were required to increase the annual growth
rates for quotas still in place by 16 percent® for major suppliers and by 25 percent for small suppliers.® The
second stage began on January 1, 1998, when another 17 percent of the trade was integrated into the GATT
regime and the annua growth rates for quotas still in place were increased by 25 percent for major suppliers and
by 27 percent for small suppliers. The third stage begins on January 1, 2002, when another 18 percent of the
trade is to be integrated with a 27-percent increase in the annual growth rate for quotas still in place. The
remaining 49 percent of thetradeis scheduled for integration at the end of the 10-year period on January 1, 2005.

All WTO countries are subject to the disciplines of the ATC, and only WTO countries are eligible for
the ATC's benefits. Included inthe ATC isaspecia transitional safeguard mechanism (article 6) designed to

9« Fisher to Travel to Japan on Autos, Deregulation Initiative,” Feb. 27, 1998, found at Internet address
http://www.insi detrade.com/sec-cgi/as_web.exe?SEC_current+B-+trade98823#trade98823, retrieved Feb. 27, 1998.

®For example, an annual quota growth rate of 6 percent under the MFA in 1994 became 6.96 percent ayear in the
first stage (1995-97) and 8.7 percent ayear in the second stage (1998-2001), and will increase to just over 11 percent a
year in the third stage (2002-04).

®“Small suppliers are those accounting for 1.2 percent or less of an importing country’ stotal quotas as of December
31, 1991. Small suppliers subject to U.S. quotasinclude Bahrain, Bulgaria, Colombia, Costa Rica, Czech Republic,
Dominican Republic, Egypt, El Salvador, Fiji, Guatemala, Hungary, Jamaica, Kenya, Kuwait, Macau, Mauritius, Poland,
Qatar, Romania, Slovak Republic, United Arab Emirates, and Uruguay.
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protect WTO countries against damaging surges in imports during the 10-year transition period. The safeguard
may be applied to restrict imports of textile or apparel products that are not yet integrated into the GATT regime
and are not subject to quotasin the importing country. The safeguard quota may remain in place for up to 3 years
or until the product isintegrated into the GATT.

In 1997, the United States initiated four requests for consultations with foreign supplying countries for
the purpose of establishing new quotas. Two of these consultation requests, or “calls,” were safeguard actions
under the ATC involving WTO countries; the other two were initiated under section 204 of the Agricultural Act
of 1956 for two non-WTO members. Thefirst call under the ATC in 1997, involving imports of combed cotton
yarn from Pakistan, was allowed to expire without further action. The second call resulted in an annual quota
on atificia staple yarn (rayon) from Thailand of 2,200,000 kilograms. The section 204 calls resulted in annual
guotas on imports of cotton terry and other pile towe s from Nepal of 4,089,480 towels and on cotton gloves from
Cambodiaof 1,250,841 dozen pairs. The 4 callsin 1997 were up from the 2 callsinitiated by the United States
in 1996, but were down from the 28 calls initiated during 1995, the first year the ATC was in force.!®

United States-China Textile Trade Agreements

On February 1, 1997, the United States and China reached a series of new agreements governing trade
in textiles and apparel. One agreement extended U.S. import quotas on textiles and apparel from Chinafor 4
years retroactive to January 1, 1997, and reduced quotas in product areas where China had made repeated
transshipment violations.!™ The two countries also concluded avisa arrangement. The United States requires
visas for textile and apparel imports from many countries, including China. Issued by the quota regulatory
authority of the country in which the goods originate, avisais a stamp on a paper document that certifies the
origin of the goods, specifies the product type and quantity, and authorizes the shipment. The U.S. Customs
Service uses the information to charge imports against quotas and to help eliminate unlawful transshipments.

The United States and Chinaalso agreed to extend U.S. quotas on Chinese silk products for 1 more year
to December 31, 1997, when they were allowed to expire. Silk products can now be imported from Chinainto
the United States free of quota, but must still be accompanied by avisa. In January 1998, U.S. importers of
textiles and appard called on the Clinton administration to eliminate the visa requirement for silk products which
they consder now unnecessary becausethe silk products are no longer subject to quota. The elimination of U.S.
import quotas on silk products from Chinawill not significantly affect the U.S. market since the quotas were
significantly underutilized in 1997. The silk apparel group filled to only 55.1 percent.’®? U.S. imports of silk
products from Chinain 1997 rose by 16 percent over the 1996 level to $1.4 hillion, or 82 percent of total U.S.
imports of silk products.'®

The two countries also concluded a Memorandum of Understanding (MOU) in which, “[f]or the first

1®Citing changing market conditions, the United States rescinded 15 of the 28 callsmadein 1995. All of the calls
rescinded were made with WTO members.

1T ransshipment of textiles and apparel through third countries, especially by China, to evade quotas remains a
concern of the United States. On May 1, 1998, the U.S. Department of State announced that the United States would
charge China’ stextile quotas with three times the quantities charged--totaling approximately $5 million for illegal
“transshipment” practices. On May 5, 1998, the Committee for the Implementation of Textile Agreements (CITA)
issued a directive to the Commissioner of Customs charging transshipmentsto 1998 limits. For more information, see
Federal Register, vol. 63, No. 88, May 7, 1998, p. 25202.

%2Data from an officia of the U.S. Department of Commerce, Office of Textiles and Apparel, provided in aJune 1,
1998 electronic-mail message.

1%Data from the U.S. Department of Commerce, Office of Textiles and Apparel; data represent U.S. general imports
of silk products covered by the United States-China silk agreement.
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time, the United States obtained significant market opening commitments from China for export of U.S.-
manufactured textile and apparel products.”*** The terms of the MOU are being applied provisionally pending
aforma exchange of notes between the United States and China.  Although there has been no formal exchange
of notesas of June 1, 1998, aUSTR officid indicated that Chinaisin compliance with the terms of the MOU.1%

Although China's vast market and economic expansion in recent years have presented U.S. exporters
of textiles and apparel with opportunities for sales growth,' China's high tariff rates and nontariff barriers have
impeded market entry. Chinacut tariffson U.S. exports of textiles and apparel aswell as many other products
over a2- to 4-year period and it agreed to bind these tariffs at the lower rates. Effective on October 1, 1997 the
smple average tariff level for textiles exports from the United States and other MFN countries was reduced to
27 percent.®” Chief among products affected are those that U.S. producers believe have the greatest export
potentia to the Chinese market, including cotton and manmade fiber yarns and fabrics, knit fabrics, and printed
fabrics; T-shirts, sweatshirts, and underwear; and advanced specialty textiles used in building and highway
construction, and filtration products.

NAFTA Parity for CBERA Countries

Since NAFTA’sentry into forcein 1994, U.S. trade in textiles and apparel with Mexico has increased
substantially, especially production-sharing activity in which U.S. firms ship garment parts there for assembly
and re-import the completed goods under the 9802 tariff provision. Some trade sources contend that part of the
increased sector imports from Mexico may have contributed to a slowing of sector import growth from CBERA
countries.’® Whereasimports of apparel assembled in Mexico from U.S.-made and -cut fabric enter free of both
guotaand duty, smilar CBERA goods enter under preferentia quotas known as guaranteed access levels (GALS)
but are still subject to duty on the value added offshore.!® As aresult, Mexico has a significant competitive
advantage over the CBERA nationsin such apparel trade. Legidation wasintroduced in the 105th Congress--
H.R. 2644, the United States-Caribbean Trade Partnership Act--which would make available NAFTA-like
treatment to qualifying appard and all other goods currently exempted from duty-free entry under the CBERA.
The legislation did not pass in the House (by a vote of 234-182 on November 4, 1997); in April 1998, the
Clinton administration reaffirmed its commitment to seeking congressional approval for NAFTA parity.**°

Increased U.S. Market Accessfor Textilesand Apparel from Sub-Saharan Africa
Legislation was introduced in the 105th Congress on April 24, 1997--H.R. 1432, the African Growth

and Opportunity Act--which would authorize a new trade and investment policy for SSA. In part, the hill
providesfor increased access to U.S. markets for textiles and apparel from certain eligible SSA countries. The

1%U.S. Department of State telegram No. 040894, “ Textiles/China: Exchange of Notes,” Washington, DC, Mar. 5,
1997.

1BYSTR, telephone conversation with USITC staff, May 27, 1998.

1%Based on estimates attributed to the China National Textile Council (CTNC), by the year 2000, China s overall
domestic demand for textile products will reach 6.5 million tons; fiber consumption per capitawill rise by 9 percent over
the 1995 level to 5 kilograms; and retail clothing saleswill increase by 88 percent over 1996 levels. See U.S.
Department of Commerce website at http://www.stat-usa.gov/BENingprogs2/web...public/market/3601.

197.S. Department of State telegram No. 034878, “ ChinalTariffs: Another Round of Tariff Cuts (and possible
increases) to be Implemented on October 1, 1997,” prepared by U.S. Embassy, Beijing, Sept. 22, 1997.

1%For more information on this trade growth, see the section on bilatera tradein ch. 9.

1%For every $10inf.0.b. value, atypica CBI garment entered under the HT'S 9802 provision contains $6.40 in duty-
free U.S. components and $3.60 in dutiable, foreign value added. Applying the 1997 trade-weighted average duty on
appard of 15.5 percent to the foreign value added yields an average duty of $0.56, or an ad valorem equivaent of 5.6
percent.

Mgecretary of State Madeleine K. Albright, “Press Conference following Caribbean Ministerial Meeting and Signing
of Memorandum of Understanding,” Port of Spain, Trinidad and Tobago, Apr. 6, 1998.
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bill diminates existing U.S. quotas on imports of textiles and appardl from SSA countries (Mauritius and Kenya)
and would authorize the President to grant duty-free treatment under the Generalized System of Preferences
(GSP) to such importsfrom SSA countries. The articles must be imported directly from the eligible SSA country.
The value added in that country must be at least 35 percent of the value of the article; up to 15 percent of the total
value of the article attributable to U.S.-made materials may count toward the 35 percent requirement.

The bill sets forth several findings of Congress regarding the competitiveness of SSA in the global
market. First, it notesthat SSA has limited capacity to produce textiles and apparel, and this capacity is projected
to grow at a modest rate; accordingly, it will be difficult for SSA to supply more than 3 percent of annual U.S.
textile and apparel imports during the next 10 years. Further, the bill stipulates that if imports of textiles and
apparel from SSA grow to “around 3 percent” of total U.S. sector imports, they will not represent athreat to U.S.
producers, workers, or consumers. In1997, U.S. imports of textiles and apparel from SSA countries covered by
the legidation totaled $471 million. On March 11, 1998, the House of Representatives passed H.R. 1432 by a
vote of 233-186. The companion bill in the Senate, S. 778, has not been voted on as of May 1998. Some U.S.
textile industry representatives have expressed concern about the legidation, claiming that the proposed duty-
and quota-free treatment for textiles and apparel could lead to substantial transshipment of such products from
Asiathrough Africato avoid U.S. duties and quotas and could cause many American workersto lose their jobs.!'!

At the request of the House Ways and Means Committee in January 1997, the USITC conducted an
investigation concerning the likely impact of providing quota-free and duty-free entry to textiles and apparel from
SSA .12 The Commission estimated that allowing duty-free and quota-free entry for textiles and apparel from
SSA would result in adecrease in domestic producers apparel shipments of about 0.1 percent and would have
anegligible effect on shipments of the domestic textile industry.

Developmentsin the Rules of Origin for Textilesand Appar€

Asprovided for by section 334 of the Uruguay Round Agreements Act, the United States implemented
new rulesof originon July 1, 1996. The new, and current, rules affect country-of-origin determinations for U.S.
imports of textiles and apparel that are subject to manufacturing and processing operations in, or contain
components from, more than one country. The U.S. textiles and appard industry had sought the rules change
because foreign suppliers were dividing their production operations among various countries as a means of
avoiding U.S. import quotas.™™®* Under the section 334 rules, the country of origin for apparel assembled in one
country from parts cut to shape in another country generally would be where the assembly occurs, rather than the
country where the cutting took place, as was the usual case under the previousrules. For “flat goods’ such as
scarves and bed linens, it is the country where the fabric was made, rather than the country where the fabric was
cut to size, hemmed, and otherwise sewn, aswas previously the case. For fabrics, the country of origin isthe one
where the fabrics were made (e.g., woven or knitted), even if the fabrics undergo dyeing, printing, and other
finishing operationsin another country.

U.S. trading partners have expressed concern about the section 334 rulesfor textiles and appardl. In May
1997, the EU filed arequest with the WTO for formal consultations with the United States, stating that the new

M American Textile Manufacturers Ingtitute, press releases, “ Statement by John C. Adams, President, American
Textile Manufacturers Ingtitute, Regarding the Sub-Saharan Africa Trade Bill,” Mar. 12, 1998, found at Internet address
http://www.atmi.org/graphic/pr-08-98.html and “ATMI Board Reaffirms Commitment to defeat Sub-Saharan Africa
Bill,” Mar. 27, 1998, found at Internet address http://www.atmi.org/graphic/pr-12-98.html.

2USITC, Likely Impact of Providing Quota-Free and Duty-Free Entry to Textiles and Apparel From Sub-Saharan
Africa (investigation No. 332-379), USITC publication 3056, Sept. 1997.

3U.S. House of Representatives, Committee on Ways and Means, Overview and Compilation of U.S. Trade
Satutes, 105th Cong., 1st sess. (Washington, DC: U.S. Government Printing Office, June 25, 1997), WM CP: 105-4, p.
121
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rules adversaly affected its exports of fabrics, scarves, and other flat goods to the U.S. market. The EU stated
that asaresult of the U.S. rules change, its exports of such goods are no longer recognized in the United States
asbeing of EU origin and the goods lose their quota-free access to the U.S. market. For example, for EU exports
to the United States of “discharge printed fabric” made from unfinished cloth from Egypt, Indonesia, Malaysia,
Thailand, and Turkey, the section 334 rules stipulate that the country of origin is the one of these countriesin
which the fabric was formed rather than in the EU where the fabric was processed. Consequently, whereasin the
past European producers had unrestricted access to the U.S. market for their products, the section 334 rules
require them to comply with any U.S. quotas or visa requirements applied to their suppliers of the unfinished
fabric. Similarly, the section 334 rules stipulate that EU exports to the United States of silk scarves made from
Chinese fabric are the product of China rather than Italy or France, even though about 80 percent of the total
processing cost of the silk scarves originated in the EU.'*

Acknowledging that areturn to the previous U.S. rules of origin for flat goods would require alegidative
change (i.e., an amendment to the U.S. statute), the United States and the EU agreed to postpone formal WTO
dispute settlement proceedings and accept an interim solution.™™® The United States agreed to create an exemption
from the marking requirements for imported silk scarves (HTS subheading 6214.10.10) and silk fabrics (HTS
heading 5007), thus allowing silk scarves to be imported with modified appellations.*’ In addition, to help
aleviate the alleged impact of the rules change on EU exports of discharge printed fabric,''® the United States
agreed to exempt certain discharge printed fabrics from quotas and visa requirements with respect to Egypt,
Indonesia, Maaysia, Thailand, and Turkey. On February 25, 1998, the United States formally notified the WTO
of its agreement with the EU concerning the exemptions from the country-of-origin marking requirements for silk
fabricsand scarves. If the WTO rules-of-origin harmonization process is not completed by July 1998, the United
States has agreed that within 1 month it will introduce legidation to restore the rules of origin for flat goods that
existed before July 1, 1996.1*°

Argentina’s Dutieson Textilesand Apparel Breach WTO Rules

In October 1996, the USTR initiated an investigation on certain measures of Argentinaregarding the
imposition of (1) specific duties on apparel, footwear, and textiles; (2) a discriminatory statistical tax; and (3)
a burdensome labeling requirement on apparel and textiles.!*® The United States also requested formal WTO
consultations. Through consultations, the parties resolved their differences on the labeling requirement. In

EU manufacturers claimed the changes in the country-of-origin label would also eliminate the prestige and lower
the appeal that U.S. consumers often associate with European goods, leading to lower sales. See U.S. Department of
State telegram No. 146388, “ Textiles/Rules of Origin: Agreement with the EU,” Washington, DC, Aug. 5, 1997.

I bid.

1180n February 26, 1998, Congressman Matsui introduced H.R. 3294, To Modify the Marking of Certain Silk
Products and Containers. The hill was referred to the Committee on Ways and Means.

"The appellationsincluded: “Designedin Italy,” “Dyed and Printed in Italy,” “Cut and Sewn in Italy,” “ Fashioned
inltay,” “Crafted in Italy,” “Created in Italy,” “Gucci of Italy,” “Designed and Printed by Gucci in Italy,” “ Crafted by
Gucci in Italy,” and “Created by Gucci in Italy.”

8Discharge printed fabrics refer to fabrics that are processed as follows: dyed, not tinted, asingle uniform color
other than white; further processed using a method whereby chlorine or other color-destroying chemicals are applied to
discrete portions of the dyed fabric to bleach out or discharge the dye. The fabrics are then printed in those discrete
portions, thereby yielding a different colored pattern on the previously dyed ground; and or are subjected to two or more
of the following finishing operations: bleaching, shrinking, filling, napping, decating, permanent stiffening, weighting,
permanent embossing, or moireing.

1The WTO Agreement on Rules of Origin cals for the multilateral harmonization of rules of origin used for
non-preferential trade regimes so as to provide more certainty in the conduct of world trade. To this end, the Agreement
callsfor a 3-year work program that is scheduled to be completed in July 1998.

2YSTR, “WTO Panel Rulesin Favor of United Statesin Challenge to Argentina' s Specific Duties and Tax on
Imports,” press release 97-99, Nov. 25, 1997, found at Internet address http://www.ustr.gov.
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February 1997, a WTO dispute settlement panel was established to resolve the remaining complaints of the
United States. Initsreport, circulated in November 1997, the panel found that the specific duties on textiles and
apparel violated Argentina' s tariff bindings under GATT article Il and that the statistical tax violated GATT
article VIII. That decision was upheld in March 1998 when the Appdllate Body of the WTO ruled that
Argentina’ s specific duties and 3-percent statistical tax violated WTO rules and Argentina s Uruguay Round
commitments.*?* Effective April 3, 1998, the USTR determined that Argentina's specific duties on textiles and
apparel and statistical tax on amost all imports violate the GATT 1994. This determination is based on the
report of adispute settlement panel convened under the auspices of the WTO at the request of the United States
and the report of the WTO Dispute Settlement Body (DSB) on April 22, 1998. Expecting that Argentinawill
conform its specific duties and statistical tax to meet its obligations under the GATT 1994, the USTR terminated
itsinvestigation. The USTR will monitor Argentina's steps to implement the WTO reports and will take action
under section 301 of the Trade Act if Argentinafailsto implement the rules and recommendations of the WTO
report.1??

U.S. exportsof textiles and apparel to Argentinadeclined from $99.7 million in 1992 to $61.9 million
in 1995, and then rebounded to $66.6 million in 1996 and $73.1 millionin 1997. Chief among the U.S. textile
products exported to Argentina during 1992-97 were synthetic staple fibers of polypropylene, carpets of
manmade fibers, and synthetic filament yarns.

New U.S. Trade Program for Textilesand Apparel from Israel and Jordan'?

U.S. legidation enacted in October 1996 provided, in part, for the establishment of “qualifying industrial
zones’ (QIZs) in lsragl and Egypt or Isragl and Jordan from which goods can enter the United States free of
duty.** The President issued Proclamation No. 6955 to provide for such duty-free treatment and to delegate to
the USTR the authority to designate an area as a QIZ.**® In November 1997, Israel and Jordan signed an
agreement to establish aQIZ in Irbid, Jordan, for the purpose of jointly producing goods for export to the United
States. Following implementation of the agreement by both countries, the USTR designated the industrial park
in Irbid as the first QIZ from which goods can now enter the United States free of duty, effective March 13,
1998.1%¢

Among the goods likdly to be exported from the QI Z to the United States are textiles and apparel, which
already are a major source of economic activity in the zone. In recent years, a number of Isradi textile and
appard firms, faced with rising foreign competition, have moved sewing operations to Jordan to cut production
costs. Wage rates in |sragl average more than $8 an hour, compared with less than $1 an hour in Jordan. The
cost of sawing apparel in Jordan reportedly is 30 to 40 percent less than that in Isradl, reducing the total cost of

PYSTR, “WTO Appellate Body Upholds Win for United Statesin Challenge to Argentina s Specific Duties and Tax
on Imports,” press release 98-35, Mar. 27, 1998, found at Internet address http://www.ustr.gov.

22For more information, see Federal Register, May 8, 1998 (63 F.R. 25539).

2For more information on the program, see USITC, “ Textiles and Apparel: New U.S. Trade Program Likely to Spur
Imports from Israel and Jordan,” Industry Trade and Technology Review, USITC publication 3099, Mar. 1998.

2Public Law 104-234, approved Oct. 2, 1996, amended the United States-Isragl Free-Trade Area | mplementation
Act, Public Law 99-47, approved June 11, 1985, 19 U.S.C. 2112.

%5President, Proclamation 6955 of November 13, 1996, “ To Provide Duty-Free Treatment to Products of the West
Bank and the Gaza Strip and Qualifying Industrial Zones,” published in the Federal Register of Nov. 18, 1996 (61 F.R.
58759).

2USTR, “United States-|srael Free Trade Area lmplementation Act Designation of Qualifying Industrial Zone,”
Federal Register, Mar. 13, 1998, p. 12572 (63 F.R. 12572).
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garment production for Isragli firms by about 15 percent.*?’

U.S. imports of textiles and apparel from Isragl, which enter free of duty and quota under the FTA, have
shown little growth in recent years. After rising from $271 million in 1992 to $430 million in 1995, the I sragli
shipmentstotaled $420 million in 1996 and $429 million, or lessthan 1 percent of total U.S. textile and apparel
importsin 1997. Jordan isavery small supplier of textiles and apparel to the United States; imports of such
goods from Jordan peaked at $20 millionin 1994 and then fell to just under $4 millionin 1997. U.S. textile and
apparel imports from Jordan, like Isradl, enter free of quota; however, the Jordanian goods are still subject to duty
(except those from the QIZ), which averaged 16 percent for its apparel shipmentsin 1997.

Laura Rodriguez-Archila
(202) 205-3499
Irodriguez@usitc.gov

274.S. Department of State telegram, No. 001859, “ Jordanian Firms Seek QIZ Status,” prepared by U.S. Embassy,
Amman, Mar. 3, 1998.
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CHAPTERS
Agricultural Products

Douglas Newman, Coor dinator
(202) 205-3328
newman@usitc.gov

The U.S. trade surplusin agricultural products deteriorated by $8.1 billion (29 percent) to $19.5 billion
in 1997 (table 5-1). Thisfollowed adight decline in the trade balance (less than 1 percent) the previous year.
The agricultural products sector typically maintains the largest U.S. trade surplus among major industry
commodity sectors. Total U.S. trade in agricultural products increased by $562 million (less than 1 percent) to
$111.1 billionin 1997 (table 5-1). A 5-percent declinein thetotal value of U.S. agricultural products exports
combined with a 10-percent increase in the total value of U.S. agricultural products imports led to the erosion of
the 1997 trade surplus.

U.S. exports of agriculturd products declined by $3.8 billion (5 percent) to $65.3 billion in 1997 (table
5-2). Thisfollowed an increase of $3.6 billion the previousyear. All of the absolute decline was accounted for
by ceredls, mainly wheat and corn. Increased foreign production and shifts to competing exporters coupled with
lower export grain prices (mainly because of plentiful global supplies) resulted in the decrease in exports.
Significant declines were also registered by exports of cigarettes, frozen fish, edible nuts, and canned and other
fish. U.S. exports of the principal productsin these groups (cigarettes; frozen, whole Pacific salmon; almonds;
and various fish products) were adversely affected by ashift in U.S. cigarette production by U.S. producersto
some foreign markets coupled with lower consumption in certain markets;* lower U.S. harvests of certain saimon
and groundfish coupled with increased competition from third-country competitors in Asian fish markets;? and
by ample European supplies of almonds.® Overal U.S. agricultural exports to Asia were also affected by
currency devauationsin Thailand, Indonesia, Maaysia, the Philippines, and K orea during the last quarter of 1997
and by other economic problemsin Japan and Taiwan.*

Despitethe overdl declinein U.S. exports of agricultura products, significant increases occurred in 1997
in exports of edible preparations, animal feeds, animal or vegetable fats and oils, unmanufactured tobacco, and
seeds. A wide range of edible preparations registered increased exports, including protein isolates (mainly to
Switzerland), baked products (primarily to Canada), and soups (mostly to Mexico). Increased U.S. supplies of
soybeans coupled with strong foreign demand, particularly in Europe, Asia, and South America, led to therise
in U.S. exports of animal feeds (mainly soy oilcake) aswell as animal or vegetable fats and oils

'U.S. Department of Agriculture (USDA), Economic Research Service (ERS), Tobacco Yearbook, Dec. 17,
1997, found at Internet address http://mann77.mannlib.cornell.edu/reports/erssor/field/ocs-bby/oil_crops yearbook
summary__10.27.97, retrieved Apr. 9, 1998.

2USDA, Foreign Agricultural Service (FAS), “Seafood,” U.S. Embassy, Seoul, No. KS7067, Nov. 7, 1997, p.
2; USDA, FAS, “Seafood,” prepared by U.S. Embassy, Seoul, No. KS7061, Oct. 15, 1997, pp. 1, 5; USDA, FAS,
“Seafood,” U.S. Embassy, Tokyo, No. JA7051, Oct. 21, 1997, p. 1.

SUSDA, FAS, “Tree Nuts,” prepared by U.S. Embassy, Madrid, No. SP7036, Aug. 20, 1997, p. 4.

“USDA, ERS, “Eventsin Asia Lower Prospects for U.S. Farm & Rural Economy,” by Greg Gajewski and
Suchada Langley, Agricultural Outlook, Feb. 1998, pp. 9-12.
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Table 5-1

Agricultural products: U.S. exports of domestic merchandise, imports for consumption, and merchandise trade

balance, by selected countries and country groups, 1996 and 1997*

Change, 1997 from 1996

Item 1996 1997 Absolute Percent
Million dollars

U.S. exports of domestic merchandise:
Canada .. ... 6,565 7,222 656 10.0
JaPaAN . 14,830 13,401 -1,430 -9.6
MEXICO .ottt 5,55 5,354 -204 -3.7
Korea ... 4,186 3,221 -964 -23.0
Netherlands . ......... . 2,155 2,039 -116 5.4
TaIWAN .. 3,132 2,801 -331 -10.6
China ... 2,181 1,745 -436 -20.0
Raly .. 865 829 -36 4.1
United Kingdom . ....... ... ... .. 1,273 1,350 76 6.0
Thailand ... ... . 645 583 -62 -9.6
AllOther ... . . 27,655 26,750 -905 -3.3

Total . . 69,046 65,295 -3,752 -5.4
EU-15 . 10,953 10,496 -457 -4.2
OPEC . 2,822 2,954 132 4.7
Latin AMEMCA . .. e et e 10,848 10,789 -59 -0.5
CBERA .. . 2,519 2,606 87 3.5
Asian Pacific Rim ............ ... ... ... .. .. .. ... 30,116 26,913 -3,204 -10.6
ASEAN . . 3,491 3,186 -305 -8.7
Central and Eastern Europe . ........... .. ... ... ... 458 352 -106 -23.2

U.S. imports for consumption:
Canada .. ... 8,466 9,345 879 10.4
JaPaAN . 376 458 82 21.8
MEXICO . oottt 4,392 4,825 432 9.8
Korea ... e 184 189 6 3.0
Netherlands . ......... . 1,174 1,267 93 7.9
TaIWaN .. 347 369 22 6.4
China ... 877 1,009 132 15.0
Raly .. 1,555 1,648 92 5.9
United Kingdom . .......... ... .. 1,033 1,062 28 2.7
Thailand .. ... ... 1,739 1,767 28 1.6
AllOther .. ... . 21,383 23,901 2,519 11.8

Total . . 41,526 45,839 4,313 10.4
EU-15 . 8,128 8,643 514 6.3
OPEC . 1,106 1,330 224 20.2
Latin AMeriCa .. .....ve i 13,748 15,650 1,902 13.8

RA 3,216 3,739 523 16.3

Asian PacificRim .......... ... 7,519 8,371 853 11.3

.......................................... 3,760 4,192 432 11.5

Central and Eastern Europe . .......... ... .. ... ... .. 249 228 -21 -8.3
U.S. merchandise trade balance:

ANAJA . . . -1,901 -2,123 -223 -11.7
JaPaAN . 14,454 12,943 -1,511 -10.5
MEXICO .ottt 1,166 530 -637 -54.6
Korea .. 4,002 3,032 -970 -24.2
Netherlands ........ ... .. .. . . . i 982 772 -209 -21.3
TaIWAN .. 2,785 2,431 -353 -12.7
China ... 1,304 737 -567 -43.5
Raly .. -690 -818 -128 -18.5
United Kingdom . ... ... ... . .. .. 240 288 48 20.0
Thailand .. ... ... -1,094 -1,184 -9 -8.2
AllOther ... . . 6,272 2,849 -3,424 -54.6

Total . . 27,520 19,455 -8,065 -29.3
EU-15 . 2,825 1,854 -972 -34.4
OPEC . 1,716 1,624 -92 -5.3
Latin AMEMCA . .. e et e -2,899 -4,861 -1,961 -67.6

RA -697 -1,133 -435 -62.4
Asian Pacific Rim ............ ... ... ... .. .. . ... 22,598 18,542 -4,056 -17.9
.......................................... -270 -1,006 =737 -273.2

Central and Eastern Europe . ........... ... ... ... 209 123 -86 -41.0

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

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

plus exports) in these products in 1997.

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



Table 5-2
Leading changes in U.S. exports of agricultural products, 1996-97

Change, 1997 from 1996

Commodity 1996 1997 Absolute Percent
Million dollars
Increases:
Edible preparations (AG034) . .................. 3,353 4,029 676 20
Animal feeds (AGO13) ........... ..., 4,375 4,837 462 11
Animal or vegetable fats and oils (AG033) ........ 1,826 2,173 346 19
Unmanufactured tobacco (AG041) .............. 1,390 1,553 163 12
Seeds (AGO15) ...t 648 776 127 20
Decreases:
Cereals (AG030) . .......cvviriniiiiannn 16,751 11,106 -5,645 -34
Cigarettes (AG043) . ... 4,736 4,409 -326 -7
Frozen fish (AGOO7) .. ...... ..o, 1,557 1,371 -186 -12
Edible nuts (AG020) . . .. ... 1,666 1,491 -175 -11
Canned fish and other fish (AG008) ............. 426 326 -100 -24
Allother ... ... .. 32,318 33,224 906 3
Total .. 69,046 65,295 -3,752 -5

Note.--Calculations based on unrounded data.

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

(primarily soybean oil).> Unmanufactured tobacco exports rose as well, mainly to the major markets of Turkey,
Germany (because of expanding cigarette production), and the Dominican Republic (owing to rising cigar
production destined for the U.S. market).® U.S. seed exports increased principally to Argentina (mainly corn)
and Egypt (mainly wheat). Argentinatraditionally has been amajor U.S. seed export market; exports of food
wheat to Egypt may be misclassified as seed.”

U.S. imports of agricultura products rose by $4.3 billion (10 percent) to $45.8 billion in 1997 (table 5-
3). Significant increases were registered by imports of coffee, shellfish, cattle and beef, wine and certain other
fermented beverages, and edible preparations. U.S. imports of coffee increased in 1997 from most major sources
(including Colombia, Mexico, Brazil, and Guatemald), largely the result of relatively high world coffee prices
coupled with strong domestic demand leading to increased import quantities® Theincreasein the value of U.S.
imports of shellfishin 1997, driven largely by shrimp from Ecuador, resulted from a continuing strong U.S.
economy which fueled demand.’ The increasein the value of U.S. imports of live cattle and beef in 1997 was
caused mainly by imports of fresh, chilled, or frozen unprocessed boneless beef cuts from Australia, New
Zealand, and Canada, as production increased in those countries and the U.S. demand for beef was bolstered by

SUSDA, ERS, Qil Crops Yearbook--Summary, Oct. 27, 1997, found at Internet address
http://mann77.mannlib.cornell.edu/reports/erssor/field/ocs-bby/oil_crops yearbook_summary_10.27.97, retrieved Apr.
9, 1998.

®USDA, ERS, Tobacco Yearbook, Dec. 17, 1997, found at Internet address
http://mann77.mannlib.cornell.edu/reports/erssor/field/ocs-bby/oil_crops yearbook_summary_10.27.97, retrieved Apr.
9, 1998.

"USDA representative, telephone interview by USITC staff, Apr. 10, 1998.

8USDA, FAS, Tropical Products: World Markets and Trade, Circular Series FTROP 4-97, Dec., 1997, found
at Internet address http://www fas.usda.gov/htp/tropical/1997/97-12/dec97trop.html, retrieved Apr. 10, 1998. Also
based on officia gtatistics of the U.S. Department of Commerce.

°Shrimp are eaten principally in restaurants; restaurant sales are closely tied to economic conditions.
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astrong economy.'® Therisein U.S. imports of wine and other fermented beverages was driven by wine from
the major sources of France, Italy, Australia, and Chile, asincreased production in those sources combined with
robust U.S. demand caused by astrong economy and reports of beneficial health effects of wine.! Theincrease
inthevaue of U.S. edible preparations imports was accounted for by alarge range of items (most prominently
cookies; prepared cereals, pasta, and soups); most of the rise was supplied by the primary source of Canada
owing to increased related-party transactions and arelatively strong U.S. dollar.

Table 5-3
Leading changes in U.S. imports of agricultural products, 1996-97

Change, 1997 from 1996

Sector/commodity 1996 1997 Absolute Percent
Million dollars
Increases:
Coffeeandtea (AG028) ............... ... .. 2,958 4,071 1,113 38
Shellfish (AG009) . ... 3,741 4,472 730 20
Cattle and beef (AG002) ..............c.cvu... 2,248 2,534 286 13
Wine and certain other fermented
beverages (AG039) ........... .. ... ... 1,435 1,716 281 20
Edible preparations (AG034) . .................. 1,943 2,139 196 10
Decreases:
Cotton, not carded or combed (AG064) .......... 283 3 -280 -99
Dairy produce (AGO10) ...............cciu.n.. 1,198 1,109 -89 -7
Sugar and other sweeteners (AG012) .. .......... 1,407 1,321 -87 -6
Fruit and vegetable juices (AG036) .............. 929 856 -73 -8
Ethyl alcohol for nonbeverage
purposes (AG062) ........ ..., 160 119 -41 -26
Allother ... ... 25,224 27,499 2,275 9
Total .. 41,526 45,839 4,313 10

Note.--Calculations based on unrounded data.

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

U.S. imports of cotton, not carded or combed, declined sharply by $280 million (99 percent) to $3
million. Although imports dropped from most sources, most of the decrease was accounted for by imports from
Uzbekistan. Ample U.S. supplies, owing to continued high crop levels, reduced the demand for imports in
19972 Decreasesin U.S. imports of most other agricultural products categories were relatively minor in absolute
and/or percentage terms (table 5-3).

Trade statistics for al commodity/industry groupsin the agricultural products sector are presented in

YSDA, FAS, Livestock and Poultry: World Markets and Trade, Mar. 1998, found at Internet address
http://www.fas.usda.gov/dlp/circular/98-03Ip/beef _98.html, retrieved Apr. 10, 1998.

YSDA, FAS, World Horticultural Trade and U.S. Export Opportunities, “Northern Hemisphere Wine
Situation and Outlook,” found at Internet address http://www.fas.usda.gov/htp/circul ar/1998/98-03/nowine.html,
retrieved Apr. 28, 1998; Wine Institute, Research News Bulletin, “Worldwide Studies Report on Wine Antioxidant’s
Effect,” Mar. 1996, found at Internet address http://www.wineinstitute.org/res_ed/res news_bulletin/
rnb_world_antiox.htm, retrieved Apr. 28, 1998.

2USDA, ERS, Cotton and Wool Yearbook--Summary, Nov. 20, 1997, found at Internet address
http://mann77.mannlib.cornell .edu/reports/erssor/fiel d/cws-bby/cotton_and wool_yearbook_summary_11.20.97,
retrieved Apr. 9, 1998.
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table 5-5 at the end of the chapter.
U.S.BILATERAL TRADE

Most mgjor trading partners had a U.S. agricultura products surplus trade balance that decreased in
terms of value. The principal U.S. trading partners in the agricultural products sector in 1997 were Canada,
Japan, Mexico, Korea, the Netherlands, and Taiwan (table 5-4). Shifts in the ranking of U.S. agricultural
productstrading partnersin 1997 were registered by Japan, which fell from the top position in 1996 to second,
replaced by Canada; Taiwan, which slipped to sixth, replaced by the Netherlands; the United Kingdom, which
rose to ninth after trailing the top ten in 1996, displacing Thailand; and Germany, which fell from the top ten.

Thelargest absolute declinein the trade position of U.S. agricultural productsin 1997 among the top-10
supplierswas accounted for by Japan. The U.S. agricultural products trade surplus with Japan declined by $1.5
billion (11 percent) to $12.9 billion in 1997 (table 5-1). This followed a dight increase in the surplus the
previousyear. Japan historicaly has been ardatively minor supplier of agricultural productsto the United States
with most trade comprised of U.S. exports. The principa declinewasregistered by U.S. exports of cereals, which
fell by $617 million (18 percent) to $2.9 hillionin 1997. Significant declines were also registered by U.S. exports
of frozen fish, certain miscellaneous animals and meats, and cattle and beef. These declines exceeded relatively
small gainsin U.S. exports of animal feeds, edible preparations, and cigarettes. Thefall inthe U.S. trade surplus
with Japan in agricultural productsin 1997 resulted largely from increased Japanese production and a shift to
third country suppliers for these product categories.

The country that had the second-largest absolute decline in the U.S. trade position for agricultural
productsin 1997 was K orea, the fourth-leading trading partner for such products. Korea's trade surplusfell by
$970 million (24 percent) to $3.0 billion in 1997 (table 5-1). Thisfollowed a dight increase in the surplusthe
previous year. Koreais aso arelatively minor supplier of U.S. imports of agricultural products, trade with it
being virtually all U.S. exports. Grains accounted for nearly all of the absolute decline, as U.S. exports fdl by
$931 million (58 percent) to $678 million in 1997. This decline was largely caused by adverse economic
conditions and aweak currency which caused a shift to lower cost suppliers of cereals and feed grains.®®

The U.S. agricultural products trade surplus with Mexico, the third-leading U.S. partner, declined by
$637 million (55 percent) to $530 million in 1997 (table 5-1). Thiswasthe third-largest absolute declinein the
trade pogition for such products that year and compared with a$2.0 billion rebound to a surplus of $1.2 billion
the previous year. The gain in 1996 was unusually large owing to Mexico's recovery from severe economic
conditions the previous year resulting from acurrency devaluation as well as to adverse weather conditions in the
northern part of the country which required the importation of grain.** Agricultural trade in 1997 returned to
more normal patterns, as domestic grain production increased. U.S. exports of cerealsto Mexico declined by
$932 million (52 percent) to $880 million in 1997. This decrease was greater than the total drop in the surplus
with Mexico, but it was mitigated by gainsin U.S. exports of cattle and beef, which increased by $203 million
(99 percent) to $407 million and by lesser increases in exports of cotton, not carded or combed, and hides, skins,
and lesther. Interms of U.S. imports, significant increases occurred in malt beverages and coffee and teawhile
declines occurred in fresh, chilled, or frozen vegetables and certain fresh fruit.

The U.S. trade surplus with Ching, the seventh-largest partner, fell by $567 million (44 percent) to $737
millionin 1997 (table 5-1). Most of the decline was accounted for by a $397 million (90 percent) drop in U.S.
exports of cerealsto $44 millionin 1997. Virtudly dl of the shift was accounted for by wheat (other than durum

BUSDA, FAS, “Impact of Korean Financial Crisis on U.S. Food Exports,” prepared by U.S. Embassy, Seoul,
No. KS7080, Dec. 31, 1997.

“USDA, FAS, “1997 Mexico Agricultural Situation and Outlook,” prepared by U.S. Embassy, Mexico City,
No. MX7099, Sept. 26, 1997, p. 1.
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or seed). Chinese wheat production has increased substantially in recent years to near self-sufficient levels, and
China has largely exited the wheat import market.™> The leading U.S. imports and exports of agricultural
products for major trading partner countries are presented in table 5-4.

Table 5-4
Agricultural products: Leading U.S. import and export products, by major partner, 1997
Partner Leading imports Leading exports
Canada........ Live cattle Preparations used in animal feeding
Fresh or chilled beef Miscellaneous food preparations
Fresh, chilled, or frozen pork Bread, pastry, cakes, etc.
Wheat Fresh or chilled beef
Japan ......... ® Corn
Cigars, cigarettes, etc.
Soybeans

Fresh or chilled beef

Mexico ........ Coffee Soybeans
Fresh or chilled tomatoes Cotton, not carded or combed
Beer Corn
Fresh, chilled, salted, or cooked crustaceans Grain sorghum

Korea ......... Prepared or preserved crustaceans, molluscs, or  Fresh or preserved raw hides and skins of
other aquatic invertebrates bovine or equine animals
Pasta, prepared or not Corn
Fresh, chilled, salted, or cooked crustaeesdns Soybeans
chill Frozen beef
ed,
or
salt
ed
mol
lus
cs
or
oth
er
aqu
atic
inv
erte
brat
es
and
flou
rs,
me
als,
etc.
of the foregoing

BUSDA, FAS, Grains: World Markets and Trade, Part One, Nov. 12, 1997, found at Internet address
http://www fas.usda.gov/grain/circular/97-11/nov97gfdl.htm.
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Netherlands . ... Beer Soybeans

Bulbs, tubers, etc., chicory plants and roots Starch manufacturing residues, waste/residues
Cut flowers and buds for bouquets from sugar manufacturing, and
Unsweetened cocoa powder brewing/distilling dregs

Unmanufactured tobacco
Miscellaneous nuts

Taiwan ........ Frozen fish Corn
Bird skins and other feathered parts and down Soybeans
Fresh, chilled, or frozen fish fillets and other fish Fresh or preserved raw hides and skins of
meat bovine or equine animals
Fresh, chilled, or salted molluscs or other Wheat

aquatic invertebrates and flours, meals, etc.
of the foregoing

!Not a significant import supplier.

Note.--Categories are 4-digit HTS headings/subheadings (or groups of 4-digit HTS headings/subheadings) and
corresponding export categories. The countries shown are those with the largest total U.S. trade (U.S. imports plus
exports) in 1997. Products are ranked in decreasing order based on 1997 trade.

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



COMMODITY ANALYSIS
Cereals (Food and Feed Grains)'®

The U.S. trade surplus in food and feed grains declined by $5.8 hillion (37 percent) in 1997 to $10.1
billion as exports declined sharply and imports rose. This surplus was by far the largest among the
industry/commodity groups in the agricultural products sector. Food and feed grain exportsfell by $5.6 billion
(34 percent) to $11.1 billion in 1997. On avolume basis, U.S. food and feed grain exports experienced a sharp
decline of 17 percent to 74 million metric tonsin 1997. Exacerbating the volume decline, grain export prices
dropped; U.S. wheat prices fell in 1997 by 23 percent, and U.S. corn prices by 29 percent.’” Meanwhile, U.S.
imports of grain increased in 1997 as Canadian wheat entered in larger volumes.

U.S.imports

Increased imports from Canada, which supplied about three-quarters of U.S. grain imports, aso
contributed to the smaller U.S. trade surplusin grainin 1997. U.S. imports of grain from all countries rose by
$193 million (25 percent) to $984 million; imports from Canada grew by $102 million (16 percent) to $724
million. Imports of Canadian whest increased during 1996-97 by $114 million, a result of both higher Canadian
production and strong U.S. demand by wheat mills.

U.S. exports

U.S. grain exportsto most markets dropped in 1997, with a combined loss of $3.3 hillion in five leading
markets: Japan, Mexico, Korea, Taiwan, and Egypt. Salesto Mexico and Korea of U.S. grain dropped by $1.0
billion each, and to Japan by $617 million. Most foreign marketsin 1997 reduced their purchases of U.S. grain
either because of their increased production of grain or a shift to third-country suppliers. In some countries, such
as Taiwan, fewer farm animals lowered the demand for feed grain, and thus reduced imports of U.S. corn, a
primary feed grain. Third-country wheat and feed grain exportersin 1997 had abundant supplies, undercutting
U.S. exportsin most markets of the world.

Wheat, corn, rice, and sorghum accounted for nearly al of the $11.1 hillion of U.S. grain exportsin
1997: corn accounted for 47 percent; wheat, 37 percent; rice, 8 percent; and sorghum, 5 percent. Corn exports
fell in 1997 by $3.1 hillion (38 percent) to $5.1 hillion as much lower corn prices and plentiful third-country
supplies (particularly in key U.S. markets) undercut U.S. corn sdles. U.S. wheat exports declined in 1997 by $2.2
billion (35 percent) to $4.1 hillion, with lower exports to Japan, Egypt, Korea, and Mexico. Rice exports
decreased by $98 million (9 percent) to $932 million in 1997, and sorghum exports fell by $145 million (20
percent) to $594 million.

Among the leading foreign marketsin 1997, Mexico and K orea experienced the sharpest drop (on avalue
basis) in purchases of U.S. grain. Mexico’s corn, wheat, and sorghum crops rebounded in part from drought-
reduced production in 1996 to much higher levelsin 1997, reducing the need for imports.’® Korea, meanwhile,
turned to other lower priced and more abundant feed grains, such as feed wheat, and to Chinese corn. China,

8Grains include rice, wheat, barley, corn, sorghum, oats, and rye. Milled grain products, such as flour, are not
included.

"The average export price (f.0.b. vessal, Gulf ports) of U.S. wheat dropped from $5.63 per bushel in 1996 to
$4.35 per bushel in 1997; the average price of U.S. corn fell from $4.17 to $2.97 per bushel, respectively. Source:
USDA, Agricultural Outlook, Apr. 1998.

1BUSDA, ERS, Feed Stuation and Outlook Yearbook, Mar. 1997, p. 20.
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which in 1996 had been an important market for U.S. corn, became in 1997 a major net exporter of corn by
increasing its net exports of corn by about 5 million metric tons (MMT).*

Furthermore, U.S. grain exporters experienced diminished 1997 sales to Japan (by $617 million or 18
percent), Taiwan (down $336 million or 28 percent), and Egypt (by $327 million or 30 percent). The value of
Japanese imports of U.S. corn declined because of the lower U.S. prices as the volume of U.S. corn exports
actualy rose. Taiwan aso reduced its overal imports of feed grainin 1997 as aresult of its lower hog production
after an outbreak of foot-and-mouth disease®® The Asian currency and economic crisis further eroded the
competitiveness of U.S. grain in the Asian markets by the fourth quarter of 1997.%

John Reeder
(202) 205-3319
reeder @usitc.gov

Coffeeand Tea

Thecustomary U.S. trade deficit for coffee and tea grew by $1.1 billion (40 percent) to $3.8 billion in
1997 (table 5-5). Thiswas the largest absolute deficit and the second-largest decline in trade position among
industry/commodity groups in the agricultural products sector. Virtualy all of the growth in the deficit was
accounted for by arisein imports, as exports were unchanged between 1996 and 1997. Coffee, not roasted, not
decaffeinated (green coffee), was, by far, the primary imported product, accounting for 79 percent of the value
of total U.S. imports of coffee and tea. Imports dominate the U.S. market, as the United States produces a
relatively minor amount of unprocessed coffee and tea.

U.S.imports

U.S. imports of coffee and teaincreased by $1.1 billion (38 percent) to $4.1 billion in 1997 (table 5-5),
representing by far the largest absolute rise in imports among industry/commodity groups that year. U.S. imports
of green coffee rose by $970 million (43 percent) to $3.2 billion in 1997. This increase resulted from a
combination of moderately greater quantities of green coffee imports from most foreign suppliers as well as
subgtantially higher prices. The quantity of total U.S. imports of green coffee rose by 5 percent in 1997, while
the average unit value of imports increased by $0.83 per kilogram (37 percent) to $3.08 per kilogram in 1997.
The quantity rose in part because of increased production in major supplying countries in 1997 following a
subpar level the previous year and because U.S. roasters rebuilt stocks during the second half of the year.?
Global coffee bean production increased by 14 percent during the 1996/97 marketing year, reversing adecline
of 5 percent the previous season.?

In crop year 1996/97, China exported 3.8 MMT tons net, whereasin 1995/96, it had imported 1.2 MMT net.
Thus, its net exportsrose by about 5 MMT. Source: USDA, FAS, Grain: World Markets and Trade, Mar. 1998, p. 30.

PYSDA, Outlook for U.S. Agricultural Exports, June 10, 1997, p. 3.

2USDA, Outlook for U.S. Agricultural Exports, Feb. 23, 1998, pp. 8-9.

2|.S. roasters generally have been reducing stocks in recent years as they shifted to just-in-time inventory
methods. However, owing to relatively low production levels the past few years, stocks were unusually low in 1996 and
roasters replenished them in 1997. U.S. coffee stocks exceeded year-earlier levels beginning in July 1997. USITC staff
conversation with an officia of the USDA, Apr. 17, 1998.

BUSDA, FAS, Tropical Products: World Markets and Trade, Dec. 1997, found at Internet address
http://ww fas.usda.gov/htp/tropical/1997/97-12/dec97trop.html, retrieved Apr. 10, 1998. The coffee-marketing year
beginsin either April, July, or October, depending on the country.
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New York spot prices for mild arabica coffees from Colombia, the principal U.S. import supplier,
averaged 198.92 cents per pound in 1997, up by 52 percent from the previous year, while prices for arabica coffee
from Brazil, the third-leading import supplier, averaged 166.80 cents per pound in 1997, 39 percent higher than
the previous year.?* Higher pricesin 1997 mainly resulted from early-season weather-related uncertainty and
labor conditionsin Brazil and Colombia®® and from stable demand in the U.S. coffee market. The average annual
retail pricefor coffeein the U.S. market increased by $0.68 per pound (20 percent) to $4.11 per pound in 1997,
while U.S. coffee consumption rose dightly from 18.0 million bags in 1996 to an estimated 18.1 million bags
in 1997.2¢

Colombia displaced Mexico to become the leading U.S. import source for coffee and teain 1997 after
ranking second the previous year. Imports from Colombia increased by $275 million (54 percent) to $785
million, accounting for 19 percent of the total value of U.S. imports of coffee and teain 1997. The bulk of such
imports consisted of green coffee beans. Colombiaincreased export volumes during 1997 in responseto rising
prices caused by strong globa demand.?” The United States competed mainly with Germany and Japan for
Colombian green coffee beans and accounted for about a quarter of total Colombian exports.?® Imports from
Mexico increased in value at alower rate than did those from Colombia, accounting for 16 percent of total U.S.
imports of coffee and teain 1997. Aswas the case with Colombia, the bulk of such imports were green coffee
beans. U.S. importsfrom Mexico were lower in quantity in 1997 as aresult of adeclinein Mexican production
due to dry weather and hurricanes,® but relatively high prices led to an increase in the total value. The U.S.
market accounts for about two-thirds of the quantity of Mexican exports of green coffee beans.*

U.S. exports

U.S. exports of coffee and teaincreased by $17 million (7 percent) to $254 million in 1997 (table 5-5).

A $13 million (11-percent) decline in the principal export category of roasted, undecaffeinated coffee was
exceeded by increasesin most other categories, principally instant coffee and other coffee extracts. Setting this
trend were exports to Canada, which increased in value by $3 million (2 percent) to $133 million in 1997.
Canadaretained itsleading market position for U.S. exports of coffee and teain 1997, accounting for 52 percent
of thetotal value. The remainder of the market is relatively fragmented, and substantial shifts occurred in the
rankings among the smaller markets. Hong Kong, the 10th-leading U.S. coffee and tea export market in 1996
ranked second in 1997, as exportsincreased by $15 million (335 percent) to $19 million. Russiafell from second
to tenth, as exports dropped by $8 million (43 percent) to $10 million in 1997. Most of the change in both
markets was accounted for by extracts, essences, and concentrates of coffee, other than unflavored instant coffee.
Douglas Newman

(202) 205-3328

newman@usitc.gov

#bid.

BUSDA, FAS, Tropical Products: World Markets and Trade, June 1997, found at Internet address
http://www.fas.usda.gov/htp/tropical/1997/97-06/coffee.htm, retrieved Apr. 14, 1998.

#YSITC staff telephone conversation with an official of the International Coffee Organization, Apr. 17, 1998.
Datafor 1997 are preliminary estimates. One bag equals 60 kilograms.

2'USDA, FAS, “Coffee--Annual Report,” prepared by U.S. Embassy, Bogota, No. CO7012, May 15, 1997, p.
1

#|bid., p. 9.

PYSDA, FAS, “Mexican Coffee on an Export High in 1997, prepared by U.S. Embassy, Mexico City, No.
MX7113, Nov. 3, 1997, p. 4.

PYUSDA, FAS, “Mexico’s Coffee Production Tendencies for 1997,” prepared by U.S. Embassy, Mexico City,
No. MX7042, Apr. 9, 1997, p. 9.
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Table 5-5

Agricultural products sector: U.S. trade for selected industry/commodity groups, 1996 and 1997*

USITC Change, 1997 from 1996
code? Industry/commodity group 1996 1997 Absolute Percent
Million Dollars

AGO001 Certain miscellaneous animals and meats:

EXpOrts . . ..o 1,895 1,848 -47 -2.5

Imports . ... 1,146 1,262 115 10.1

Tradebalance: . ............ ... ... ... 748 586 -162 -21.7
AGO002 Cattle and beef:

EXpOrts . . ..o 2,447 2,573 126 5.1

Imports . ... ... 2,248 2,534 286 12.7

Tradebalance: . ............ ... ... . . ... 199 39 -160 -80.3
AGO003 Swine and pork:

EXpoOrts . . ... 918 943 25 2.7

Imports .. ... 742 792 49 6.6

Tradebalance: . ............ ... ... . . ... 176 152 -24 -13.9
AGO004 Sheep and meat of sheep:

EXpoOrts . . ... 21 65 44 211.2

Imports .. ... 119 144 25 21.2

Tradebalance: . ............ .. ... ... -98 -78 19 19.7
AGO005 Poultry:

EXPOrts . . ..o 2,589 2,515 -74 -2.9

Imports .. ... 35 43 8 22.7

Trade balance: . ........... ... ... ... ... .... 2,554 2,472 -82 -3.2
AGO006 Fresh or chilled fish:

EXpoOrts . . ..o 263 238 -24 -9.3

Imports . ... ... 885 1,025 140 15.8

Tradebalance: . ............ ... ... ... -623 -787 -164 -26.4
AGO007 Frozen fish:

EXpOrts . . ..o 1,557 1,371 -186 -11.9

Imports . ... ... 1,344 1,446 102 7.6

Trade balance: . ........................... 213 -75 -288 ®
AGO008 Canned fish and other fish:

EXpOrts . . ..o 426 326 -100 -23.5

Imports .. ... 694 736 42 6.1

Tradebalance ............. ... ... ... ..... -268 -411 -142 -53.1
AGO009 Shellfish:

EXpOrts . . ..o 739 720 -19 -2.6

Imports . ... ... 3,741 4,472 730 19.5

Trade balance: . ............ ... ... ... ...... -3,003 -3,752 -749 -25.0
AGO010 Dairy produce:

EXpOrts . . ..o 506 618 112 22.1

Imports . ... ... 1,198 1,109 -89 7.4

Tradebalance: . ............ ... ... ... -693 -492 201 29.0
AG011 Eggs:

EXPOMS . . oottt e e e 207 207 * -0.1

Imports .. ... 24 19 -5 -20.2

Tradebalance: . ............ ... ... ... ... 183 188 5 25
AGO012 Sugar and other sweeteners:

EXpoOrts . . ... 381 359 -22 -5.7

Imports . ... ... 1,407 1,321 -87 -6.2

Trade balance ............. ... ... ... ...... -1,027 -961 65 6.4
AGO013 Animal feeds:

EXpOrts . . ..o 4,375 4,837 462 10.6

Imports .. ... 779 783 4 0.5

Trade balance: . ............ ... ... ... ...... 3,595 4,054 459 12.8
AGO014 Live plants:

EXpOrts . . ..o 92 117 25 27.1

Imports .. ... 312 336 24 7.8

See footnote(s) at end of table.
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Table 5-5--Continued
Agricultural products sector: U.S. trade for selected industry/commodity groups, 1996 and 1997*

USITC Change, 1997 from 1996
code? Industry/commodity group 1996 1997 Absolute Percent
Million Dollars

Tradebalance: . ............ ... ... ... -220 -219 1 0.2
AGO015 Seeds:

EXpOrts . . ..o 648 776 127 19.6

Imports .. ... 298 361 63 21.3

Tradebalance: . ............ ... ... . ... 350 414 64 18.3
AGO016 Cut flowers:

EXpoOrts . . ... 48 49 1 2.6

Imports .. ... 573 595 22 3.9

Tradebalance: . ............ .. ... ... -525 -546 -21 -4.0
AGO017 Miscellaneous vegetable substances:

EXpoOrts . . ... 449 470 21 4.7

Imports .. ... 792 855 63 7.9

Tradebalance ............. ... ... ... ..... -344 -386 -42 -12.1
AGO018 Fresh, chilled, or frozen vegetables:

EXpOrts . . ..o 1,070 1,178 108 10.1

Imports .. ... 1,840 1,857 17 9

Tradebalance: . ............ .. ... ... -770 -678 91 11.8
AGO019 Prepared or preserved vegetables,

mushrooms, and olives:

EXpOrts . . ..o 1,332 1,433 101 7.6

Imports .. ... 981 1,074 93 9.5

Tradebalance: . ............ ... ... . ... 351 359 8 2.3
AG020 Edible nuts:

EXpOrts . . ..o 1,666 1,491 -175 -10.5

Imports .. ... 570 630 59 10.4

Trade balance: . ............ ... ... ... ...... 1,096 861 -235 -21.4
AGO021 Tropical fruit:

EXpOrts . . ..o 79 70 -9 -10.9

Imports . ... ... 1,391 1,466 75 5.4

Trade balance: . .............. ... ... ...... -1,312 -1,396 -84 -6.4
AG022 Citrus fruit:

EXpoOrts . . ..o 700 735 35 5.0

Imports .. ... 177 201 24 13.7

Tradebalance: . ............ ... ... ... 524 535 11 2.1
AG023 Deciduous fruit:

EXpOrts .. ..o 731 780 49 6.7

Imports .. ... 197 187 -10 -4.9

Tradebalance: . ............ ... ... . ... 534 592 58 11.0
AG024  Other fresh fruit:

EXpOrts .. ..o 507 557 50 9.8

Imports .. ... 744 717 -27 -3.6

Tradebalance: . ............ ... ... ... -237 -160 77 324
AGO025 Dried fruit other than tropical

EXpoOrts . . ..o 388 386 -3 -0.7

Imports .. ... 58 61 3 4.3

Tradebalance: . ............ .. ... ... 330 325 -5 -1.6
AG026 Frozen fruit:

EXPOMS . . oottt e e 79 79 * 0.1

Imports .. ... 82 88 6 7.7

Tradebalance: . ............ ... ... .. .. .. -3 -9 -6 -229.4
AGO027 Prepared or preserved fruit:

EXpOrts .. ..o 173 182 9 5.1

Imports .. ... 484 545 61 12.6

Tradebalance: . ............ ... ... .. .. .. -311 -363 -52 -16.8

See footnote(s) at end of table.
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Table 5-5--Continued

Agricultural products sector: U.S. trade for selected industry/commodity groups, 1996 and 1997*

USITC Change, 1997 from 1996
code? Industry/commodity group 1996 1997 Absolute Percent
Million Dollars

AG028 Coffee and tea:

EXpoOrts . . ... 237 254 17 7.4

Imports . ... 2,958 4,071 1,113 37.6

Trade balance: . ............ ... ... ... ...... -2,721 -3,816 -1,095 -40.2
AG029 Spices:

EXpOrts . . ..o 55 58 3 5.9

Imports .. ... 349 416 67 19.3

Trade balance: . ........ ... ... ... ... ... .. -294 -358 -64 -21.8
AGO030 Cereals:

EXPOMS . .ot 16,751 11,106 -5,645 -33.7

Imports . ... 791 984 193 24.5

Trade balance: . ............ ... ... ... ...... 15,961 10,122 -5,839 -36.6
AGO031 Milled grains, malts, and starches:

EXpoOrts . . ... 425 429 4 1.0

Imports .. ... 175 167 -8 -4.3

Tradebalance ........... ... ... .. ... ... .. 250 262 12 4.6
AGO032 Oilseeds:

EXPOMS . ..ot 7,638 7,700 63 0.8

Imports .. ... 279 335 55 19.9

Trade balance: . ............ ... ... ... ...... 7,358 7,365 7 0.1
AGO033 Animal or vegetable fats and oils:

EXPOMS . .o 1,826 2,173 346 18.9

Imports . ... 1,480 1,517 37 25

Trade balance: . ........ ... ... ... ... ... .. 346 656 310 89.4
AGO034 Edible preparations:

EXPOMS . ..o 3,353 4,029 676 20.2

Imports . ... 1,943 2,139 196 10.1

Tradebalance ............. ... ... ... ...... 1,410 1,890 480 34.1
AGO035 Cocoa, chocolate, and confectionery:

EXpOrts . . ..o 586 662 76 13.0

Imports . ... 1,806 1,910 104 5.8

Trade balance: . ............ ... ... ... ...... -1,220 -1,248 -28 -2.3
AGO036 Fruit and vegetable juices:

EXpoOrts . . ... 642 677 36 5.6

Imports .. ... 929 856 -73 -7.9

Trade balance: . ........ ... ... ... ... ... .. -287 -178 109 38.0
AGO037 Nonalcoholic beverages, excluding fruit and

vegetable juices:

EXpoOrts . . ... 244 299 55 224

Imports .. ... 430 524 94 22.0

Trade balance: . .......... ... ... ... .. ... .. -186 -226 -40 -21.4
AGO038 Malt beverages:

EXpOrts . . ... 362 319 -44 -12.0

Imports . ... 1,301 1,480 179 13.8

Trade balance: . ........... ... ... ... ... .... -939 -1,162 -223 -23.7
AGO039 Wine and certain other fermented beverages

EXpoOrts . . ... 320 415 95 29.5

Imports . ... 1,435 1,716 281 19.6

Trade balance: . ............ ... ... ... ...... -1,115 -1,301 -186 -16.7
AGO040 Distilled spirits:

EXpOrts . . ..o 392 390 -2 -0.4

Imports . ... 1,843 1,966 123 6.7

Trade balance: . ............ ... ... ... ...... -1,451 -1,576 -125 -8.6
AGO041 Unmanufactured tobacco:

EXPOMS . .o 1,390 1,553 163 11.7

See footnote(s) at end of table.
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Table 5-5--Continued
Agricultural products sector: U.S. trade for selected industry/commodity groups, 1996 and 1997*

USITC Change, 1997 from 1996
code? Industry/commodity group 1996 1997 Absolute Percent
Million Dollars

Imports . ... 923 1,089 167 18.1

Tradebalance ........... ... .. ... ... .. ... 468 464 -4 -0.8
AGO042 Cigars and certain other manufactured tobacco:

EXpOrts . . ..o 503 547 44 8.8

Imports . ... 207 419 212 102.1

Trade balance: . .......... ... .. ... ... ... .. 295 128 -167 -56.7
AGO043 Cigarettes:

EXPOMS . ..o 4,736 4,409 -326 -6.9

Imports .. ... 38 44 6 16.6

Trade balance: . ........... ... ... ... ... .... 4,698 4,365 -333 7.1
AGO044 Hides, skins, and leather:

EXPOMS . .ot 2,216 2,310 94 4.2

Imports . ... 1,054 1,133 79 7.5

Trade balance ............. ... ... ... ...... 1,162 1,177 15 1.3
AGO045  Furskins:

EXpOrts . . ..o 224 222 -2 -1.0

Imports .. ... 107 115 8 7.2

Trade balance: . ........ ... ... ... ... .. ... 117 107 -10 -8.5
AGO062 Ethyl alcohol for nonbeverage purposes:

EXpOrts . . ..o 128 123 -5 -4.2

Imports .. ... 160 119 -41 -25.8

Trade balance: ............................ -32 4 36 ®
AGO063 Wool and other animal hair:

EXpoOrts .. ..o 20 17 -3 -16.0

Imports .. ... 173 179 6 3.3

Trade balance: . ........ ... ... ... ... ... .. -154 -163 -9 5.7
AG064 Cotton, not carded or combed:

EXPOMS . oo 2,715 2,682 -33 -1.2

Imports .. ... 283 3 -280 -98.9

Trade balance ............. ... ... ... ...... 2,432 2,679 247 10.1

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

*This coding system is used by the U.S. International Trade Commission to identify major groupings of HTS import
and export items for trade-monitoring purposes.

®Not meaningful for purposes of comparison.

“Less than $500,000.

Note.--Calculations based on unrounded data.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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CHAPTER 6
Forest Products

William Hoffmeier, Coordinator
(202) 205-3321
hoffmeler @usitc.gov

Thetrade deficit in forest products expanded by $1.0 billion (30 percent) to $4.5 billion in 1997 (table
6-1). Total forest product trade rose by $1.5 hillion (3 percent) to $56.0 billion in 1997 as both imports and
exportsincreased. U.S. exports of forest productsrose dlightly, by $455 million (2 percent) to $26.0 billion, due
to stable or increasing prices for a variety of wood and paper products. Exports for most product groups
increased in 1997. However, exports of logs and rough wood products declined by $489 million (17 percent) to
$2.4 hillion. Thedeclinein log exports resulted from lower construction activity in Japan, the principal market
for log exports. Log exports also met increased competition from lower priced logs originating in Russiaand
New Zedand.! Exports of wood pulp and waste paper, and newsprint, also fell, declining by $166 million and
$130 million, respectively.

After faling pulp and paper product pricesin 1996 broke a 5-year growth trend in U.S. forest product
imports, the value of U.S. importsincreased by $1.5 billion (5 percent) to $30.5 billion in 1997. Imports of
lumber (up by $531 million) and moldings, millwork, and joinery (up by $423 million) posted the largest
increases. Strong domestic demand for housing construction in 1997 led to this growth. Imports of industrial
paper and paperboard, printing and writing papers, and printed matter had modest increases. The only notable
declinein importswas registered by newsprint, which fell by $473 million (12 percent) to $3.6 billion. Imports
of forest products increased steadily over the 5 years prior to 1996.

Trade statistics for all commodity/industry groups are presented in table 6-3 at the end of this chapter.

“Demand Estimates on American Timber for 1998,” Japan Lumber Journal, vol. 38, No. 24, Dec. 1997, p.
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Table 6-1

Forest products: U.S. exports of domestic merchandise, imports for consumption, and merchandise trade
balance, by selected countries and country groups, 1996 and 1997*

Change, 1997 from 1996

Item 1996 1997 Absolute Percent
Million dollars

U.S. exports of domestic merchandise:
Canada .. ... 6,086 6,774 688 11.3
JaPaAN . 4,975 3,963 -1,011 -20.3
MEXICO .ot 2,267 2,526 259 11.4
United Kingdom . ... ... ... .. 1,191 1,334 143 12.0
Germany . . ... 880 933 53 6.1
China ... 489 485 -4 -0.8
Brazil . ... 384 429 45 11.7
Korea .. 1,014 945 -69 -6.8
Raly .. 653 720 67 10.2
Hong KoNng .. ..o e 608 651 43 7.0
AllOther .. .. 6,963 7,204 241 35

Total . . 25,509 25,964 455 1.8
EU-15 . 4,621 5,036 415 9.0
OPEC . 583 617 34 5.8
Latin AMEMCA . .. e et e 4,356 4,834 477 11.0
CBERA .. . 911 970 59 6.4
Asian Pacific Rim ............ ... ... ... .. .. . ... 9,254 8,184 -1,070 -11.6
ASEAN . . 1,005 967 -38 -3.8
Central and Eastern Europe . ........... .. ... ... ... 51 56 5 10.6

U.S. imports for consumption:
Canada .. ... 19,944 20,687 743 3.7
JaPaAN . 420 491 71 16.8
MEXICO .ot 847 967 121 14.3
United Kingdom . ... ... . ... .. 702 726 24 3.4
GeImMany . . ... 560 594 34 6.0
China ... 816 965 149 18.3
Brazil . ... 679 735 56 8.2
Korea .. 133 161 29 215
Raly .. 305 322 17 5.5
Hong KoNg . ..o 350 348 -2 -0.7
AllOther .. .. 4,202 4,461 259 6.2

Total . .. 28,957 30,456 1,499 5.2
EU-15 . 3,304 3,487 183 5.5
OPEC . 533 573 40 7.4
Latin AMEMCA . .. e e e ettt 1,997 2,280 284 14.2

RA 101 9 -3 3.1

Asian PacificRim .......... ..., 3,228 3,503 275 8.5

.......................................... 1,161 1,147 -14 -1.2

Central and Eastern Europe . ........... ... ... .. 1 24 7 45.5
U.S. merchandise trade balance:

ANAJA . . . -13,858 -13,913 -55 -0.4
JaPAN . 4,555 3,472 -1,082 -23.8
MEXICO .\ttt 1,420 1,559 138 9.7
United Kingdom . ....... ... ... .. 48 608 119 24.3
GeImMany . . ... 320 339 20 6.2
China .. -327 -480 -153 -46.8
Brazil . ... -295 -306 -11 -3.7
Korea .. 881 783 -98 -11.1
Raly .. 348 398 50 14.3
Hong KoNng .. ..o e 258 304 45 17.4
AllOther .. ... 2,761 2,744 -17 -0.6

Total . . -3,448 -4,492 -1,044 -30.3
EU-15 . 1,316 1,549 233 17.7
OPEC . . 5 44 -6 -11.9
Latin AMEMCA . .. e et e 2,360 2,553 194 8.2

RA 81 872 62 7.6
Asian Pacific Rim ............ ... ... ... .. .. . ... 6,026 4,681 -1,345 -22.3
.......................................... -156 -179 -24 -15.3

Central and Eastern Europe . ........... ... ... ... 35 33 -2 -5.9

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

Note.--Calculations based on unrounded data. The countries shown are those with the largest total U.S. trade (U.S. imports
plus exports) in these products in 1997.

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



U.S. BILATERAL TRADE

The United States posted a positive trade balance in forest products among the top-10 trading countries,
except for Canada, Ching, and Brazil (table 6-1). In 1997, ailmost 70 percent of all forest product imports came
from Canada. U.S. imports from Canada rose dightly, by $743 million (4 percent) to $20.7 billion. Canada
traditionally supplies the United States with softwood lumber ($6.6 billion in 1997), newsprint ($4.0 billion),
waood pulp and wastepaper ($2.2 hillion), and printing and writing papers ($2.4 billion). U.S. exports to Canada
increased by $688 million (11 percent) to $6.8 billion in 1997. The magjor U.S. exports to Canada are printed
matter, printing and writing papers, sanitary papers, lumber, and paperboard boxes.

The U.S. trade deficit with China grew by $153 million (47 percent) to $480 million in 1997 and was
primarily the result of increased U.S. imports from China of miscellaneous wood manufactures, wickerwork, and
certain converted paper products. The trade deficit with Brazil increased slightly in 1997 and was primarily the
result of U.S. imports of Brazilian lumber and lumber products.

After Canada, the largest U.S. trading partners were Japan, Mexico, and the United Kingdom. U.S.
exports of forest productsto Japan decreased by $1.0 billion in 1997 (20 percent) to $4.0 billion, still the largest
trade balance surplus with any major partner. Thiswas by far the largest bilateral U.S. export decrease among
major trading partners. Declining construction activity in Japan, higher pricesfor U.S. logs, and aweakening yen
were the principal causes of the decrease. U.S. exports of logs, lumber, wood chips, and builders joinery
decreased by $829 million (26 percent) to $2.3 billion. Exports of wood pulp and waste paper declined $52
million (9 percent) to $522 million. Mexico imported $2.5 billion of forest products from the United Statesin
1997. About one-quarter of Mexico'simports consisted of packing containers. The United Kingdom purchased
$1.3 hillion of forest products from the United States, an increase of $143 million (12 percent); the imports were
mainly printed matter, chemical wood pulp, and lumber.

Theleading U.S. import and export forest products for major trading partner countries are presented in
table 6-2.



Table 6-2

Forest products: Leading U.S. import and export products, by major partner, 1997

Partner

Leading imports

Leading exports

Canada . ..

United
Kingdom

Wood sawn or chipped lengthwise, sliced or
peeled, whether or not planed, sanded or
finger-jointed over 6mm thick

Newsprint, in rolls or sheets

Chemical woodpulp, soda or sulphate

Uncoated paper and paperboard for writing,
printing, etc., and punch card stock and tape

paper
Q)

Paper and paperboard registers, account books,

stationary, and similar articles

Wood continuously shaped (tongued, grooved,

etc.) along any face

Wood sawn or chipped lengthwise, sliced or
peeled, whether or not planed, sanded or
finger-jointed over 6mm thick

Toilet paper, towels, and like household or
sanitary items

Books, brochures, and similar printed matter

Wallpaper and similar wallcoverings

Paper, paperboard, wadding, and webs of
cellulose fibers, surface-prepared

Paper and paperboard, coated with kaolin or
other inorganic substance

Books, brochures, and similar printed matter

Newspapers, journals, and periodicals

Paper and paperboard, coated with kaolin or
other inorganic substance

Wood sawn or chipped lengthwise, sliced or
peeled, whether or not planed, sanded or
finger-jointed over 6mm thick

Wood in the rough, whether or not stripped of
bark or sapwood

Wood sawn or chipped lengthwise, sliced or
peeled, whether or not planed, sanded or
finger-jointed over 6mm thick

Fuel wood in logs, etc., wood in chips, etc.

Chemical woodpulp, soda or sulphate

Cartons, bags and other containers of paper,
paperboard, etc., and office paper products
Chemical woodpulp, soda or sulphate
Paper and paperboard, coated with kaolin or
other inorganic substance
Other paper, paperboard, cellulose wadding
and webs of cellulose fibers and other
articles of paper pulp, etc.

Books, brochures, and similar printed matter

Chemical woodpulp, soda or sulphate

Wood sawn or chipped lengthwise, sliced or
peeled, whether or not planed, sanded or
finger-jointed over 6mm thick

Kraft paper and paperboard, uncoated



Table 6-3
Forest products sector: U.S. trade for selected industry/commodity groups, 1996 and 1997*

USITC
code? Industry/commodity group 1996 1997 Absolute Percent

Change, 1997 from 1996

Million Dollars

Germany . ...... Paper, paperboard, wadding, and webs of Wood sawn or chipped lengthwise, sliced or
cellulose fibers, surface-prepared peeled, whether or not planed, sanded or
Paper and paperboard, coated with kaolin or finger-jointed over 6mm thick
other inorganic substance Chemical woodpulp, dissolving grades
Books, brochures, and similar printedunatiated Chemical woodpulp, soda or sulphate
pap Veneer sheets, etc., not over 6mm thick
er
and
pap
erb
oar
d
for
writi
ng,
prin
ting

etc.
and
pun
ch
car
d
sto
ck
and
tap
e
pap
er

China ......... Basketwork, wickerwork of plaits, etc. Kraft paper and paperboard, uncoated
Paper and paperboard registers, account books, = Chemical woodpulp, soda or sulphate
stationary, and similar articles Waste and scrap of paper or paperboard
Wood marquetry and inlaid wood; wood cases Paper and paperboard, coated with kaolin or
for jewelry, cutlery, etc., and wood ornaments other inorganic substance
Miscellaneous articles of wood

!Not a significant supplier.

Note.--Categories are 4-digit HTS headings/subheadings (or groups of 4-digit HTS headings/subheadings) and
corresponding export categories. The countries shown are those with the largest total U.S. trade (U.S. imports plus
exports) in 1997. Products are ranked in decreasing order based on 1997 trade.

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

AGO046 Logs and rough wood products:

EXpOrts . . ..o 2,909 2,420 -489 -16.8

Imports .. ... 419 427 8 2.0

Tradebalance ............. ... ... ... ...... 2,490 1,993 -498 -20.0
AGO047 Lumber:

EXpOrts . . ..o 2,430 2,532 102 4.2

See footnote(s) at end of table.



Table 6-3--Continued
Forest products sector: U.S. trade for selected industry/commodity groups, 1996 and 1997*

USITC Change, 1997 from 1996
code? Industry/commodity group 1996 1997 Absolute Percent
Million Dollars

Imports . ... 6,829 7,360 531 7.8

Trade balance: . ............ ... ... ... ...... -4,399 -4,828 -429 -9.8
AG048 Moldings, millwork, and joinery:

EXpoOrts . . ..o 563 642 78 13.9

Imports . ... 1,171 1,594 423 36.1

Tradebalance ........... ... ... ... .. ... .. -607 -952 -344 -56.7
AGO049 Structural panel products:

EXPOMS . .o 994 1,166 172 17.3

Imports . ... 2,152 2,249 97 4.5

Trade balance ............. ... ... ... ...... -1,158 -1,083 75 6.5
AGO050 Wooden containers:

EXpoOrts . . ... 85 112 27 32.2

Imports .. ... 253 348 95 37.8

Trade balance: . .......... ... ... . ... ... .. -168 -236 -68 -40.6
AGO051 Tools and tool handles of wood:

EXpoOrts . . ... 24 37 13 54.8

Imports .. ... 114 117 3 2.7

Tradebalance ........... ... .. ... ... ..., -90 -80 10 11.0
AGO052 Miscellaneous articles of wood:

EXpOrts . . ..o 179 185 6 3.5

Imports . ... 617 733 116 18.8

Tradebalance ........... ... ... ... .. .. ... -438 -547 -110 -25.1
AGO053 Cork and rattan:

EXpoOrts . . ..o 82 76 -6 -7.2

IMPOMS . ..ot 407 407 ® 0.1

Trade balance: . .......... ... ... ... .. ... .. -325 -332 -6 -1.9
AGO054 Wood pulp and wastepaper:

EXPOMS . ..o 4,059 3,893 -166 4.1

Imports .. ... 2,665 2,656 -9 -0.4

Trade balance ............. ... ... ... ...... 1,394 1,237 -157 -11.2
AGO055 Paper boxes and bags:

EXPOMS . .o 1,204 1,296 92 7.7

Imports .. ... 658 674 16 24

Trade balance: . .......... ... ... .. ... ... .. 546 622 76 14.0
AGO056 Industrial papers and paperboards

EXPOMS . ..ot 5,064 5,407 343 6.8

Imports . ... 1,830 2,044 215 11.7

Trade balance: . ............ ... ... ... ...... 3,234 3,363 129 4.0
AGO057 Newsprint:

EXPOMS . .ot 652 522 -130 -19.9

Imports . ... 4,063 3,590 -473 -11.6

Trade balance: . ............ ... ... ... ...... -3,411 -3,068 343 10.1
AGO058 Printing and writing papers:

EXPOMS . ..o 1,394 1,431 37 2.7

Imports . ... 3,565 3,773 207 5.8

Trade balance ............. ... ... ... ...... -2,171 -2,341 -170 -7.8
AGO059 Certain specialty papers:

EXpOrts . . ..o 773 760 -13 -1.6

Imports .. ... 774 808 34 4.4

Trade balance: . ............ ... ... ... ...... -1 -48 -47 -3,145.1
AGO060 Miscellaneous paper products:

EXPOMS . ..o 987 1,196 208 211

Imports .. ... 875 956 81 9.3

Tradebalance ........... ... ... ... .. ... .. 112 239 127 113.6

See footnote(s) at end of table.



Table 6-3--Continued

Forest products sector: U.S. trade for selected industry/commodity groups, 1996 and 1997*

USITC
code? Industry/commodity group

Change, 1997 from 1996
1996 1997 Absolute Percent

AGO061 Printed matter:

Million Dollars

4,109 4,287 178 4.3
2,564 2,719 154 6.0
1,545 1,569 24 15

"Import values based on Customs value; export values are based on f.a.s. value, U.S. port of export.
This coding system is used by the U.S. International Trade Commission to identify major groupings of HTS import and

export items for trade-monitoring purposes.
3Less than $500,000.

Note.--Calculations based on unrounded data.

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



CHAPTER 7
Chemicals and Related Products

Elizabeth Howlett, Coor dinator
(202) 205-3365
ehowlett@usitc.gov

During 1996-97, the U.S. trade surplus for chemicals and related products increased by $796 million (7
percent) to $12.2 billion (table 7-1). Due to strong economic growth in the United States and many of its trading
partners, U.S. exports of these productsincreased by $8.5 hillion (12 percent) to $78.3 billion, while U.S. imports
rose by $7.7 billion (13 percent) to $66.1 billion. Since this sector comprises many products, such as plastic
tubing, coatings, adhesives, plastics, and pigments, that are used in the production of manufactured goods, the
performance of the industry is strongly linked to the general health of the economy.

Within the overal U.S. sector, al subsectors of chemicds and related products contributed to the growth
in exports (table 7-2). Plastics and rubber (raw materials and finished products) exports increased the most by
value, rising by $3.3 billion (13 percent) to $28.2 hillion, followed by exports of pharmaceuticals, which
increased by $1.8 billion (21 percent) to $10.3 hillion, and general organic chemicals, with an increase of $1.6
billion (10 percent) to $16.8 billion. Similarly, U.S. imports increased for all types of chemicals and related
productsin 1997. Pharmaceuticals had the largest increase, rising by $3.0 billion (27 percent) to $14.2 billion,
followed by genera organic chemicals, which grew by $2.1 billion (18 percent) to $13.8 billion, and plastic and
rubber (raw materials and finished products), which was up by $1.5 billion (7 percent) to $21.2 billion.

Although the U.S. trade surplus rose during 1997, the trade position fluctuated significantly acrossthe
different types of chemicals and related products. The only trade deficit was in the pharmaceuticals industry,
where the existing trade deficit fell by $1.2 billion (45 percent) to $3.8 billion in 1997. The trade surplusin
general organic chemicas decreased during 1997, falling by $562 million (16 percent) to $3.1 billion. The trade
surplusesin all other areas continued to grow. Thelargest increase by value was registered in plastics and rubber
(raw materials and finished products), where the trade surplus increased by $1.8 hillion (35 percent) to $7.0
billion.

Trade statistics for al commodity/industry groups in the chemicals and related products sector are
presented in table 7-4 at the end of this chapter.

Table 7-1



Chemicals and related products: U.S. exports of domestic merchandise, imports for consumption, and
merchandise trade balance, by selected countries and country groups, 1996 and 1997*

Change, 1997 from 1996
Item 1996 1997 Absolute Percent
Million dollars

U.S. exports of domestic merchandise:

Canada . ... 14,548 16,399 1,851 12.7
JaPaAN . 5,782 6,117 335 5.8
MEXICO ..ttt 7,172 8,932 1,760 245
GEIMANY . . ottt e 2,447 2,799 352 14.4
United Kingdom . ... ... ... i 2,780 3,207 427 15.4
China ... 1,769 1,978 209 11.8
France ......... . . 1,695 2,054 360 21.2
Netherlands . ......... ... i 3,050 3,796 746 24.5
Belgium . ... ... 3,229 3,530 300 9.3
Brazil . ... 2,475 2,976 502 20.3
AllOther ... ... 24,850 26,491 1,641 6.6

Total . ..o 69,796 78,279 8,483 12.2
EU-15 .. 16,211 18,824 2,613 16.1
OPEC .. 1,876 2,085 209 11.2
Latin America .. ..... ..ttt i 15,129 17,773 2,644 17.5
CBERA . ... 1,621 1,814 192 11.9
Asian PacificRim . ........ ... ... . . . 19,763 20,424 660 3.3
ASEAN ... 3,673 3,922 249 6.8
Central and Eastern Europe . ........... ... ... ... 205 251 46 22.7

U.S. imports for consumption:
Canada . ... 11,093 12,463 1,370 12.4
JaPaAN . 7,737 8,209 472 6.1
MEXICO ..ttt 2,276 2,689 413 18.1
GEIMANY . . .ttt et 5,502 6,568 1,066 19.4
United Kingdom . ... ... ... . 4,147 4,857 710 17.1
China ... 2,936 3,371 434 14.8
France ......... .. . . 2,632 2,959 327 12.4
Netherlands . ......... ... i 1,191 1,143 -48 -4.0
Belgium . ... ... 1,189 1,404 215 18.1
Brazil . ... 664 683 18 2.8
AllOther ... ... 19,010 21,719 2,710 14.3

Total . ..o 58,378 66,065 7,687 13.2
EU-15 .. 20,168 23,470 3,302 16.4
OPEC ... 2,706 3,417 711 26.3
Latin AMEICA . .. e e e et 4,804 5,585 781 16.3

.......................................... 868 799 -6 -8.0

Asian PacificRim . ........ ... ... .. . 16,438 17,518 1,080 6.6

.......................................... 2,781 2,753 - -1.0

Central and Eastern Europe . ........... ... ... ... 250 302 52 20.6
U.S. merchandise trade balance:

ANAA . . .o 3,455 3,936 481 13.9
Japan ... -1,955 -2,092 -137 -7.0
MEXICO ..ttt 4,896 6,243 1,347 27.5
GEIMANY . . ottt e -3,055 -3,769 -714 -23.4
United Kingdom . ... ... ... ... .. -1,367 -1,650 -283 -20.7
China ... -1,167 -1,392 -225 -19.3
France . ....... ... -937 -905 33 3.5

1,858 2,652 794 42.7
2,040 2,126 86 4.2
1,810 2,294 484 26.7
5,841 4,772 -1,069 -18.3
11,418 12,214 796 7.0
-3,958 -4,646 -689 -17.4
-831 -1,332 -501 -60.3
10,325 12,188 1,863 18.0
753 1,015 262 34.7
3,326 2,906 -420 -12.6
892 1,168 276 30.9
-46 -51 -5 -11.6

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

Note.--Calculations based on unrounded data. The countries shown are those with the largest total U.S. trade (U.S. imports
plus exports) in these products in 1997.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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Chemicals and related products: U.S. exports of domestic merchandise, imports for consumption, and
merchandise trade balance, by major types, 1996 and 1997*

Change, 1997 from 1996
Item 1996 1997 Absolute Percent
Million dollars

U.S. exports of domestic merchandise:

Plastics, rubber, and products thereof . .. ............... 24,924 28,181 3,257 13.1
General organicchemicals . . ......................... 15,280 16,849 1,568 10.3
General inorganic chemicals ......................... 5,454 6,024 570 10.5
Pharmaceuticals . . ......... ... i 8,546 10,344 1,798 21.0
Consumer and industrial products . .. .................. 7,251 7,679 428 5.9
Fertilizers and pesticides ............ ... ... ... ... 5,163 5,414 250 4.8
Dyes, pigments, paints, andinks ...................... 3,177 3,789 612 19.3

Total ... 69,796 78,279 8,483 12.2

U.S. imports for consumption:

Plastics, rubber, and products thereof . .. ............... 19,751 21,221 1,470 7.4
General organicchemicals . . ......................... 11,664 13,795 2,131 18.3
General inorganic chemicals ......................... 5,299 5,620 322 6.1
Pharmaceuticals . . ......... ... i 11,189 14,184 2,994 26.8
Consumer and industrial products . .. .................. 4,337 4,741 404 9.3
Fertilizers and pesticides ............ ... .. ... ... 3,642 3,680 38 1.0
Dyes, pigments, paints, andinks ...................... 2,497 2,825 328 13.1

Total ... 58,378 66,065 7,687 13.2

U.S. merchandise trade balance:

Plastics, rubber, and products thereof . .. ............... 5,174 6,961 1,787 34.5
General organicchemicals . . ......................... 3,616 3,054 -562 -15.6
General inorganic chemicals ......................... 155 404 249 160.4
Pharmaceuticals . . ......... ... i -2,643 -3,840 -1,197 -45.3
Consumer and industrial products . .. .................. 2,915 2,938 24 0.8
Fertilizers and pesticides ............... .. ... ... 1,522 1,734 212 14.0
Dyes, pigments, paints, andinks ...................... 680 964 284 41.8

Total ... e 11,418 12,214 796 7.0

"Import values are based on Customs value; export values are based on f.a.s. value, U.S. port of export.
Note.--Calculations based on unrounded data.

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

U.S. BILATERAL TRADE

The United States' primary trading partner in chemicals and related products is Canada, largely due to
physica proximity, the fostering of regional integration of the industries and markets, and the establishment of
mutually favorable tariff rates under the CFTA and the NAFTA. In 1997, Canada was the leading source of
products imported by the United States as well as the leading market for U.S. exportsin this sector. TheU.S.
bilateral trade surplus with Canadaincreased by $481 million (14 percent) to $3.9 billion (table 7-1).

The largest improvement in the value of the U.S. bilateral trade position was with Mexico, the third-
largest partner, where the trade surplus increased by $1.3 billion (28 percent) to $6.2 billion. U.S. exportsto
Mexico increased by $1.8 billion (25 percent) to $8.9 billion, while imports from Mexico only grew by $413
million (18 percent) to $2.7 billion. Growth in U.S. exportsto Mexico can be attributed to both the devel opment
of downstream manufacturing industries that utilize chemicals and related products as well asthe rising vaue
of the peso, which has made U.S. products more price competitive in Mexican markets. After the economic
difficulties of 1994-95, the Mexican chemical industry maintained itself through exports. Now that the economy
has largely recovered to the 1994 levd, there is demand in Mexico for the goods formerly



shipped abroad, although capacity has not changed measurably.! This accounts for the relatively small growth
in U.S. imports compared with U.S. exports.

Total trade in chemicals and related products between the EU-15 and the United States grew in 1997,
reflecting anincreasein U.S. exports as well asimports. U.S. exports rose by $2.6 hillion (16 percent) to $18.8
billion, while EU exports to the United States increased by $3.3 billion (16 percent) to $23.5 billion; the U.S.
bilateral trade deficit increased by $689 million (17 percent) to $4.6 billion. The top-two European trading
partners with the United States were the United Kingdom and Germany. For both countries, the primary type of
products traded in 1997 was medicinad chemicals. Overall, the chemical industry in EU countries was hel ped by
the strength of the dollar against their currencies, which made their products more price competitive in the U.S.
market.2 However, bilatera trade trends varied among EU countriesincluded in the top-10 partners for this sector
in 1997; asthe U.S. trade position declined with Germany and the United Kingdom, it increased with France, the
Netherlands, and Belgium.

For trade with Japan, the second-leading trade partner, the U.S. trade deficit in chemicals and related
products grew by $137 million (7 percent) to $2.1 billionin 1997. U.S. exports grew by $335 million (6 percent)
to $6.1 billion, while imports from Japan increased by $472 million (6 percent) to $8.2 billion. Theincreasein
imports from Japan was largely due to the duggish Japanese economy in 1997; since demand was limited,
Japanese companies sought foreign markets for their products. 1n Japan, demand for U.S. products was stagnant,
except in specialized categories such as medicinal chemicals.

The U.S. hilaterd trade deficit with Chinaincreased for this sector, growing by $225 million (19 percent)
to $1.4 billion. U.S. importsfrom Chinawere led by miscellaneous rubber and plastic products, which amounted
to $1.5 hillion of the $3.4 billion total sector imports. Due to low Chinese wages and an abundant labor supply,
Chinese companies are able to produce these labor-intensive goods for less than U.S. companies. The two largest
categories in this sector for U.S. exports to China in 1997 were fertilizers ($1.1 billion), which are used to
enhance food production, and plastic resins ($166 million), the raw materials required for many of China's
exported goods.

The leading U.S. imports and exports of chemicals and related products for major trading partner
countries are presented in table 7-3.

'George Peaff, “North America: Mexico's Economy, Chemical Trade Still Robust,” Chemical & Engineering
News, Dec. 15, 1997, p. 22.

%Patricia L. Layman, “Western Europe: Strong Exports of 1997 to Slow and Growth to Moderatein ‘98,”
Chemical & Engineering News, Dec. 15, 1997, p. 28.
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Table 7-3
Chemicals and related products: Leading U.S. import and export products, by major partner, 1997

Partner Leading imports Leading exports

Canada........ Polymers of ethylene in primary forms New rubber pneumatic tires
New rubber pneumatic tires Certain retail medicaments in dosage form
Mineral or chemical fertilizers Certain plastic plates, sheets, film, and strip
Plastic boxes, bags, closures, etc. Polyacetals, other polyethers and epoxide

resins, in primary forms

Japan ......... New rubber pneumatic tires Human and animal blood and related products
Photographic chemicals New rubber pneumatic tires
Doped chemical elements and compounds used = Composite diagnostic/lab reagents
in electronics Antibiotics

Certain carboxylic acids

Mexico ........ Miscellaneous articles of plastic Miscellaneous articles of plastic
New rubber pneumatic tires New rubber pneumatic tires
Cyclic hydrocarbons Plastic boxes, bags, closures, etc.
Organic surface-active agents, other than soap Polymers of ethylene, in primary forms
Germany . ...... Certain retail medicaments in dosage form Composite diagnostic/lab regents
Certain heterocyclic compounds Human and animal blood and related products
Synthetic organic coloring matter Certain plastic plates, sheets, film, and strip
Natural or synthetic vegetable alkaloids Certain retail medicaments in dosage form
United
Kingdom ... .. Certain retail medicaments in dosage form Certain retail medicaments in dosage form
Nucleic acids and salts Composite diagnostic/lab reagents
Oxygen-function amino-compounds Certain plastic plates, sheets, film, and strip
Certain heterocyclic compounds Certain medicaments not in dosage/retail form
China ......... Miscellaneous articles of plastics, polymers, Fertilizers
and resins Polymers of ethylene in primary forms
Certain plastic household articles Polyacetals, other polyethers and epoxide
Plastic boxes, bags, closures, etc. resins, in primary forms
Certain plastic builders’ ware Certain cellulose and its chemical derivatives

Note.--Categories are 4-digit HTS headings/subheadings (or groups of 4-digit HTS headings/subheadings) and
corresponding export categories. The countries shown are those with the largest total U.S. trade (U.S. imports plus
exports) in 1997. Products are ranked in decreasing order based on 1997 trade.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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COMMODITY ANALYSIS
M edicinal Chemicals

The U.S. trade deficit in medicinal chemicals (pharmaceuticals) increased by $1.2 hillion (45 percent)
to $3.8 hillionin 1997. Although U.S. exports continued to increase, the growing deficit reflects alarger risein
imports, particularly from Western Europe.

Trade in the pharmaceutical industry has increased in general since January 1, 1995, following the
elimination of duties on most medicinal chemical products under the Uruguay Round Agreement. The United
States, the United Kingdom, Germany, Ireland, Japan, and several other large pharmaceutical producers were
signatories to this agreement. Since the world drug industry is dominated by multinational corporations, and
several large firms have recently merged, there is substantial product specialization and intracompany trade
throughout the sector.

Additiondly, there is a continuing trend in the pharmaceutical industry toward outsourcing production
of bulk active ingredients, chemicasthat aretypicaly produced in highly specialized processes that only alimited
number of facilities are equipped to perform. Outsourcing is beneficial to pharmaceutical companies that need
aquick and flexible source of these chemicals, which is often the Situation for firms looking to push their products
through clinical trials and, after approval, benefit from patent protection as long as possible. Because of the
importance of getting new pharmaceutical products to the market as quickly as possible, companies are often
willing to use either domestic or foreign production facilities.®

U.S.imports

Total U.S. imports of pharmaceuticalsincreased by $3.0 billion (27 percent) to $14.2 billion in 1997.
Imports from the United Kingdom, Germany, and Ireland, the top-three suppliers to the United Statesin 1997,
increased by $383 million (18 percent), $964 million (69 percent), and $512 million (37 percent), respectively,
and accounted for 48 percent of total U.S. imports of pharmaceuticals.

The United Kingdom and Germany have benefited from the trend toward outsourcing in the
pharmaceutical industry. Both countries have significant production capacity for medicinal chemicals, in part
dueto past national health paliciesthat have demanded high production levels. However, when their public health
budgets were reduced, supply exceeded demand and inventories rose.* By comparison, the United States has
limited capabilities, which has been partially attributed to the differing Food and Drug Administration (FDA)
inspection standards for domestic versus overseas facilities; because it is reportedly more difficult for U.S.
manufacturers to comply, pharmaceutical companies may fedl that it is less complicated to use a European
manufacturer.®> Additionaly, the dollar was strong against the German deutschemark in 1997, which made
German products more price competitive in the U.S. market.

Largely because of its membership in the EU and a national tax policy that is friendly to large
corporations, the Irish economy has been strong over the past decade. The most significant growth hasbeenin
high technology areas such as pharmaceuticals. Because Ireland’s production costs are low, its medicina
chemicals are highly price competitive in the U.S. market, which has led to arise in imports.® Due to the

3Stephen C. Stinson, “ Custom Chemicals,” Chemical & Engineering News, Jan. 19, 1998, pp. 49-52.
“Layman, “Western Europe: Strong Exports of 1997 to Slow,” p. 28.

®Bruce Gain, “U.S. Lags Europe in Outsourcing Capabilities,” Chemical Week, Sept. 10, 1997, p. 44.
®Dyan Machan, “Irish Tiger,” Forbes, Mar. 9, 1998, p. 86.
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continuation of foreign as well as local investment in the Irish pharmaceutical industry, it is anticipated that
imports from Ireland will also continue to increase.

U.S. exports

U.S. exportsincreased by $1.8 billion (21 percent) to $10.3 billion in 1997. The top three markets for
U.S. pharmaceutcals (by value) were Canada, Japan, and Germany. Of the three, exports to Japan rose the most
by value from 1996 to 1997, increasing by $216 million (23 percent) to $1.2 billion. Japan iswidely noted for
its national health policy that encourages expenditures on prescription drugs. In the U.S. prescription drug sector,
companies have benefited from the release of alarge number of newly approved productsin 1997, which tended
to command high retail prices.” The combination of higher drug prices, increasing demand by aging populations,
and an industry environment conducive to trade has led to the continued rise in U.S. exports (by value),
particularly to Japan.

Elizabeth Howlett
(202) 205-3365
ehowlett@usitc.gov

"Fred Gebhart, “Annual Rx Survey: The New Golden Age,” Drug Topics, Mar. 16, 1998, p. 71.
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Table 7-4
Chemicals and related products sector: U.S. trade for selected industry/commodity groups, 1996 and 1997*

USITC Change, 1997 from 1996
code? Industry/commodity group 1996 1997 Absolute Percent

Million Dollars
CHO007  Major primary olefins:

EXPOMS . ..o 199 306 107 54.1

Imports . ... 897 1,520 623 69.5

Trade balance: . ............ ... ... ... ...... -698 -1,214 -516 -73.9
CHO008 Other olefins:

EXpoOrts . . ..o 192 175 -17 -8.9

Imports .. ... 48 62 14 28.7

Trade balance: . .......... ... .. ... ... ... .. 144 113 -31 -21.4
CHO009 Primary aromatics:

EXpoOrts . . ... 214 255 41 18.9

Imports . ... 588 856 269 45.7

Trade balance: . .......... ... .. ... ... ... .. -373 -601 -228 -61.1
CHO010 Benzenoid commodity chemicals:

EXPOMS . .ot 1,487 1,283 -203 -13.7

Imports . ... 808 923 115 14.3

Trade balance: . .......... ... .. ... ... ... .. 679 361 -318 -46.9
CHO11 Benzenoid specialty chemicals:

EXPOMS . .ot 4,827 5,587 761 15.8

Imports . ... 3,664 4,136 472 12.9

Trade balance: . ............ ... ... ... ...... 1,163 1,451 288 24.8
CHO012 Miscellaneous organic chemicals:

EXPOMS . .ot 7,031 7,780 749 10.6

Imports . ... 4,970 5,493 523 10.5

Trade balance: . ............ ... ... ... ...... 2,061 2,286 225 10.9
CHO013 Miscellaneous inorganic chemicals:

EXPOMS . ..o 4,230 4,859 629 14.9

Imports . ... 4,823 5,118 295 6.1

Trade balance: . .......... ... ... .. ... ... .. -593 -259 334 56.4
CHO014 Inorganic acids:

EXpoOrts . . ... 142 192 50 35.6

Imports .. ... 234 262 28 11.9

Trade balance: . .......... ... ... . ... ... ... -92 -70 23 24.5
CHO15 Chlor-alkali chemicals:

EXPOMS . .o 967 824 -143 -14.8

Imports .. ... 188 184 -5 2.4

Trade balance: . .......... ... ... ... .. .. ... 779 641 -138 -17.8
CHO016 Industrial gases:

EXpOrts . . ..o 115 148 33 28.9

Imports .. ... 53 57 3 5.6

Trade balance: . .......... ... ... . ... .. ... 61 91 30 49.3
CHO17  Fertilizers:

EXPOMS . ..o 3,151 3,138 -13 -0.4

Imports .. ... 2,489 2,492 3 0.1

Trade balance: . .......... ... ... . ... ... .. 662 646 -16 2.4

CHO018 Paints, inks, and related items, and certain
components thereof:

EXPOMS . ..ot 2,461 2,935 474 19.3

Imports . ... 1,504 1,726 222 14.8

Trade balance: ............. ... ... ... ...... 956 1,208 252 26.3
CHO019 Synthetic organic pigments:

EXpoOrts .. ..o 295 337 42 14.2

Imports .. ... 356 401 44 12.5

Tradebalance ........... ... ... ... .. ... .. -61 -63 -2 -3.9

See footnote(s) at end of table.



Table 7-4--Continued
Chemicals and related products sector: U.S. trade for selected industry/commodity groups, 1996 and 1997*

USITC
code? Industry/commodity group 1996 1997 Absolute Percent

Change, 1997 from 1996

Million Dollars

CH020 Synthetic dyes and azoic couplers:

EXpOrts .. ..o 385 479 94 24.5

Imports .. ... 572 628 55 9.7

Trade balance ............ ... ... .. .. ..... -187 -149 39 20.7
CHO021 Synthetic tanning agents:

EXPOMS . . oottt e 17 17 ® 0.3

IMPOMS . . oot 7 8 ® 3.8

Trade balance: ............................ 9 9 ® -2.4
CHO022 Natural tanning and dyeing materials:

EXpoOrts . . ... 19 21 2 8.2

Imports .. ... 57 62 6 9.9

Trade balance ............ ... ... .. .. ..... -38 -42 -4 -10.8
CHO023 Photographic chemicals and preparations:

EXpoOrts . . ..o 496 501 5 1.1

Imports .. ... 701 733 31 4.5

Trade balance: ............ ... ... .. ... ... -206 -231 -26 -12.6
CH024 Pesticide products and formulations:

EXPOMS . .o 2,013 2,276 263 13.1

Imports . ... 1,153 1,188 35 3.0

Trade balance: . ............ ... ... .. ... .... 860 1,088 228 26.5
CHO025 Adhesives and glues:

EXpOrts . . ..o 394 457 63 15.9

Imports .. ... 141 150 9 6.4

Trade balance: .......... .. ... ... .. .. ... .. 253 307 54 21.3
CHO026 Medicinal chemicals:

EXPOMS . ..ot 8,546 10,344 1,798 21.0

Imports . ... 11,189 14,184 2,994 26.8

Trade balance: . ............ ... ... ... ...... -2,643 -3,840 -1,197 -45.3
CHO